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ABSTRACT

Petrochemical industrial (PTCI) sites may be considered a niche in the property market.
Mainstream economics, industrial development and real estate studies related literatures treat it as the
same as others. By prescribing the New Institutional Economics (NIE) approach, this research seeks to
find a definitive line to divide between this sub-sector with other industrial activities. In particular, from
the real estate perspective. The key research question is on the effect of formal institutions on industrial

land supply.

The empirical research was carried out in Kerteh and Gebeng in the Malaysian East Coast region.
Despite being isolated from nation’s mainstream economic activities as well as politically distinctive, the
tiny townships managed to be host to global petroleum, gas and chemical giants, believed to have
received the highest concentration of foreign direct investment (FDI) in Malaysia. Data were gathered on
the physical development on the industrial sites, through official records investigation at the government
offices as well as interviews with key figures both in the government and firms. Qualitative and

descriptive quantitative data analyses were applied.

Within the studied area, it was found that the two State Governments, Terengganu and Pahang are
the only land suppliers for PTCI use. Results from the analyses indicate that formal institutions have a
substantial influence on supply-side behavior. The key findings suggest that due to the complexity of the
government decision making process, government supply of industrial sites for PTCI use is timely,
uncertain, and not flexible according to demand. To arrive at a decision, on land in particular, the
authorities have to consult a massive set of information, dozens of public offices, hundreds of standards

and a wide range of expertises. In addition, a structured decision making process is strictly observed.

The findings indicate that in the PTCI sector, where the investment is vulnerable to various forms
of risks, the property transaction mode is slightly distinctive. The deadliest threat is unexpected changes
in prices and supply of the chemical feedstock. As natural gas derivatives, especially butane, ethane and
propane, the supply is dictated by the global market. Anticipating a threat, new sites must be sought. The
authority’s inability to respond to the immediate firms’ needs invites additional risks. In addition, where

the risk is very high, land prices are not imperative in industrial locating.

The findings also signify that the government decision making process which is framed out by the
social institutions which has been inherited since generations has hardly changed. The firms however,
without touching the institutional arrangements, through a unique clustering process find ways on how

to beat the red tape to secure a site together with the chemical feedstock.
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CHAPTER ONE — INTRODUCTION
1.1 INTRODUCTION

This research is a study of the interplay between economic and political agents
involved in the development of petrochemical industrial land. The research framework is
based on the concept of the Transaction Costs Economy found in Coase (1937; 1960) and
North (1990). However, the empirical study also applies a combination of approaches
found in Healey (1992a), van der Krabben and Lambooy (1993) and van der Krabben
(1995) to explain both the land development process and the interplay between land

development agents.

1.2 KERTEH AND GEBENG INTEGRATED
PETROCHEMICAL COMPLEX

1.2.1 Background

The empirical research was carried out in Kerteh and Gebeng in the Malaysian
East Coast region. Although isolated from the nation’s mainstream economic activities
and politically distinctive, these former fishing villages have been transformed into
Malaysia’s petrochemical industrial hub within a thirty-year period. They have become
host to multi-national petroleum, gas and chemical giants and are believed to have

received the highest concentration of foreign direct investment (FDI) in Malaysia.

Kerteh and Gebeng are about 77 km apart. They are planned industrial townships
and are located within the East Coast Industrial Corridor (ECIC) of Peninsular Malaysia.
The two towns are connected by a dedicated railway (a train running between the two
industrial sites). Gebeng is within the municipality of Kuantan, the state capital of Pahang
and is 470 km away from Kuala Lumpur. In contrast, Kerteh has its own town centre,
ports and airport. Both towns are accessible by highways, have their own ports and are
accessible within 20 minutes of an airport — Kuantan Airport and Kerteh Airport,
respectively. In between the two towns is a 60 km sunny sandy beach untouched by
developments, which attracts international tourists all year round and hosts a number of

luxurious hotels and resorts. Plate 1 includes images of Kerteh and Gebeng.



Gas processing plant at night

Kerteh from air

Kerteh Mixed Development Zone

Kerteh in the 1970s — just a fishing village
Entrance to Gebeng Petrochemical Complex
One of the plants in Gebeng

Petronas Regional Office, Kerteh

OTmMO oW

Plate 1 : Images of Kerteh and Gebeng



1.2.2 Development of Kerteh and Gebeng Petrochemical
Complexes

Both Kerteh Integrated Petrochemical Complex (KIPC) and Gebeng Integrated
Petrochemical Complex (GIPC) were initially created by State Governments and started
concentrating on the petrochemical industries only in 1996. Prior to this, Kerteh, which
was created by State Government of Terengganu was used only as a crude oil channel,
and as a liquefied petroleum gas (LPG) refinery. KIPC channels some 400,000 barrels of
crude oil (about 60% of Malaysian crude oil) and 2,200 million cubic feet of LPG (about
45% of Malaysian LPG) from off-shore rigs off Terengganu daily. In addition KIPC
receives some 250 million cubic feet of LPG from Natuna Islands, Indonesia’. Today,
KIPC also produces refined oil and gas products including every day petrochemical
feedstock, among which are ethylene, propylene and aromatics. The petrochemical
feedstock from KIPC is exported to GIPC to produce other intermediate petrochemical
products. Gebeng, in turn, was initially created by the State Government of Pahang and

developed for mixed industry in 1978.

KIPC currently covers over 2,800 acres of land, and is under expansion to cover
about 13,200 acres by the year 2010. With the present area of about 8,900 acres, GIPC
expects to expand to about 23,700 acres by the year 2008. Both KPIC and GIPC will be
self-contained modern townships, complemented by the existence of two higher learning
institutions as well as a number of technical colleges and training institutions specializing
in petroleum-related business, management and engineering, which are already in
operation within ECIC. There are also a number of international schools and a medical

college in operation within the wider area.

The following map shows the location of both industrial complexes:

! Based on discussion with Petronas Manager of Department of Media Relations and Information in September 2004.
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Figure 1 : Location of Kerteh and Gebeng Integrated Petrochemical Complexes




1.2.3 Reasons for Choosing Kerteh and Gebeng Integrated
Petrochemical Complexes as a Case Study

Although the case study areas have several similarities, they also offer important
contrasts. There are four main reasons for taking KIPC and GIPC as the cases to be
studied.

(@) Both are governed by the Industrial Master Plan 2 (IMP2);

(b) They are roughly equal in business strength in terms of natural resources, level of
the physical infrastructure and institutional support. They also share common
business opportunities and threats. Neighbouring countries pose competitive
threats. Singapore, has a successful history in petrochemical industries, has
greater expertise and is financially stronger. Indonesia is richer in oil and gas, and
China as well as the Indo-China countries have abundant access to of a cheaper

labour force;

(c) KIPC and GIPC are, however, politically contrasting. In Pahang, where Gebeng
is located, the state government is stable and the ruling party has not changed in
nearly 50 years. Terengganu, on the other hand, has a different political scenario.
Change in Terengganu’s ruling party is likely at any general election and it is not
unusual that the winner prevails by only a slim majority vote. Any ruling party
must strive for progress in industrialisation, not only to bring about more job
opportunities but more importantly, to present a better outlook for the
administration at the next election. Therefore, state authorities in both Pahang and
Terengganu are in a head-to-head competition to win over potential investors and

engage in a robust marketing strategy to sell their states;

(d) On top of that, the state governments are rivals in land administration. Even
though the central government of Malaysia has produced an industrial plan,
implementation is at the mercy of individual state authorities. This is due to the
Malaysian Constitution, which distributes powers between the Central and State
authorities. Under the Constitution, land development approval is entirely the

prerogative of State Government. The Constitution also grants state governments
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exclusive rights to the full revenue of any type of land-related taxes. As taxes on
industrial land provide lucrative income, competition among state authorities to

attract investors is fierce.

1.3 RESEARCH FRAMEWORK

1.3.1 Overview

The main theme of the study is this interplay between different development
actors, specifically government departments and private firms. The study looks explicitly
at how Malaysia’s institutional framework restricts their freedom and how they develop
strategies to bargain, compete and cooperate with each other within the content of

institutional constraints.

1.3.2 Aim and Objectives of the Research

According to North (1990) and Eggertsson (1990a, 1990b), the creation of
property rights limits uncertainty, reduces transaction costs and improves market
efficiency. However, van der Krabben (1995) and Adams (2001) suggest that the
behaviour of both regulatory bodies and landowners is difficult to predict. It is likely that
North’s (1990) and Eggertsson’s (1990a, 1990b) theses are oversimplified. The present
study aims to examine whether the creation of property rights merely transforms
uncertainty and transaction costs into a new form, rather than diminishing them.

Therefore, the study has the following objectives;

Objective No. 1:

To analyse the factors that distinguish KIPC and GIPC from other areas in
Malaysia. Discussion on Page 5 suggests that taxes from industrial land provide
lucrative income. Therefore, the competition among State Authorities to attract

investors to their state is intense.

Presumably, land price is one attraction for investment in the petrochemical

industry. Therefore, in explaining petrochemical industrial land development,



the proposed empirical study needs to examine the relationship between
industrial land supply and land price. To investigate the above assumption, other
factors also need to be equally examined. Therefore, a detailed analysis will be
conducted on the factors of natural resources, communication systems, physical

infrastructure and institutional support.

Objective No. 2:

To identify the institutional framework that controls and promotes the
supply of petrochemical industrial land. Ortona and Santagata, (1983);
Fothergill et al. (1987) and Adams et al. (1993) suggest that the price
mechanism and existence of supply and demand flows do not guarantee an
automatic exchange in industrial sites (more discussion on Page 58). Others
suggest that institutional factors play a significant role in industrial land

development and exchange.

The proposed empirical research therefore will examine the relationship
between industrial land supply and formal institutions such as laws, regulations,
and practices. The study will also investigate in depth the basis on which these
institutions are created, how they are interrelated and in what ways they create
transaction costs on the supply of land. The relationship between formal
institutions and the institutional environment and governance system will also

be examined.

Objective No. 3:
To identify the market players and define their functions and interests.

As study on the relationship between petrochemical industrial land supply and
formal institutions, as discussed above, is incomplete without explaining the

market players, their functions and interests.

Traditionally, in a general sense, market players can be divided into two
groups of organisations — government departments and private firms. Analysis

will be carried out to define the power and resources under their control — e.g.
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political influence, market information, expertise and finance. The research will
also examine how these organisations exploit their resources in bargaining,
competing and co-operating, in order to position themselves in their struggles to
attain their objectives.

Objective No. 4:

To examine government departments’ power structure, domination and
control of resources. Discussion on Page 3 indicates that KIPC and GIPC were
created by the State Governments of Terengganu and Pahang. Therefore, a
deeper examination will be undertaken on the nature of the relationship between
government departments, both inter- and intra-state. The functions and actions
of government departments will be explained with respect to the institutional

framework at local, regional and national levels.

The discussion on Objectives No. 1, 2 and 3 above suggests that
institutional factors play a substantial role in land and the development process.
The discussion also indicates that research needs to include the market players,
their functions and interests. Therefore, this study would not be complete
without first investigating the relationship between the strategies of
petrochemical firms in avoiding the risks of uncertainties and the institutional
environment, particularly as it is related to governance, government power,

domination and control of resources.

The four research objectives above imply that this research should investigate:

(@) The relationship between petrochemical industrial land supply and land
price;

(b) The relationship between the supply of industrial land for the
petrochemical industry and the institutional environment; and

(c) The relationship between industrial land supply for petrochemical use

and governance.



1.3.3 The Research Problem

The above three research areas suggest that this research needs to examine the
roles of formal and informal institutions in the petrochemical industry, particular in the
context of Malaysian petrochemical industry. Therefore, this research will address the
central question:

“In what way is the supply of land for the petrochemical industry in Malaysia
affected by the formal institutional framework of that country? ”

The following discussion relates this central question with the research questions that are

formulated in Chapter Five, which are:

1.3.3.1 The relationship between petrochemical industrial land
supply and land price
Ortona and Santagata (1983), Fothergill et al. (1987) and Adams et al. (1993), as
discussed on Page 7, suggest that that the price mechanism alone cannot guarantee an
automatic exchange in industrial sites. In addition, as suggested on Page 7, the proposed
empirical study needs to examine the relationship between petrochemical industrial land
supply and land price, as well as other factors. Therefore, the research will address the

following question:

Q1l: To what extent does the price of land influence ownership transfer of
petrochemical industrial sites?

1.3.3.2 The relationship between industrial land supply for the
petrochemical industry and the institutional
environment
van der Krabben (1995) and Adams (2001) suggest that land supply is related to
regulatory bodies. As discussed above, in Malaysia, State Government and the Land
Office play a major role in the disposal of government land as well as in land

development approval.



North (1990) and Eggertsson (1990a, 1990b) suggest that formal institutions,
including laws, government and property rights are created in the institutional
environment. Therefore, to find a comprehensive answer to the above research question,

the following research questions need to be addressed as well.

Q2:  How do government decisions and the government decision-making
process affect the supply of industrial land?

Q3:  How do the institutional environment, governance and market
allocation of resources influence government decisions about land?

1.3.3.3 The relationship between petrochemical industrial land
supply and governance

Discussion on Page 8 suggests that in order to complete an investigation on the
relationship between petrochemical industrial land supply, formal institutions, the
institutional environment and the governance system, the proposed study has to identify
the market players, their functions and interests. The study also needs to examine the
strategies of petrochemical firms in avoiding the risks associated with uncertainties,
especially those that are related to government power, domination and control of
resources. Accordingly, to complete the research the proposed study will answer the

research question:

Q4:  What is the relationship between the actions of petrochemical firms in
the land development process and their strategies to avert risk and
uncertainty?

The following discussion will relate the above research questions with the discussion in

the subsequent chapters.

1.4 THESIS CHAPTERS

1.4.1 Chapter One

An introduction to the research.
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1.4.2 Chapter Two

Chapter Two reviews the main industrial land development theories. The focus is
on neoclassical and institutional economics. One of the research objectives is ‘to identify
the institutional framework that controls and promotes the supply of industrial land for
petrochemical use’ (see Page 7). The aim of the discussion in Chapter Two is to find a

model that addresses this research objective.

1.4.3 Chapter Three

Chapter Two concludes that application of an NIE approach is the most
appropriate in addressing problems in industrial development phenomenon as addressed
by the Research Questions 2 and 3. As mentioned earlier, these two research questions
address the institutional framework that controls and promotes the supply of industrial
land. Chapter Three discusses NIE approach in depth. This chapter concludes with
Williamson’s (1998) proposition on the application of an NIE approach in empirical

research.

1.4.4 Chapter Four

Chapter Four reviews institutional problems in industrial land development. This
chapter discusses the characteristics of the petrochemical industry, the relationship
between industrial land development and the institution of the market, the relationship
between industrial land development and social institutions, and the strategies
petrochemical firms employ to avert risks and uncertainties. The discussion in this

chapter aims to identify research problems that need to be examined.

1.4.5 Chapter Five

Chapter Five is a literature review explaining the administrative framework for
Malaysian industrial development. This chapter also discusses institutional problems
associated with industrial land development. This chapter begins with an introduction to
the Malaysian industrial development framework and the Malaysian land administration

system. The chapter concludes with problems at the supply-side (that is the Land Office)
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as associated with the institutional environment, governance and market allocation of

resources.

1.4.6 Chapter Six

Research methodology and method are discussed in this chapter. This chapter
begins by defining the ‘methodology’, the philosophical and theoretical basis on which
the empirical investigation is carried out. The chapter then defines the ‘method’,
procedures for accomplishing the empirical investigation. The aim of this chapter is to
propose the research method used in the empirical research. Chapter Six, which discusses
in depth the differences between qualitative and quantitative research methods,
emphasises the epistemological issues associated with explaining problems in
petrochemical industrial land development. Data collection and analysis procedure as

well as issues of validity, credibility and reliability are discussed in this chapter.

1.4.7 Chapter Seven

Chapter Seven analyses actual land development activity at the studied location.
The chapter concludes with an assessment of the effect of interactions among land
development actors on the development process. This chapter will:

@) answer the question of whether land price is a major attraction to the

petrochemical firms in the studied areas; and

(b) identify the market players and define their functions and interests.

Thus, this chapter will answer Research Question 1.

1.4.8 Chapter Eight

Chapter Eight is an analysis of the influence of institutional arrangements on the
process of decision making at the supply-side. This chapter aims to:
(a) examine government departments’ power structure, domination and

control of resources; and
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(b) identify the institutional framework that controls and promotes the supply

of industrial land to the petrochemical industry.

Therefore, this chapter will answer Research Questions 2 and 3.

1.4.9 Chapter Nine

Petrochemical firms’ actions and strategies in the land development process are
analysed in this chapter. This chapter, based on the findings in Chapter Nine, will
analyse the strategies of petrochemical firms who acquire industrial sites and participate
the in land development process. This chapter, therefore, will answer Research
Question 4.

1.4.10 Final Chapter

This chapter reviews the major findings of this study and the research questions,
especially the central research question. There is an assessment as to whether the

answers to the research questions met the research objectives.

1.5 CONCLUSIONS

The proposed study, based on the premise that effective property rights in reduce
uncertainty in the market, is an attempt to discover how economic and political agents
cooperate continuously to lift institutional barriers and improve efficiency in the supply
of petrochemical industrial land. It is anticipated that, in the development process, there
will be interplay between economic agents, both firms and government departments. It is
also anticipated that both parties will exploit whatever strengths they have in bargaining,
competing and co-operating with each other, in their effort to control resources and their

position in the market.
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CHAPTER TWO — INSTITUTIONAL ECONOMICS

2.1 INTRODUCTION

As stated in the previous chapter, the empirical research will investigate
petrochemical firms’ investment strategies in relation to government power, domination
and control of resources. This research will concentrate on the institutional environment,
governance and market allocation of resources. Therefore, the focus of this study will be
the institutional environment, formal institutions and governance system within Malaysia.
It is suggested that application of an NIE approach is more appropriate in addressing
problems in industrial land development. Therefore, this chapter will begin with the
history of NIE, also discussing its main thrusts, particularly the concepts of institution,
organisation, transaction costs, the problem of information and institutional change. At
the end of this chapter, the application of NIE in empirical research by applying

Williamson’s (2000) model, will be evaluated.

2.2 HISTORY OF INSTITUTIONAL ECONOMICS

Although the term ‘institutional economics’ first appeared in the USA just after
World War 1, this discipline can be traced back to the nineteenth century in the works of
Richard Ely (1854-1943) and Thorstein Veblen (1857-1929). This earlier strand of
institutional economics, which is known as old institutional economics (OIE), was
influenced by the German Historical School (McMaster and Watkins, 2003). The OIE,
which emphasises the role of social institutions in the economy (Hodgson, 1997),
appreciates other non-economic sources of knowledge in explaining economic
phenomena. Commons (1937) emphasises that:

. institutional economics, furthermore, cannot separate itself from the marvellous
discoveries and insights of classical and psychological economists. It should incorporate,
however, in addition, the equally important insights of communistic, anarchistic,
syndilistic, codperative, and unionistic economist.”” (p.648).
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OIE, which has a Darwinian flavour, strongly believes that economic
development is a result of social evolution (Tilman, 1999; 2002; Fuller, 2001). Since OIE
treats the market as a social institution, it argues that the disciplines of economics and
sociology are intertwined. OIE also argues that individual motives and preferences are
greatly driven by habits. Habits, in turn, are influenced by social institutions. Learning
and adaptation are therefore key processes in economic change and progression (Ibrahim
and Galt, 2002). OIE, which became dominant in America just after World War 1, was
eclipsed after World War 1l (McMaster and Watkins, 2003; Hodgson, 1998). However,
there are still a number of influential academic contributors associated with OIE% Among
these are Geoffrey Hodgson, Richard Nelson, Sidney Winter, Michael Porter, Ash Amin,

M. Storper and M. Grannovelter.

In the 1980s, the term ‘new institutional economics’ (NIE) was coined by Oliver
Williamson to distinguish his approach from the old strand. This new strand is removed
from Darwinism, but also claims to be within neoclassical economics (Hodgson, 1990;
Samuels, 1995; Tilman, 1999, 2002; Fuller, 2001). According to Samuels (1995) NIE:

“ ...works largely within neoclassicism, and shares its rationality, maximisation, and
market or market-like orientation and likewise tends to seek, though with less
formalisation, the conventional determinate, optimal, equilibrium solutions to problems”
(p. 578).

Meanwhile, in Eggertsson (1990a):

“Although the NIE widens the scope of neo-classical economics, it does not constitute a
new paradigm because the hard core of the neo-classical research program is left intact,
particularly the rational choice model ... Instead, NIE constitutes a modification of the
protective belt of the neo-classical paradigm, primarily by introducing transaction costs
and the constraints of property right” (p.450).

Some earlier works associated with NIE are Knight (1921) and Coase (1937). By
the mid-1990s the term ‘new institutional economics’ was in widespread use and was
associated with a vast literature. Other leading names associated with the ‘new’
institutional economics are Masahiko Aoki (in game theory), Ronald Coase (transaction

costs), Mancur Olson (public choice theory), Douglass North (institutions, institutional

change and economic performance) and Richard Posner (relationship between formal

2 Also known as evolutionary economics (EE)
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institutions and economics). The NIE is now recognised as a stable discipline and a

number of scholars of this school became Nobel Laureates (Evans, 2003).

2.3 THE MAIN THRUSTS OF NIE

It is essential to note that NIE is a young and growing discipline. Its basic features
have so far been developed only skeletally. Based on the writings of its main proponents,
NIE is incomplete without its five pillars, which are:

(@) institutions;

(b) organisations;

(©) transaction costs;

(d) the problem of information; and

(e institutional change.

2.3.1 Institutions

2.3.1.1 Definition of Institutions

The definition of ‘institutions’ varies greatly among proponents of NIE. It is
difficult to determine which definition is the most clear and precise (Vandenberg, 2002).
North (1991) defines institutions as:

‘the humanly devised constraints that structure political, economic and social interaction.
They consist of both informal constraints (sanctions, taboos, customs, traditions, and codes
of conducts), and formal rules (constitutions, laws property rights)’ (p. 97).

Although North pays little attention to the three principal of modes of economic
interaction (i.e. negotiation, monitoring and enforcement), Williamson regards them as
key aspects of institutional analysis (Vandenberg, 2002). North’s and Williamson’s
definitions also differ as to which institution is more encompassing. While Williamson’s
thesis focuses on institutions that govern human interactions, North talks about *“a
framework within which human interaction take place” (North, 1990, p.4 [quoted in
Vandenberg, 2002, p.219]). In this light, institutions for North (1990) refer to formal and
informal social arrangements such as public policies, laws, regulatory systems,

intellectual property regimes, educational systems and national culture. In Williamson’s
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(2000) typology, institutions are hierarchically broken down into four layers, as shown in

Figure 2:
Level Frequencies Purpose
(Years)
Embeddedness:
informal oft
institutions, en
L1 customs, 10° to 10° nonspeculative;
traditions, norms, spontaneous
religion
A
1
1
_____________ S
1
A 4 :
Institutional
environment:
formal rules of ) Get the
L2 the game — esp. 10 to 10 institutional
property (polity, environment
judiciary, Srtlght.
bureaucracy 1 orQe_r
'y economizing
- —_—— k- - - ——— - : _______________________________________________________
:
Governance:
play of the game
L3 — esp. contract 0 Get the
(aligning lto1l governance
governance structures right.
structures with 2" order
transactions) economizing
A
1
1
_____________ .
1
\ 4 :
Resource allocation
and employment
(prices and . Get the marginal
L4 quantities; continuous conditions right.
incentive alignment 3 order
economizing

L1: social theory
L2: economics of property rights/positive political theory
L3: transaction costs economics

L4: neoclassical economics/agency theory

Figure 2 : Economics of Institutions.

Source : Williamson (2000, p.597)
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In Williamson’s (2000) typology, Level 1 institutions are embedded informal
institutions. Traditions, customs, values and religion are in this class. As they have
developed spontaneously over a long period of time, changes in these institutions are very
slow. Level 2 consists of formal rules. Constitutions, laws and property rights are
included in Level 2. Level 2 institutions form the basis for the existence of a governance
system, within which economic actors communicate. Level 3 is where governance is
placed. At this level, the transaction takes place and contracts enter into the equation.
This is where conflicts arise when players pursue different goals. Mitigation, enforcement
and arbitration are among ways to resolve conflict as well as to realize mutual gains.
However, none of the solutions are costless, nor simple. At this level also, transactions

occur and prices are adjusted. Level 4 is where neoclassical economics operates.

The research aims and objectives (see Page 6) assert that this study will focus on
the institutional environment, governance and the market allocation of resources.
Therefore, the following discussion will focussed on institutions in Levels 2 to 4 of

Williamson typology.

2.3.1.2 Level 1 Institutions — Informal Institutions

For NIE, the market is merely an institution within society, interdependent with
other institutions. Thus, NIE relates economic performance to other institutions such as
politics, economics, culture, religion, the legal system and values (North, 1990; van der
Krabben, 1995). For North (1990), perception links formal institutions and economic
decisions are linked. As the question of information is central in the economy, the
question of bounded rationality is crucial as well. In the same light, Simon (1961),
Williamson (1998) and Vandenberg (2002) contend that human decisions, subject to
cognitive constraints, arise partly from social values. However, as mentioned above, this

study will not examine Level 1 institutions.
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2.3.1.3 Level 2 Institutions — the Institutional Environment

Figure 2 indicates that Level 2 is where the institutional environment is placed,
within which are formal rules. Therefore, Level 2 contains property rights, polity,
judiciary and bureaucracy. According to Williamson (2000):

“...the design instruments at Level 2 include the executive, legislative, judicial, and
bureaucratic functions of government as well as the distribution of powers across

different levels of government (federalism). The definition and enforcement of
property rights and contract laws are important features” (p.598).

NIE recognises that property rights and private ownership are the essence of
economic development. In turn, both are dependent on the establishment of formal social
institutions. Without guaranteed rights regarding resources, humans are less motivated to
seek discoveries and development (North, 1990; Eggertsson, 1997). Nevertheless, the
creation of property rights per se is not sufficient to secure economic development. Only
property rights which are unambiguous, secure, freely alienable and backed by
enforceable laws, rules and contracts, can secure economic development (Smyth, 1998).
Findings in Adams et al. (2001a; 2001b; 2002), Cheung (1976) and Brookfield et al.
(1991) show that where land is legally or physically constrained, development is difficult.

23.1.4 Level 3 Institutions — Governance Structure

Level 3 consists of the institutions of governance within which transactions take
place. NIE does not focus on resource allocation but on human behaviour. Since human
behaviour is influenced by opportunism, working through credible contract is difficult
Williamson, 2003). John R. Commons, who suggests that transaction costs are the basic
unit of analysis in explaining the economy, argues that governance is an effort to craft
order, thereby mitigating conflict and realizing mutual gains (Williamson, 1996; 2003).
Therefore, NIE investigates the economic system in terms of contracts, or exchange
relationships (Ibrahim and Galt, 2002).

Governance structure concerns contractual arrangements among parties in the
economic system (Cheung, 1987; Lai, 2005). A credible contract is difficult (Williamson,

2003) because of various factors. One of these factors is opportunistic behaviour
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associated with the axiom of rational maximisation behaviour (Cheung, 2002). The
problem of limited information (Eggertsson, 1997) also leads to incomplete contractual
arrangements whose result is shirking (Lai, 2005). Therefore, economic actors need to
arrange economic organisations so as to ease information flow and increase certainty, as
well as to monitor opportunistic behaviour and confine the hazards of opportunism
(Williamson, 2000; 2003).

North (1990) calls the above problems ‘the problem of coordination’. He argues
that no arrangement is cost-free. Transaction costs emerge from efforts to overcome
market problems. As suggested by John R. Commons (as discussed above and in detail in
Sub-section 2.3.3), transaction costs are fundamental in understanding NIE. Transaction
costs may be divided into two categories: the cost of negotiations (ex-ante) and the cost
of enforcement and commitment (ex-post). Both types of transaction costs depend on
institutional arrangements. Transaction costs are often high and sometimes higher than
production costs. If transaction costs continuously diminish return on investment,
economic actors will try to reduce them by improving communication and changing

organisation, firm structure or institutions.

2.3.15 Level 4 Institutions — The Market

It is important to note that within NIE, neoclassical economics’ (NCE) main
principles are left intact, particularly the rational choice model (Eggertsson, 1990a;
Samuels, 1990; Ibrahim and Galt, 2002). Market institutions consist of the establishment
of property rights, liberalisation of exchange and the voluntary reaction of individuals
and organisational structures in establishing appropriate exchange systems that minimise
transaction costs (Ibrahim and Galt, 2002; Pennington, 2001; Papandreou, 2003). Market
institutions are perceived as artefacts of human interaction to assist in the coordination of

activity and align institutional rules with physical reality (Papandreou, 2003).

NIE constitutes a modifies of the protective belt of the neo-classical paradigm,
primarily by introducing the concepts of transaction costs, constraints on property rights

and the assumption that economic decisions are not necessarily rational (Coase, 1937;
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1960; North, 1990). The institution of the market provides an adequate system of
property rights that facilitate a ‘market in externalities’. NIE acknowledge the role of
government and regards government as the institution that enforces contractual bargains
between private parties and provides a legal system in order to adjudicate disputed

property rights in court. (Papandreou, 2003).

With respect to rationality, NIE stresses that economic decisions are subjected to
two constraints, namely, incomplete and filtered information (Vandenberg, 2002; North,
1990). NIE’s chief argument is that market actors are not always rational. Instead, their
decisions are either based on incomplete information or guided by other non-hedonic
reasons (Coase, 1937; 1960; North, 1990; Williamson, 1975). Coase, who suggests that a
firm’s variation in size is a consequence of its efforts to reduce transaction costs, was the
first economist to draw attention to the importance of transaction costs in the economy
(Smyth, 1998). This idea has been applied to the whole market system based on the
argument that all solutions in the market are costly. This also challenges the equilibrium
theory, which tends to assume that all transactions are cost-free (Nelson and Winter,
1982).

As a consequence of informational problems, as well as the existence of
transaction costs, it can be assumed that the market is never efficient (Eggertsson, 1990a;
1990b). In essence, NIE argues that the market is an institution and its performance is

influenced by transaction costs.

2.3.2 Organisations

Another important term in NIE is ‘organisation’, which is defined as a group of
individuals bound by some common purpose to achieve a common objective
(North,1990). Olson (1965) suggests that an organisation consists of a group of
individuals with a common interest. Political bodies, a legislative assembly, government
departments, firms, co-operative societies, trade unions, chambers of commerce and
learning institutions are among examples of organisations (North, 1990). Interaction

between organisations, each with its own distinct philosophy, interests and priorities, is
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complex (van der Krabben, 1995; Ball, 2003). According to North (1990), organisations

may also change their behaviour if there is a continuous change in prices.

Williamson (1975), who argues that organisations emerge to ‘align transactions
with governance structures, theorises that an organisation is created fundamentally in
reaction to human opportunistic and self-interested behaviour. He believes that economic
agents are not totally rational (boundedly rational), and, therefore tend to disclose
information in a selective manner, as well as intentionally misleading, disguising and
confusing. As a result, information is costly and imperfectly distributed. Since
information is not cost-free, economic agents arrange themselves and create organisations

to overcome the problem of information and to reduce transaction costs.

In addition to Williamson’s (1975) thesis, Smyth (1998) suggests that the form
and size of an organisation are determined by the complexity of problems, the frequency
of transactions and the type of uncertainty that organisation faces. If the problems are
straight-forward, economic agents will only create a simple organisation. If the problems
are complex, the cost of information and the degree of uncertainty high, more complex
organisations will be created. Regardless of differences in explaining the organisations,
most NIE scholars share Olson’s (1965; 1971) opinion that incentives are the main
driving factor influencing organisational behaviour. Incentives, whether monetary or
social, in Simon and Olson’s propositions, can be treated in the same way (Rowlinson,
1997).

2.3.3 Transaction Costs

Transaction costs, the costs of running the economic system (Williamson, 1985),
are defined as the cost of specifying what is being exchanged and enforcing any
subsequent agreements. Transaction costs are distinct from production costs which have
been traditionally interpreted as costs of capital, labour, technology and natural resources
(Vandenberg, 2002). Transaction costs primarily come from costs associated with
information, mainly the cost of writing, executing and enforcing contracts as well as the
cost of measuring performance (Coase, 1937, 1960; Williamson, 1975; North, 1990).
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In business the most important information needed is the extent of commitment
by the parties involved in a contract. Only by knowing the contractual parties’
performance can a firm know whether the payment for a particular contract is
worthwhile. Sometimes a firm has to use litigation or to hire a third party to measure this
commitment. This increases the cost of information. If all parties trust each other and
abide by the contracts, the cost of measurement can be reduced (Barzel, 1987;
Eggertsson, 1990a, 1990b; North, 1996).

By quoting “...the ultimate unit of activity ... must contain in itself the three
principles of conflict, mutuality, and order. This unit is transaction” (Commons, 1932
p.4 [cited in Williamson (2000, p.599]), Williamson emphasises that that NIE subscribes
to John R. Common's thesis that the transaction is the basic unit of analysis (Williamson,
2000; 2003).

Barzel (1974; 2000) suggests transaction costs are measurable, and can outweigh
benefits. Williamson (1975) suggests that transaction costs mainly arise from ex-ante and
ex-post arrangements. Ex-ante arrangements include the costs of negotiations. Contract
enforcement, including executing and enforcing the items agreed upon, are part of the ex-
post arrangement. With respect to ex-post arrangements, Eggertsson (1990a; 1990b)
indicates that there is evidence to support the proposition that sometimes the cost of law
enforcement may be higher than the income from the industry for which the law is
created. He quotes an example in Anderson and Sutinen (1984) in which in some
countries, the government spends money on surveillance, information and manpower for
protecting the interests of their fishermen. The expenditure for these actions is normally
higher than the fishermen’s income from the fishing areas where the protection is
provided. Webster and Lai (2003), refer to these organisational costs as just elements of
‘co-operation cost’. The typology of transaction costs they devise is summarised in Table
1. Table 2 indicates which institutions are involved in the enforcement of rules, from

which transaction costs are derived.
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Table 1 : A Typology of Co-operation Costs

Type of co-operation cost

Definition

Includes costs of:

Exclusion costs

Costs of protecting property
from third party opportunism

Physically demarcating resources
Reaching agreements
Policing agreements

Co-ordination costs Transaction costs

Costs of exchange and
combination when markets co-
ordinate co-operative acts

Searching for exchange or combination
partners

Creating contracts

Policing contracts

Third party costs

Compliance and clarification costs

Organisation costs

Costs of exchange and
combination when an
organisation such as a firm or
club co-ordinates

Gathering centralised information
Making rules and decision about
resource allocation

Policing rules and decisions

Organisation costs
(government)

Costs of creating and operating
rules that govern the behaviour
of individuals, markets and
organisations

Gathering centralised information
Making rules and decision about
resource allocation

Policing rules and decisions

Source : Webster and Lai (2003, p.41)

Table 2 : Typology of Institutions Involved in the Enforcement of Rules

Type of rule

Sanctions

Spontaneous Conventions

Internalised rules

Customs

Harmed self-interest
Conscience

Group disapproval

Organised by
private contract

Informal agreements about conduct

Formalised private codes of conduct

Loss of group privileges

Formal exclusion from group privileges

Organised by state
law

Public codes of conduct backed by

Loss of rights, for example by fine or
imprisonment

Source : Webster and Lai (2003, p.60)

2.3.4 The Problem of Information

Probably, the problem of information was first highlighted in Coase (1937) when

he related the problem of transaction costs with Knight’s (1921) concept of certainty. To

secure certainty, firms invest in more accurate measurement tools and systems, such as

advanced information technology, while the state usually provides a credible system of

measurement and enforcement (Vandenberg, 2002). While Coase (1937; 1960) stresses

only the impact of litigation on the economy, Williamson (1975) relates uncertainty and

transactions to the relationship between de facto and de jure legal rights and the role of
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credible commitment. He also relates them to human traits which give rise to
opportunistic behaviour, self-interest, cunning and boundedly rational economic agents.
Williamson (1975; 2000; 2003), who suggests that firms transform themselves as a result
of actions intended to avoid unknown unintended consequences of incomplete contracts,
relates the problem of information with governance structure. Simon (1961) in an earlier
work also emphasised the problem of information and also suggests that it gives rise to

bounded rationality.

Bounded rationality covers a wide range. It may refer to limited availability of
information (Adams et al., 2003), scarce data and knowledge as well as limited mental
capacity to absorb data (Eggertsson, 1997). Even if full information existed, humans
would be unable to consider an exhaustive list of future states of the world and possible
courses of action. Thus, bounded rationality also includes limited human computation
ability (Simon, 1961; Dunn, 2000). In short, bounded rationality refers to incomplete
data, incomplete processing, and incomplete models for data processing (Eggertsson,
1997). It is, however, crucial to note that wider institutional factors significantly

influence data processing (North, 1990).

2.3.5 Institutional Change

For firms, institutions of political, legal, educational or any other form, can be
either an asset or an encumbrance (Teece et al., 1997; Eggertsson, 1997). North (1990)
emphasises that “if institutions existed in the zero transaction cost framework, then
history would not matter...” (p.93). A short-term price change nevertheless does not
normally affect institutions. Only a repeated change that forces economic agents to learn
can result in institutional change (North, 1990; Eggertsson, 1997). North (1990) also
appreciates Charles Darwin’s theory of evolution in concluding that institutional change

comes about over a long period.

North (1990) suggests that institutional change comes about in order to ease the
mobility of capital, to lower the cost of information and to spread out risks. He discusses
the influence of prices on institutional change, ruling out prices as the primary factor in

institutional change. There are three points that distinguish North’s understanding of
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prices and institutional change from those of the neoclassical economics. First, North
argues that prices do not change institutions instantly in order to accommodate the
formation of an equilibrium point. He stresses that institutional change only takes place
within an indefinite period after economic agents undergo a learning or path-dependence
process. Second, institutional change is guided by bounded rationality and not driven by a
profit maximisation motivation. Third, he also believes that, instead of being passively
altered by changes in relative price, institutions also have some power to change the

relative price themselves.

Nonetheless, the outcome of institutional change in society is sometimes an
unexpected and undesired vicious circle of economic problems (Eggertsson, 1997). An
institutional change requires a learning process, during which agents need time to adapt
to the new environment. In some instances, people do not adapt to the change (Furubotn,
1994). This may arise from failure to gain support from other institutions; or because the
change does not conform to social values and is not supported by political will (North,
1990; Eggertsson, 1997). Sometimes, a change simply replaces one inefficient
bureaucratic procedure with another. Other variable that influence institutional change
include collective or social efficiency, the interests of those with the bargaining power
and the interests of the wider society (Keogh and D’Arcy, 1999).

As stated, changes in the institutions in Levels 1 and 2 of Figure 2 (Page 17) tend
to be very slow. In his tabulation (see the ‘frequency’ column), Williamson suggests that
a change in a Level 1 institution may take 100 to 1,000 years. The process which North

(1990) calls “path-dependence’ takes place when transaction costs are high.

2.4 APPLICATION OF THE NIE IN EMPIRICAL
RESEARCH

Williamson (1988) suggests that transaction cost analysis has three components.
The first component is identification of the microanalytic factors from which the costs of

transaction are derived. The second component is analysis of the alignment of
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transactions with governance structures. The third component is what he calls ‘process

analysis’. Details follow:

2.4.1 ldentification of Microanalytic Factors

The identification of microanalytic factors has three stages. First, it involves
making the transaction the basic unit of analysis (see Sub-section 2.3.1.4). The second
stage involves identifying the behavioural assumptions necessary for assessing contracts.
The relevant theory of behaviour is mainly based on Simon’s (1961) thesis that the
rationality of human agent is bounded. Bounded rationality can be attributed to limited
access to information as well as limited computational capabilities. As a result, the
choices of economic agents, instead of being rational, are sometimes subjected to non-
economic rationales. Williamson (1975) emphasises that, in addition to Simon’s
proposition, humans are opportunistic, exhibit self-interested behaviour and are
boundedly rational. The third stage is identifying and explaining the critical dimensions
in which transactions differ. The dimensions in which transactions differ include (a) the
frequency with which transactions occur, (b) the type and degree of uncertainty involved

and (c) the condition of asset specificity.

2.4.2 Analysis of Types of Transactions

Brouthers and Brouthers (2002) suggest that uncertainties that create transaction
costs can be divided into two categories — environmental and behavioural. As in
Williamson (2000), Brouthers and Brouthers (2002) suggest that both forms of

uncertainties influence changes in firms’ governance structure.

2.4.3 Process Analysis

Process analysis explains the transformation of firms with respect to transactions.
It focuses on the process by which alignments are made. It is argued that a firm
transforms itself through vertical integration or the creation of a bilateral monopoly based
on the nature of contracts. The more complex the contract, the more incomplete the

transaction may be. Since unintended consequences are unknown, firms evolve and
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transform towards a more certain position. This transformation can be analysed based on
changes in firms’ ownership structure, inter- and intra-firm relationships, procurement

and marketing strategies (Williamson, 1988).

2.5 LIMITATIONS OF NIE

Williamson (1994;1999;2003) who proposes a theoretical governance structure
that affects market performance, admits that bureaucracy, and in particular government
administration is still under-emphasised. Walcott and Hult (1987) suggest that even
though government administration and the political system are symbiotic, they are
composed of different institutions. Therefore, they deserve different treatments.
Nevertheless, most NIE literature dilutes the concept of bureaucracy with the idea of
political system or lumps the political system together with the general concept of

bureaucracy.

Another drawback is the assumption that the process of institution change is
obstacle-free. There is empirical evidence to suggest that a change is not always easy,
especially in government bureaucracy. In Hong Kong, for instance, a change in the
political framework in 1997 has not totally altered the bureaucracy of British legacy (Lee,
1999). Another example is in Africa. Since the late 1980s, public administration in many
countries in Africa has been redesigned. However, it has been proven that World Bank-
sponsored programs are still far from making significant progress in many places
(Olowu, 1999). The obstacles to change government bureaucracy may also be detected
within the public service of the UK, Canada, the US and France. In short, despite an ever-

changing political scenario, bureaucracy has its own path (Campbell, 1988).

In addition, Williamson (1988) who has proposed a procedure on how to carry out
empirical research in relation to his transaction cost theory, proposes that identifying the
microanalytic factors is the most important part of NIE analysis. Nevertheless, he admits
that applying his research procedure is rather difficult, mainly due to the fact that relevant
data are rarely available from standard statistical sources. Dunn (2000) and Ménard

(2001) who agree with Williamson’s proposition and add that there is plenty of room for
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improvement, in particular in discovering and beefing up models for quantitative

analysis.

2.6 CONCLUSION

NIE works largely within neoclassicism and therefore does not agree with
Darwinism or social rationality which are influential in the OIE or evolutionary
economics. Major components of neoclassicism, especially rational choice, rationality,
the maximisation model and price determination are largely intact within NIE but with
some modifications to align with the problem of information and the bounded rationality
concept. However, as discussed in Section 2.1, the present study research will investigate
petrochemical firms’ investment strategies in relation to government power, domination
and control of resources. In addition, the research questions address problems related to
the institutional environment, governance and the market allocation of resources in land
development. Therefore the problems addressed by this research are beyond neo-classical

economics.

The earlier part of this Chapter discusses OIE briefly. Tilman (1999; 2002) holds
the opinion that OIE emphasises social rationality too much and gives little attention to
individual choice. Human behaviour is viewed as nondeliberative (Tilman, 1999; 2002;
Fuller 2001). The discussion on Page 14 suggests that OIE believes economic
development is a result of social evolution and treats the market as a social institution.
Therefore, OIE believes that individual motives and preferences are driven by habits

which are in turn influenced by social institutions.

In addition, Amin and Thrift (1995) who are among the leading scholars in OIE
industrial development theory who suggest that promoting an environment for social
networking is important in promoting industrial development, pay little attention to
institutions in Levels 2 and 3. In contrast, for Aschauer (1989), Ramaswamy (1992),
Rasiah (2002) and McCann and Shaffer (2004), the government has significant impact on
industrial development. For example, the government plays a significant role in attracting
foreign investment, improving physical infrastructure and strengthening the institutional

environment.
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As suggested by the above two paragraphs, an OIE approach is not matched with
this study’s aims and objectives. Therefore, the procedure developed by Williamson will
form the basis for this research. The framework explained in Section 2.4 will be
developed in the subsequent chapter to encompass the development of industrial land,
which in turn will be further adapted to embrace specific factors relating to development
sites used for the petrochemical industry. The empirical research will explain the
development of industrial land based on the five pillars of institutional economics. This
research will explain the roles of institutions, organisations, transaction costs, the
problem of information and institutional change with respect to the case study. More

specifically, the empirical research will investigate:

€)) Institutions and organisations that are involved in the supply of

petrochemical industrial sites;
(b) The process of releasing land for use as a petrochemical industrial site;
(c) Information problems in the process of releasing land for industrial use;
(d) Petrochemical firms’ strategies in acquiring and developing land; and

(e) Institutional change with respect to the land administration system.

Chapter Two argues that the institutional environment and governance play a
significant role in determining market efficiency. The present study will investigate the
influence of the institutional environment and governance on the development of the
petrochemical industry in Malaysia. Based on the arguments in this chapter, the
subsequent chapter will discuss the institutional problems associated with land
development. The aim of Chapter Three is to identify the institutional problems in
petrochemical industrial development, especially those that are related to the five pillars
of institutional economics. After the problems have been identified, the landscape of the
Malaysian institutional environment will be discussed in the following chapter (Chapter
Four). The objective is to analyse to the case study with respect to the identified
problems.
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CHAPTER THREE - INSTITUTIONAL PROBLEMS IN
INDUSTRIAL LAND DEVELOPMENT

3.1 INTRODUCTION

This Chapter will identify the research areas. Chapter Two, which suggests that
institutions, which according to Williamson (2000) are in a four-layer hierarchy,
concludes with a procedure to carry out analysis of transaction costs. Chapter One
emphasises that this study focuses on the development of petrochemical industrial land in
Malaysia and stresses on the relationship between petrochemical firm actions and
government behaviour. The present Chapter therefore begins with a review of the concept
of government. Subsequently, the characteristics of the petrochemical industry will be
discussed. The discussion is followed by an analysis of industrial land development
issues that are related to institutions, using Williamson’s (2000) typology. This Chapter
will discuss land development problems as related to informal institutions, the
institutional environment, governance and market allocation of resources. At its

conclusion, this Chapter will propose research areas that need to be investigated.

3.2 THE CONCEPT OF GOVERNMENT

As discussed in Sub-section 2.3.1.4, Williamson (1996; 2003), who agrees with
John R. Commons that transaction costs are the basic unit of analysis in explaining
economy, emphasises the importance of relating economic performance to governance
structure. Williamson (1999), emphasises the importance of understanding public
bureaucracy in NIE analysis. This indicates that the concept of government deserves
much attention. For that reason, this sub-section will review the concept of government.

The discussion is divided into three topics:

@ Definitions of government;
(b) Functions of government and motives underlying government actions; and

(c) Government and bureaucracy.
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3.2.1 Definitions of Government

In the Encyclopadia Britannica, ‘government’ is defined as ‘the political system
by which a nation or community is administered and regulated’®. Rose (1976) defines the
basic functions of government as foreign policy, weapons, justice, police and revenue.
For Brynard (1995), government functions as a vehicle for political leaders in power to
discharge their responsibilities or to enforce their legitimate powers, and is an extension
of the political structure of the nation state.

James Buchanan, Gordon Tullock and Mancur Olson, who all subscribe to public
choice theory, define government as ‘modes of analysis of collective choice and
democratic decision-making’ (Pennington 2000, p.3). Ostrom (1986), who draws
conclusions from Buchanan (1962) and Buchanan and Tullock (1985), suggests that a
democratic government’s decisions reflect the will of the electorate. In other words,
government decisions are the collective choice of the electorate (Pennington, 2000) or, as
Buchanan and Tullock (1962) put it:

*“.... collective action is nothing more than, ‘the actions of individuals when they choose to
accomplish purposes collectively rather than individually’. Institutions such as the state,
therefore, are ‘nothing more than the set of process, the machine, which allow collective
action to take place...” (quoted in Pennington [2000, p.3]).

3.2.2 Functions of Government and Motives Underlying
Government Actions

Those associated with public choice theory, such as Olson (1965), Buchanan and
Tullock (1962), believe that government is a medium for individuals to accomplish their
purposes collectively. Olson (1965) defines organisations as “...groups of individuals
with common interest... ”(p.1). He understands organisational behaviour as “...groups
act to serve their interests presumably is based upon the assumption that the individuals
in groups act out of self-interest... ”(Ibid). Thus, public choice theorists assume that
bureaucratic actors (i.e. politicians and government officials) are self-interested agents.
Based on this theory, where desire for power is politicians’ main incentive, government

officials continually strive for budget appropriations (Pennington, 2000).

% »government." Encyclopadia Britannica. 2006. Encyclopadia Britannica Online. 30 Apr
2006 <http://search.eb.com/eb/article-9106262>.
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Stoker (1991) argues that budget appropriation is not the only factor that
motivates bureaucrats. He suggests that government officials are also mission-orientated
with a desire to serve the public. Purely self-interested bureaucrats, on the other hand
might concentrate on individual career advancement or workload reduction. Pennington
(2000), whose case study focussed on British government departments involved in spatial
planning by applying public choice theory and adapting Dunleavy’s (1991) model,
provides evidence to support public choice theory. His findings suggest that bureaucrats
have interests of their own. They tend to seek various forms of satisfaction, both material

and non-material, including mission accomplishment.

3.2.3 Government and Bureaucracy

Before further discussion, it will be beneficial to consider the general concept of
bureaucracy. Albrow (1970) and Warwick (1974) suggest that it is difficult to give one
definition which encompasses the overall meaning of bureaucracy. Warwick (1974)
summarises Albrow’ (1970) findings as,

“After examining a vast amount of writings in the social and political sciences where
the term was used, he concludes that there is ‘no element common to them all which
could form part of a useful definition” (p.1).

In his ‘Dictionary of Politics’, Robertson (1984) explains that Max Weber
(Maximilian Carl Emil Weber 1864 — 1920) was the first to emphasise the theory of
bureaucracy in modern society. Most subsequent research on and theories about
bureaucracy have discussed Weber’s theory of bureaucracy, which is based on basic
organizational principles. Robertson suggests further:

“The most important (principles) are: (1) that office-holders in an institution are placed
in a clear hierarchy representing a chain of command; (2) that they are salaried
officials whose only reward comes from the salary and not directly from their office;(3)
that their authority stems entirely from their role and not from some private status, and
that the authority exists only in, and as far as it is needed to carry out, that role;(4) that
appointments to bureaucratic positions are determined by tests of professional skill and
competence and not for considerations of status or patronage; (5) that strict rules exist
on the basis of which bureaucrats make their decisions, so that personal discretion is
minimised; and (6) that such institutions collect and collate detailed records and
operate on the basis of technical expertise (Robertson, 1984, p.44, emphasis added).
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Warwick (1974) tries to distil the meaning of bureaucracy from various opinions

and suggests that the term:

(@)

(b)

(©

is used to capture the notion of a social structure which confronts most
members of an organisation and possibly prevents them from feeling able
to be any more than subordinates, without any real control over the social
processes that are going on within the organisation;

evokes the process whereby members have their position and degree of
subordinacy defined, their jobs categorised, separated and changed, and
the manner in which they relate to other members of the organisation
regulated;

points directly to the nexus of control in an organisation, the members
who make the decisions and are responsible for initiating activity, and the
source of moves to retain centralised power and rigid rules. Bureaucracy
in this third sense is fundamentally supported and sanctioned by a legal
structure (with its apparatus of law enforcement) which is an element of
the wider society in which the organisation is placed. Bureaucracy as such
may, however, to some extent be able to control this legal structure, and
use it as a means of negotiating with subordinated about changes in the

process.

A discussion of bureaucracy is incomplete without explaining what is colloquially

called ‘red tape’. ‘Red tape’ is a fuzzy concept which has different meaning for different

people. Its French equivalent is la paperasserie or an unsatisfactory routine. Red tape is

also commonly conceived as (a) delay, indecisiveness, any action that contributes to

inactivity, (b) strict routine and paper work leading to ineffectiveness, rigid application of

rules, (c) bureaucratic mean-spiritedness, and (d) laws, rules, regulations, procedures and

forms that are seen to be cumbersome and excessively complex. In short, ‘red tape’ is

usually defined in the idiom of inefficiency (Brynard, 1995).

Page (2003) and Butterworth and Horne (2003) suggest that almost every single

word in the bills of statutes of laws and draft of policy decisions is prepared by

government official. Thus, bureaucracy, can also include the communication systems
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between politicians, who are the decision makers, and the electorates (Kelly, 2004;
Gajduschek, 2003).

Bureaucracy is also linked to accountability. Every public office is responsible for
ensuring that its operation is financially and managerially accountable. Generally
speaking, accountability means a person, or group of people, can be held to account for
their conduct. There are at least four types of accountability, applicable to public
administration: (a) public accountability that requires those who are responsible to draft
and/or carry out policy and obliges them to give an explanation of their actions to the
electorate, (b) financial accountability that requires them to abide by the regulations with
which resources are entrusted to them, (c) legal accountability, which is accountability to
a court of law, or the equivalent, for the powers entrusted to them, and (d) managerial
accountability, by which officials are obliged to achieve defined managerial targets and
meet their resource utilization objectives (Glynn and Murphy, 1996). As a result of
accountability, all matters at government offices, including even the simplest service
cannot be rendered without procedure being followed. This practice is related to the
idiom of red tape, use of forms and observation of rigid procedures (Brynard, 1995;

Cheung, 1996). Bureaucracy is then defined as a system to protect public interest.

In explaining government bureaucracy, Williamson (2000) puts it that “...(it)
remains a poorly understood condition...” (p.611). Pennington (2000) explains
bureaucracy as a means of division of power or government administration setup,
referring to the British planning system, suggesting that government functions are divided
into several agencies operating at both the national and local scale. Claver et al. (1999),
who see bureaucracy as the whole public administration system, suggest that the
governmental hierarchical administrative system and agencies are divided into local,
provincial or regional, national and even trans-national agencies. In some cases some
agencies are autonomous (Cheshire and Gordon, 1998). Thus, an important government
task is to co-ordinate functions split between local or regional authorities (Cheshire and
Gordon, 1998; van der Krabben and Lambooy, 1993; van der Krabben, 1995), coordinate
policy and implementation (Vigar and Healey, 1999; Cheshire and Gordon, 1998), and to
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coordinate between departments (McHugh, 1997) or simply between individuals in
administration (Cheung, 1996).

The above issues are associated with what North (1990) terms a ‘problem of co-
ordination’. In understanding the problem of public administration, it is essential to
appreciate that government administration can be divided into hundreds of departments,
employing a significant number of employees. As the number of departments, divisions
and personnel grows, co-ordination becomes highly problematic (Brynard, 1995). Indeed,
co-ordination has become more complicated with ever-expanding state responsibilities
(Glynn and Murphy, 1996).

There are differing opinions as to how to explain the problem of co-ordination
within the government administrative system. Cheung (1996) sees it merely as
competition between the different interests of individuals. Ismail (1994) and van der
Krabben (1995) see it as competition of interests between agencies. Glynn and Michael
(1996) look at it in an entirely different way. They argue that every government
department has a different role to play in the administrative system. Each department has
different rules and standards. In an effort to provide the best service possible the
differences between rules, regulations and standards in different government departments

may result in decisions and actions that conflict with each other.

Niskanen (1971) notes that the term ‘bureaucracy’ is sometimes used in reference
to the organisational structure, methods and behavioural characteristics of the bureau.
However, he argues that the term soon became used to identify a form of government
ruled by officials. However, judging from his writings, Oliver Williamson inclines more

towards defining bureaucracy as a form of organising economic activity.

3.3 THE PETROCHEMICAL INDUSTRY — AN OVERVIEW

Petrochemical industries as depicted in Figure 3 have a strong relationship with
other industries.
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Figure 3 : Applications of Petrochemical Products
Source : Terengganu (2001, p.42)
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According to a CEO and owner of a petrochemical firm, the non-technical

definition of the petrochemical industry is:

“In simple term, petrochemical is about plastic industry. Plastic industry is the last stage in
the petrochemical production chain. Its contribution to the world economy maybe the
biggest in volume but the smallest in weight. Of course, metal is the heaviest” (A CEO).

This industry, whose products are major raw materials for other industries,
contributes to approximately 11% of world production (Wang and Yeung, 2000).
Petrochemical products include detergents, fertilizers, pharmaceuticals, plastics, solvents,
synthetic fibres and synthetic rubbers. In simple terms, the petrochemical process begins
with the isolation of ethane, butane and propane from natural gas. Ethane, butane and
propane, which are gaseous energy substances, are the basic compounds used in creating
a petrochemical building block (Petronas*; Fan, 2000). Petronas’ documents also suggest
that the industry can be classified into primary, secondary, tertiary and supporting

functions. A brief explanation of this system of classification is below:

Primary : Processing only oil or gas to produce secondary oil and gas products

such as ethane and propane.

Secondary : Processing secondary oil and gas products (as above) to produce

tertiary oil and gas products such as ethylene, methane and propylene.

Tertiary : Processing tertiary oil and gas products (as above) to produce other
oil and gas products (but not to the extent of producing finished
products). Examples — polypropylene, polyethylene, polyacetal,
expanded polyethylene and expanded polypropylene.

Supporting : Supplying chemical substance other than the above (e.g. ammonia,

carbon monoxide, water, demineralised water, oxygen and nitrogen).

The difference between this industry and others lies in its industrial inputs,
commonly known as ‘feedstock’, which are mostly gaseous substances. These substances

need to be stored in expensive, heavy, thick-walled tanks at very low temperatures and/or

* Source: Petronas’ unpublished documents (see Page 345).
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high pressures. Many of them are difficult to handle, transport or store. They can only be
transported over short distances by specialised trucks, trains, or barges equipped with
storage tanks. This is for safety reasons as well as to maintain the quality and quantity of
the substances, which deteriorate with time and travel distance. In certain circumstances
the inputs need to be stored for only a short period before they enter the production
process. The fundamental characteristics of the inputs require high-tech storage and
processing facilities and motivate the petrochemical industry to build plants in close

proximity to each other (Fan, 2000).

Wang and Yeung (2003) contend that the petrochemical industry is usually
attracted to sites that are (i) readily available, (ii) have sufficient infrastructure to support
the industry and (iii) where facilities and firms within the industry can cluster together. A
cluster refers to geographically close groups of interconnected firms and associated
institutions in a particular field. Within a cluster, plants are normally interconnected with

each other to form a production chain network.

According to Fan (2000), another characteristic of the petrochemical industry is
that it requires a continuous flow of inputs. As a result, the industry runs on very high
costs. The supply and price of these inputs are clearly linked to the world market for oil
and gas, and are vulnerable to changes in market condition. Supply of inputs is typically
arranged contracts of 1-3 year duration. However, a contract normally may be revised
from time to time, to allow adjustments according to price changes. The industry is
therefore characterised by:

(a) high technology;

(b) high costs; and

(c) high risk.

Wang and Yeung (2000) and Fan (2000) suggest that this type of hi-tech industry
is dominated by multinational companies mainly based in the USA, Japan and Western
Europe. In the 1980s these companies expanded from their countries of origin. Their new
destinations included Far Eastern countries, especially Taiwan, Singapore, Malaysia and

the Philippines. There are different views as to why these companies set up their new
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plants away from their home base despite the fact that more than 70% of world demand

for petrochemical products is in their home markets (Wang and Yeung, 2000).

This situation is explained by Fan, (2000) whose study directly applies the NIE
approach as in Williamson (1971; 1975; 1979) and Klein et al. (1978). Fan’s main
conclusion is that the petrochemical industry in the USA, made its decision whether to
integrate vertically with other companies, shut down or move to a new place was mainly
in reaction to the high transaction costs associated with acquiring gaseous industrial
input. He notes further that the petrochemical industry experiences ‘high asset
specificity’. Thus, the choice of sites as well as the structure of the company’s ownership
are directly linked to transaction costs. Brouthers and Brouthers (2003), whose study
applies a strict TCE approach, agree that the problem of asset specificity is a main

contribution to high transaction costs.

Another explanation is found in Wang and Yeung (2003), who applied an
evolutionary economic approach, as pioneered by Storper (1997) and Amin and Thrift
(1995), to a case study that examine the development of the Singaporean petrochemical
industrial. They theorise that only highly specialised and competitive petrochemical firms
can survive the stiff competition in the high-tech industry. The Singaporean case study
concludes that multinational petrochemical corporations come to invest, especially in Far
Eastern countries, as a ‘survival’ strategy in order to benefit from the incentives provided
by the host country governments. These incentives enable the companies to keep on

learning and innovating — essential to survival.

3.4 INDUSTRIAL LAND DEVELOPMENT AND SOCIAL
INSTITUTIONS

3.4.1 Industrial Land Development and Informal Institutions

One of institutional economics’ main theses is that economic progression is
largely dependent on the creation of property rights (North, 1990). Property rights in turn,
have a direct relationship with social institutions. Some institutions, among which are

property rights, are transformed into formal rules and practices (Eggertsson, 1997). Thus,
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private ownership is created and maintained by social institutions not only to protect
individual rights but also to respect the interests of society in general (Vandenberg, 2002,
Smyth, 1998). To some extent, property rights are also an expression of social values
(Guy and Henneberry, 2000).

Indeed, “place’ is associated with identity and meaning for many individuals and
groups, and brings about different emotions and sentiments for different persons
(Entrikin, 1976). For instance, some people, although scientifically unproven, believe in
fengshui where a certain environment is suitable only for certain business or land use
(Bruun, 1996; Teather and Chow, 2000; Teather, 2001). For other individuals, once he or
she has settled down in a place, he is bound by social obligations, family or community

commitments to that particular place (Evans, 1995).

Place not only reflects personal or social feelings but also a manifestation of
informal business networking. For firms, location is not merely a base for a business, but
rather it influences and is influenced by business outlook, networks and relationship with
customers and other firms (Ortona and Santagata, 1983; Fothergill et al., 1987). Rasiah
(2002) suggests that informal business relationships, which are distinct between one place
and another, are complex and difficult to classify. For example, some business
information, such as that concerning markets and supply potentiality as well as labour
and vendors, may be best obtained from business associations, old boys’ associations,
and past employment contacts. This type of networking, which is distinctive from place

to place, has direct impact on industrial development.

However, as mentioned on Page 18, examining Level 1 institutions is not a focus

of this study.
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3.4.2 Industrial Land Development and the Institutional
Environment

3421 Roles of the Institutional Environment

In Williamson’s (2000) typology, Level 2 consists of the Institutional
environment within which are constitutions, laws and property rights. Williamson (2000;
2002) suggests that economic development and market performance are strongly
connected to formal institutions, upon which the private ownership system as well as the
legal and political structure of a country are established. In principle, the creation of
property rights guarantees economic agents exclusive rights to the returns from an
investment (Cheung, 1976). However, once private ownership, especially land
ownership, is created and subsequently traded, the exchange process involves a number
of parties, some of which are explicit organisational forms, such as government
departments, financial institutions of professional agents, lawyers and developers (Keogh
and D’Arcy, 1999; van der Krabben and Lambooy, 1993).

Vandenberg (2002) and Smyth (1998) suggest that private ownership is created
and maintained by social institutions to serve the interests of society in general. To some
extent, property rights are an expression of social rationality (Guy and Henneberry,
2000). Some institutions are transformed into formal rules and practices (Eggertsson,
1997), among which are laws, regulations and policies that control land development and
exchange. Property rights are also a reflection of government policy, whose
implementation through various forms, directly and indirectly, affects the use and
exchange of land (Keogh and D’Arcy, 1999). Some government policies use property
rights as a tool to promote the economy by providing incentives for development. In
other cases, property rights are used to protect the interests of certain groups.
Consequently, various types of restrictions are imposed on land use and its exchange
(Keogh and D’Arcy, 1999).

Discussions of Level 2 institutions indirectly underscore the importance of
government roles in the land development process. Although Pennington (2000), Webster

(1998) and Stoker (1991) stress the importance of understanding government roles in the
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land development process, there are also critics who address the issue of ‘government

failure’.

According to Pennington (2000) and Webster (1998) effectiveness in bargaining
for the reallocation of resources is the key issue in land development. Formal institutions
therefore function not only as regulatory bodies but also as land development promoters.
Views in Kittiprapas and McCann (1999), Rasiah (2002) and Wang and Yeung (2003)
suggest that in industrial development, government roles are not marginal. In Singapore,
the UK and Norway, for instance, the government plays a leading role in petroleum-
related industries. In the UK, state oil policy is driven by the interest of oil companies,
such as BP and Shell. Similarly in Norway, the policy is in favour of its petroleum
company, Statoil (Wang and Yeung, 2000; and Cumbers, 2000). The success story in
those countries is the outcome of an efficient central government able to translate
business opportunities into policy and co-ordinate action plans between its diverse and
autonomous departments, as well as local and regional authorities (Cumbers, 2000).

Kittiprapas and McCann (1999) and Wang and Yeung (2003) underline the
importance of planning. They suggest that authorities play a key role in the creation of
an environment into which industries will be attracted to clusters. Wang and Yeung
(2003) suggest further that the success of the Singaporean industrial complex, where
petrochemical plants are built adjacent to each other, has to do with government planning
and support. Between 1994 and 1995 the Singaporean government spent about S$20
billion to provide fully serviced sites with the necessary utilities and ‘ready to use’ for the
petrochemical industry. Kittiprapas and McCann (1999) also suggest that the effect of
government planning is more significant than any attempt to reduce transport costs in
industrial location decisions in Thailand.

3.4.2.2 Issues

In principle, the creation of property rights guarantees economic agents exclusive
right to the returns from an investment (Cheung, 1976). However, once a landed property

is developed or traded, it involves a number of parties, such as government departments,
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financial institutions with professional agents, and developers (Keogh and D’ Arcy, 1999;
van der Krabben and Lambooy, 1993). Thus, each piece of land involves various bundles
of organisational interests (Adams et al., 2003; Evans, 1995). As a result, every deal on a
parcel of land, even a simple conveyance, involves a number of organisations
(Nanthakumaran et al., 2000) and is governed by a number of rules and regulations
(Evans, 1995; Keogh and D’Arcy, 1999). On top of that, it is essential to note that the
relationship between the organisations in the land or development market is not straight-
forward, but rather is subject to institutional interplay and power struggles (Healey, 1991;
Healey and Barrett, 1990). As a result, any transaction which involves land requires a

process that takes a long time — maybe even months or years (Healey, 1991)

The following discussion, in line with the discussion on Page 19, will be divided

into the following subsections related to the institutional environment:
@) property rights;
(b) formal institution; and

(c) the bureaucratic functions of government.

3.4.2.2.1 Issues Related to Property Rights

Although in principle the aim of assigning ownership rights to a piece of land is to
reduce uncertainty, in many cases, the results are ambiguous (Adams et al., 2001a;
2001b; 2002; 2003). This ambiguity may be related to the status of landowners, the title

deed or the nature of rights on the land. As regards the:

@) landowner’s status, it may be that the landowner is unknown, unclear, under
dispute, (Adams et al., 2001a; 2002), multiple (Adams, 2001a; 2002; Omar,
1999; Ishak, 1998), unregistered (Omar, 1999) or awaiting inheritance
settlement (Ishak, 1998); and as regards the

(b) title deeds, they may be incomplete or missing (Adams et al., 2001a; 2002).

Keogh and D’Arcy (1999) and Adams et al.(2003) suggest that the above issues
are related to the problem of information and informational efficiency. For example,

prices must not only be discoverable, but also *‘meaningful’. It is not strange that in many
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cases, and for various reasons, land price makes little or no difference to the majority of
people (Keogh and D’Arcy, 1999; Adams et al., 2003; Evans, 1995). The following are
some examples. First, for some people their property is intrinsically connected to
emotions, especially those properties which are acquired through inheritance. This type
of landowner is not primarily interested in the price offered, even though it may be very
high (Adams et al., 2002; Omar, 1999). Secondly, there is evidence that people often buy
and sell property not because of price but because of convenience or necessity. Normally,
people sell their property because they have to move to a new area. In some cases, sellers
will wish to sell quickly because they need the money, or have found a new property to
buy which they will lose if they do not settle the deal quickly (Evans, 1995).

The problem of information (as above), leads to the problem of individual
landowner constraints (Adams, 2001a; 2002). Individual owners may obstruct the supply
of land by not responding to offers from potential developers or otherwise retain land
without development (Adams, 1994). Landowners’ negative attitude toward markets take
various forms. One of those is the unwillingness to sell at all. This may be in order to
continue the current use, for control or protection (Adams, 2001a; 2002), for their own
consumption or to pass the property down to children (Ishak, 1998; Omar, 1999).
Another form of negative behaviour is willingness to sell land, but not on terms
acceptable to potential purchasers, such as imposing restrictive terms or conditions of
sale or imposing unrealistic price expectations (Adams, 2001a; 2002). In some cases,
reluctant landowners are well organised (Mutale and Edwards, 2002) and in extreme
cases resistance to the development takes the form of collective behaviour (Omar, 1999;
Brookfield et al., 1991).

3.4.2.2.2 Issues Related to Formal Institutions

van der Krabben (1995) remarks that government decisions on land development
approval are sometimes uncertain and not easy to predict. Cheung (1996) points out that
government decision-makers are guided more by their bureaucratic rationale than by any
particular ideological or philosophical wisdom, and are not influenced by particular
groups within society (Pennington, 2000; Adams, 1995). Healey (1991), van der Krabben
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and Lambooy (1993) and Nanthakumaran et al. (2000) suggest that the long process of

development approval is partially attributable to this bureaucracy.

Adams et al. (2001b) suggest that supply-side decisions are sometimes
unpredictable. In the same token, Good (1978) contends that the Malaysian legal and
administrative system is complex and complicated. This may be attributed to its historical
setting. During the last 500 years, Malaysia has been under the control of the Malay
Sultanates, The Portuguese, Dutch, British and Japanese. Each regime has introduced a
different political, judicial and administrative system, made up of a different ethnic
composition, and has left behind certain legacies (Khoo, 1966; Good, 1978; Hirschman,
1986). As to land, in particular, the historical account (see endnote), indicates that
changes to the political and social framework have substantially influenced land

administration.

3.4.2.2.3 Issues Related to the Bureaucratic Functions of Government

Based on the issues mentioned above, together with the issues of government
bureaucracy that were discussed in the last chapter (see Pages 33 to 36), it is proposed
that the central problem is at the supply side, in particular, the government. Government
decision-making, especially the information processing system, is problematic. Thus, an

intense investigation needs to be carried out on three issues, namely:

(1) division of powers regarding land matters among different government

functions;
(i) process of approving development and government land disposal; and

(iii)  duration of development approvals and government land disposal.
3.4.3 Industrial Land Development and Governance

3.4.3.1 Roles of Governance

North (1990) suggests that understanding the problem of co-ordination is vital for
explaining NIE. Williamson (1975) divides the problem of co-ordination into ex-ante and

ex-post stages. Since the property market and land development involve various parties
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representing the interests of various institutions and organisations, the problem of co-
ordination is complex (Keogh and D’Arcy, 1999, Evans, 1995; Nanthakumaran et al.,
2000, Adams et al., 2003). Whenever a deal is underway on a piece of land, there is
interplay between those parties (van der Krabben, 1995; Healey, 1991; Healey and
Barrett, 1990).

Williamson (1975, 2002) suggests that governance structure is one strategy to
ease the information flow and ensure certainty. There are two types of uncertainty,
namely, environmental and behavioural. In addition, firms’ strategies are related to the
degree of asset specificity in their particular industry. Results of the interaction between
these factors can especially be seen in:

(@) business deals; and

(b) business arrangements (such as ownership structure, inter- and intra-firm

relationships, procurement and marketing).

3.4.3.2 Issues Related to Governance

Government departments, financial institutions, property development and
management companies are among the key organisations that participate in the land
development process (Healey, 1991; van der Krabben, 1995; Adams, 1995). During this
interplay, economic agents interact in various ways, for example by negotiating, co-
operating, forming alliance develops a model that shows the process of bargaining
between buyers and sellers. This model, which divides the actions involved into a
demand-side group at one end and a supply-side group at the other, clearly shows that
within each group of actions there are number of sub-activities. At any stage of action or

activity, ‘decisions’ have to be made. Figure 4 shows the model.
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The discussion above underlines the importance of information in the property
market as well as the land development process. With greater access to information, some
economic agents have an advantage during bargaining (Adair et al., 1998), either to gain
a profit (Adair et al., 1998; Keogh and D’Arcy, 1999) or to strengthen their position in
the power struggle (Adams et al., 2003). Some of the information problems are derived
from formal institutions. For example, a confidentiality clause in certain laws dictate that
an organisation which is custodian to particular information is not allowed to disseminate
certain type of data or records to the public (Wyatt, 1995; Adair et al., 1998).

Such clauses that allow informational monopolisation are not only confined to
government departments and laws. Non-governmental organisations, such as financial
institutions and property agents have their own codes of conduct that enable them to
monopolise precious and tradable information (Wyatt, 1995; D'Arcy and Keogh, 1999).
This type of institutional protectionalism enables those who control information to obtain
disproportionate bargaining strength in the market place (Adams et al., 2003), increasing
transaction costs and to some extent, hindering the development process (Adams et al.,
2003; Adair et al., 1998).

As far as manufacturers’ strategy to avoid risks and uncertainties is concerned,
Brouthers and Brouthers (2003) suggest that it can be explained in the context of asset
specificity. One of the central tenets of TCE is that the specificity of the assets employed
in a transaction has a significant impact on the efficiency (transaction costs) of alternative
governance structures. They also note that scholars examining the issue of international
entry mode choice have proposed that the greater the specificity of the assets needed in
an international investment, the greater the transaction costs created by potential
opportunism. It is further proposed that as asset specificity increases, firms tend to
internalize transactions and use wholly-owned modes of entry but as asset specificity

decreases, joint venture modes of entry are preferred.

With regard to the relationship between environmental uncertainty and mode of
entry in manufacturing, Brouthers and Brouthers (2003) suggest that high environmental

uncertainty ‘should lead to a need for greater flexibility and therefore to the use of lower-
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control governance modes’. Therefore, a manufacturing firm should ‘limit its exposure
to such risk by restricting its resource commitments’ and utilize joint venture entry
modes. Since manufacturing FDI is typically fixed asset intensive, joint venture modes of
entry provide the firm with a method to decrease exposure of fixed assets to the potential
hazards of environmental uncertainty. As far as the relationship between behavioural
uncertainty and mode of entry in manufacturing is concerned, behavioural uncertainty
and the underlying theory of transaction costs assume that opportunism, bounded
rationality and risk all help to create high costs in monitoring and/or controlling the
behaviour of partner firms. For manufacturing firms, behavioural uncertainties also drive
firms to seek control. Their control may be obtained at a lower cost through wholly-

owned modes of entry.

The preceding discussion suggests that it is vital to examine the impact of
behavioural and environmental uncertainty especially on investors’ business deals and
business arrangements, in particular with respect to ownership structure, inter- and intra-

firm relationships, procurement and marketing.

3.4.4 Industrial Land Development and the Market Allocation of
Resources

3441 The Roles of Market Institutions

Modern industrial land models, which relate land price and use, can be traced to

von Thiinen’s Der Isolierte Staat legacy (Marshall, 1898; Isard, 1956; Krugman, 1995).

Following a path that has been created by von Thiinen, Alfred Weber (1868-1958),
Losch (1906-1945) and Walter Isard (1956) came out with specific theories of industrial
land location and use. According to Adams et al. (1993), there are some differences in the
ideas of Weber (1954), Lésch (1906) and Isard (1956). At the same time, Paul Krugman
presents what he calls ‘new trade theory’ to explain industrial location. By renewing
Marshallian theory of (Alfred Marshall 1842-1924) agglomeration economies, Krugman
(1995) theorises that industrial development is driven mainly by international trade

competition and firms’ objective of increasing returns and external economies. Those
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associated with von Thiinen expand his idea to include the impact of commuting cost on

regional and local development potential.

34411 von Thinen’s Theory

Heirich von Thiinen’s (1783-1850), Der Isolierte Staat which was written in
German is believed to be the oldest modern literature on land use theory. The work was
begun in 1826 but only completed in 1863 (Alonso, 1964; Barlowe, 1986). Further
explanations of von Thiinen’s works may also be found in the 1885 writings of Wilhelm
Launhardt, a German engineer-economist (Sheih, 2003). von Thinen’s model is based on
the case of an isolated state (one central city surrounded by a wilderness area) which is
free from the impact of outside economies and markets. von Thinen argues that land
utilisation patterns would reflect geographic differences in location. In his model, except
for location and distance to the market, all natural resources are assumed to be constant.
In his isolated state, the zones which are the closest to the city are utilised for intensive
purposes which involve highly perishable products and those which are heavy or difficult
to transport (von Thiinen, 1863; Alonso, 1964; Barlowe, 1986).

von Thiinen’s theory was primarily concerned with the role of transportation costs
in determining land use. This means that differences in land use are attributed directly to
variations in transportation costs. He theorised that location and transportation costs are
the factors that determine the pattern of land use and land development activities. He
suggested that farmers’ decisions about types of crops and farming sites were only
dependent on four variables: the selling prices of the crops, the labour costs, the
transportation costs to the market (that is, the town centre) and the rate of land rent (von
Thinen, 1863).

Under von Thiinen’s model, only two parties may make decisions about the land
use: the landlord and the farmer. The landlords were assumed to have complete
knowledge about production methods, prices and transport costs and only to be interested
in getting maximum rent on the land (Richardson, 1977). As the landlords offer the land
only to the highest bidder, the farmers were assumed to be willing to pay any optimal

rent. The marginal profit for the farmers was the savings on transport costs against the
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rent. If the savings were higher, the farmers were willing to move closer to the centre of
the town (von Thinen, 1863).

Land use, according to von Thiinen’s model, is arranged in rings around the city
centre. The nearer the land is to the city centre, the higher the rent, the more concentrated
the development and the higher the return on the investment (Alonso, 1964; Krugman,
1995). This is attributed to transportation costs’ increasing the marginal profit’s

diminishing with distance (von Thiinen; 1863).

34.4.1.2 Alonso’s Theory

Alonso (1964) explores the von Thinen theory further, explaining it by using
modern economic terminology and applying it to the context of modern urban land use.
He introduces a ‘bid price curves’ model to analyse how equilibrium is achieved in land
transactions. The bid price curve model illustrates the equilibrium point at which land is
transacted and decisions regarding land use are made (Shieh, 2003). The equilibrium
point signifies the prices a buyer could pay for land at various distances while deriving a
constant level of satisfaction (Alonso, 1964). Land transaction only takes place at the
equilibrium point. It is the point where the individual is willing to pay the price offered
by the seller or landlord for rental or purchase, at a location that he or she is satisfied
with. The equilibrium requirements in the land market are similar to those of the market

for other goods. Figures 5, 6 and 7 illustrate Alonso’s bid price curves.
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“In Figure 5 a map of bid price curves for a firm is shown. According to our notation,
curves BPCi, BPC, ,and BPC; are, respectively, p(t)[t;, pi, pr, (1) [ t;, p’i, and pr()[t;,
p”i. From the point of view of the firm, BPCi is preferable to BPC,, which in turn is
preferable to BPCj;. The firm is faced with an existing structure of land prices P(t) such
as that in Figure 6. Figure 5 represents a mapping of the firm's preferences, while
Figure 6 is a mapping of the opportunities available to it; preferences and opportunities
are shown in the same diagram in Figure 8. The firm will locate at the point at which the
price structure touches the lowest of the bid price curves with which it comes in contact.
At this point, t, in Figure 8, the profits of the firm are maximized

$
p:\‘x
p s
L
BPC,

Pi BPC3

BPC,
O tl. t

Figure 5 : Diagrammatic Mapping of Bid Price Curves

The diagram does not tell us what the optimal quantity of land at this point will be, but
this is not important. The bid price curve was defined in such a way that it took into
account the optimization of the quantity of land for that price and location. Once the
location and the price are known, finding the quantity of land is a simple problem
corresponding to Figure 7. The quantity may be computed from equations (3:1,2,3,4).
Alternatively, just as we found the parametric form pt) [G, in section D, we can at the
same time find the parametric form for optimal land quantities as a function of distance
for that level of profits

(0] t

Figure 6 : Diagrammatic Price Structure
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At this point where P(t) comes in contact with BPC, in Figure 8, the two curves are
tangent. If they were not, they would intersect, and there would exist some bid price curve
below BPC, which would be in contact with P(t) and yield a higher level of profits. In
other words, at that point the slopes of the curves are equal:
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Figure 8 : Diagrammatic Bid Prices and Price Structure:
Equilibum of the Firm

To the left of t., P(t) is steeper than the bid price curve. Since the slope of the bid price is
the change in the price of land necessary to offset the loss in sales and the increased
operating costs, where P(t) is steeper the savings in land coasts exceed the loss of
revenue and the increased operating costs of outward movement, and the firm would
increase its profits by moving farther out. To the right of tc’ on the other hand, the bid
price curve is steeper than the actual price structure, meaning that the savings on land
are not sufficient to offset lost sales and increased operating costs. The firm would move
to the left and come to equilibrium at t. . ” (Alonso, 1964, p.56-58 [figure reference
numbers are adapted to sychronise]; Figure 7 is from p.47).
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Reapplying the von Thinen model, the Alonso (1964) model reaffirms the
assumption that there are only two parties that make decisions regarding land use. These
are the buyers and the sellers. During transactions, it is assumed:

(a) competition is perfect;
(b) buyers and sellers have complete information about the land market; and

(c) buyers and sellers are rational.

‘Rational’ is key word in market decisions. It means that each party is looking to
gain the highest profit possible from any given land deal. For the seller, whether a firm or
an individual, the highest profit comes at the maximum selling price. For households, it
means maximum utilisation (e.g. best housing services or workplaces). For individuals,
the utility function represents satisfaction. (Alonso, 1964; Richardson, 1977; Mun and
Sasaki, 1992). It is also understood that, when one buys a piece of land, he purchases
two items in one price, the site and its location. Since firms and households have different
types of satisfaction, they arrive at different points of equilibrium in transactions (Alonso,
1964). As there are two types of equilibria, the urban land use pattern is divided into
residential and non-residential subsets. While the equilibrium point for the residential
subset reflects the utility function, the equilibrium point for non-residential property

reflects maximum profit from selling and investment (Alonso, 1964).

Based on this, the Alonso model theorises that the division of urban land into
housing areas, industrial sites and shopping centres is the result of differing equilibrium
points among buyers and sellers. For firms, the equilibrium point determines the location,
size and types of services and products. The equilibrium point also reflects income levels
and social status. Upper-income group housing is nearer offices, leisure, sports and
shopping centres. Lower-income group housing, in contrast, is usually nearer to the
centre of employment and manufacturing. In other words, only the market and no other

parties decide on urban land use and its distribution (Alonso, 1964).

In short, Alonso’s bid price curves model shares the same determinant as the von

Thinen model, that is, commuting costs. Commuting costs determine the equilibrium for
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both firms and individuals. The difference in equilibrium points between and among
firms and individuals determines the allocation of land for each firm or individual. Urban
land use is stratified according to price. Since the land which is nearer to the city centre is
assigned to the highest bidder, the nearer the land is to the city centre, the higher the rent

and the more concentrated the development (Alonso, 1964).

34413 Theory of Agglomeration Economies

New Trade Theory (NTT) however, revives the question of external economies
(or externalities) and relates it to industrial agglomeration and industrial location.
According to Wikipedia®:

“New Trade Theory (NTT) is the economic critique of international free trade from
the perspective of increasing returns to scale and the network effect. Some
economists have asked whether it might be effective for a nation to shelter infant
industries until they had grown to sufficient size to compete internationally.

New Trade theorists challenge the assumption of diminishing returns to scale, and
some argue that using protectionist measures to build up a huge industrial base in
certain industries will then allow those sectors to dominate the world market (via a
Network effect)”

A theory on externalities was put forward by Marshall in the 1940’s but was not
really understood (Krugman, 1995) or was simply ignored until the 1970’s when the
urban areas began to face acute traffic and environmental problems (Richardson, 1977).
Krugman (1995) summarises what Weber (1928) means by external economies as:

“... the ability of a large local market to support efficient-scale suppliers of
intermediate inputs, the advantage of a thick labour market, and the information
that takes place when firms in the same industry together...” (Krugman, 1995,
p.50).

Externalities come from various sources. They may come from improvements in
infrastructure, communication systems and facilities provided by the public sector
(Richardson, 1977). However, current literature emphasises externalities from within
economies more. According to Guimaraes et al. (2000), externalities may result from the
spatial concentration of existing economic activities. This happens when firms in the
same industry draw on a shared pool of skilled labour and specialised input suppliers.

There are two major types of externalities. First, localisation economies, which are
% http://en.wikipedia.org/wiki/New_Trade_Theory
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realised through the size of a particular industry in an area. Second, service
agglomeration, which is related to the population of the area. Both types of externalities
may potentially bolster productivity of existing firms and attract more manufacturers to
invest around them. However, there may be negative externalities when circular
causation take place (Lanaspa and Sanz, 2001), or excessive concentration increases
transport costs as the manufacturers move away from the centres to new sites (Dymski,
1996).

Gerreau (1991) and Wheeler (2001), however, associate externalities with utility
functions. They suggest that the employees’ working distance from their homes is
another consideration in deciding industrial locations. Thus, manufacturers choose not to
operate factories in city centres areas not only to escape the costs associated the
downtown businesses but also to locate their factories where they are relatively easily

accessible to their workers.

Weber’s agglomeration economies’ in turn, explain the way in which a group of
firms may locate close to each other, taking advantage of external economies. By
concentrating on one centre, firms may reduce labour costs and the cost of the supply of
goods and services. To a certain extent this reduces the price of land (Evans, 1985).
Agglomeration is also one way firms react to the cost of transportation. When
transportation costs are high, firms disperse and operate close to the demand. When
transportation costs are moderate, firms agglomerate to enjoy forward-backward linkages
(Dymski, 1996; Venables, 1996).

In other words, like the von Thinen and Alonso models, NTT also emphasises
that decisions regarding land use and location are driven purely by the market and the
main concern is still transportation costs. The only difference is, NTT is applied in the
more complex land development context. While the von Thiinen model is only applicable
to agricultural land use and the Alonso model to urban business and residential use, NTT
tries to cover all types of land use and to analyse the movement of industrial sites
regionally and across the globe. Also note that the models rooted in neo-classical

economics view location and transportation costs as principle elements to consider during
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decision making regarding land use, as those factors affect the marginal profit. Whether
involving individual farmers, house buyers or multinational manufacturing firms,

decisions regarding land use and location are made only by the buyer and seller.

3.44.72 Issues Related to Market Institutions

Land development theories that are derived from the above scholars share the
same determining factors as von Thinen, i.e. transport costs. Commuting costs determine
the equilibrium for firms and individuals. Differences in the equilibrium points among
the firms and individuals determine the allocation of land for each firm or individual.
Urban land use is stratified according to price. Since land which is nearer to the city
centre is assigned to the highest bidder, the nearer the land to the city centre, the higher

the rent and the more concentrated the development (Alonso, 1964).

The concept of ‘rational choice’ in neo-classical economics suggests that there are
incentives and limiting factors which influence choice of industrial location. Although the
theories put the most emphasis on profit maximisation in decision making, transportation
costs are regarded as imperative in calculating profit and loss. Nevertheless, the main
limitation of the above theories is that they are too dependent on the assumption that
competition is perfect, that the buyer and seller have complete information about the land

market; and that the buyer and seller are rational.

Adams et al. (1993) consider that the price mechanism as well as the existence of
supply and demand cannot guarantee an automatic exchange in industrial sites.
Manufacturers consider many factors other than property price when deciding whether to
move to a new site (Ortona and Santagata, 1983; Fothergill et al. 1987; Adams et al.,
1993). Most manufacturers decide to relocate not because they ‘can live better elsewhere’
but because they ‘cannot live there anymore’ (Ortona and Santagata, 1983 p.70). When
they decide to move to new location, other questions need to be answered- whether the
new site is better or at least as good as the existing one and whether suitable land is
immediately available (Ortona and Santagata, 1983). In explaining the same situation,

Fothergill et al. (1987), provides evidence that not all new manufacturing sites offered in
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markets match manufacturers’ needs. Relocation cost is among the most important
factors that need to be calculated prior to moving to a new site (Munneke, 1996). The
difficulty in deciding whether or not to relocate a factory to a new site is supported by
statistics in Fothergill et al. (1987) which indicate that about 40% of factories in Britain
date before 1945, with nearly 20% before 1919. These firms remain in their existing

locations even though the present sites have deteriorated and are less productive.

Another problem is that many property market players do not have access to
accurate and up-to-date information and so never have the opportunity to react
spontaneously to price changes (Evans, 1995). This is in sharp contrast to the stock
exchange, where every market player has access to full and complete market information
and acts spontaneously to changes in share prices (Keogh and D’Arcy, 1999).
Equilibrium in the property market is not instantaneous but rather based on a market-
adjustment process which may evolve over decades. Today’s prices may be based on
information from ten years ago (Evans, 1995; Nanthakumaran et al., 2000). The land
exchange process is typically long (Nanthakumaran et al., 2000). Sometimes it takes
months (Evans, 1995) and, if it involves the construction of a building, it may even take
years (Healey, 1991). As a consequence, a price may be agreed upon for a property today
but the property will only change hands some time later, often months later (Evans,
1995).

North (1990) suggests that the co-ordination problem is a crucial issue in
economic performance. Though Ortona and Santagata (1983), Adams et al. (1993) and
Evans (1995) suggest that price is not the main factor in land transaction, Needham and
Kam (2004) suggest that price is what is meant by the term *co-ordination’ in NIE. Thus,
in the land market, whether price plays a significant or marginal role is still open to
debate.
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3.5 CONCLUSION

This chapter began with the premise by Williamson (2000) that the market
institution is interconnected with the institutional environment, governance system and
market allocation of resources. The discussion in Sub-section 3.4.4 suggested that land
price plays a role in determining industrial location. However, there is evidence to
suggest that the price mechanism cannot guarantee an automatic exchange in industrial
sites. As per the aims of this study, as discussed on Page 6, this research will examine to
what extent land price constitutes one of the attractions for investment in the
petrochemical industry. To meet the research objective on Page 6, it is essential to

investigate the relationship between industrial land supply and land price.

In Williamson’s (2000) typology, Level 2 includes the institutional environment.
In this class are formal institutions such as property rights and bureaucratic functions of
government. The discussions in Section 3.2 and Sub-section 3.4.2.2.2 suggest that the
government has a role in promoting petrochemical industrial development. The research
objective stated on Pages 8 aims at explaining these government roles. To meet this
objective, the relationship between industrial land supply and the institutional

environment needs to be investigated.

The research objective on Page 7 aims at explaining the market players, their
functions, interests and strategies. The discussion in Section 3.2 suggests that the
petrochemical industry is characterised by high technology, high costs, and high risk. The
discussion in Sub-section 3.4.3 concludes with a proposition that firms’ business
decisions reflect their strategies to avoid risks and uncertainties. The discussion also
suggest that firms’ strategies reflect the governance system, as indicated in Figure 2 and
discussed in Sub-section 2.3.1.4. Therefore, in explaining the development of the
Malaysian petrochemical industry, this research needs to investigate the relationship

between industrial land supply and governance.
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To summarise, the above discussion suggests that three research problems need to
be investigated:
(@) the relationship between industrial land supply and land price;
(b) the relationship between industrial land supply and the institutional
environment; and

(c) the relationship between industrial land supply and governance.

The above proposition, as well as the discussion on Page 3 and the research
central question (Page 9) suggest that the institutional environment, in particular
government, deserves extra attention. Therefore, the subsequent chapter will discuss the

administrative framework behind Malaysian industrial development.
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CHAPTER FOUR — THE ADMINISTRATIVE
FRAMEWORK UNDERLYING MALAYSIAN
INDUSTRIAL DEVELOPMENT

4.1 INTRODUCTION

As discussed in Chapter Two, the institutional environment, in particular
government, deserves extra attention. Therefore, this chapter will begin with a discussion
of Malaysian economic policies, then touch on institutional frameworks that are closely
related to Malaysian industrial development as well as industrial land supply. This
chapter is therefore into three sections. The first section will discuss the background of
Malaysian industrial development, including economic and industrial policies at the
national level and the implementation of these policies at the regional level. The second
part will discuss the mechanism regulating the supply of industrial land. This section will
analyse the institutional and administrative framework underlying Malaysia’s land
administration system. The final part of this chapter will critically analyse issues related
to the mechanism regulating the supply of industrial land for petrochemical industrial

users and relate these issues with the central research question of this study.

4.2 MALAYSIAN INDUSTRIAL DEVELOPMENT

Peninsula Malaysia, which has eleven autonomous state governments', can be
politically and geographically divided into two regions - the east and west coast states.
Though they are interconnected by excellent infrastructure such as ports, airports,
highways and other communication systems, there are clear divisions between these
regions. The west coast states are more populated due to rapid industrialization since the
time of the British colonial administration (Chai, 1964; Jackson, 1968; Rasiah, 2002),
while states in the east coast experienced rapid industrialisation only after the discovery
of off-shore oil in the 1970s.
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4.2.1 The Economic Policy

Yasuda (1991), Fujimoto (1991) and Rasiah (1995; 2002) explain how current
Malaysian industrial development plans and policies are part of the New Economic
Policy (NEP). This policy, which commenced in 1971, was created in order to promote
national integrity by reducing racial differences with respect to economy, culture and
geographical location. A ‘two-fold development strategy’ aimed at (a) reducing and
finally eradicating poverty by creating employment opportunities for all ethnic groups;

and (b) eliminating the ethnic-economic identification.

The policy aimed to correct an imbalance in the structure of economic ownership.
Table 3 shows that ‘Bumiputras® owned only 2% of companies in 1969 even though it
accounted for 55% of the population. In contrast, 61% of corporate ownership was by
foreigners. The rest was owned by non — Bumiputras. The initial target of the NEP was to
change the ownership structure to a 30 : 40 : 30’ ratio by 1990 (Chopra, 1978; Yeung,
1982; Sundaram, 2004).

Table 3 : Malaysia — Ethnic Groups, Economic Ownership and
Population in 1969

Ethnic Group Percentage in the | Percentage in the Average
Population Corporate Household
Ownership Income (RM)

Bumiputras 55.0 2 179
Chinese 34.4 22 387
Indian 9.1 15 310
Others® 15 NA
Foreigners 61

Total 100.0 100

Source : Calculated from Chopra (1978) and Rasiah and Shari (2001)°

® English translation is ‘sons of the soil’. This term refers to the natives of the Malay Peninsula and Borneo, mainly
Malays, Dayaks, Iban, Kadazan and aboriginal peoples.

730% by Bumiputras, 40% by non-Bumiputra Malaysians and 40% by foreigners.
& Mainly the Portuguese, Siamese, Arabs, Pakistanis, Gujaratis and Eurasians.

® Figures in both articles as well as Sundaram (2004) have minor differences, likely because of differences in terms and
references.
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The NEP was formulated in 1970 following the outbreak of racial clashes in
major cities of Peninsular Malaysia especially between Malay and Chinese ethnic groups.
A detailed explanation of the background of the clashes is provided by Tunku Abdul
Rahman (1969) and Sundaram (2004). To implement the NEP, some laws were amended
and the public administrative system as a whole was adjusted. This involved, for
example, substantial changes to the Federal Constitution (Hickling, 1978), industrial
policies (Rasiah,1995; 2002; Yasuda, 1991), urban as well as regional planning
(00i,1976; Brookfield et al.,1991; Onozawa, 1991; Fujimoto,1991) and agricultural
policies (Salleh,1991). Major changes in government administration following the
inception of the policy are testimony to the fact that the NEP was much more than just an
economic plan (Chopra, 1974; King, 1988).

The NEP, which ended in 1990, was implemented through four short-term
economic plans, namely the 2™ Malaysia Plan (the 2" MP [1971-75]), 3" MP (1976-80),
4™ MP (1981-85) and 5™ MP (1986-90). Subsequently, the NEP was succeeded by the
‘Second Outline Perspective Plan 1991 — 2000° (OPP2). Since 2001, the ‘Third Outline
Perspective Plan 2001 — 2010’ (OPP3) has been in force. Within the OPP2 and OPP3 are
the 6™ MP (1991-1996), 7" MP (1996-2000), 8" MP (2001-2005) and 9" MP (2006-
2010).

Rasiah and Shari (2001) suggest that the NEP, which is defined as a selective
institutional intervention strategy, has brought about a positive impact on overall
Malaysian economic progress. Figure 9 shows that after 1970, the annual growth in the
GDP of Malaysia has been less variable. As to poverty eradication, figures in Table 4
show that percentage of the population below the poverty line fell from 42.4% in 1970 to
17.1% in 1990. It fell further to 5.1% in 2002. The percentage of Bumiputras below the
poverty line was reduced from 65% to 20.8% in 1990. While the percentage of non-
Bumiputras below the poverty line also drastically dropped by the end of the NEP, the

urban-rural economic gap has also been markedly reduced since the inception of the

policy.
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Figure 9 : Malaysia — GDP Growth 1951-2005
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Source: Lim (1973), Lucas and Verry (1999) Malaysia (1980-2006).

Table 4: Peninsular Malaysia — Poverty Eradication Target
and Achievement, 1970, 1976 and 1990 (% of the population)

Position in | Target for | Achieved Achieved Achieved Achieved
1970 1990 in 1976 in 1990 in 1999 in 2002
By location”
Poverty 49.3 16.7 39.6 15.0 7.8 5.4
incidence
Rural 58.7 23.0 47.8 19.3 12.4 11.4
Urban 21.3 9.1 17.9 7.3 n.a 2.0
By ethnicity”
Bumiputras 65.0 17.0 n.a 20.8 10.2 7.3
Chinese 26.0 n.a n.a 5.7 2.6 1.5
Indian 39.0 n.a n.a 8.0 n.a 1.9
Others 44.8 n.a n.a 18.0 n.a n.a
Total Malaysia 42.4 n.a 40.0 17.1 7.5 5.1

Source: Rasiah and Shari (2001, p. 60), Malaysia (2001,2003), Drabble (2000), Parvez
(1978),Yeung (1982).

# Figures for Peninsular Malaysia only.
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On the other hand, Table 5 suggests that the NEP has not succeeded in meeting its

target in increasing Bumiputra corporate ownership to 30%. Nevertheless, the policy has

managed to reduce the percentage of companies under foreign control.

Table 5 : Malaysia — Corporate Equity Ownership; Target and Achievement,
1970, 1976 and 1990 (% of total RM)

nggt 1970 1975 1980 1985 1990 1999 2002
Bumiputras 30.0 2.0 9.2 125 19.1 19.3 19.1 18.7
Other Malaysians 40.0 37.0 375 34.3 35.9 46.8 40.3 43.2
Foreign 30.0 61.0 53.3 43.0 26.0 25.4 32.7 28.9
Nominee Companies 10.2 19.0 8.5 7.9 9.2
Total 100.0 | 100.0 | 1000 | 1000 | 100.0 100.0 | 1000 | 100.0
Total value (RM mil) 108,377 | 310,076 | 390,822

Source : Chopra (1978), Rasiah and Shari (2001, p. 74) and
calculated from Malaysia (2001,2003).

4.2.2 Industrial Master Plan

Malaysian industrial progress can be divided into three periods. The first period
was under the British administration until 1957. The second period was between 1957
and 1970 and the third period is after the introduction of the NEP in 1970. According to
Rasiah (2002) there is strong evidence to suggest that Malaysian industrial progress
proceeded rapidly following the introduction of the New Economic Policy (NEP) in
1970. This is in contrast to the first two periods, when industrial development in Malaysia
was not significant, due to the absence of effective government assistance. The legislation
of the Free Trade Zone Act in 1971 (FTZA) made a further positive contribution. The

FTZA details statutory incentives for foreign and domestic investors.

Following the FTZA, the Industrial Master Plan was introduced in 1986. It was
coupled with the Promotion of Investment Act of 1986. The objective of this act was to
offer industry duty exemptions as well as other attractive incentives. To renew the
commitment, the Second Industrial Master Plan (1996-2005) (IMP2) was introduced in
1996. The IMP2 is an updated industrial plan that accommodates changes in the global

economy. The IMP2 also recognises that Malaysia has certain advantages in the
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development of the petrochemical industry, especially the available abundance of oil and
gas reserves (MITI, 1996).

4.2.3 Implementation of the Industrial Master Plan — At the
Macro Level

There were over 4,000 industrial approvals in Malaysia between 1998 and 2002,
most of which were for foreign direct investments (FDI). More than half of the total
investment was in the electronic, electrical and machinery appliance production
industries (MoF, 2003; Rasiah, 2002). As a result, 66% of Malaysian exports of
manufactured goods in 2002 were in these sectors. Malaysia has been an exporter of
petroleum-related products for only about 20 vyears, starting after the Petroleum
Development Act was enacted in 1974. Subsequently, a fully government-owned
company, Petronas, was incorporated to explore and exploit Malaysian on and off-shore
oil and gas resources.

4.2.4 Implementation of the Industrial Master Plan in
Terengganu and Pahang

To implement the NEP and IMP2, 18 locations in Pahang (about 9,900 acres) and
15 locations in Terengganu (about 12,300 acres) have been earmarked as industrial
estates (Terengganu, 2001; Pahang SEDC, 2004). These areas, together with industrial
sites in the state of Kelantan and the Mersing District in Johore are known as ‘the Eastern
Corridor’ (MIDA, 2003a). Within the Eastern Corridor are GIPC and KIPC. The map in
Figure 10 shows the locations of industrial sites in Terengganu and Pahang. These
locations have been identified by the IMP2 as the nation’s petrochemical industrial axis.

Figure 11 is a more detailed map showing the location of the KIPC and GIPC sites.

The state governments of Terengganu and Pahang forecast that demand for
industrial sites at the KIPC and GIPC will increase rapidly until 2010, corresponding with
the nation’s increasing capacity in producing natural gas. Figure 12 shows the trend of

the demand as has been forecasted by these state governments.
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Source: own analysis (from data in Appendix A)

4.3 MECHANISM REGULATING THE SUPPLY OF
INDUSTRIAL LAND

In Malaysia, the Constitution provides that land disposal and land development
approval are entirely the prerogative of State Government. The law divides land into two
categories, the State and alienated land. This implies that the State Government initially
owns all land freeholds is authorised to reserve Government land for public purposes or

dispose of it by selling it to any eligible person or party.

As far as land use is concerned, private land is subject to “‘express conditions™?. It
can be utilised either for agriculture, building or industry. Conversion of land use is
subject to State Government approval. Private land ownership change is allowed by
following conveyance procedures at the Land Office. As an aside, the compulsory land

purchase law™ allows the National Government or any party to force purchase of land for

19 The National Land Code provides that private land is subject to conditions of use determined by the State
Government and which are written on the land title, following a local plan or land use zoning.

11 Section 3 of the Land Acquisition Act 1960 allows any party either government departments, business entities, non-
governmental organisations or individuals to ask State Authorities to compulsory purchase the land they require.
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public or commercial use. In short, the supply of land for industrial purposes may be
through:

(a) State Government land disposal;

(b) private land conversion; or

(c) government or private initiative compulsory purchase.

Adams (2004), van der Krabben (1995) and Healey (1992a) argue that land
supply is linked strongly to institutional factors. In Malaysia, matters related to land are
the state governments’ prerogative (Good, 1978). ‘Land matters’ are defined by Article
91'? of the Constitution as ‘rules and regulations relating to land, land-use and land
administration, including for mining, agriculture and forestry’. The formal institutional
framework in Malaysian land administration is divided into three categories, namely, the

power structure, laws and statutes, and the administration system.

4.3.1 The Power Structure

Articles 74, 76 and 91 as well as the case of East Union (Malaya) Sdn. Bhd. vs.
Government of The State of Johore & Government of Malaysia®® define the power
structures applicable to the Malaysian land and tenure system. These rulings affirm that
land matters are vested in the Ruler or Governor of the State and the State Legislature.
The court case also emphasises that the Central Government may, by virtue of Article
76(4) of the Constitution, with consent of the National Land Council, legislate a uniform
law and policy with respect to land matters for all states in the Federation (Teo and
Khaw, 1987; Good, 1974).

12 <Article’ is hereafter used to refer to clauses in the Federal Constitution. An extract of the Constitution is in
Appendix B.

'3 The company (the appellant) challenged the validity of State Government repossession of its land. The issue at hand
was that the land, a 7,470 rubber estate, was in default of the quit rent. The Land Office of Kota Tinggi confiscated
the estate under section 100 of the Land Code. The appellant claimed that the law which was created by the
Parliament to be implemented by the State Authorities, would be inconsistent with the Constitution and so ultra
vires. The main argument was that if the matter is a state concern, the laws should be legislated by the State
Assembly. Appeal was dismissed [MLJ, 1981, 1, 151 — Federal Court].
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4.3.1.1 The National Land Council

For two reasons, the National Land Council (NLC), can be considered the
highest authority in the Malaysian land and tenure system. First, constitutionally, no laws
pertaining to ‘land matters’ shall be put before Parliament prior to the Council’s approval.
Second, decisions made by the Council are binding on both the Federal and State
governments. The Council which convenes at least once annually is chaired by a central
government cabinet minister (normally the Prime Minister or Deputy Prime Minister).
The Council is comprised of ten voting members representing the central government,
nine of whom are central government cabinet ministers, the other being the Attorney
General. The rest of the council consists of eleven voting members who are Chief
Ministers of eleven states in West Malaysia and two non-voting members representing
the two states in East Malaysia (Ishak, 1998). The council’s composition, constitutional
backing and chairmanship indicate the importance of the Council in the Malaysian

legislative system.

Records inspected at the Council Secretariat indicate that in a five-year period
(between 1996 and 2000), the Council held six meetings to deliberate and adopted 41
propositions and reports on land issues™. Matters that were discussed at the Council are

summarised in Table 6 and divided into five categories as shown:

Table 6 : Malaysia — Proceedings of the National Land Council 1996 — 2005

Categories Number of papers

Allocation of land to the Central Government 17

Proposals for law amendments

Proposals for a uniformed land policy

9
6
Reports on project implementation 5
3

Adopting reports from subordinate councils (the National Forestry Council and
National Mineral Council)

Proposal for a uniform Land Office Administrative Procedure 1

Total 41

Source : Own analysis (based on information in Appendix C)

% The abbreviation: ‘NLC’ is hereafter used.

15 See summary of the resolutions in Appendix C.
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The proceedings of these six meetings can be divided into the following issues:

Table 7 : Malaysia — Issues Deliberated at the National Land Council 1996 — 2005

Issues/Problems Number of papers Number of
problems solved

Disputes between Federal and State Governments 17 9

Problems in Land Office administration 7 On-going supervision

Economic and development policies 7 7

Protection for landowners’/house buyers’ rights 5 5

Law enforcement 1 1

Adopting reports from subordinate councils (the National Forestry 3 3

Council and the National Mineral Council)

Updating land laws 1 1

Total 41 26

Source : Own analysis (based on information in Appendix C)

Minutes of the meetings summarised in Table 7 show that some issues failed to be
resolved by the Council and are still outstanding. Most of these, as indicated by the table,
were related to disputes between the Central and State Governments. It is likely that State
Governments have utilised the NLC as a venue to protect their rights against the Central
Government. The second most important item in the Council’s agenda regards problems

at the Land Office and matters related to the supply of land for economic development.

The NLC, as implied by the above discussion, is responsible for overseeing the
performance of the Land Office throughout the nation, and the Central Government has
commissioned the Ministry of Natural Resources and Environment to carry out projects

to upgrade services at the Land Office. The projects reported to the Council are as follow:
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Table 8 : Malaysia — Government Projects Supervised by the National Land Council

Project Objectives Project Costs
(RM)
Computerisation of the To create a paperless land registry system 159,673,642
land registry 118,619,833*
National Land Information To develop a system to enable geospatial 36,052,402*
Infrastructure System information to be accessed from any public office 55,000,000®
or other subscribed outlet

Computerised Cadastre To expedite the land information updating 499,967,000
Database process at the Survey and Mapping Department

by introducing a system where records in the
headquarters can be updated from remote stations

in real time
Modernisation of the Land To integrate all systems which have been 27,230,513*
Office developed, as above 200,000,000°
Total Project Costs 1,096,543,390*

Source: Ministry of Natural Resources and Environment

4.3.1.2 The State Authorities

Power to execute land laws is vested in the state authorities. State authority is

t17

defined in Hanisah v. Tuan Mat™" as “His Highness in Council”. “His Highness in

Council” means ‘His Highness acting in accordance with the advice of the State
Executive Council (EXCO) *®’. The EXCO, known as the State Cabinet in Sabah and

Sarawak — as it is instituted by Articles 80 and 81 of the Federal Constitution — is the

# Expenditure in the 7" MP (1996-2000)
* Expenditure in the 8" MP (2001-2005)
@ Estimation for the 9" MP (2006-2010)

18 Note: for comparison, this figure is about 60% of the project cost for construction of the Petronas Twin
Towers which was ca.RM1.8billion.

7 The abbreviation ‘EXCO” is hereafter used.

18 (a) The High Court of Kota Bharu held that Hanisah (the appellant) was not Malay. Hence she was disqualified from
owning land reserved for Malays. The appellant was born Chinese but was adopted by and grew up in a Malay
family. She managed to secure a ‘Malay’ certificate from the Sultan of Kelantan. The Federal Court held that (a)
the issuance of the Malay certificate was made by the “Sultan in Council’. Thus, it was constitutional and no Court
can question or revise it, (b) the Sultan (Ruler) in Council means His Highness’ decision in accordance with the
advice of the State Executive Council, (c) The Ruler in Council and State Executive Council are two distinctive
bodies. Appeal allowed [MLJ, 1970, 2, 213 — Federal Court].

(b) The case applies only to land governed by Malay Reservation laws. Therefore the Court ruling has no
implication on land transfer among non-Malays or foreigners outside the areas designated as Malay reservation.
See Ishak (1998).
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highest State Government executive body. In all states, the EXCO is presided over by the
Chief Minister. This body consists of politicians who have been elected to the state
legislature (the number varies) as well as three top state officials. The ex-officio members

are the State Secretary, State Finance Officer and State Legal Advisor.

4.3.1.3 The Statutes of Laws

Teo and Khaw (1987), Wong (1975) and DGLM (2002) emphasise that the main
system of legislation governing land matters in Malaysia is the National Land Code (the
Code™). This literature and cases, suggest that the Land Code may be defined as “a
uniform land and tenure law applicable to the Malay States after 1% January 1966,
replacing individual states’ land and tenure legislations”. By enforcement of the Code in
1966, 43 laws and statutes which were enacted prior to 1965 were repealed®. However,
the land laws which are applicable to the two states in East Malaysia, the Sarawak Land
Code and Sabah Land Ordinance, were not affected and are still in force”*. Among the

main characteristics of the Code are:

(@ Itis State Law but legislated by the Federal Parliament. However, no change can be

proposed to the Parliament without NLC consent®;

(b) It has enabling clauses for the creation of subsidiary legislations or by-laws, by
legislative bodies®, the King, the Minister in charge of land and the State

Authorities?®. There are three types of subsidiary legislations in force. These are:

(i) Legislations that are separated, but shall be read together with the Code.
Some of the statutes under this category were originally part of the Code,

either the present or previous Land Code®. Others were created as are

19 Act No. 56 of 1965. The term ‘the Code’ or ‘the Land Code’ are commonly used in various literature and during
litigation.

20 5ec. 438 and 11™ Schedule of the Code.

2! Article 95D of the Constitution.

2 Article 910f the Constitution.

2% parliament or State Assemblies.

2 Sections 10, 14, 438, 439, 440 of the Code.
% FMS Cap 138.
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required by the Code. Among examples are the Land Code (Penang and
Malacca) Order 1965, Land Acquisition Act 1960, Strata Titles Act 1985 and
National Land Code (Survey Fees) Order 1965;

(i) State Land Rules (SLR?®). The SLR is created by individual State Authorities
and mainly contains (a) procedures for application for government land,
restrictions on change of land use as well as restrictions of interest, (b) forms
and types of records which are not provided by the Code and (c) rates for quit
rents, land premia and other fees. A premium is a payment to the State
government for government land disposal or land development application by

way of change in land use restriction;

(iii) Special by-laws. This type of legislation is categorised as generalia
specialibus non derogant law or subsidiary laws that override the parent laws.
Laws related to the Malay reservations, aboriginal rights, mining, sultanate
land, customary tenure as well as Land (Group Settlement Areas) Act are

among the examples?’.

(c) Decisions made by any authorised persons or parties by the Land Code can only be

challenged, by the High Court and any Court above in the judicial hierarchy;
(d) It contains details on:

(i) The powers and duties of the NLC, the Minister in charge of land, the State
Authorities, the Director General of Lands and Mines, the Director General of
Survey and Mappings, the State Director Lands and Mines, the Registrar of
Titles, the State Director of Survey and Mapping, the Land Administrator, the
Settlement Officer and the High Court.

(if)  Quit rent (annual land tax payable to the Land Office that is based on the
type of land use as approved by the State Authority. The basis of calculation
of this rate varies from state to state. The Code allows the State Authorities to

revise the quit rent rate every ten years).

% The abbreviation “‘SLR’ is hereafter used.

27 Section 4 of the Code.
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(€)

(ili) Government land disposal. The Land Code calls this ‘land alienation’. It
covers matters related to government land disposal, temporary occupation
licenses, permits for the removal of rock material, imposition of land use
restrictions as well as creation and revocation of public utility and reserved

land.

(iv) Land registration. Provisions related to land registration deal with land
registration, conveyance, security of loans and mortgages, restraints on

dealings and restrictions of interest.

(v) Land development approval. Restrictions and conditions regarding changes
of land use, land partition, subdivision and amalgamation are dealt with by

this section.

(vi) Cadastral survey. This section deals with land measurement, physical

boundaries and preparation of final titles.
(vii) Offences under the Code.

15 schedules and 106 forms. Schedules are supplementary provisions which form
part of the Code. They include a detailed explanation on certain provisions under
the Code, some special provisions about land registered before the commencement
of the Code, a set of procedures for the computerised land registration system and
forms to apply during execution of provisions of the Code. The forms are grouped

into:
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Table 9 : Malaysia — Forms in the Land Code

Groups® of Forms Total | Description

Communication between the High 2 These are notices of sale by Court

Court with general public

Communication between Survey 4 Most of these forms are used by the Survey
Department with general public Department when to carry out land boundary

survey and marking.

Standardised record keeping format 8 Forms within this group are used to:
e enter additional information onto the land titles;

o transfer the entries in the paper based record to
the computerised land registry;

e create a statutory roll book

Communication between the Land 20 Most of which are:

Office with general public e Land Office instructions to landowners;

e summons to suspect of land laws offenders; and
o formats for public announcements

Proof of rights 29 This includes format of land titles, permits, licence
and right of occupation.
Communication between general public 43 Among forms under this category are:
with the Land Office « instrument of dealings (e.g. transfer of
ownership);

o format for a standardised agreements between
financial institutions and landowners;

e application forms.

Total number of forms 106

Source: Own analysis

2 The groupings are for purpose of description only. In some instances, there are no clear boundaries between matters
in the groups. For example, the Form 16E which is used in communication between financial institution and
landowner to notify a default in loan repayment also functions as proof of rights when a money lender apply to the
Land Office or High Court to sell land by auction.
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4.3.2 The Administrative System

The front-end of the Malaysian land administrative system is the Land Office.
Decisions made by the NLC and EXCO are mostly passed down to be executed by the
Land Office. This sub-section will describe the position of the Land Office in Malaysian
public administration (MPA)®. A brief description of the functions of the Land Office

follows.

4.3.2.1 The Land Office and Malaysian Public Administration

Prior to further discussion, it will be beneficial to briefly describe the setup of the
MPA. The root of the administrative system is Part X of the Constitution®*. The
Constitution divides the MPA into Federal and State Services. An appointee to each
service is answerable to their respective King or Ruler®’. In other words, the
responsibilities of government officials as well as the departments to which they are
attached shall be in line with the Ninth Schedule of the Constitution. The system is
derived from arrangements which have been observed or honoured over generations
(Good, 1978)*.

Regarding hierarchy, the most senior MPA official, regardless of the type of
service, be it federal or state, administrative or professional, is called a ‘premier grade
officer’ (PGO). A key government official in Central, State and Local Governments,
PGO include the Chief Secretary to the Government, Secretary Generals, Director

Generals, State Secretaries and other key appointments.

2 The abbreviation: ‘“MPA” is hereafter used.
% Articles 132-148 of the Constitution.
® Articles 132(1)(c), 132(1)(g), Clause 6(c) of List I and Clause 7(a) of List Il of the Constitution.

%2 A brief history of the MPA is in the Endnote.
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At the state level, some state officials are equivalent in rank to, if not more senior
then, some heads of Central Government departments. In state administration, where the
State Secretary is the highest ranking government official, the State Director of the
Economic Planning Unit (SEPU) is the Deputy State Secretary. While the position of
State Secretary is equivalent in rank to most Federal Ministry Secretary Generals, the
Director of the Economic Planning Unit and the Director of Lands and Mines (SDLM)
are equivalent in rank to some Federal department Director Generals.

Under section 11 of the Land Code, state authorities are authorised to sub-divide
their territories into districts. Since British administration, the Land Office at the district
level has been part of the District Office®. This implies that the Land Administrator, who
is also the District Officer, is considered the most senior official in the district (Heussler,
1981). This also signifies that the Land Office (‘District and Land Office’ as it is also
known), is the centre of district-level government administration. Throughout the nation,
there are 111 District Offices™.

4.3.2.2 Relationship between the Land Office, NLC and
Functions of the Government

Figures 13 and 14 depict the position of the Land Office in the MPA and show the
relationship between the NLC and the entire legislative and administrative system at the

Federal and State Government levels.

% Except in Johore where Land and District Offices are separated.

3 See Endnote for the exhaustive list.
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Figure 13 : Malaysia — Power Structure in Land Legislative and Administrative System at the Federal Level
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Figure 14 : Malaysia — Power Structure in Land Legislative and Administrative System at the State Level
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4.3.2.3 Functions of the Land Office

While the District Office co-ordinates district-level administration and
infrastructure development, the Land Office has specific tasks that are outlined in the
Land Code. DGLM (2002), Yidris (2003), Alinah (2003) and the minutes of NLC
meetings® indicate that the Land Office functions to process applications, carry out
investigations, and conduct hearings related to its seven main roles. These are:

(@ agent for government land disposal;

(b) registrar of titles;

(c) revenue collector;

(d) custodian of government and reserved land,;

(e) mediator between parties in the compulsory land purchase;
(f) land law enforcer; and

(9) inheritance distributor.

4.3.2.4 Land Office Administration

At the Land Office, day-to-day land matters are handled in accordance with the
Code, SLR and various other directives. The legislation also details a procedure for how
to run the Land Office administration including how to create, maintain and manage
information and records. In a Land Office, records are distinguished as containing
administrative or statutory information. The following table includes examples of the
records maintained at the Land Office.

% NLC Proceeding Paper No. MTN.Bil.5/54/1997 (see Appendix C).
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Table 10 : Records Maintained at the Land Office

Classification

Establishment
under:

Description

A. Statutory

Computerised land title
database

Section 5B of the
Code

This is a computer database of land titles that
replaces the paper title deeds that have been used for
hundreds of years. The system follows a model from
Sweden. Nevertheless, for reference, official
printouts are issued to landowners.

Land titles

Section 85-90 of
the Code

A land title is a legal document and evidence of
ownership. Each allotment is issued two identical
documents. One is original and kept by the Registrar
of Titles. The other is a copy and is issued to the
landowner. Even though the Registry has been
computerised, backup titles are maintained at the
Registry in paper form.

Roll books for:

(a) government land
applications

(b) development approval
applications (land
conversion, sub-

State Land Rules

The SLR requires creating this type of record. A roll
book is kept for each Mukim (sub-district).
Information in the book is very brief. The details are
kept in individual application files.

division etc.)

Registration of ‘land Section 295 of the | This category of roll book records the details of

dealings’ roll book (defined | Code applications for registration of property transactions

as ‘Presentation Book’ in (e.g. conveyances and security of loans).

the Code) Verification process prior to registration is
sometimes long. Thus, standard practice is that
financial institutions and legal firms normally
consider a registration ‘done’ if the details are
successfully registered in the Presentation Book.
Therefore, if the application concerns a loan from
bank, the money can be duly released.

Maps (commonly called Section 399 of the | The Code only rec_ognises maps and plans which are

“litho sheets") Code produced by the Director General of Survey and

Mapping (DSM). The Land Office is required to

maintain three copies of the plans in the form of

‘litho sheets’. These are for:

(a) public inspection;

(b) official reference 1 — to be updated according to
changes made by the DSM; and

(c) official reference 2 —to be updated according to
applications or proposals for change in legal
status of land.
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Classification

Establishment
under:

Description

General instructions on
land office record
maintenance

Section 375 of the
Code

This provision requires the Land Office and the State

Director to keep:

(a) the land titles that have been created by the Land
Code and previous laws;

(b) all instruments for dealings (forms, etc.), other
statutory forms, hearing notes, statutory record
books and other documents created by the Code.

No record can be removed or destroyed without a

High Court order, or State Authority or State

Director’s instruction.

B. Administrative

Files

Order No. 3 of the
Administrative
Orders 1974

Official Secret Act
1972

Archive Act 1966

These legislations contain:

(a) definitions of official and classified documents;

(b) procedures for creating, storing, handling,
recording, maintaining, moving, transporting and
disposing the official and classified documents.

Source : Interview with Mr Supuddin (Director of Research and Planning, Dept of Director
General of Lands and Mines) and Mr Abu Kassim (Former State Chief Settlement Officer,

Negeri Sembilan).
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4.3.2.5 Work Process: A Generic Approval Process at the Land
Office
Basically, there is a-three-step process for securing an approval, whether for
obtaining government land or, for changing land use. The first step is to file an
application at the Land Office. The Land Office then submits the application to EXCO
through the State Director of Lands and Mines. The final step is the EXCO consideration
(Ishak, 1998). Ismail (1994) describes the industrial land development process in more

detail, as follows:
(@) The site acquisition stage. At this stage, one can:
() get approval to hold landed property from the Foreign Investment Committee

(F1C®). This stage applies only to non-residents;

(i) apply for an industrial licence from Ministry of International Trade and
Industry (MITI®"):;

(iii)  apply for land from the State Authority or acquire it by private dealing; and
(iv)  register the property at the office of the registrar of titles.

(b) At the beginning of construction, development plan approval needs to be sought and

gained from local authorities.

(c) At the completion stage, applicants apply for a certificate of fitness for occupation

from local authorities.

In addition to these stages in land development approval, ‘A Manual On Land
Code’, a reference handbook for use in land offices, describes in detail the procedure
followed before an application is submitted to the EXCO. The following table

summarises this procedure:

% The abbreviation ‘FIC’ is hereafter used. The FIC is a permanent committee under the Prime Minister’s Department
and is comprises of representatives from various Federal ministries.

3 The abbreviation ‘“MITI" is hereafter used.
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Table 11 : Malaysia — Land Application and Land Development Approval Procedure

Step No. | Procedure to Follow

Action to Take

1 Land Administrator (LA)
receives an application

1. Verify whether:
(a) it uses the forms prescribed by the law
(b) aplan of the land is attached
(c) all fees are paid
(d) written consent from all land owners and all interested
parties is attached
2. Direct a Settlement Officer (SO) to carry out an
investigation — on site and by land records

2 SO reports to LA

(a) Indicates which department the application is to be
referred to

(b) Indicates approximate market value of the land

3 LA refers to the related
departments

Among the departments to which the applicant may be
referred are:

(@) Town and Country Planning Department
(b) Local Authority

(c) Department of the Environment

(d) Public Works Department

(e) Drainage and Irrigation Department
(f)  Valuation Department

(9) Agriculture Department

(h) Health Department

(i) Labour Department

(i) Civil Aviation Department

(k) National Electricity Co.

() Malaysian Telecom Co.

(m) Estate Land Board

4 LA prepares a paper for
EXCO consideration

Among other items, if the application is recommended to be
considered, the paper shall include a proposal for:

(a) the rate of “premium’ to be paid;
(b) the rate of revised rent (tax);

5 If application is approved, LA
notifies the applicant

The notification of an approval shall include:

(a) astatement of new type of land use;

(b) the amount of payment due;

(c) arequest to return the land title to the registrar of titles.

6 If the owner agrees to the new
conditions of land use, pays
the dues and returns the land
title, LA updates the
registration.

Source : DGLM (2002, p.91-93).
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4.3.2.6 Issues at the Land Office

Proceedings of the NLC suggest that all issues regarding Land Office
administration have been given considerable attention by the Council. The tabulation in
Table 11 shows that decision-making at the Land Office is not straightforward. Figures
on Page 74 in turn indicate that a substantial sum of money has been allocated to upgrade
the Land Office information system. In fact, problems at the Land Office have been under
the spotlight for years. For example, the Public Complaints Bureau received 553
complaints about the Land Office in 2000. The number increased to 805 in 2001 and as
of June 2002, the Bureau had received 454 complaints. The issue was fiercely debated in
Parliament on 30 and 31 October 2002 (Yidris, 2003) as well as thoroughly discussed at
the Cabinet Ministers’ Meeting on 5 November 2003 (Musalmiah, 2004).

Figures in Table 12 related to arrears and failure to collect quit rent may explain
why special attention has been given to the Land Office. These figures demonstrate that

there is cause for concern.

Table 12 : Malaysia — Arrears in Application for Land, Licences, Conversions of
Land Titles and Uncollected Revenues 1992 — 2002

Arrears 1992 2002 + /-
Application for government land (number of 29,915 28,082 - 6%
applications)

Application for a temporary occupation license 89,687 25,896 -71%
(number of applications)
Application for a rock material removal license 1,929 1,201 - 38%
(number of applications)
Conversion of titles® (number of titles) 1,700,000 2,940,075 +73%
Uncollected quit rent (RM) 202,000,000 677,000,000 + 235%

Source: Yidris* (2003, p.7, column “+/-’ added)

% From provisional to final title after land boundaries are completely marked and computed by the Survey Dept.

% Yidris Abdullah was Director General of Lands and Mines 2001-2002 and Secretary General of Ministry of Land and
Cooperative 2002-2004. He was appointed as Special Advisor to the Government on Land Matters in 2005.
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4.4 SUMMARY — THE LAND SUPPLY, LAND OFFICE AND
INSTITUTIONAL FACTORS

This chapter started with the argument that Malaysian economic development,
including the petrochemical industry, has been driven by the NEP. The policy has a
defined political and social agenda, especially aiming to tackle ethnic conflict and income
disparity between regions and ethnic groups. This chapter also contended that the
Malaysian political framework and public administrative system have a strong influence
on land supply. The Malaysian administrative and legislative systems have also given
particular attention to matters related to land. Significantly, the NLC is constitutionally

created to be a body that is superior to Federal and State Authorities.

The preceding discussion suggests that the Land Office, at which application for
industrial sites are processed, is possibly in a predicament. Even though the Land Office
attracts high-profile attention, statistics suggests that problems remain. This justifies the
proposition that the present study should give specific attention to the Land Office.
Therefore, this chapter strongly suggests that the institutional environment plays a
substantial role in land supply. It is apparent that the organizations which govern land

supply have a strong relationship with the existing institutional environment.

In addition, the study emphasises that institutional environment is the focal point
of this research. Thus, the role of government deserves much attention. The Chapter
concludes that the Land Office functions as the core component in Malaysian land
administration system. Therefore issues and problems related to the Land Office have
been given considerable attention by various parties, including the Parliament, the
Cabinet Ministers, the National Land Council and the Public Complaints Bureau. The
subsequent chapter will review the application of an NIE approach in empirical research
and recommend the most appropriate research methodology for explaining the
development of the petrochemical industry, in particular discussing a case study which
the roles of the institutional environment, governance and the Land Office are seen to be

dominant.
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CHAPTER FIVE - RESEARCH METHODOTHOLOGY

5.1 INTRODUCTION

To meet the four research objectives set out in Chapter One, discussions in
preceding chapters relate land development issues to institutions. Preceding chapters also
discuss the relationship between industrial land supply and land price, the institutional
environment and governance. The aim of this chapter is to identify which research
methodology will best answer the research questions associated with these issues. For
that reason, this chapter will discuss the concepts of research methodology, research
method, epistemology and knowledge. Therefore, after the most appropriate methodology

has been identified, a research method will be proposed.

5.2 THE CONCEPT OF RESEARCH METHODOLOGY

A fundamental problem in the field of research methodology has been the
inconsistent definition of ‘methodology’ (Wynekoop and Russo, 1997). In The Concise
Oxford English Dictionary" ‘method’ is defined as “a particular procedure for
accomplishing or approaching something™. According to Wynekoop and Russo (1997):

“the word [methodology] is sometimes used to refer to the methods and general
approach to empirical research of a particular discipline, or even a particular large

study, although the term ‘research techniques’ is perhaps more apt in this context™™ .

The Oxford Dictionary of Philosophy" however, defines methodology as:

“The general study of method in particular fields of enquiry: science, history,
mathematics, psychology, philosophy, ethics”.

In addition, The Oxford Companion to Philosophy’ defines methodology as:

“ The philosophical study of scientific method. The central question arising from this
study is how to interpret methodological statements. There are three alternatives:
description, convention, prescription. Under the first option, methodological
statements are either interpreted as descriptions of scientific practice, or
methodology is seen as a ‘science of science’... ”.

Based on the above definitions, this study will use the term *methodology’ to refer to the

philosophical and theoretical basis on which an empirical investigation is carried out. The
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term “‘method’, in turn, will be used to explain procedures for accomplishing an empirical

investigation.

5.3 RESEARCH METHODOLOGY AND EPISTEMOLOGY

Probably the most appropriate approach when beginning a discussion on research
methodology is to talk about epistemology. Encyclopadia Britannica defines it as:

“the study of the nature, origin, and limits of human knowledge. The term is derived from
the Greek episteme (*knowledge™) and logos (“‘reason”), and accordingly the field is
sometimes referred to as the theory of knowledge™"'.

In ‘A Dictionary of Philosophy’, epistemology is defined as:

“The branch of philosophy concerned with the theory of knowledge. Traditionally, central
issues in epistemology are the nature and derivation of knowledge, the scope of
knowledge, and the reliability of claims to knowledge™ (Flew, 1984, p.109).

To appreciate the above definitions, subsequent discussion will be arranged in the
following sub-sections (6.2.2 to 6.2.8):
@ debates on the concept of knowledge; and
(b) issues and problems in petrochemical industrial land development — an

epistemological perspective.

5.3.1 Debates on the Concept of Knowledge

For hundreds of years, philosophers have been debating how a proposition can be
claimed to be ‘knowledge’. Rationalists, who are associated with Plato (ca.427-348 BC),
Descartes (René Descartes, 1596-1650) and Newton (Sir Isaac Newton, 1642-1727),
believe that ideas and reasons that are built-in in our minds are the only source of
knowledge. This school of thought believes that truth must be explicable and must be in
one system. Arguments must be based on scientific evidence, variables must be
observable and testable and analysis must be quantitative. In the same line of thinking,
Popper (Sir Karl Raimund Popper, 1902-1994), who held the principle of the unity of
science, believed that reliable knowledge can only come from basic observations of

factual conditions (Popper, 1978). Thus, to be scientific is to be objective, truthful and
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neutral. Therefore, being without rational foundation, sources such as religion, culture

and social practice are considered untrustworthy (Flew, 1984).

For Popper, observation with a view to gaining knowledge is initiated by creating
a hypothesis or set of hypotheses which can be confirmed, modified or rejected.
Confirmation of a thesis requires substantial evidence (Holt-Jensen, 1988). On the
process of gaining knowledge, Bacon (Francis Bacon, 1561-1626) came out with a model

which is termed the ‘inductive process of knowledge’ (Figure 15):
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unsuccessful J
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Figure 15 : Hypothetico-deductive Route.

Source: Holt-Jensen (1988, p.53)
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Immanuel Kant (1724-1804) in his renowned work, Kritik der reinen Vernunft
(Critique of Pure Reason), which is considered a turning point in epistemology,
questioned the thesis that knowledge must be derived from sense experience. Kant, who
believed that human experience has limitations (Roush, 2003), insisted that knowledge is
not necessarily derived from experience (Flew, 1984). Dilthey (William Dilthey, 1833-
1911) and Husserl (Edmund Gustav Albert Husserl, 1859-1938) are among those whose
philosophies are influenced by Kant and argue that natural scientists and social scientists
must employ different methodologies. In this approach, the subjective aspects of human
experience, such as intentionality and human interaction are also considered a source of
knowledge (Sjoberg and Nett, 1968; Holt-Jensen, 1988; Smith and Smith, 1995; Brewer,
2001).

According to Husserl, the major task of philosophy is to question the connection
between the constitution of meaning which takes place within the real world and the
process of objectification which takes place within science (Gregory, 1978). Since a pure
science approach encounters great limitations in explaining human and organizational
phenomena (Sandberg, 2005), application of non-empirical methods of study is possible.
Therefore, the study of subjective matters such as social values and intentionality is taken
into account in the quest for knowledge (Entrikin, 1976). One of the models for studying
human action is Husserl’s phenomenology. As depicted in Figure 16, this model is

explores the relationship between intentionality, experience and action.

apperception

experience ——— X —  content ——M object

Figure 16 : Basic Structure of the Property of Intentionality

Source: Smith (1995, p.340)
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5.3.2 Issues and Problems in Petrochemical Industrial Land
Development — An Epistemological Perspective

Discussions in the earlier chapters conclude that there are four problem areas
which directly affect petrochemical industrial land development in Malaysia. These are:
@) the relationship between industrial land supply and land price;
(b) the relationship between industrial land supply and formal institutions;
(c) the relationship between formal institutions and the institutional
environment and governance system; and
(d) the strategies of petrochemical firms seeking to avoid risks and

uncertainties.

As the four themes above suggest, application of a purely science-based approach
would not be sufficient to discover the true relationship between industrial land
development and non-market factors, especially those related to social institutions. For
example, North (1990) and Williamson (2000; 2002) suggest that economic development
and market performance have strong connections with the institutional environment and
formal institutions. A methodology defined by Entrikin (1976), Gregory (1978) and Flew
(1984) as ‘humanist’, which is derivative of Immanuel Kant, will be more appropriate to
this study. According to Alfred Schutz (1899-1959), economics is studying and
understanding human actions, taking the subjectivism of human agency into account
(Oakley, 2000).

Denzin and Lincoln (2005) suggest that over the past quarter century, social and
policy science as well as the humanities have been becoming closer to each other in
methodology, with an increasing focus on an interpretative approach. This approach,
which is rooted in Husserl’s phenomenology, has been further developed by philosophers
such as Merleau-Ponty (Maurice Merleau-Ponty, 1908-1961), Heidegger (Martin
Heidegger, 1889-1976), and Sartre (Jean-Paul Sartre, 1905-1980) (Miller and Salkind,
2002; Sandberg, 2005). Dissatisfaction with the methods and procedures associated with
positivism accounts for the growing popularity of such interpretive approaches
(Sandberg, 2005; Denzin and Lincoln 2005).
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5.4 QUALITATIVE VERSUS QUANTITATIVE RESEARCH

METHOD

According to Denzin and Lincoln (2005), humanism has a strong relationship

with constructivism. The constructivism approach believes that ‘mathematical entities

exist only if they can be constructed’ (Flew, 1984, p.74) or, in other words, that truth is

not totally attained from a mathematical procedure or statistical analysis. The humanist

approach therefore does not rely upon quantitative research methods, but subscribes to a

qualitative approach. The following table compares both approaches:

Table 13 : Qualitative versus Quantitative Research

Points of Difference  Qualitative

Quantitative

The use of statistics As a way of locating a group of subjects
within a larger population.

Findings are reported in terms of the kinds of
complex statistical measures or methods (e.g.
path, regression, and log-linear analyses)

Capturing Can get closer to the actor’s perspective Regard empirical materials produced by
individuals’ points of  through detailed interviewing and interpretive methods as unreliable,

view observation. impressionistic and not objective.

Examining the See this world in action and embed their Abstracts from this world and seldom studies it
constraints of findings in it. Thus it is committed to an directly. Seeks a nomothetic or etic science
everyday life emic, idiographic, case-based position based on probabilities derived from the study of

that directs attention to the specifics of
particular cases.

large numbers of randomly selected cases.

Securing rich Believe that rich descriptions of the
descriptions social world are valuable.

Deliberately unconcerned with rich descriptions
because such detail interrupts the process of
developing generalizations.

Source: Extract from Denzin and Lincoln (2005, p.11-12)

Similar to the differences between qualitative and quantitative research

approaches emphasised in Table 13, Creswell (2005) suggests that there are also

distinctions in research design between the two approaches. Briefly, these differences are

as follow:
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Table 14 : Differentiating Between Quantitative and Qualitative
Purpose Statements and Research Question.

Subject/Topic Qualitative Quantitative
The use of Hypotheses are not used; instead, inquirers Hypotheses are used and rigorous statistical
hypotheses use only research questions. Limited statistics | test are employed.
are used.
Variable The term variable is not used, and instead the | Investigator identifies multiple variables and

inquirer seeks to gather information on a
single concept.

seeks to measure them.

Test of theories

Theories are typically not tested. Instead,
inquirer asks participants in a study to share
ideas and build general themes based on
those ideas.

Researchers often test theories, broad
explanations that predict results from relating
variables.

Open-ended or close-
ended questions

Inquirer uses more of an open-ended stance
and often changes the phenomenon being
studied or at least allows it to emerge during
the study. Research questions may change
based on the responses of participants. Thus,
qualitative research is more inductive.

Investigator employs a close-ended stance by
identifying variables and selecting
instruments to collect data before the study
begins. Quantitative research questions and
hypotheses do not change during the study.
Thus, quantitative research is more deductive.

To measure or to
learn from

The inquirer does not compare groups or
relate variables. Instead, the researcher seeks
a deep understanding of the views of one
group or single individuals.

The investigator seeks to measure differences
and the magnitude of those differences
among two or more groups.

Source: Condensed from Creswell (2005, p. 133)

Creswell (2005) suggests that the main difference between qualitative and

quantitative approaches concerns whether the researcher seeks to explain or to understand

the research subject. He suggests that, while quantitative research aims to explain or

predict variables, qualitative research, as proposed by Husserl, seeks to explore issues.

Figure 17 illustrates the differences between these approaches.
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Quantitative Qualitative

Explaining or Predicting Variables Understanding or Exploring a Central Phenomena

o O o
The independent variable ( X ) \ /

influences a dependent
variable (Y')

In-depth understanding of Y;
external forces shape and are
shaped by Y

Figure 17 : How Researchers Explain or Predict Variables versus Exploring or
Understanding a Central Phenomenon

Source : Creswell (2005, p.134)

Some literature divides social scientists into two dichotomous categories,
qualitative and quantitative positivists. Moran-Ellis et al., (2006) argue that this
partitioning of qualitative and quantitative methods is oversimplified. The fact is, the
meta-theoretical assumptions that underpin different paradigms are multiple and
complex. Social science therefore embraces many ‘paradigms’ that vary along multiple
dimensions, including epistemology, ontology and conceptions of the nature of human
action. Thus, a simple dichotomy between qualitative and quantitative is unhelpful.
Rather, the use of mixed methods within single empirical investigations is possible.
Mixed-methods studies can include ‘standard’ positivistic, quantitative and interpretive-
qualitative components, or a mixture of different types of qualitative data. This may
include a mixture of positivistic, interpretive, phenomenological and visual data. The use
of eclectic approach, applying more than one method, especially in social research, is
acceptable (Greene et al., 2001; Moran-Ellis et al., 2006).
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5.4.1 Data Collection

Husserl’s thesis that was discussed on Page 94 suggests that the humanist
interpretive approach is the most suitable for the present study. Locke et al.(1998) note
that on-site observation, examination of documents and interviews are the main method
of data collection in qualitative research. A detailed explanation of each strategy will be

discussed below.

5.4.1.1 Observation

Observation has been characterised as “the fundamental base of all research
methods” in the social and behavioural sciences and as “the mainstay of the ethnographic
enterprise”. It entails a systematic noting and recording of events, behaviours and
artefacts regarding objects or environments studied (Marshall and Rossman, 1995). An
observer needs to be attentive to all details and take nothing for granted in the area of
study. Human activities, physical setting, body language and other gestures that lend

meaning to the speech of interview are examples of things to look at (Angrosino, 2005).

Angrosino (2005) suggests that observation can be undertaken in three ways —
participant observation, reactive observation and unobtrusive observation. In any form of
observation, a three-step procedure needs to be observed in order to increase the level of

specificity of an observation.
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Table 15 : Method of Observation and Procedure to Increase the
Level of Observation Specificity

Method of Observation

Way of observation Participant to be observed

Participant observation Grounded in the establishment of rapport between researcher and the host
community and requiring the long-term immersion of researcher in the
everyday life of the community.

Reactive observation Associated with a controlled setting and based on the assumption that the
people being studied are aware of being observed.

Unobtrusive observation Conducted with people who are unaware of being studied.

Procedure to Increase the Level of Observation Specificity

Steps Tasks

First Step, descriptive An annotation and description of all details of subject studied, eliminating

observation all preconception and taking nothing for granted (the procedure will yield a
large amount of data, some of which will be irrelevant)

Second Step, focused A concentration on well-defined categories of group activity such as

observation religious rituals and political elections.

Third Step, selective A focus on one specific manifestation of a more general category (such as

observation initiation rituals and city council elections).

Source: Summarised from Angrosino (2005, p.729-743)

541.2 Review of Documents

Review of documents, which is an unobtrusive method of observation, can help
the researcher understand the values and beliefs of the observed participants (Marshall
and Rossman, 1995) and is an important part of collecting ‘background material’ for
‘real’ analysis (McCulloch, 2004). There are a very wide range of possible documentary
sources, including minutes of meetings, logs, announcements, formal policy statements,
archival records, books, newspapers, periodicals, works of fiction, official data,
proceedings, reports, diaries, letters, autobiographies, training handbooks, organisations’
plans and strategies, and organizational charts (Marshall and Rossman, 1995; Claver et
al., 1999; McCulloch, 2004). Documents from virtual source, such as the internet or
electronic mail, are a new focus and additional to the paper-based documents (Marshall
and Rossman, 1995).
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McCulloch (2004) suggests that each type of document constitutes a substantial
and significant set of information in its own right. However, there are connections
between them. It is also important to note that different types of research may need to
concentrate on different types of documents. The quality of these documents is assessed

based on their authenticity, reliability and contents, as explained below:

Table 16 : Documents Quality Standards

Quality Criteria

Authenticity Genuine
Unquestionable origin

Consistent; either within the document itself or in relation to the context in which it
was produced

The version inspected is correct and complete

Reliability Trustworthy
Unbiased
Representative
Content Clear and comprehensive

Interpretable within the researcher’s theoretical framework

Source: Summarised from McCulloch’s (2004, p.41-47).

54.1.3 In-Depth Interview

Marshall and Rossman (1995) suggest that in-depth interviewing, or
“conversation with a purpose”, is applied extensively by qualitative researchers. An
example of an in-depth interview is an informal conversation meant to uncover a
participant’s understanding and perspectives. An in-depth interview is not very
structured, enabling the participant to respond according to his own perspective. Various
techniques may be used: an informal conversational interview, a general interview or a
standardised open-ended interview. In addition to generic in-depth interviewing, there are
several more specialised forms of interviews, phenomenological interviews, including
ethnographic interviews, élite interviews and focus group interviewing. Characteristics of

each type are as follows:
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Table 17 : Characteristics of Ethnographic, Phenomenological, Elite and
Focus Group Interviewing

Type of Interview | Characteristics

Ethnographic Normally used by ethnographer to gather cultural data in research
based on the discipline of cognitive anthropology

Phenomenological | Applied in a phenomenological enquiry to study experiences and
the way in which people apply them to develop worldviews.

Elite Interview individuals that are considered influential, prominent,
and well-informed in an organization or community. Interviewees
are selected for interviews on the basis of their expertise in areas
relevant to the research.

Focus Group Assemble participants into a group or groups of individuals
(normally between 4 and 12 people) who are unfamiliar with one
another. Participants are selected because they share certain
characteristics that are relevant to the study. Each group is
normally interviewed repeatedly, perhaps with different
individuals composing the group. The advantage of this method is
that the method is socially oriented and the resulting discussion is
natural and mimics real life.

Source: Extract from Marshall and Rossman (1995, p.80-85).

In relation to the above typology, Lewis (2003) suggests that in-depth interviews

and focus group interviews may be distinguished as shown in Table 18:
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Table 18 : Applications of In-Depth Interviews and Focus Groups

In-depth interviews

Focus groups

Nature of data

For generating in-depth personal accounts

To understand the personal context

For exploring issues in depth and detail

For generating data which is shaped by group
interaction

To display a social context — exploring how
people talk about an issue for creative thinking
and solutions

To display and discuss differences within the
group

Subject matter

To understand complex processes and issues e.g.

motivations, decisions, impacts and outcomes

To explore private subjects or those involving
social norms

For sensitive issues

To tackle abstract and conceptual subjects
where enabling or projective techniques are
used, or in difficult or technical subjects where
information is provided

For issues which would be illuminated by the
display of social norms

For some sensitive issues, with careful group
composition and handling

Study
population

For participants who are likely to be less willing
or able to travel

Where the study population is geographically

dispersed or the population is highly diverse

Where there are issues of power or status or
people have communication difficulties

Where participants are likely to be willing and
able to travel to attend a group discussion

Where the population is geographically
clustered or where there is some shared
background or relationship to the research
topic

For participants who are unlikely to be
inhibited by a group setting

Source: Lewis (2003, p. 60)

5.4.2 Data Analysis

Data analysis, which is messy, ambiguous and requires creativity, is the process

of bringing order, structure and meaning to the mass of collected data (Marshall and

Rossman, 1995). Table 14 indicates that qualitative research conclusions are not derived

from testing hypotheses. As Schwartzman and Strauss (1995) put it:

“Qualitative data are exceedingly complex, and not readily convertible into standard
measurable units of objects seen and heard” (quoted in Marshall and Rossman, 1995,

p.112).

Based on Marshall and Rossman (1995) and Creswell (2005), procedures to follow in

qualitative data analysis are:
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5.4.2.1 Organizing the Data

At the early stage of analysis, qualitative data, normally collected in large

amounts (Marshall and Rossman, 1995; Creswell, 2005) and in various forms,

including interview tapes, field notes, documents, photographs and other visual

materials, need to be compiled into file folders, cards or computer files (Marshall

and Rossman, 1995; Creswell, 2005). Audiotape recordings and field notes need

to be transcribed into text data. Creswell (2005) suggests that during the

transcription process, the researcher, besides transcribing interviewees’ responses,

need also to include the interviewer’s comments and observations. Interviewees’

responses can also be codified. An example of how to codify interview script is in

Endnote vii.

5.4.2.2 Generating Categories, Themes and Patterns

This procedure evaluates the data for their informational adequacy, credibility,

usefulness and centrality. Here, Marshall and Rossman (1995) recommend:

(@)
(b)

(©)

Assessing the data and referencing them to the conceptual framework;
Noting regularities in the ‘setting or people chosen for study’ and
identifying the salient, grounded categories of meaning held by participants
in that setting;

Categorising responses into either ‘indigenous typology’ or ‘analyst-
constructed typologies’. Indigenous typologies are those created and
expressed by participants and are generated through analysis of the local use
of knowledge. Analyst-constructed typologies are those created by the
researcher as reflecting certain categories. Some examples of the

categorisation as in Endnote vii.

Creswell (2005) noted that the following categories of themes might emerge:

(@)
(b)
(©
(d)

ordinary themes;
unexpected themes;
hard-to-classify themes; and

major and minor themes.
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54.2.3 Layering and Interrelating Themes

Creswell (2005) suggests that the categorisation process, as above, should be
followed by a procedure he calls “layering and interrelating themes”. This
involves:

(@ layering themes: Built on the idea of major and minor themes, in this
process, themes are stratified into layers, beginning from basic elements and
moving onto more sophisticated ones.

(b) interrelating themes: The researcher connects the themes to display a
chronology or sequence of events, such as generated in the researcher’s

theoretical and conceptual model.

Examples of layering and interrelating themes are depicted in Endnote vii. As far
as the epistemological issue is concerned, Ménard (2001) suggests that carrying
out empirical research with an NIE approach is rather difficult. The main problem
he encountered was interpreting findings from the perspective of transaction costs
theory. A direct link between economic activities and transaction cost almost does
not exist. Therefore, he suggests that understanding ‘a causal chain’ is imperative
in NIE. Therefore Creswell (2005) attempts to demonstrate a link between

transaction cost and demand-side actions in the land development process.

5424 Representing Findings

Data and findings, are presented, typically in the form of:

(@) acomparison table;

(b) a hierarchical tree diagram representing the interconnection between
themes;

(c) achain diagram demonstrating the relationship between themes;

(d) a map depicting the physical layout of the setting; and

(e) a demographic table describing personal or demographic information or

sites visited in the research.
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54.2.5 Interpreting

Qualitative research is interpretive research (Creswell, 2005). According to Guba

(1985), “interpretation involves making sense of the data or the lesson learned”

(quoted in Creswell, 2005). Accordingly, the next phase is to interpret the

findings, drawing a more general conclusion about the studied phenomenon.

Alternatively, interpretation can be accomplished by comparing the present data

with past studies. Therefore, the headings ‘conclusions’, ‘interpretation’ and

‘implications’ are commonly found in qualitative research reports. Interpretation

of the findings may include:

(a) a review of the major findings and how the research questions were
answered,

(b) consistency of the present data with past studies in order to assess whether
the findings support or contradict;

(c) personal reflections about the research findings. Qualitative research
believes that personal views can never be separated from interpretation.
Besides, the researcher may have been to the field and visited the subject
studied personally and spent a great deal of time with the respondents. The
researcher is therefore in a good position to reflect and remark on the larger
meaning of the data;

(d) limitations of the study; and

(e) suggestions for future research.

As discussed above, in humanist research, it is usually appropriate to apply an
eclectic approach, collecting both qualitative and quantitative data (see Page 97).
Moran-Ellis et al. (2006) suggest that if the data are mixed, they need first to be
analysed within the parameters of their own paradigm. Thus, integration of

conclusions is only possible at the point of theoretical interpretation.

NIE emphasises that the transaction is the basic unit of analysis (Williamson,
[2000; 2003] — see Pages 23 and 26). Williamson (1988) admits that the sort of

analysis involved is complicated, abstract and at a ‘high level of abstraction’.
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However, this method has been applied in empirical research by Artz and Brush
(1999), Brouthers and Brouthers (2003), Fan (2000), and Brouthers and Nakos
(2004). Artz and Brush (1999)* in particular, have come out with a schematic
model, depicted in Figure 18, to analyse coordination costs in a collaborative

contractual alliance.

Williamson (1988) suggests that examining a firm’s transformation is important
in analysing transaction costs**. As mentioned earlier, this study emphasises the
relationship between petrochemical firms’ actions in the land development
process and their strategies to avert risk and uncertainty. Artz and Brush (1999)
discuss the relationship between firms’ actions and their strategies to avert risk
and environmental and behavioural uncertainties. There are similarities between
the problems addressed in Artz and Brush’s (1999) article the problems addressed
in this research. Therefore it is logical to apply Artz and Brush’s (1999) model in
this study.

“0 Research abstract: “The paper draws on transaction cost and relational exchange theories to develop a model of the
determinants of coordination costs in a collaborative contractual alliance. While some empirical research has
examined certain dimensions of alliance performance, almost no studies have attempted to evaluate alliance
performance by directly examining exchange costs. Data examining 393 original equipment manufacturer (OEM)
supplier relationships that are governed by relational contracts found support for both the transaction cost and
relational exchange perspectives. Asset specificity and environmental uncertainty directly increase coordination
costs and, by altering the behavioral orientation of the alliance, relational norms lowered exchange costs’ (Artz and
Brush, 1999, p. 337).

4 Refer to discussion on Page 27.
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OEM Specific Assets

Negotiation
Importance
Collaboration
y
Continuity OEM
Expectation Negotiation
Costs

Communication
Strategies

Environmental Uncertainties

Figure 18 : Model of the determinants of coordination costs in a collaborative
contractual alliance

Source: Artz and Brush (1999, p.342)

There are several reasons why it make sense to adopt Artz and Brush’s (1999)

model for this study:

(@ Williamson (1988; 2000) contends that changes in firms’ governance
structure will change in response to transaction costs. Transaction costs in
turn, arise from uncertainties. He emphasise that the twin problems of
information access and processing are the primary source of uncertainties
(see Page 27);

(b) Artz and Brush (1999) argue that firms’ strategies, including change in
governance structure, are attributable to environmental and behavioural

uncertainties;
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(c) Fan (2000), as discussed on Page 39, argued that the petroleum-related
industry is vulnerable to uncertainties in the price and supply of oil and gas

in the world market; and

(d) In land development, Healey and Barrett (1990), Healey (1991;1992b),
Evans (1995), van der Krabben (1995), Keogh and D’Arcy (1999),
Nanthakumaran et al. (2000) and Adams et al. (2003) gave particular
attention to problems at the supply side. Among the key issues they
investigate are the institutional factors*” that may create uncertainties in the
timing and volume of land supply. They related the land supply problem to
information constraints. Healey (1992b) and Keogh and D’Arcy (1999)
added that information constraints in turn result in struggles, formation of
alliances, power exercising, negotiation, and cooperation among land
development agents. Any strategies adopted are subject to resource
constraints, the balance of bargaining power and other factors. This suggests

that the themes presented in Table 26 are interrelated.

To interpret findings in line with Artz and Brush’s (1999) proposition, the

following procedure is carried out:

(@) analysis of behavioural uncertainty: Relate the government approval
system with its impact on the supply of industrial sites;

(b) analysis of environmental uncertainty: Relate the global status petroleum
and gas resources to the behaviour of firms;

(c) process analysis: Analyse firms’ long-term strategies in industrial site
acquisition; and

(d) transaction cost analysis: Estimate risks faced by petrochemical firms
where there are uncertainties.

Figure 19 is adapted from Artz and Brush (1999):

“2 Refers to institutions in Layers 1-3 in Figure 2 (Page 17).
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analysis of behavioural
uncertainty
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(Process of land ownership
transfer)

Transaction cost
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analysis of environmental
uncertainty

S

Figure 19 : Model for ‘Process Analysis’ for Petrochemical Industrial Land

Source: Own analysis

Development

5.4.2.6

Write the Report

A narrative discussion is the primary form for presenting and reporting

qualitative research findings (Creswell, 2005). Although Marshall and

Rossman (1995) suggest that qualitative researchers often display their

findings visually by using figures or picture that augment the discussion,

Creswell (2005) argues that there is no standard form in a narrative discussion.

However, there are some frequently-used ways of reporting research findings,

including:

(@) Presenting a chronology;

(b) Describing events and setting;

(c) Discussing themes;

(d) Discussing figure;

(e) Layering and interconnecting themes;

() Incorporating past literature and research studies;

(g) Raising questions in order to challenge accepted or hidden assumptions;
and

(n) Discussing participants that have been empowered or have changed.
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5.4.3 Validity, Credibility And Reliability

In empirical research, other than the epistemological questions highlighted on
Page 90, the issues of validity, credibility and reliability are also important. Creswell and
Miller (2000) argue that, although ‘validity’, “credibility’ and ‘reliability’ are commonly
associated with quantitative research, there is a general consensus that qualitative
inquirers need to demonstrate that their studies are credible. In quantitative research,
sampling procedures as well as factors that jeopardise the internal and external validity
are carefully observed (Miller and Salkind, 2002 [see details in Endnote viii]). Qualitative
research that subscribes to a constructive method however, replaces these procedures
with a concern for credibility, transferability, dependability and conformability (Denzin
and Lincoln, 2005). Marshall and Rossman (1995 [quoted in Gracy, 2006]) suggest the

following definitions:

“ 1. Credibility, instead of internal validity, ‘‘in which the goal is to demonstrate that the inquiry was
conducted in such a manner as to ensure that the subject was accurately identified and
described. The inquiry then must be ‘credible to the constructors of the original multiple
realities.” The strength of the qualitative study that aims to explore a problem or describe a
setting, a process, a social group or a pattern of interaction will be its validity. [...] Within the
parameters of that setting, population, and theoretical framework, the research will be valid.”’

2.Transferability, instead of external validity, ‘‘in which the burden of demonstrating the
applicability of one set of findings to another context rests more with the investigator who would
make that transfer than with the original investigator.”” Although researchers more familiar
with the quantitative approach view qualitative research as lacking in external validity,
Marshall and Rossman point out that data collection and analysis will be guided by concepts
and models which represent the theoretical parameters of the research. Those researchers
working within the same parameters can determine whether or not the research in question may
be generalized to their own research agenda.

3. Dependability, instead of reliability, ““in which the researcher attempts to account for changing
conditions in the phenomenon chosen for the study as well as changes in the design created by
increasingly refined understanding of the setting.”” This concept assumes that the social world
is continually being constructed, thus replication of the study is not only impossible, but also not
a practical consideration for the qualitative researcher.

4. Confirmability instead of objectivity, in which the researcher ‘‘remove[s] evaluation from some
inherent characteristic of the researcher (objectivity) and place[s] it squarely on the data

themselves. ” (Gracy, 2006, p.357-358 — emphasis added).

To simplify the above explanation, Decorp (1999) suggests that explanations of
credibility, transferability, dependability and conformability must answer the following
questions:

“ 1. Credibility (internal validity): How truthful are particular findings?
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2. Transferability (external validity): How applicable are the research findings to another setting
or group?

3. Dependability (reliability): Are the results consistent and reproducible?

4. Conformability (objectivity): How neutral are the findings (in terms of whether they are
reflective of the informants and the inquiry, and not a product of the researcher’s biases and

prejudices)?”” Decorp (1999, p.158 — emphasis added).

On the question of objectivity that has been emphasised by Popper (1978),
Angrosino (2005) suggests that true objectivity is dependent neither on the research
protocol nor procedure, but rather, on agreement between researcher and the subject
studied as to what is really going on in a given situation. To attain true objectivity, a
researcher needs to develop standardised procedures that:

(&) can maximise observational efficacy;
(b) minimise investigator bias; and

(c) allow for replication or verification.

To secure credibility, Creswell and Miller (2000) the following methods:

(@) disconfirming evidence. This is a two-step process which begins with
establishing preliminary themes or categories in a study. The second step is
searching for evidence that is either consistent with or disconfirms these themes.
In practice, the search for disconfirming evidence is a difficult process because
researchers have a tendency to find confirming rather than disconfirming
evidence;

(b) researcher reflexivity. To apply this method, researchers need to self-disclose
their assumptions, beliefs and biases. They also need to report personal beliefs,
values and biases that may influence their inquiry. This method is useful to
apply in research on social and cultural matters where personal beliefs, values
and biases may shape interpretation;

(c) member checking. This method consists of taking data and interpretation back
to participants, convening a focus group of participants and reviewing the
findings;

(d) prolonged engagement in the field. The strategy involves living at a research
site in order to work with participants every day for a prolonged period of time.

By doing so, researchers are able to build trust with participants and participants
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(€)

(f)

(9)

(h)

become comfortable disclosing information in greater depth and with greater
accuracy. In practice, prolonged engagement in the field with no specific end
date is time-consuming;

collaboration is a strategy where participants are involved in the study as co-
researchers. Collaboration may take a number of forms. For example,
participants may help construct research questions, assist with data collection
and analysis, and be involved in writing the narrative account;

the audit trail. This is a method of submitting data and findings to individuals,
readers or auditors external to the project. To carry out an audit trail, researchers
need to provide clear documentation of all research decisions and activities.
They may provide evidence of the audit trail throughout their account or in the
appendices;

thick, rich description. According to Denzin (1989), “thick descriptions are
deep, dense, detailed accounts... Thin descriptions by contrast, lack detail, and
simply report facts” (quoted in Creswell and Miller [2000, p.128]). This strategy
is to provide information in as much detail as possible. For example, the data
may describe a small slice of interactions, experiences, or actions; locate
individuals in specific situations; or provide a detailed rendering of how people
feel;

peer debriefing is the review of data and the research process by someone who
is familiar with the research subject or the phenomenon being explored,;
triangulation. Triangulation is a procedure by looking for convergence among
multiple and different sources of information, or looking at the same
phenomenon, or research question, from more than one source of data (Decorp,
1999; Creswell and Miller, 2000). By applying triangulation, personal and
methodological biases are restricted (Decorp, 1999). The concept is derived
from topography, was first used in the military and navigation sciences by
sailors triangulating among different distant points to determine their ship’s
bearing, and has been adapted to social science inquiry (Decorp, 1999; Creswell
and Miller, 2000; Moran-Ellis et al., 2006). Moran-Ellis et al. (2006) suggest
that since the data are generated by different methods, they need to be analysed
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within the parameters of their own paradigm and triangulation may be best used
at the point of theoretical interpretation.

Creswell and Miller (2000) suggest that which of the above procedures is selected
depends on whose perspective is to be considered — the researchers’, study participants’
or people external to the study. There are other considerations in deciding whether to use
a formal audit or peer debriefer. In this case, the researchers should consider their
audience, the availability of such individuals and the expenses associated with using
them.

5.5 LIMITATIONS IN THE NIE AND QUALITATIVE
RESEARCH APPROACH

Williamson (1988) admits that carrying out a study based on transaction cost
analysis is difficult. This is mainly due to the fact that relevant data are rarely available
from standard statistical sources. Dunn (2000) and Ménard (2001) are of the view that
quantitative analysis and the development of a working model for analysis are potential
weak spots in NIE.

In addition, the following are some warnings for those intending to undertake
qualitative research:

(@ According to McCulloch (2004), a research approach whereby information is
attained from official documents frequently encounters a number of problems
such as:

(i) contents of documents are more suitable for explaining historical accounts
than present events;

(if) official records are frequently designed to illuminate the official and
public outlooks of the social and political élite; and

(iii) data and information constituting the basic raw, imperfect evidence, tends

to be fragmented, scattered and difficult to use.

(b) Some of the constraints of élite interviews are:
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(i)

(i)

(i)

(iv)

difficulties in finding the right person to speak with. Some people simply
hesitate to cooperate. Others are under the control of those who are more
powerful or influential. Sometimes researchers have only limited time to
gain access to key people or individuals who potentially have critical
information. Or, the key people to be interviewed are beyond reach, may
be overseas or need permission to talk with the researcher (Brown, 2001).
Interviews are highly time consuming. In an interview there are three
things that highly consume a researcher’s time. The first is finding a time
to meet that is convenient to the interviewee. Second, since an interview is
normally a one-to-one, face-to-face communication, a researcher must
travel from one place to another to meet with his interviewee thus wasting
time in travel. The time spent during the interview itself also adds to the
intensive time requirements associated with qualitative research. During a
conversation with interviewees, questions must be posed clearly and in
sequence. If open-ended questions are asked, an interviewer should expect
a lengthy answer (Yeung, 1995).

Sometimes, the same scenario has different implications for different
people. An example of this can be seen in Sabot’s (1999) research
conducted in Scotland and France. The study was about government
spending on what was perceived as ‘lavish’. Senior government officials
in Glasgow and Motherwell in Scotland were happy to be interviewed and
were willing to share whatever information that they had. Disclosing
official information was perceived as being transparent and responsible. In
contrast, in Saint-Etienne, France (Sabot’s hometown), officials were
reluctant to be interviewed and disclosed very limited information to
prevent tarnishing the government’s reputation.

Catching up with the élites, as they are important figures, usually busy and
working under demanding time constraints, is a difficult task (Yeung,
1995; Marshall and Rossman, 1995). In order to obtain interviews with the
right people as well as to get a high response rate, Yeung (1995) suggests
the following steps:
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Table 19 : Procedures for Carrying Out Elite Interviews

Step 1: Obtain the name and address of potential respondents.

Step 2: Phone individual companies to reconfirm the address and addressee and
ask politely for the name of the top executive or equivalent person in the
company.

Step 3: Print individually addressed letters on letterhead supplied by some
authority, either a research centre or a government department. Each cover
letter should be signed by the researcher.

Step 4: Send these letters to a manageable group of individual respondents
together with business cards if available.

Step 5. After a few days, make arrangement for interviews.

Source: Adapted from Yeung (1995)

5.6 CONCLUSION

This chapter suggests that the relationship between petrochemical industrial land
supply and land price, the institutional environment and governance is best explained by
applying a qualitative research approach. This chapter also suggests that the models of
Denzin and Lincoln (2005) and Creswell (2005) are suitable to apply to the empirical
research undertaken in this study, as the empirical research seeks to explore or understand
a central phenomenon. This chapter also suggests that qualitative data collection and
analysis are complex processes, as qualitative data are not readily convertible into
standard measurable units such as objects seen and heard. Creswell (2005) divides
qualitative data analysis into three stages. The first stage involves generating categories,
themes and patterns from the raw data. The second stage involves layering the categories,
themes and patterns that emerge from the first stage. The final stage involves interrelating
the themes that emerge from the second stage. Interpretation of the data follows the third

stage.

Denzin and Lincoln (2005) and Creswell (2005) also suggest that there are
standards and measures that may be followed to insure the validity, credibility and
reliability of the findings. A researcher needs to develop standardised procedures that
maximise observational efficacy, minimize investigator bias and allow for replication or
verification. The following chapter will discuss the research method to be applied the

present study to address the objectives set out in Chapter One.
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CHAPTER SIX - RESEARCH METHOD AND
DATA COLLECTION

6.1 INTRODUCTION

The previous chapter announces that this study will apply a qualitative research
method rooted in the work of Denzin and Lincoln (2005) and Creswell (2005). The
previous chapter also proposes that Creswell’s (2005) model will form the framework of
the present analysis and inform the direction of the empirical investigation. This study
will explore the central phenomenon proposed by Creswell (2005) by applying Denzin
and Lincoln (2005) and Creswell’s (2005) research method to the four research
objectives. Following the suggestion in Creswell (2005), the present chapter begins by
constructing the central research question. Next research questions will be developed.
Data collection is also discussed here. Before the concluding section, Chapter Six will
describe the data analysis procedure to be followed and also the measures adopted to

ensure validity, credibility and reliability of the research findings.

6.2 EMPIRICAL RESEARCH FRAMEWORK

6.2.1 Research Aims and Objectives

In Chapter One, it was emphasised that the present study aims to investigate
whether the creation of property rights merely transforms uncertainty and transaction
costs into a new form. To find the answers, this study has the following research

objectives:
(@) analyse the factors that distinguish KIPC and GIPC from other areas in Malaysia.

(b) identify the institutional framework that controls and promotes the supply of

industrial land.

(c) identify the market players and define their functions and interests.
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(d) examine government departments’ power structure, domination and control of

resources.

Chapter Two determines that application of an NIE approach will be the most
appropriate in investigating the above questions. Discussion in Chapter Two also
concludes that addressing the above questions involves exploring the four-layer
institutional hierarchy in Williamson (2000). Chapter Two concludes furthermore that the
institutional environment and governance system, including property rights and the
bureaucratic functions of government directly impact firms’ business decisions. As
mentioned on Page 18, examining Level 1 institutions is not a focus. This study will
explore institutions at Levels 2 to 4 only. Therefore, Chapter Three proposes

investigating three research areas:

(@) the relationship between petrochemical industrial land supply and land
price;

(b) the relationship between petrochemical industrial land supply and the
institutional environment; and

(c) the relationship between industrial land supply used for petrochemical

purposes and governance.

Denzin and Lincoln (2005) and Creswell (2005) suggest that qualitative empirical
research is initiated by the construction of a research question. The following discussion

will describe how this study’s research questions were constructed.

6.2.2 The Research Questions

Both Figure 17 and Table 14 suggest that the main task of a qualitative researcher
is to explore how external forces shape and are shaped by the central phenomenon. This
study’s central phenomenon is the supply and development of petrochemical industrial
sites. This central phenomenon is interconnected with external forces, especially the
institutional arrangements and market factors on which the petrochemical industry
depends. The relationship between the central phenomenon and the research problems

listed on Page 61 is illustrated in Figure 20:
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Figure 20 : Relationship Between the Central Phenomenon and Research Problems

in the Supply of Petrochemical Industrial Sites

Source: Own analysis

Applying Creswell’s (2005) qualitative research approach, the next step after

identification of the central phenomenon is the creation of a research purpose statement.

Following this is the construction of the central research question and the construction of

the subsequent research questions. The research purpose statement is:

“ to understand the influence of institutional factors on the supply of industrial

land for petrochemical industrial use”.

The central question that needs to be answered is:

“In what way is the supply of land for the petrochemical industry in Malaysia

affected by the formal institutional framework of that country? ”

To investigate the three research problems mentioned on Page 117, this research

will answer the four research questions discussed below:
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6.2.2.1 The relationship between petrochemical industrial land
supply and land price
This question is related to the research objective of explaining the factors that
distinguish KIPC and GIPC from other areas in Malaysia. It is also related to the

objective of identifying the market players and defining their functions and interests.

Chapter One indicates that competition among State Governments to attract
investors is intense. This study will examine to what extent land price influences
investment decisions in the petrochemical industry. In addition, Chapter Three notes that
there is no clear evidence to support the proposition that the price mechanism cannot
guarantee an automatic exchange in industrial sites. Therefore, this research will answer

the question:

Q1l: To what extent does the price of land influence ownership transfer of
petrochemical industrial sites?

6.2.2.2 The relationship between petrochemical industrial land
supply and the institutional environment
This question is related to the research objective of identifying the institutional
framework that controls and promotes the supply of industrial land. It is also related the
objective of examining government departments’ power structure, domination and

control of resources.

Williamson (2000) defines government as a formal institution and places it in
Level 2 in his hierarchy of institutions, regarding its role as significant in determining
market performance. The discussion in Chapter Four likewise indicates that the Land
Office plays a major role in the disposal of government land as well as in land

development approval.

In addition, North (1990) and Eggertsson (1990a, 1990b) suggest that formal
institutions, including law, government and property rights are created within the
institutional environment. Vandenberg (2002) and Smyth (1998) suggest that private

ownership is created and maintained by social institutions to serve the interest of society
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in general. Therefore, the discussion in Section 3.2 suggests that government behaviour,
including the government bureaucracy, reflects social institutions. Therefore, this

research will also answer the following two research questions:

Q2:  How do government decisions and the government decision-making
process affect the supply of petrochemical industrial land?

Q3:  How do the institutional environment, governance and the market
allocation of resources influence government decisions about land?

6.2.2.3 The relationship between petrochemical industrial land
supply and governance

The discussion on Page 39 argues that the petroleum related industry is vulnerable
to uncertainty in the price and supply of oil and gas in the world market. Williamson
(1988; 2000) and Artz and Brush (1999) contend that changes in firms’ governance
structure are a response to transaction costs arising from uncertainties. They also argue
that uncertainties influence other firms’ business decisions. Among the key issues is
uncertainties generated in the timing and volume of land supply considered by the land
development approval process at the Land Office. Therefore, this study will answer the

question:

Q4: What is the relationship between the actions of petrochemical firms in
the land development process and their strategies to avert risk and
uncertainty?

By answering this research question, the empirical study will complete its endeavour to

explain the factors that distinguish KIPC and GIPC from other areas in Malaysia.

6.3 THE INQUIRY PROCESS

6.3.1 Area of Study

To find answers to the above four questions, the present study will undertake
empirical research based on the following three themes:
(@) investigation of the actual land development progress at the investigated
sites;
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(b) investigation of the land supply process for industrial sites; and
(c) investigation of petrochemical firms’ strategies in land acquisition and the
land development process.

6.3.1.1 Investigation of the Actual Land Development Progress
at the Investigated Sites
Here, the degree of land development at the sites is assessed to justify that there is
substantial basis to carry out empirical research in the studied area. According to van der
Krabben (1995):

“Institutional theory (TCE) concentrates on the conditioning of decisions by institutional
arrangements, regulations and the influence of power on the functioning markets. It focuses
on the way in which different groups of actors and organisations that participate in urban
development processes relate to each other sectors of the local economy and to regional,
national and international financial and development interests. Three main themes of
enquiry are central to this approach (...):. (1) the identification of agents and institutions
involved in urban development process, their different ideologies and relative power; (2)
the nature of interaction between these diverse institutions and the kinds of constraints they
impose on each other; (3) the effect of these interaction on the development process™ (van
der Krabben, 1995 p. 44-45).

This research’s empirical investigation will begin with an investigation of the
actual physical land development within the proposed studied locations. It is anticipated
that interaction between agents in the development process will be observed and will
provide insights into whether or not the supply of industrial sites at the studied locations
meets the demand or not. Data will be gathered on:

@) government projections for demand for petrochemical industrial sites;
(b) plants and installations at the sites, including into:

(1) natural gas processing plants;

(i)  petrochemical industrial plants; and

(iii)  supporting facilities;
(© landowners and landownership; and

d) prices and actual demand.
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6.3.1.2 Investigation of the Process of Supply of Land for

Industrial Sites

Sub-section 3.4.2.2.3 concludes with a proposition that the supply of petrochemical

industrial land has a strong link with institutional arrangements. Drawing on the

conclusion from previous works in Adams (2000a; 2002; 2003) that supply-side

constraints exist in the development process, the Land Office will be the focal point of

this research. The research aims to relate the Land Office administrative system with the

wider formal, institutional environment and governance system. The research will:

(@)

(b)

(©)

examine the duration of land development approvals. This is to test
whether they are usually lengthy, as theorised by Healey (1991) and
Nanthakumaran et al. (2000) and whether the duration is as a result of
bargaining, competing and co-operating among land development actors,
as theorised by Keogh and D’Arcy (1999) as well as van der Krabben and
Lambooy (1993);

study problems in the Land Office decision making-process. The ideas of
Barrett (1991), Evans (1995b), Keogh and D’Arcy (1999) and Adams et
al. (2003) will be consulted in explaining the problems, especially those

related to how information is acquired, processed and disseminated; and

construct a link between problems in the Land Office decision-making
process and the problems of bureaucracy in public administration that

have been discussed in Chapter Two.

Data will be collected on:

(@)
(b)
(©)
(d)

the process for development approvals;
the norms and practices of the Land Office;
laws, rules and procedures; and

the nature of interaction between agencies.
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6.3.1.3 Investigation of Petrochemical Firms’ Strategies for
Land Acquisition and in the Land Development Process

Process analysis, which was discussed on Page 27, has been developed to explain
the transformation of firms with respect to transaction costs. Transformations in the
ownership structure of firms, inter- and intra-firm relationships, procurement and
marketing strategies (Williamson, 1988) are observable. As was mentioned on Page 47,
in the property market and the land development process, firms and individual players
interact and bargain in various ways (van der Krabben, 1995; Healey, 1991; Healey and
Barrett, 1990, Keogh and D’Arcy, 1999, Evans, 1995; Nanthakumaran et al., 2000,
Adams et al., 2003). Analysis will examine the uncertainties faced by petrochemical
industries. This study will then try to relate the issue of uncertainty with firms’
transformations. The analysis will try to answer the question of whether issues of
uncertainty and transformation of firms have influenced industrial land development. A

thorough investigation will be carried out on:

@ firms’ actions and strategies in the land development process;

(b) the global market scenario as it influences petrochemical firms’ decisions;
and

(c) firms’ perception of government department services.

Data will be collected on:

@) the history of petrochemical plant commissioning;
(b) global changes in the petroleum and gas market;
(© firms’ perception of government behaviour;

(d) the history of land ownership;
(e the history and structure of firms’ ownership; and

0] inter-plant production relationships.

6.3.2 Scope of the Empirical Research

Empirical research is limited to:
@ petrochemical industrial sites within the KIPC and GIPC; and
(b) the development period between 1980 and 2005.
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6.4 DATA COLLECTION

Chapter One suggests that the present research deals with issues related to two
main problems: the government decision-making process and petrochemical firms’
reactions to this process. Data and information are mostly available through official
records as well as from people that are involved in the decision-making process.
Therefore the present research will apply only two types of data collection. They are:

€)) in-depth élite interviews; and

(b) official records (paper-based and electronic).

Sub-section 4.3.1.2 indicates that government decisions on matters related to land
are made by senior politicians. Sub-section 4.3.2.5 enumerates the government
departments normally involved in the government decision-making process. Sub-section
4.2.3 indicates that Petronas, which is fully government-owned, is the anchor investor in
the proposed studied industrial complexes. Therefore, the collection of data from
interviews and a review of official documents will focus on the following organisations

and individuals:

Table 20 : Proposed Research Participants for Empirical Research on Land
Development at Kerteh and Gebeng Petrochemical Industrial Complexes

Categories Research Participants

Politicians Those who held office during the period when the approval process
took place

Government Departments The Land Office

Office of the State Director of Lands and Mines
State Economic Planning Unit

Town and Country Planning Department
Local Authority

Department of the Environment

Public Works Department

Drainage and Irrigation Department
Valuation Department

Malaysian Industrial Development Authority
Agriculture Department

Health Department

Labour Department

National Electricity Co.

Malaysian Telecom Co.

Estate Land Board.

Investors Petronas
Petrochemical companies that are in operation in the studied locations
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In terms of investors, letters were sent to all CEOs of companies operating in both
complexes, asking for interviews. A full list of companies operating at KIPC and GIPC

whose CEOs were approached is in Appendix F.

6.4.1 The Official Record Investigation

Official records, as indicated in the preceding chapter, were a key source of

information for this study. The official records consulted for the present study were;

@) statutory and administrative records maintained at the Land Office as in Table
10 (Page 84);

(b) printed material from petrochemical firms and government departments; and

(© electronic data from international bodies governing or related to the petroleum

and gas industry.

This area may be divided into three subsections, namely:
@) Official record investigation at the Land Office.
(b) Government and firms’ official documents and publications.

(©) Data from international bodies.

6.4.1.1 The Kemaman Land Office — A Brief Introduction

Kemaman, as the map in Figure 21 illustrates, is one of seven districts in
Terengganu. It covers an area of 626,600 acres or nearly 20% of the state and is the third
largest district in Terengganu. With about 150,000 inhabitants or 15% of the state, it is
the second most populated (Terengganu, 2002a).
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In the District of Kemaman, matters of land development fall under the
jurisdiction of two departments — the Land Office and the Municipality of Kemaman.
However, since they are concerned with only building planning, building permission and
commissioning, municipality decisions depend on what is forthcoming from the Land
Office®. Standard practice in Malaysia is that before submitting a development plan or
applying for permission to develop land with the local authorities, one must first consult
the land office that has jurisdiction over government land disposal, conveyance and land
use control in the area to be developed. The Kemaman Land Office, since before
Merdeka (Independence), has been part of the District Office. The Kemaman Land and
District Office, as it is also called is headed by the District Officer like the other 110
District Offices™, and is the centre of district-level government administration in the area.
As of 1 May 2005, the Kemaman Land Office employed four executive officers and 52

supporting staff of various ranks®.

3 Interview A25, paragraph 4.1 and 4.3.
44 See Endnote for the exhaustive list.

“® Interview A7, paragraph 7.1.
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North

District of Dungun

District of
Jerantut
(Pahang)

STATE OF PAHANG

District of Kuantan

Figure 21 : Kemaman — District Map with Land Use Zoning Plan

Source : Draf Rancangan Struktur Kemaman (Pengubahan) (Kemaman Draft
Structure Plan [Review])
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As authorised by section 11 of the Code and indicated in the above map, the
Kemaman district administrative area is geographically divided into twelve mukims (sub-

districts), as follows:

Table 21 : Terengganu — Mukims in Kemaman District

Bandi (01)*° Kemasik (07);
Banggol (02); Kerteh (08);

Binjai (03); Kijal (09);

Chukai (04); Pasir Semut (10);
Hulu Chukai (05); Tebak (11);

Hulu Jabor (06); Teluk Kalong (12).

Source: Land Office of Kemaman*’

While a District Office coordinates district-level administration and infrastructure
development, a Land Office has specific tasks outlined in the Code. Typically a Land

Office is divided into sections as in Table 22:

Table 22 : Malaysia — A Typical Land Office Divisions

Government Land Disposal Land Development (for land conversions,
Land Titles Registration subdivisions and amalgamations)
Revenue Compulsory Purchase

Land Law Enforcement Inheritance Distribution

Source: Land Office of Kemaman *®

6.4.1.2 Official Records Investigation at the Kemaman Land
Office
Based on the records list in Table 10 (see Page 84) after consulting with staff at
the Land Office, this study decides to concentrate on records under the ‘file*®

classification. The rationale for this was that the information sought was related to:

% The number in the parenthesis (x) is an official unique identification number for each mukim and will also be used in
the sampling procedure discussed below.

47 Based on minutes of the 55" National Land Council

“8 Interview A7, paragraph 7.2
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@) information required during approval process;
(b) places and stages through which information is handled and processed;
(©) procedures through which information is verified; and
(d) sources from which information is acquired.
After further discussion with the Land Office, three types of files were identified as

directly related to the studied case areas and permission was granted to access these files.
These files included applications for:

@) petrochemical industry sites;
(b) industrial sites other than petrochemical; and
(© land conversion.

Entries in the land application roll book show that the total number of files opened by the

Land Office for the above types of applications are as follows:

A. Applications for petrochemical industrial sites:
Total number of files opened : 11

B. Applications for industrial sites other than petrochemical
Total number of files opened : ~500

C. Applications for land conversion
Total number of files opened, 1998 — 2004 : 862, as follows:

“ A file is a folder in which papers, correspondence and other official printed information are placed.
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Table 23 : Kemaman — Applications for Land Conversion 1998 — 2005

Year Number of Files/Cases
1998 124
1999 105
2000 143
2001 146
2002 117
2003 99
2004 110
2005 18
TOTAL 862

Source : Land Office of Kemaman *°

Negotiations with officials led to agreement to release all files on petrochemical
applications because of the small number involved. However, as the number of files for
other types of applications was high, only a sample of records were investigated, by
applying a random stratified sampling procedure. Based on staff recommendations, the

basis of sampling was as follows:

(@) The study would concentrate on the most active mukims. The staff, based on
records and their own experiences, identified five mukims where development
applications were more intense than others. The map in Figure 21, shows that the
five mukims selected include urban areas or areas along the highways, the other
mukims being interior land. Therefore, the researcher believed that this approach
was justified. The files supplied contained applications from the following
mukims:

(i) Chukai (04);

(i) Kerteh (08);

(ili)  Teluk Kalong (12);
(iv)  Kijal (09); and

(V) Kemasik (07).

% Information in the role book.
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(b) The study would be restricted to files opened since 1998. Files before 1998 had
already been officially closed. It is important to note that law requires official

records, including files, to be closed after seven years of inactivity.

(c) The sample size represented 5 percent of the total population and was distributed
proportionately according to date (file opening year) and mukim. The distribution

of the samples agreed upon was as follows:

Table 24 : Population and Samples of Study for Applications
for Land Conversion 1998 — 2005

Year Number of Files Number of
(Population) Samples
1998 124 6
1999 105 5
2000 143 7
2001 146 7
2002 117 6
2003 99 5
2004 110 6
2005 18 1
TOTAL 862 43

(d) The following approach was taken to select the sample of files that would be
examined. In a land office, entries in the application registry book are divided
and arranged according to mukims. After a consultation, it was agreed that the
files selected would be those in sequences numbered ‘05, ‘10" and ‘15’ of each
of the five mukims in the registry. To maintain anonymity of the records, a new
unique identification number was created as each files call number. During the
early part of the investigation it was also discovered that out of all cases, 74 cases
(8.6%) were applications classified as ‘surrender and application’ cases. Under
the Land Code, when applying for conversion of land use, a landowner has two

alternatives. He may either maintain his de jure ownership over the land
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throughout the approval process™ or he may temporarily give up ownership and
allow the government to return land ownership to the original landowner with
new conditions of land use. The latter is called ‘surrender and re-alienation’2. To
maintain proportionate representation, six files of this category at sequence

numbers ‘01, 03 and 05" were selected.

(e) Finally, the creation of a registry of records was investigated™.

6.4.1.3 A Brief Description of the Investigation Process

As mentioned in Appendix G, the attempt to access official records was initiated
by a formal application sent to the state government of Terengganu, addressed to the
State Economic Development Unit (SEPU) on 24 August 2004. Official approval was
secured on 21 September 2004 in a letter signed by the Deputy State Secretary. Separate
letters, dated 27 January 2005, were addressed to the State Director of Lands and Mines
(DLMO), the Land Administrator of Kemaman as well as the State Development
Corporation applying for permission to interview officials and access official records.
The response was positive. A written consent was secured with an invitation for a formal
meeting held on 24 February 2005, purposely for this exercise. The meeting was arranged
by the DLMO at the Kemaman Land Office and chaired by the Deputy Director of Lands
and Mines. Representatives from the Municipality of Kemaman and senior officials at the

land office were among the attendees.

After a briefing about this research as well as the meeting, a tour of the whole
office was organised. The researcher was introduced to the office set up, as well as
system officials and staff, particularly those who were assigned to assist the study. The
office is located in a four-story building, with the land development application section
on the ground floor and the government land application section on the second floor.

There are other related sections such as revenue, enforcement, compulsory acquisition,

5! Section 124 of the Code
%2 Section 204A — 204H of the Code.
%% As in Appendix H.
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and inheritance as well as settlements, plans and cadastral. The Public Works Department
as well as the Drainage and Irrigation Department are in an adjacent building and the
office of the Municipality is across the road. The Department of Valuations is about 15
minutes walking distance. However, the Town and Country Department, Department of

Environment and DLMO are 160 km away in the state capital, Kuala Terengganu.

Documents and records on land and land development applications are kept in
hard copies in individual files. Each file is registered in what is called the Record of
Applications roll. However, as is required by law>, there are dozens of roll books
maintained at the Land Office, according to the type of application. Each book is
subdivided into mukims (sub-districts). During the initial days of the record investigation,
as a gesture of full cooperation, the related staff presented all the roll books to choose
from. It took some time to understand as well as to select the most appropriate rolls as the

basis of the investigation.

As the search for evidence went on, it was noted that cooperation from officials
and staff was excellent. Other than providing the necessary information, an office
assistant was assigned to take orders. Nevertheless, the record investigation was not
smooth sailing. It was, as shown in Appendix G, frequently interrupted by interview
appointments — the dates and venues were determined by the interviewees, most of whom
were either in Kuala Terengganu (160km away), Kuantan (60 km), Kuala Lumpur
(335km) or KIPC (45km). Figure 22 shows places frequently visited by the researcher

during data collection.

% See Chapter Four.
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Kuala Terengganu
Terengganu State
Capital

Kerteh Integrated K. Terengganu
Petrochemical Complex

Kemaman
Land Office

® KIPC

The Twin Towers, g 45 km
Kuala Lumpur
Petronas and some emaman

other Petrochemical e " \
Companies HO I
Gebeng Integrated -
Petrochemical Complex 20 k GIPC
(GIPC) Kuantan

Kuantan
Pahana State Capital

Kuala umpur
Petaling Jayake

%*

® Putrajaya

Putrajaya
Malaysian Govenment
Administration Centre

stars (%) mark locations where the researcher normally spent the night

Figure 22 : Towns and Cities where Data were Collected and Approximate
Distance between the Places
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Other than travelling, an even longer time was spent on:

@) Sorting out entries from the rolls.

(b) After a list of required files was ready and handed to the related staff, it was a
matter of waiting for the files. Normally, they needed some time, even days to
obtain the files. After getting them, the files were released one by one. This

was due to the following factors:

(i)  The priority of the staff was their official duties. Most of them had to
attend to clients. It is noted that there were always customers, both
from the general public and consultants waiting to make inquiries
about land applications or development applications. Moreover, this
research was conducted just months after a change in government.
There were rumours that the government policy on land had changed.
Thus, people kept updating their applications. Discussions with staff

were frequently delayed due to work priorities.

(i) The files were circulated around the office so the researcher had to
move from one table to another as well as to other floors of the

building.

(iii) If a file had stopped circulating, it meant that it had been closed and to
obtain it within a short period was nearly impossible. Closed records
were placed outside the main working area together with thousands of

other records.

(©) When a file was available, it took a long time to read the entire contents. The
amount of time consumed depended on the level of the complexity of each
case. A simple and straight forward case, such as for land conversion with no
problems at all, takes one to two hours. A complicated case, for example files
on sites number 1, 3, 6 and 7, took nearly three visiting days to digest. Other

than application forms, letters, appeals, EXCO Consideration Papers and

% The term ‘EXCO Paper’ is hereafter used.
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EXCO decisions, there were also municipality approvals, minutes of
meetings, maps, buildings, site as well as machine arrangement plans, EIA
detailed study reports, feasibility studies, changes in company ownership
certificates and soil test reports in the files. Since some of those were more

than 20 years old, some of the papers were decomposing.

6.4.2 Government and Firms’ Official Documents and
Publications

It was believed possible that more published and unpublished information on land
development in the studied areas was available so the following organisations were
approached:

(@ MITI;

(b) The Ministry of Natural Resources and Environment;

(c) State Economic Planning Units of Pahang and Terengganu;

(d) The Malaysian Industrial Development Authority (MIDA);

(e) NAPIC;

(f) Petronas and other companies;

(g) State Economic Development Corporations of Pahang and Terengganu; and

(h) Other Government Departments.

Through various means of communication, including, official letters, visits, personal
contact and e-mails, the documents listed on Pages 345 to 347 were secured.

6.4.3 Data from International Bodies

The researcher felt that the secondary and primary data gathered from the
organisations above, especially that obtained from government files and interviews with
key decision makers, represented authentic and reliable sources of information.
Nonetheless, after being gathered, the data seemed to have limitations, especially about

investors’ decisions. Limitation included:
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(@) Government offices only maintain information that serves their own interests,
especially with regard to compliance to government requirements. Thus,
government officials, official records and publications are not able to connect

progress in land development with the actual market environment; and

(b) Since the development process was initiated more than twenty years ago, only a
few key personnel, either in the government or in firms have been around since
the beginning. Thus, most of the interviewees had incomplete information about

what had happened more than two decades ago.

These weaknesses could lead to difficulties in drawing strong and reliable
conclusions about investors’ decisions and strategies in land development in the 1980s.
To overcome the limitations, a dataset from external sources was sought containing
statistics on the global natural gas trade and manufacturing migration. The data was
obtained from the Economic and Social Data Service (ESDS), through a University of
Glasgow library subscription. The ESDS, based in the University of Manchester, is a

channel to access to international data sets in research, learning and teaching across a

Lo 56
range of disciplines™.

Three data sets, as shown Table 25, related to this study were accessed and used
to analyse world supply and demand of natural gas and the trend in employment in the

chemical industry sector.

% website : http://www.esds.ac.uk
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Table 25 : Datset Obtained from ESDS

Title Data Creators
(@) | World Natural Gas Production 1960-2003 IEAY and OECD®®
(b) | Supply and demand of Natural Gas in the OECD Countries IEA and OECD
(c) | Number Employed in the Chemical Industry Sector OECD

6.4.4 Elite Interviews

Elite interviews were conducted to explore the relationship between actions in
land development and subjective matters, especially institutional factors. An unstructured
approach as in Marshall and Rossman (1995) was applied. At the initial stage, the
interviewees were placed into two categories. The first category was that of key decision
makers, the second involving those in the decision process as well as those believed to
have information on the history of development. As there are no clear boundaries

between these categories there may be overlapping functions.

6.4.4.1 Interview Questions

Marshall and Rossman (1995) suggest that in order to understand patterns in the

implications of participants’ actions, researchers may opt to classify data and responses

% The Paris-based IEA, or International Energy Agency, is a group of 26 countries (Australia , Austria , Belgium,
Canada, Czech Republic, Denmark, Finland, France, Germany, Greece, Ireland, Hungary , Italy , Japan,
Luxembourg, New Zealand, Norway, Spain, Portugal, Republic of Korea, Sweden , Switzerland, The Netherlands,
Turkey, United Kingdom, United States). Formed during the oil crisis of the 1970s, the agency’s initial function was
to coordinate measures in times of oil supply emergencies. Today, as energy advisor to its member states, the agency
focuses beyond oil crisis management to broader energy issues, including climate change policies, market reform,
energy technology collaboration and outreach to the rest of the world. The body, through its publications and
programmes, disseminates data and information on the latest energy research, policy analysis and recommendations.
See also: http://www.iea.org/Textbase/about/index.htm.

% OECD, the Organization for Economic Co-operation and Development, was formed by a group of 30 countries
(Australia, Austria , Belgium , Canada, Czech Republic, Denmark, Finland, France, Germany, Greece, Hungary,
Iceland, Ireland, Italy, Japan, Korea, Luxembourg, Netherlands, New Zealand, Norway, Mexico, Poland, Portugal,
Slovak Republic, Spain, Sweden, Switzerland, Turkey, United Kingdom, United States. Its forerunner was the
Organisation for European Economic Co-operation (OEEC). The institution was created, following the Marshall
Plan, to build strong economies in its member countries, improve efficiency, hone market systems, expand free trade
and contribute to development in industrialised as well as developing countries. The body is known for
its publications and its statistics that cover economic and social issues related to macroeconomics, trade, education,
development and science and innovation. See also http://www.oecd.org/about.
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according to an indigenous typology or create an analyst-constructed typology (see Page
103). This study will classify data and responses by adopting an analyst-constructed
typology, blending ideas from Adams (2001a; 2002), Adams et al. (2003), Brouthers and
Brouthers (2003), Brouthers and Nakos (2004), Brynard (1995), Cheung (1975;1976),
Eggertsson (1997), Evans (1995b), Fan (2002), Glynn and Murphy (1996), Healey
(1991), Healey and Barrett (1990), Keogh and D’Arcy (1999), Klein et al. (1990),
Nanthakumaran et al. (2000), Needham and Kam (2004), North (1990), Pennington
(2000), Simon (1961), Stoker (1991), van der Krabben (1995), van der Krabben and
Lambooy (1993), Webster (1998) and Williamson (1975; 1979; 1985; 1991; 1998; 1999;
2003). The typology is presented in Table 26.
Table 26 : Proposed Themes and Categories of Information From Participants

in the Empirical Research on Land Development at Kerteh and Gebeng
Petrochemical Industrial Complexes

Themes Main Categories
Actual land development progress Petrochemical industrial site development
Process of land supply Government departments involved in land

development process

Government bureaucracy

Institutional Framework

Petrochemical firms’ strategies in land acquisition | Land acquisition strategy

and in the land development process . ) ; ]
P P Petrochemical industrial and business environment

Firms’ perceptions of government bureaucracy

To address the above themes, the interviewees were asked questions on the items
indicated in Table 27 below:
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Table 27 : Summary of Themes, Categories and Questions Asked of Elite

Interviewees

Themes

Category of themes

Questions asked about:

Actual land
development progress

Petrochemical industrial
development

site

Plant arrangement
Plant ownership

Process of land supply

Government departments

involved in land
development process

Departments’ background (including
departments’ core business, position in public
administration and professional training of
senior officials)

Roles played
Goals and intentions
Powers and limitations

Government bureaucracy

Forms, rules and procedures for government land
and land development applications

Steps and processes in government decision-
making

Power divisions in government administration
Relationship between government departments
Duration of approvals at the Land Office
Communication system

Institutional Framework

Public administration system

Standards, culture, norms and values observed by
government departments participating in the
land development process

Planning restrictions

Petrochemical firms’
strategies in land
acquisition and in the
land development
process

Land acquisition strategy

Land price

Landowner (including landownership,
landownership history, relationship between
landowners)

Petrochemical industrial
business environment

and

Firms’ external factors (global and local gas
market changes, government behaviour,
threats)

Inter-firm relationships (landowners’ history,
development of firms’ ownership structure,
plant production linkage)

What does land mean for the industry?

Firms’ perceptions of
government
bureaucracy
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6.4.4.2 Strategy

As the case studies involve areas that are believed to have received the highest
amount of foreign investment in Malaysia in the 1990s, the researcher strongly believed
that the potential interviewees would be very important people with high profiles and
who were very busy. Thus, the advice provided by Yeung (1995) (as described on Page
115) was applied when approaching each of them.

6.4.4.3 Outcome

The strategy adopted above successfully secured appointments with key people in
the development process in the studied area, both from the government sector and
investors. Those who were interviewed were government decision makers, key personnel
in firms that invested within the case study areas and officials involved in land

development approvals.

6.44.3.1 Government Decision Makers

The senior politicians interviewed are believed to be three of five key decision
makers involved during the development of KIPC and GIPC as well as directly involved
in decision and policy making during the development of KIPC and GIPC. They are
senior politicians, one of whom is still politically active. All of them want their identities
disclosed. The other two who could not be contacted were the Terengganu State Chief
Minister in the 1980s and the Pahang Chief Minister in 1990s. The interviewed

politicians were:

(a) Mahathir Mohamed

As UMNO (United Malay National Party) President, Mahathir served as Prime
Minister of Malaysia for 22 years, from 1981 to 2003. Presently (since 2003) he is
Advisor to Petronas. He was Malaysian Deputy Prime Minister from 1978 to 1981.
During this time, he in charge of education from 1976 to 1980 and MITI from 1980
t01981. Prior to that he was Minister of Education from 1974 to 1976. During the

interview, five specific questions were posed to him, regarding:
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(@)

(b)
(©
(d)
(€)

The vision and mission of the Federal Government in Petronas, and the

petroleum and petrochemical industries.

Federal Government policy and participation in petrochemical development.
National industrial and land development policy from UMNQO’s perspective.
Malaysian public administration from a Prime Minister’s perspective.

The history of the East Coast states’ industrial development in the 1980s —
1990s.

(b) Abdul Hadi Awang

From 1999 to 2004 Abdul Hadi was Chief Minister of the State of Terengganu.

During this time he was also a Member of Parliament. During that period he was elected

to be the President of Partai Islam Se-Malaysia (Pan Malaysian Islamic Party [PAS]). He

was the House of Representatives’ Opposition Leader from 2002 to 2004. During the

interview four specific questions were posed to him, regarding:

(a) Terengganu government policy and participation in petrochemical development.

(b) National industrial and land development policy from an opposition party’s

perspective.

(c) Malaysian public administration from a PAS Chief Minister’s perspective.

(d) The history of the East Coast states’ industrial development in the 1990s.

(c) Abdul Rahim Bakar

Abdul Rahim Bakar was Chief Minister of the State of Pahang from 1978 to 1981
during the creation of GIPC. Prior to that, he was the SEDC General Manager of Pahang
for six years, from 1972 to 1978. In 1971 — 1972 Abdul Rahim was the Chairman of the

Kuantan Municipality Council. The three bodies that were led by him are key institutions
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in the creation and development of GIPC. Abdul Rahim was asked specific questions

about:
(a) Pahang government policy and participation in petrochemical development.

(b) National industrial and land development policy from an UMNO Chief Minister’s

perspective.
(c) Malaysian public administration from an UMNO Chief Minister’s perspective.
(d) The history of the East Coast states industrial development in the 1980s.

6.4.4.3.2 Key Investment Personnel

Key personnel in firms that invested within the case study areas were believed to have
information about the investment decisions made by their organisation. In addition to the

items indicated in Table 27, the interviewees were also asked about:

() Malaysian and East Coast states’ prospects and problems with respect to

the petrochemical industry;

(b) expectations and problems in dealing with government departments;

(c) formal and informal relationships among industry members;

(d) the inter-plant production chain; and

(e) the process of industrial approval.

Letters were sent to 27 firms (including associations). 11 of them ( 40%) were

successfully interviewed. Table 28 shows the interviewees’ countries of interest, plant
locations and category of industry. Table 29 presents an analysis of these 11 interviewees.

It demonstrates that the sample covers a number of different types of firms from number

of different countries, and is representative of the firms located within the study areas.
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Table 28 : Interviewees’ (Investors Side) Countries of interest, Plant Location and

Category of Industry

Interviewees Countries of Location of Category of
interest the Plants petroleum and
gas industry
@) Petronas East-Coast Regional Manager Malaysia KIPC and primary
GIPC
(b) President of the Malaysian Petrochemicals KIPC and
Association GIPC
(c) CEO of BASF Malaysia Malaysia GIPC tertiary
and
Germany
(d) CEO of Polyethylene (M) Malaysia KIPC secondary and
(and tertiary
formerly
Japan)
(e CEO of Industrial Resins (former co-owner Malaysia KIPC tertiary
of VCM)
()] CEO of MTBE (M) Malaysia GIPC secondary
(9) CEO of Cryovac (M) The US GIPC tertiary
(h) Deputy CEO of BP Asia Pacific Malaysia, KIPC and primary and
the UK and GIPC secondary
Canada
) Project Co-ordinator Dow Chemical, Asia The US KIPC secondary
Pacific
()] Managing Director, Kerteh Airport Malaysia KIPC supporting
(k) Human Resources Manager, Eastman (M) The US GIPC tertiary

Table 29 : Interviewees (Investor Side) — Analysis of Interviewees’ Representativeness.

Typology

Represent:

Number of
Representatives

Total

Countries of interest

Malaysian companies

5

European companies

US companies

Other countries

11

Location of the Plants

KIPC only

GIPC only

KIPC and GIPC

11

Category of petroleum and gas
industry

Primary only

Primary and secondary

Secondary only

Secondary and tertiary

Tertiary

Supporting

Mixed

I I N I R I E N BN RS

11
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6.4.4.3.3 Officials Involved In Land Development Approvals

Interviewees in this group were heads of departments that are directly involved in
the government decision-making process regarding land development. From an initial
investigation, 17 departments and individuals were identified as potential sources of
information about the approval process for land development and government land
approval. Two of these, the heads of department for MITI (East Coast Branch) and the
Department of Drainage and Irrigation could not be contacted. The respondents

interviewed include five heads of departments and ten other individuals:

State Director, Department of Safety and Health, Terengganu;

State Director, Malaysian Industrial Development Authority, Terengganu;
Deputy State Director, Office of Director Lands and Mines, Terengganu;
Planning and Investment, Terengganu SEDC;

Planning and Investment, Pahang SEDC,;

Assistant State Secretary, Pahang State Secretariat;

Assistant State Secretary, Terengganu State Secretariat;

A senior official, Department of Town and Country Planning, Terengganu;

© © N o g B~ w b oPE

A senior official, Department of Environment, Terengganu;

[N
o

. Former Secretary General of Ministry of Land and Cooperative Development;

[
[N

. Deputy Director of Terengganu SEPU in the 1980s;

[N
N

. District Engineer, Department of Public Works;

[N
w

. Chief Staff, Land Office, Kemaman;

=N
N

. A senior official, Valuations Department, Kemaman; and

15. Town Planner (Planning Division), Kemaman Municipality.
The interviewees were asked questions about:

@ their roles in the government decision-making process regarding land

development approval and government land disposal;

(b) their powers and constraints;
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(©) inter-departmental relationships in the decision-making process; and

(d) the procedures and process for industrial approval.

6.4.4.4 Summary of the Interview Process Report

To attain the best results, interviews were flexible with respect to time, location
and situation. Some were very formal, others very casual. While some interviews were
during business hours, other interviewees chose a more comfortable time such as during
breakfast or dinner. And, while some interviews were conducted in their executive board
rooms (one of those was at the level 86™ of the 88 level-Petronas Twin Towers), others
were conducted at the interviewee’s ranch or even at a gerai makan (outdoor restaurant).
While some interviewees communicated in fluent English, others preferred a mixture of
English and Malay.

In some cases, arrangements were not fixed from the beginning but developed as
the process proceeded. Fortunately, these interviewees were willing to talk. As
emphasised by Yeung (1995) and Sabot (1999), interviewing high profile persons
requires patience and a lot of travelling. It is also time consuming. As shown in Appendix
G, since the dates and places for interviews were fixed by the interviewees, the
interviewer had to travel a lot between Kuala Lumpur, Kuala Terengganu, Kuantan,
KIPC and GIPC.

While three prospective interviewees regretted very much and apologised for not
being able to make an interview, some interviewees, despite agreeing to participate,
failed to find a convenient date. In two or three cases, after hundreds of kilometres
travelling, the researcher found only apology notes. While some were happy to talk for
more than two hours, some only managed to spend less than twenty minutes. Some
interviewees went straight to the point, while others talked lengthily on other matters. In
addition, as indicated in Yeung (1995) and Sabot (1999), interviewers are normally
rewarded with extra information, even if it is not asked for. Some of the documents listed

on Pages 345 to 347 were actually ‘awarded’ during the interviews.
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In total 40 individuals were interviewed and most of these were tape-recorded and
transcribed. Appendix K contains extracts from a sample of transcripts as the actual

interview scripts are very long.

Table 30 summarises the types of respondents and how representative the sample

is.

Table 30 : Population and Sample size of Interviewees

Group Number of Number of %
potential officials interviewed
to be interviewed officials
Government decision makers 6 3 50
Investors 27 11 40
Government departments 17 15 88
Total 50 29 58

The findings in Tables 29 and 30 suggest that the interviewees adequately represent the

total of the public and private sector population associated with the case study areas.

6.4.5 Summary of the Empirical Inquiry

A summary of the empirical inquiry procedure is in Endnote ix.

6.5 THE DATA

Data gathered included:

(a) preliminary data (see Appendix A);

(b) data from government records and official publications as in Appendix I;
(c) supporting information from the Land Office as in Appendix J;

(d) interview notes as in Appendix K;

(e) data on the supply and demand of natural gas as in Appendix L;
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(f)  data on world natural gas production 1960-2003 as in Appendix M; and

(g) data on world natural gas prices 1960-2003 as in Appendix N.

6.6 DATA ANALYSIS

Chapter Five, concluded that qualitative data analysis is divided into three stages.
The first stage involves generating categories, themes and patterns from the raw data. The
second stage involves layering the categories, themes and patterns that emerge from the
first stage. The final stage involves interrelating the themes that emerge from the second

stage. This sub-section will describe the procedure used at each stage of the data analysis.

6.6.1 Raw Data Processing Stage 1 — Extraction of Themes and
Categories From Interview Replies

6.6.1.1 Procedure

Creswell (2005 [see discussion on Page 103]), suggests that information from
interviews need to be codified (using a format shown in Endnote ix) to extract themes and
categories expressed by the interviewees. The themes and categories are expected to
emerge from replies to interview questions as in Table 26. The analysis in Appendix K is
an application of Creswell’s (2005) proposition. Table 31 provides a summary of

Appendix K as an example of how the analysis was carried out at this level.
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Table 31 : Example of Application of Extraction of Themes and Categories

from Interview Replies Procedure

1. Interviewee Al
Category-Government (Terengganu SEPU)
Date-20.2.2005
Position-Assistant State Secretary
Place-State Secretariat, Kuala Terengganu
Language-Malay
1.1. Peranan UPEN ialah untuk menarik pelabur sama ada
domestik atau pelabur asing ke Terengganu, oleh Theme : Land supply
Ib(_ar_tan_qungj_awgb: """"""""""""" ' (a) Category 1 : Roles
1 menyediakan infrastruktur di kawasan industri; E - -""“*(i) Sub-category 1 : Roles Played
1 - -
1 e mengadakan misi pelaburan; : To provide physical infrastructure for
i ‘negotiate’ dengan para pelabur; E industrial areas within industrial zones
' .
! o dalam pembangunan IKS dan; : :Pa?eto be negotlator,_on_behalf of the
i i government, with investors and
1_e keatasSEDC. . 0 to implement the Small and Medium
Industrial (SMI) Plan
1.2. Tanggungjawab UPEN hanyalah melihat dari aspek (i) Sub-category 2 : Goals and intention

ekonomi. Aspek-aspek lain (perundangan, alam sekitar,
keselamatan dll) adalah tanggungjawab jabatan lain. Dalam
menarik pelaburan, Kerajaan Negeri:

memberikan perhatian yang serius kepada
pembangunan Petrokimia dan menyerahkan program
pembangunan di PPIC melalui Petronas;

menjangka, menjelang tahun 2008 seluas lebih
daripada 5,000 hektar akan dimajukan di Kerteh dan
kawasan-kawasan sekitarnya dibangunkan dengan
industri berkaitan petroleum;

menyediakan tapak yang telah tersedia dan cukup luas
bagi menarik pelaburan; dan

menawarkan harga tanah sehingga yang terendah di

1
1
1
1
4
1
1
1
1
1
1
1
1
1
1
1
a

’

/|

’

0]

(iii) Su
<

State government efforts to attract
investment on its soil are in
expectation of:

e economic spill over

o revenue from quit rents and local
authority taxes; and

b-category 3 : Strategy

The state anticipates the industrial
growth. By 2008, 5,000 hectare in
Kerteh will be prepared for industrial
sites, ready to be occupied at the
lowest price.

(b) Category 2 : Institutional-Framework

Sub-category 1: Powers

All decisions are made by EXCO
under the SIC advice. SIC’s
recommendations are subjected to the
MIDA, District Officer, DoE, TCPD.
The SIC consists of an EXCO
member, State Secretary, State
Financial Officer, State Legal Adviser,
State Directors of SEPU and DLMO.

Source : Extract from Appendix K.
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6.6.1.2 Findings

The initial research findings from the extraction of themes and categories from the

interview replies are summarised below but shown in full in Appendix P:
(@) TableC Roles Played by Departments Involved in Land Development

(b) Table D Category of Service of Head of Government Departments and Analysis

of Government Interdepartmental Communication

(c) TableH Constraints Faced by Parties Involved in Government Decision Making
(d) Tablel Analysis of Government Goals, Motives and Intentions

(e) Tablel Analysis of Head of Departments’ Professional Training

(f) TableK Investors’ Perception of Government Departments

6.6.2 Raw Data Processing Stage 2 — Layering and Interrelating
Themes

Chapter Three suggests that land development depends on various factors.
Chapter Five indicates that interviews are one of the primary potential data sources.
Creswell (2005) suggests that data gathered from the procedure discussed above need to
be analysed through what he calls ‘layering themes procedures’. The ‘layering procedure’
is also applied to consolidate data gathered from interviews with data from other sources.
In this study, the procedure was applied mainly to identify the most significant
contributing land development factors in the case studied. This procedure is depicted in
Figure 23 (Page 151).
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Land

Development

T

I I
Most critical factor Firms’ strategy
x K
Factor Factor Factor Firms’ Firms’ Firms’
1 2 actions actions actions
1 2 .
A A A A A

Data from interviews are
analysed against other data
— to test the validity

T

Data from
interviews

Layer 3:
Identification of most
significant factors

Layer 2:

Triangulation test

Layer 1:

Theme identification

Figure 23 : Layering Themes Procedure Empirical Research on Land Development at
Kerteh and Gebeng Petrochemical Industrial Complexes

Source : Own analysis

The initial research findings from this stage of analysis are shown in Appendix

P, which is summarised below:

(a) Table A

(b) TableB

Factors Attracting Investment in the East Coast Industrial

Corridors (detailed findings)

Factors Attracting Investment in the East Coast Industrial

Corridors (summary of findings)
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6.6.3 Raw Data Processing Stage 3 — Extracting of Themes and
Categories from Interview Replies

This process connects the themes that are generated by Table 26. Creswell

(2005), as in Endnote vii, gave an example of how to interrelate themes. In the present

study, the ‘inter-relating procedure’ is applied to relate the findings above with land

development strategies. The discussion on Page 26 states that Williamson (1988) has

put forward a procedure to interrelate transaction costs with human actions and

interactions. This procedure was applied in the present study, as depicted in Figure 24
(Page 153). The discussion on Page 47 notes that Barrett et al. (1978) suggest a model

for the decision-making process in land development. During data analysis this model

will be used to illustrate the sequence of actions involved in the decision making

process in the case study.

Causal Conditions

Indicator

Procedures in land

Phenomena

development
approvals

Indicators

Choice of industrial
site

Land use pattern in
the petrochemical

Behaviour on

the Supply-side:

e Government
bureaucracy,
standards,
culture, norms
and values

e Public
administration
culture

Petrochemical

industrial and

business

environment :

e Global
condition of oil
and gas market

Strategies

A 4

Exchange of
information among
government
departments

Firms’ ownership
structure

Outcomes

Demand and
supply of
petrochemical
industrial site

industrial complex

Mode of land
acquisition

Context

Institutional framework
Market players’ goals and intention
Problem of information

Figure 24 : Interconnecting Themes Procedure Empirical Research on Land
Development at Kerteh and Gebeng Petrochemical Industrial Complexes

Source : Own analysis
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Stages of Analysis

Stage 1 of Creswell’s Model:

Extraction of Themes and
Categories from Interview
Replies

!

Stage 2 of Creswell’s Model:

Layering Themes
(as in Figure 23)

l

Stage 3 of Creswell’s Model:

Interconnecting Themes
(as in Figure 24)

l

Interpreting Findings

Outcome

Explanation of land
development actors’ actions

Explanation of Factors
Attracting investment in
KIPC and GIPC

Explanation of firms’ )
strategies to avoid
uncertainty

Explanation of the
relationship between
governance structure,

transaction costs and firms’

strategies )

Objective of Analysis

To answer Research
Questions No. 2 and 3

To answer Research
Question No.1

To answer Research
Question No. 4

Figure 25 : Relationship Between Research Questions and Stages in Data Analysis

The results of the data analysis which uses this procedure are discussed in Chapter 9 with

a summary given in Figure 61 (Page 312).
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6.7 FINDINGS REPORT

During the analysis of the data, the findings will be presented in various
qualitative styles, using comparison tables, hierarchical tree diagrams and chain
diagrams. Chapters Seven, Eight and Nine will present an analysis of the data collected
from the sources described in Chapter Six. Chapters Seven, Eight and Nine are divided
according to the steps of analysis illustrated in Table 26 (Page 139). Discussions in these

three chapters are mainly based on findings from analyses in Appendices O and P.

Chapter Seven will describe the actual physical land development as well as
analyse the actual supply and demand flows for petrochemical industrial sites in the
studied areas. Chapters Seven and Eight which aims to answer Research Question No. 1,
will also analyse the actual land development activity at the studied location. The chapter
concludes with an assessment of the effect of interactions among land development actors
on the development process. This chapter which addresses whether land price is a major
attraction in the studied areas, also identifies the market players and defines their

functions and interests.

Chapter Eight will analyse the process of government decision making regarding
government land disposal. Most of the issues related to the Land Office as well
government bureaucracy in land administration are addressed in Chapter Eight. The
objective of this chapter is to answer Research Questions No. 2 and 3. The chapter begins
by analysing of the process of land and development approval at the Land Office. Within
the analysis, the interaction among land development actors will be assessed. The effect
of these interactions on the development process will also be analysed. Through this
analysis and by answering both research questions, Chapter Eight will explain
government departments’ power structure, domination and control of resources. This
chapter will also identify the institutional framework that controls and promotes the

supply of industrial land.

Chapter Nine will analyse the strategies adopted by multinational petrochemical
firms in land development. The aim of this chapter is to answer Research Question No. 4

regarding the reactions of the demand-side to uncertainty. This chapter, based on the

154



findings in Chapter Eight and proposition in Williamson (2000), will analyse the
strategies of petrochemical firms who acquire industrial sites and participate in the land
development process.

Chapter Ten, which is the concluding chapter, will summarise the key findings.
This chapter contains a review of the major findings of this study and how the research
questions, especially the central research question, have been answered. This chapter
assesses whether the answers to the research questions met the research objectives,
answer the central research question and explain the central phenomenon addressed by
this research.

6.8 VALIDITY, CREDIBILITY AND RELIABILITY

Sub-section 5.4.3 indicates that procedures to verify and test validity, credibility
and reliability in qualitative research vary depending on the nature of the research as well
as researchers’ needs and constraints. As on Page 97, Greene et al. (2001) and Moran-
Ellis et al. (2006) argue that in humanist research, it is most appropriate to employ an
eclectic approach. This entails relying on a mix of qualitative and quantitative data.
Moran-Ellis et al. (2006) contend that since information comes from more than one data-
gathering method, application of a triangulation technique is the most appropriate data
evaluation procedure. Therefore, the data will first be analysed separately, within the
parameters of its own paradigm, and then be triangulated at the point of integration, that
is at the end of analysis.

To strengthen the credibility of the findings, data collection activities will be fully
documented and the following records are maintained in an orderly manner. They are:
@) correspondence with the interviewees;
(b) data collection log-book;
(c) a register of participating individuals, companies and government
departments in the inquiry;
(d) a register of sources of official information; and

(e) a register of sources of secondary data.
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6.9 CONCLUSION

This research method, which includes the empirical research framework, data
collection and data analysis procedure described in detail in this chapter merely illustrates
one particular application of the method developed in Chapter Five. Angrosino (2005), as
highlighted on Page 111, suggests that true objectivity can be attained by a standardised
research procedure to (i) maximise observational efficacy, (b) minimise investigator bias;

and (iii) allow for replication or verification.

By applying the basic and detailed principles that have been laid down in the
previous chapter, the researcher managed to collect comprehensive data from various
authentic, including official and classified sources. Elite interviews with those directly
involved in the decision-making process, including senior politicians, multinational
petrochemical company CEQs as well as senior government and petrochemical company

officials were also successfully organised.

The data analysis procedure discussed in this chapter was created to answer the
four research questions, whose ultimate aim is to address the four research objectives set
out in Chapter One. Therefore, the subsequent chapters will interpret the initial findings
and answer the research questions. As mentioned on Page 154, Chapter Seven will
analyse the actual physical land development as well as the actual demand and supply
flows for petrochemical industrial sites and will answer Question No. 1. Chapter Eight
will analyse the process of government decision-making regarding government land
disposal and answer Questions 2 and 3. Chapter Nine in turn will analyse strategies
adopted by multinational petrochemical firms in land development and answer Question
No. 4.
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CHAPTER SEVEN - PHYSICAL LAND
DEVELOPMENT AND ANALYSIS OF THE
SUPPLY AND DEMAND OF PETROCHEMICAL
FOR INDUSTRIAL SITES IN TERENGGANU AND
PAHANG

7.1 INTRODUCTION

This chapter will answer Research Question No. 1, that is, whether the land price
is a significant attraction for investment in the areas researched by the case study. This
chapter follows the suggestion in van der Krabben (1995) that research on land
development should begin by investigating of the actual physical land development. Next
the actors involved the land development process will be identified. This chapter
therefore, will analyse the actual supply and demand flows for petrochemical industrial
sites in the studied areas. In the concluding section, the chapter will assess whether
relatively low land prices are a major attraction to firms locating in the studied areas. This
chapter therefore, will:

(@) describe the physical land development within the studied area;

(b) Dbriefly analyse supply and demand flows of petrochemical industrial site in the
studied area;

(c) analyse the process of land transaction in the studied areas; and

(d) present figures on state government revenue from quit rent (land tax) on industrial

sites.

7.2 PHYSICAL DEVELOPMENT AT THE STUDIED SITES

In describing physical development in both KIPC and GIPC, this section will
emphasise type, arrangement and ownership of the plants. This section describes:
(a) installations and plants in the KIPC and GIPC;
(b) plant arrangement; and

(c) plant ownership and investors’ countries of origin.
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7.2.1 Installations and Plants in the KIPC and GIPC®

As of 1% May 2005, there were 48 natural-gas-related installations within the
studied area. Figures in Table 32 show that 26 installations were in the KIPC and the
other 21 were in the GIPC. The following tabulation, Table 32, is the breakdown of the

installations in the petrochemical complexes.

Table 32 : Malaysia — Number of Gas and Petrochemical Installations in Kerteh and Gebeng
Integrated Petrochemical Complexes (supporting facilities and infrastructure not

included)
A B C D E F
Location GPP CCF Petrochemical Plants TOTAL
In Operation Under Construction
KIPC 6 2 18 - 26
GIPC - 2 19 1 22
TOTAL 6 4 36 1 48

Source : Own analysis (calculated from data in Section A of Appendix I).

The above tabulation indicates that installations at KIPC and GIPC fall within

four groups:

(a) gas processing plants (GPP);
(b) centralised common facilities plants (CCF)
(c) petrochemical plants; and

(d) supporting facilities and infrastructure.

Columns C and D of Table 32 indicate that there is no substantial difference
between the total number of CCF and petrochemical plants in the two complexes,
although GPPs are only available in Kerteh. The tabulation also indicates that there is a

plant under construction in Gebeng, which means that land development is still

% Discussion in this sub-section is based on information in records and documents obtained at Terengganu SEPU,
Pahang SEDC, the Municipality of Kemaman, LOKM, Pahang DoE, Petronas and MPA. The documents are listed
on Page 345.
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progressing there. The following quotations describe the arrangement and features of the
installations in KIPC and GIPC.

“To set up new plant we need to create an environment for it. If it is next to the existing
plant we save a lot” (A European Company).

“It is not to say land is not important but issue of feedstock is critical. We need land, in
reasonable size. We don’t want a cramped area. We need space for expansion, good
infrastructure and accessibility to port. Land price is only one-off, but other costs are
running” (US Company).

Petrochemical companies are looking for the most integrated site. Without which,
companies run at high costs. Integrated means feedstock are supplied and processed at the
same location, plus supply other industrial inputs such as water and electricity as well as
common facilities such as tankage and pipelines. In an integrated complex, buyer, supplier
and supporting industries are placed under one roof... Kerteh is fully integrated. There are
GPP, CUF, CTF, crackers to produce ethylene, storage, dedicated port, utility companies
to produce industrial water and oxygen, fire service. If investors want to move out, not to
say impossible, but difficult” (MPEA).

““Here, services are integrated where facilities are shared among the investors. Therefore,
costs are brought down. CTF and CUF that provide tankage facilities and produce
electricity, water and hydrogen, which are the most important facilities in petrochemical
complex are provided here. Without which, investors have to construct on their own. It is
very costly. But, they are not free of charge. The facilities in Kerteh and Gebeng are
identical. The difference between Kerteh and Gebeng is that all plants in Kerteh are under
Petronas’ control... We do not quarrel with other oil companies. Yes, you can see that we
are competing with each other in some countries. But, in somewhere else we are partners.
That is the practice in oil industry. Not to say it is culture. But we practise that. In this
industry, we do not antagonise others. Anywhere, no oil company can enter a country
alone. Some companies have money. Some have technology. Others have ready market.
These are the criteria when to choose a partner. So, if we have the right partner, we do not
fear to venture into it. So, if we produce something here, the market is ready somewhere
else. On the first day you manage to make profit.”” (Petronas).

The above quotations suggest that petrochemical plants need to share facilities in
order to control operation costs. Therefore, plants are usually concentrated in particular
areas. By being close to each other, the plants can share the main source of raw material
and also share common facilities. As a result, a petrochemical complex tends to be
populated by various types of interrelated plants. This phenomenon requires
petrochemical companies to acquire a great deal of land at project initiation. After project
initiation, the number of plants will grow. The existence of a plant which is under

construction as appears in Table 32 (Column E) supports this proposition.
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Interdependence seems to be the main feature of the petrochemical plant. The
quotation from Petronas on Page 159 suggests that competing petroleum companies from
various countries co-operate with each other in KIPC and GIPC. The oil companies’
practice is to partner with each other in exploiting oil and gas. The quote suggests that
petroleum companies cannot afford to exploit oil and gas without partnering with other
companies. With this strategy they reduce their exposure to high operation costs and
immediately generate a market for their outputs. Thus, the partnership strategy is
designed to minimise risk. Therefore firms operating in both petrochemical complexes
are vertically integrated. The findings also suggest that high operation cost is the main

reason why petrochemical plants are vertically integrated in KIPC and GIPC.

7.2.1.1 Gas Processing Plants

Gas processing plants (GPP) break down petroleum and natural gas into ethane,
propane, butane and condensate. All these are gaseous substances with high energy
properties. 70 percent of GPP products are consumed as energy. While some is bottled
for domestic and industrial consumption and shipped out by land, much is transported
throughout Malaysia, Singapore and Thailand by the Peninsula Gas Utility (PGU), a
national gas networking system. However, the biggest volume is exported by sea mainly
to destinations in Japan, Korea, the US and Europe. Only some 30 percent of the refined
gas, mainly ethane, propane and butane, is channelled to the KIPC and GIPC for use as
petrochemical industry feedstock. Ethane, propane and butane are basic properties in

creating a petrochemical building block®.

7.2.1.2 Centralised Common Facilities

The centralised common facilities (CCF) are divided into (a) the centralised utility
facility (CUF) and (b) the centralised tankage facility (CTF). Without CCF, every
individual plant would need to build its own facilities, which would be very expensive.
Having individual facilities definitely increases overhead and operation costs for

companies. In simple terms these facilities are:
8 Source: Unpublished Petronas and Pahang SEDC documents (see Page 345)
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(a) CUF, in non-technical terms, is a complex that supplies utilities such as steam,
power, oxygen, nitrogen, demineralised water, cooling water, potable water, and

fire water as well as handles waste water treatment.

(b) CTF is a complex for chemical storage. There are two CTFs, one at Kerteh Port and
the other at Kuantan Port. Each of these has a 330,000 cubic metre capacity. Both
Kuantan and Kerteh CTFs can handle 37 products at one time. The tankage includes
a pipe system, forming a distribution network that connects all plants as well as port

terminals.

7.2.1.3 Petrochemical Plants

There were 38 petrochemical plants in the studied areas during the period of

study. These are listed in Table 33.

Table 33 : Malaysia — Petrochemical Plants in KIPC and GIPC (as of May 2005)

Petrochemical Plants in Kerteh Petrochemical Plants in Gebeng

Ethylene Malaysia BASF-Petronas Acrylic Acid /Acrylics Esters Plant

Optimal Butanol

Optimal Butyl Acetate

Optimal Ethanolamine

Optimal Ethoxylates

Optimal Ethylene Glycols

Optimal Glycol Ethers

Optimal Glycols Ethylene Oxide
Optimal Olefins Ethylene

Optimal Olefins Propylene

Petlin (M) Sdn. Bhd.

Ammonia Syngas Plant

Aromatics Malaysia (Benzene Plant)
Aromatics Malaysia (Paraexylene Plant)
Petronas-BP Acetyl Acid
Polyethylene Malaysia

Vinyl Chloride Malaysia (VCM Plant)
Vinyl Chloride Malaysia (PVC Plant)

BASF-Petronas Butanedols Plant
BASF-Petronas Oxo-Alcohols Complex (1)
BASF-Petronas Oxo-Alcohols Complex (2)
BASF-Toray (under construction)

BP Chemicals (Formerly known as Conoco
Chemicals)

Eastman Chemicals
Flexyss (1)

Flexyss (2)

Kaneka Malaysia
Kaneka Electic

Kaneka Eperan

Kaneka Paste Polymers
MTBE

Polyplastics
Polypropylene

Propane Dehydrogenation Plant
Sealed Air (1)

Sealed Air (2)

WR Grace

Source: Summarised from Appendix |
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7.2.14 Supporting Facilities And Dedicated Infrastructure

The following is a list of facilities in the two industrial complexes that were
created to support the petrochemical industry as well as other petroleum and natural gas

industries:

Table 34 : Malaysia — Petroleum, Gas and Petrochemical Supporting Facilities

Industrial Input Facilities

e Water Supply

Gas and Bulk Storage Facilities
e CTF

Transport System

e Kerteh Airport

e Peninsula Gas Utility (PGU [a national grid gas pipeline networking system])
o Specially designed Kerteh and Kuantan Ports

o A dedicated railway system between Kerteh and Gebeng

Other Facilities

Kuantan Industrial Training Institute, Gebeng
Staff residential and commercial areas.
Rantau Petronas Golf Club

School and staff housing

Source: Own analysis (from data in Sections E and F of Appendix I)

7.2.2 Plant Arrangement

Table 32 (Page 158) indicates that KIPC and GIPC are populated by 48
installations categorised as GPP, CCF, petrochemical plants and supporting facilities.
Further investigation reveals that the installations are built in clusters on 19 sites. The
following table (Table 35) shows land use concentration in KIPC and GIPC and indicates

the locations of the installations and their clusters.
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Table 35 : Malaysia — Land Use Concentration in KIPC and GIPC

A. PETROCHEMICAL PLANT

Site Number Area Plant Number of Plants on
the Site
Site 1 24.41 acre 1C, 1B, 1C 3
Site 2 66.71 acre 2A, 2B, 2C, 2D, 2E, 2F, 2G, 2H,2I 9
Site 3 100 acre | 3Aand 3B 2
Site 4 24.41 acre | 4Aand 4B 2
Site 5 47.44 acre | 5A 1
Site 6 47 acre | 6Aand 6B 2
Site 7 162 acre GPP1, GPP2, GPP3, GPP4 4
Site 8 NA | Kerteh CTF -
Site 9 334.827 acre 9A, 9B, 9C, 9D, 9E 5
Site 10 138.4 acre 10A, 10B, 10C 5
Site 11 57.419 acre 11A 1
Site 12 149.1 acre 12A 1
Site 13 55.42 acre 13A, 13B,13C 3
Site 14 32.12 acre 14A,14B 2
Site 15 74.99 acre | 15A 1
Site 16 98.00 acre 16A, 16B, 16C, 16D 4
Site 17 NA | Gebeng CTF -
Site 18 99.14 acre | Gebeng CUF -
Site 19 NA GPP 5 and GPP 6 2

Source : Own analysis (calculated from data in Section A of Appendix I)

Figures 26 and 27 are maps of the KIPC and GIPC showing the locations of the
studied petrochemical plants. The maps show the distribution of plants in each cluster in
both industrial complexes indicating that there is no uniform population number in each

cluster. Plate 2 in turn, shows a night view of the KIPC.
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Figure 26 : Terengganu — Site Map of the KIPC

Source : Courtesy of Petronas (emphasis and site number added)
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Plate 2 : Terengganu — KIPC At Sunset

Source : Courtesy of Petronas
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During the interviews, investors described the plant clustering as follows:

“To set up new plant we need to create an environment for it. If it is next to the existing
plant we save a lot” (A European Company).

“Kerteh is fully integrated. There are GPP, CUF, CTF, crackers to produce ethylene,
storage, dedicated port, utility companies to produce industrial water and oxygen, fire
service... Within a petrochemical complex there maybe rivals companies. There are
competitions, rivals and quarrels but not extended to head to head war. We never bring
disputes to court or arbitration. Instead, we solve it amicably because we have a common
interest, i.e. feedstock™ (MPEA).

“The second feature we look for is, facilities, especially for handling gaseous substance.
We need a place where there are facilities for them. We need to be close to port where
there are gas handling facilities. If they are not available, the location must be permissible
to build the facilities. | mean pipe, vessel etc”” (A CEO).

“It is typical that more than one plants are built on one site as well as sharing the same
registration, raw materials and pipelines” (US Company)

The following photographs are examples of clustering:
(@) Plate 3 is photograph of Cluster No.2, which is populated by nine plants in
Kerteh. Beside Cluster No. 2 is Cluster No. 1, which is populated by three
plants; and

(b) Plate 4 is an aerial view of Cluster No. 9 in GIPC with the boundaries

between the plants clearly demarcated.

The above quotations and photographs support the findings in Table 35. At this
juncture, the findings suggest that the plants in the study area are not only close to each
other but also interconnected and dependent on each other. The findings therefore are
consistent with the findings of Fan (2000). The findings also suggest that competitors
and rivals may be located within the same cluster if they share a common interest. The

following discussion will explain further.
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Cluster No. 2 Ll 3 Cluster No. 1
9 Plants ' 3 Plants

Plate 3 : Sample of Clusters in Kerteh

Source : Taken at Site

Plate 4 : An Aerial View of a Cluster in Gebeng

Source : Courtesy of Pahang SEDC
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7.2.3 Plant Ownership and Investors’ Countries of Origin

Appendix | shows that plants operating in the KIPC and GIPC are actually owned
by 20 companies with origins in nine different countries. All of these, except Malaysia,
Saudi Arabia and South Africa are members of the OECD. Following is the list of

companies and their countries of origin:

Table 36 : Malaysia — Countries of Origin of Petrochemical Plants
in the Eastern Corridor

Country of Origin (number of Company
companies)
Japan (6) Mitsui
MJPX (a subsidiary of Mitsubishi)
Idemitsu Petrochemicals
Toray Plastics
Daicel Chemical Industries
Kaneka
United States (6) Dow Chemicals
Eastman
Cryovac
WR Grace
Solutia Inc.
Celanese Corp
Netherlands (2) Akzo Nobel NV
DSM
Belgium (1) Flexyss
Germany (1) BASF
Malaysia (1) Petronas
Saudi Arabia (1) Sabic Europe Petrochemicals
South Africa (1) Sasol Polymers/Polifin (Polifin is subsidiary of Sasol
Polymers)
United Kingdom (1) BP-Amoco

Source : Extract from Section A of Appendix I.

The above table (Table 36) indicates that the United States and Japan, represented
by 12 companies, are dominant. According to Wang and Yeung (2000) and Fan (2000),
the majority of petrochemical companies in the world are owned by US, Japanese and
Western European conglomerates. They also suggest that more than 70% of the world

demand for petrochemical products is in the OECD countries. Figure 28 shows the
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pattern of chemical and petrochemical consumption in the OECD countries from 1995 —
2002. The pie chart indicates that Americans are the main consumers. German and
British consumption is also significant. This suggests that the concentration of
petrochemical companies from particular countries in Malaysia is attributable to the

pattern of chemical and petrochemical product consumption in the OECD countries.

However, the number of Japanese firms petrochemical industrial sites in Malaysia
is disproportionate relative to its domestic consumption. Statistics on production and
consumption of natural gas in selected OECD countries in Appendix L show that Japan’s
production is significantly lower than other OECD countries. The statistics indicate that
Japan relies more on imports and suggest Japanese petrochemical companies prefer
operating outside Japan. This is possibly due to the lack of oil reserves within their home
country. In addition Japan, which imports 25% of its liquefied natural gas (LNG) supply
from Malaysia, buys 66% of the total amount of LNG produced annually in Malaysia
(Petronas, 2003). Therefore, it implied that Malaysia is one of the most important

destinations for Japanese petrochemical investors.

Germany UK
7% 4%

Japan

1% Others

36%

us
52%

Figure 28 : World — Chemical (including Petrochemical) Consumption in OECD
Countries 1995 — 2002

Source : Own Analysis.
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7.3 SUPPLY AND DEMAND FOR PETROCHEMICAL
INDUSTRIAL SITES

van der Krabben (1995) suggests that physical land development is the outcome
of interaction between actors and institutions. This section will overview supply and
demand for petrochemical industrial sites in KIPC and GIPC. The discussion will focus

on three dimensions:

(@) the volume of petrochemical industrial sites allocated by State

Governments®:

(b) the volume of land for petrochemical industrial sites allocated by the State

Government versus the actual amount of land transferred to investors®?: and

(c) land price and the volume of land held by investors.

7.3.1 Volume of Petrochemical Industrial Sites Released by State
Governments

Figures in column ‘A’ of Table 37 show the volume of land (in acres) released by
the states of Terengganu and Pahang for petrochemical industrial sites from 1990 to
2008. The statistics show that within a 20 year period, the volume (acreage) of
petrochemical industrial sites in Terengganu and Pahang will has increased more than 10

times, from less than 1,000 acres in 1990 to more than 9,000 acres in 2008.

81 The areas are earmarked as petrochemical industrial zones but some allotments still have no takers and remain as
government land.

82 The allotments registered under investors’ ownership.
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Table 37 : Malaysia — State Governments’ Projection for Demand for Petrochemical Industrial
Sites 1990 — 2008 and Export of Natural Gas and Crude Oil 1992 — 2002

A

B

Government Released Petrochemical Industrial

Export of Natural Gas and

Site (Acres) Crude QOil

Year Kerteh Gebeng Total Gas Crude QOil
1990 700 700 n.a n.a

1992 700 700 7,470,000,000 22,500,000,000
1994 700 700 8,090,000,000 19,100,000,000
1996 2,100 2,100 12,900,000,000 17,500,000,000
1998 2,100 2,100 14,600,000,000 18,100,000,000
2000 2,100 2,100 15,400,000,000 16,700,000,000
2002 3,010 1,500 4,510 15,000,000,000 16,200,000,000
2004 3,260 1,500 4,760 n.a n.a

2006 4,260 1,000 5,260 n.a n.a

2008 4,260 5,000 9,260 n.a n.a

Source: Extract from figures in Appendix A.

Official documents®™ suggest that the State Governments of Terengganu and

Pahang anticipate that this production of oil and natural gas will substantially increase

over time. Government officials®* hint that the volume of land released now for the

petrochemical industry is designed to cater to future demand, which is expected to

increase in line with oil and gas production. Figure 29 compares State Governments’

projections of demand for petrochemical industrial sites 1990 — 2008 with export of

natural gas and crude oil 1992 — 2002.

% Digested from statements in (a) Briefing on Pahang’s industrial sector: A Focus on Gebeng Industrial Estate. A
Briefing Notes to Malaysian-German Business Chambers (undated, unpublished); (b) Malaysia (1996); (c) Malaysia

(1996); (d) Terengganu (2001).

& More information in Appendix K (Interviews Al and A2).
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Figure 29 : Malaysia — State Governments’ Projections for Demand for
Petrochemical Industrial Sites 1990 — 2008 and Export of Natural
Gas and Crude Oil 1992 — 2002

Source : Own analysis (calculated from figures in Appendix A)

The following quotation supports the proposition that these State Governments
anticipate that demand for land for petrochemical industrial sites will grow in accordance
with the growth in natural gas production:

“The state anticipates the industrial growth. By 2008, 5,000 hectare in Kerteh will be
prepared for industrial sites, ready to be occupied at the lowest price” (A Terengganu
State Officer)

Based on government records, as in Appendix I, the first site transferred to
investors was for the construction of GPP1 in 1983. Between 1984 and 1992, no new
land was transferred to investors. In 1992, GPP2 and GPP3 in KIPC were commenced.
Between 1992 and 1995 two plants at the GIPC were commissioned. During this period
GPP4 was also commissioned. Following this, between 1995 and 1997, nine plants were
completed in the two complexes. In 1998, the construction GPP 5 and GPP6 was
completed. This was followed by the completion of 25 plants between 1998 and 2000.
The following tabulation, Table 38, shows the actual statistics of the government land

released for petrochemical industrial sites in Kerteh and Gebeng.
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Table 38 : Malaysia — State Government Released Petrochemical Industrial Sites 1981 —

2000
Year No. of Sites No. of Plants Year of plants commissioning
Supplied on the Site(s)

1981 1 4 1984, 1992 (2 plants) and 1994.

1988 1 2 1995

1989 1 3 2000 and 1992 (2 plants)

1993 1 3 1997 (2 plants) and 2003

1994 3 5 1996, 1999 and 2000 (3 plants)

1995 2 5 1997 (3 plants) 1998 and 2000

1996 1 2 1998 (2 plants)

1997 1 1 2000

1998 4 8 2000, 2001 (4 plants), 2002, 2004 and 2005
(under construction)

2000 4 14 2000 (2 plants), 2001 (2 plants), 2002 (10
plants)

Source: Own analysis on figures in Appendix I.

The statistics in Table 38 show that the process of State Government land release
took approximately 20 years. Each site was developed gradually. Within the period of
land development, the number of plants on each site multiplied. The statistics also show

that after 2000 no more land was transferred to investors. The interviewees explained:

“Gebeng | was sold out, but there is huge area of unsold land at Gebeng I, I1l. So, other
types of industries are allowed to operate in Gebeng... even though land price offered is at
its lowest, some investors take up land in Kerteh” (Pahang SEDC);

“... memang benar ada terdapat kawasan kosong sepanjang jalan arah perjalanan ke
Teluk Kalong (...the existence of vacant industrial land such as along the road to Teluk
Kalong is real.” [Terengganu SEDC]).

“In Pahang, land premium was extremely competitive. In the earlier stage, land premium
in Kerteh was very high. However, in Terengganu the situation has been changed. Land
premium rate has been consistent and fallen to 50% for the past ten years. | suggest it’s
rather too late... .... What | mean is there is a 4,000-acre land which has been allocated by
the State Government to be developed by Petronas. Of course, outside the designated area
there are more vacant government lands™ (Petronas).
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It seems that plans to release industrial land according to growth in natural gas
production are too ambitious. It is true that the number of plants has increased
consistently with the increase in natural gas production. However, investors, instead of
acquiring more land, opt to intensify land use on each site. Because of this, the
government’s target of selling lands to investors according to the growth of natural gas

production as shown in Figure 29 is difficult to achieve.

7.3.2 Volume of State Government Released Petrochemical
Industrial Sites Versus the Actual Level of Land Transferred
to Investors

Records show that the first government release was GPP1, which was awarded by
the Terengganu government to Petronas in 1983. This was followed by the release of
more sites by Terengganu as well as sold by Pahang SEDC. The peak period was year
2000 when six sites were transferred or awarded to project initiators. The release of three
sites for Petronas in Kerteh at the end of 2000 marked the end of the government-release
era. This leads the researcher to believe that the demand for land from the government for
petrochemical industries in both states was initiated, intensified and reached its climax

only within a twenty year period from 1980 — 2000.

Government officials, as cited below, suggest that the demand for industrial land

in the studied areas has not met expectations:

“Memang berlaku kelembaban pembangunan sekarang ini dan memang benar ada
terdapat kawasan kosong sepanjang jalan arah perjalanan ke Teluk Kalong (the economic
downturn is evident right now, it is true that there are vacant industrial sites along the road
[from Kerteh] to Teluk Kalong” [Terengganu SEDC]) ®°.

“*Semua lot industri di Gebeng | telahpun habis dijual, namun, kemasukan pelabur baru
dan penjualan tanah amat perlahan. Masih lagi terdapat kawasan yang luas di Gebeng |1
dan 111 yang masih belum terjual. (Gebeng | was sold out, but there is a huge area of unsold
land at Gebeng I, 111" [Pahang SEDC]).

% Where quotations are in Malay, as shown in the interview note in Appendix K, the interviews were carried out in
Malay.
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The above opinions are supported by Figure 30. The graph depicts the volume of
land allocated by the Governments of Terengganu and Pahang for petrochemical
industrial sites against the actual volume of land taken by investors for such use from
1982 to 2005.

Blue dotted line: State
government projection on
new subscribers to
government land disposal

@ gas production (000mill cubic meter)

B no.of new gov. land takers

B no. sites commissioned

B state projection: acreage x 100

i

Red dotted line:
State government
projection on the

natural gas production own dotted line:

actual number of

new subscribers to

government land
disposal

Figure 30 : Malaysia — Volume of State Government Released Petrochemical
Industrial Sites Versus the Actual Number of Land Transferred to Investors
in Terengganu and Pahang

Source : Own analysis

Figure 30 suggests a mismatch between supply and demand. Government officials
and key investors agree there is an excess supply of petrochemical industrial sites in
Pahang and Terengganu. As cited above the interviewed officials are in consensus that
there have been no new investors to take ownership of petrochemical industrial sites in
KIPC and GIPC since 2000. Table 39 confirms the above statements, indicating that an
800-acre allotment which is identified as ‘Lot Q’ is still unsold in the KIPC. Another 17

allotments with a total area of about 3,800 acres are still available in GIPC®®. Figure 30 is

® Still unregistered under investors’ ownership (see also definitions in footnotes 61 and 62).
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a view of ‘Lot Q’, while the sketch in Figure 32 shows vacant industrial lots in Gebeng
and Figure 33 is view of vacant petrochemical industrial sites in Teluk Kalong (beside
KIPC and outside the studied area). Therefore, there is clearly evidence to support the
conclusion that the supply of petrochemical industrial sites in Terengganu and Pahang
exceeds demand.

Table 39 : Malaysia — Unsold Industrial Sites Within Petrochemical
Industrial Zones in Terengganu and Pahang (as 1 May 2005)

Place Area (acres)
Terengganu Lot Q, Kemaman 800.00
Pahang Gebeng | 3,118.10
Gebeng 11 0.67
Gebeng 111 696.32
Total 4,615

Source: Own analysis (based on interviews)
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7.3.3 Land Price and Volume of Land Transferred to Investors

This section will examine to what extent land price influences investors’ decisions
to take up land in KIPC and GIPC. This subsection will analyse the price of land for
petrochemical industrial sites against the value of investment at each site. The objective
of this subsection is to analyse the influence of land price on land transfer. Table 40
shows price of land and compares site prices with the value of the initial investment at
each site. Table 41 in turn, shows the price of vacant industrial land in Kerteh and
Gebeng 1991 - 2005.

Table 40 : Malaysia — Vacant Industrial Land Prices and Initial Investment Value in KIPC

and GIPC
Site Area Investment Value Price Paid for Investment vs. Price Per Acre Date of First
Number (RM) Site (RM) Land Price (RM®") Land
Ownership
Transfer

Site 1 24.41 acre 4,124,000,000 494,000 8,384:1 20,237 Jul 2000
Site 2 66.71 acre 5,615,000,000 6,755,000 8,318:1 101,259 Jul 2000
Site 3 100 acre 182,000,000 1,400,000 130:1 14,000 Jan 1994
Site 4 24.41 acre 1,797,000,000 494,000 3,638:1 20,234 Jan 1994
Site 5 47.44 acre 740,000,000 960,000 771:1 20,236 Jul 2000
Site 6 47 acre 1,716,000,000 4,668,328 368:1 99,326 Mar 1988
Site 7 162 acre 200,000,000 486,240 411:1 3,001 Jul 1981
Site 8 NA NA NA NA NA NA
Site 9 | 334.827 acre 3,952,000,000 131,266,114 30:1 392,042 Jan 2000
Site 10 138.4 acre NA 54,258,558 NA 392,042 Feb 1998
Site 11 | 57.419 acre 224,900,00 10,770,000 21:1 187,569 Mar 1989
Site 12 149.1 acre 1,200,000,000 18,050,000 66:1 121,060 1995
Site 13 55.42 acre 540,000,000 13,110,000 41:1 236,557 1994
Site 14 32.12 acre 280,000,000 12,593,775 22:1 392,085 1993
Site 15 74.99 acre 608,000,000 29,401,621 21:1 392,073 1998
Site 16 98.00 acre 440,000,000 38,420,701 11:1 392,047 1997
Site 17 NA NA NA NA NA 1995
Site 18 99.14 acre NA NA NA NA 1998
Site 19 NA NA NA NA NA 1998

Source : extract from Section A of Appendix I

7 RM is ‘ringgit’, Malaysian currency. The value of the ringgit during the data collection period was pegged at

RM3.80 per USD 1.00.
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The investors’ initial investment value, as noted in Table 40, is based on figures
reported to MITI. The Industrial Co-ordination Act (1975) or ICA was enacted to
encourage orderly development and growth in Malaysia’s manufacturing sector. The ICA
requires manufacturing companies with shareholders’ funds of more than RM2.5 million
or engaging more than 75 full-time employees to apply for a manufacturing licence from
MITI (MIDA, 2004). According to a MITI official, an application for a manufacturing
licence must include a declaration of the value of the initial investment (\Voll). The
detailed declaration must include the sources and purposes of the initial investment.
Normally the initial investment is used for acquiring land, constructing factories,
purchasing machinery and for initial working capital. Table 40 shows that the prices paid
for sites are a relatively small proportion of the total value of the initial investments made

by firms.

In addition, Table 40 also indicates that there was wide variation in the price of
land per acre in KIPC and GIPC during the transfer of ownership from government to
first land owner between 1981 and 2000. In order to determine whether the price paid
was according to the fluctuating market, Table 41 compares estimated vacant industrial

land prices with prices paid by investors in KIPC and GIPC from 1991 to 2005.
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Table 41 : Malaysia — Vacant Industrial Land Prices (Per Acre) In Kerteh and
Gebeng 1991 - 2005

A B C D E
Kerteh Gebeng
Year Estimated Market Price Paid by Estimated Market Price Paid by
Price Per Acre Investors in KIPC Per Price Per Acre Investors in GIPC Per
Acre Acre
1991 99,107
1992 121,408
1993 392,085
1994 105,070 20,234 125,860 236,557
1995 121,060
1996 236,557
1997 392,042 546,338 392,073
1998 509,915 392,047
1999
2000 101,259
2001
2002
2003
2004
2005 219,510

Source : Department of Valuations of Kemaman (for Column B), Table 40 (Column C and E),
Department of Valuations of Kuantan and Colliers, Jordan Lee and Jaafar (Column D).

Note : Blank cells denote no transfer of industrial land reported.

Statistics in Table 40 indicate that the price of land varies between sites, not only
because of inconsistency in parcel size, but also because of inconsistency in the price of
land per acre. Therefore, statistics in Table 41 support the proposition that that there is no
uniformity in the price per acre of the sites and suggest that land prices in KIPC and
GIPC do not reflect market price. In Gebeng, before 1995, vacant industrial lands were
sold above market price. However, after 1996, they were consistently below market price.
In Kerteh, in Table 41 shows that in 1994 market price for vacant industrial land was
about RM 100,000 per acre. However, the price paid to the State Government for

petroleum-related industrial land in Kerteh was about RM 20,000 per acre, which was
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below market price. The price paid to the State Government increased in 1997, but, in
2005 it was lower than the market again. The reason why vacant industrial land is below
market price in KIPC and GIPC is explained by the following quotations:

“menjelang tahun 2008 seluas lebih daripada 5,000 hektar akan dimajukan di Kerteh dan
kawasan-kawasan sekitarnya dibangunkan dengan industri berkaitan petroleum bagi
menyediakan tapak yang telah tersedia dan cukup luas bagi menarik pelaburan pada harga
sehingga yang terendah di Malaysia.” (The State Government anticipates growth in the
petroleum-related industry by 2008, thus, 5,000 hectare in Kerteh will be developed for that
purpose at the lowest price [Terengganu SEPU]).

“Even though land price offered is at its lowest, some investors take up land in Kerteh”
(Pahang SEDC);

“In Pahang, land premium was extremely competitive. In the earlier stage, land premium
in Kerteh was very high. However, in Terengganu the situation has been changed. Land
premium rate has been consistent and fallen to 50% for the past ten years...” (Petronas).

The above figures and quotations suggest that the State Governments of
Terengganu and Pahang adopted a strategy of offering land at very low prices in order to
attract petrochemical investors to KIPC and GIPC. Table 41 indicates that there is a
significant difference in the price paid for land initially held by Petronas as compared to
the price paid by Pahang SEDC. The quotations from Terengganu SEPU (above) and a
former Pahang Chief Minister (below) suggest that both State Governments apply a
different pricing system. When asked the question on land pricing, the former Pahang
Chief Minister replied:

“We set a guideline. But, | gave the investment officer freedom to negotiate with buyers. If
he wanted to increase the price, it was up to him. But, if he wanted to reduce he must
consult me” (Abdul Rahim).

The above quotation suggests that officials in Terengganu have more freedom to
negotiate land price with investors. However, as shown in Table 41, land price in KIPC
and GIPC is generally lower than the market price. Even though land price in both
petrochemical industrial complexes is lower than the market price, the following
findings, as shown in Figure 34, suggest that land price does not directly influence the

demand for petrochemical industrial sites in the two complexes.
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Figure 34 : Malaysia — Petroleum / Petrochemical Land: Trend in Land Price and Actual
Number of Government Transfer to Investors in Kerteh and Gebeng

Source : Calculated from Appendix A and Appendix |

Figure 34 indicates that the steady growth in the volume of land sold to investors
between 1990 and 2000 does not correspond to the fluctuation in land price in KIPC and
GIPC in the same period. In other words, there is no strong evidence to suggest that the
land price set by the state governments substantially influenced the decisions of
petrochemical firms to acquire industrial sites in the studied areas. The above findings are

consistent with findings from the interviews as below®:

“Land price only one-off, but other costs are running. Thus, we talk about threat, the
number one is uncertain feedstock™ (US Company);

“*On choice of industrial location, in the petrochemical industry we consider the type of
industry it involves in. If it is upstream the location must be closer to the source of oil and
gas. If it is downstream the location must be closer to the consumer. Site that is closer to
the consumer may be more expensive. However, if it is recoverable later, maybe higher”
(A CEO);

% Further analysis is in Tables A and B of Appendix P.
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| don’t think land is our major consideration. When we want to move to a new place, we
don’t think finding a land is problem. We believe it is the responsibility of the government
(to provide it). All our plants are on leased land. Other than our service stations and office,
all our facilities are on leased land... We are not interested in investing in property. Indeed
we need space for a long time, but not forever. We are moving from one place to another.
By having tied up with (landed) property it is rather difficult for us (to keep on moving)”
(A European Company).

The above findings suggest that for investors land issues, including land price,
were not the main concerns when they decided to set up petrochemical plants in
Malaysia. The findings suggest that securing feedstock is investors’ ultimate objective.
This is supported by the fact that land price in KIPC and GIPC is generally lower than the
market price. Therefore, as discussed previously (see Page 173), major petrochemical
companies acquire much more land than they really need at the initiation of a project in

order to provide for future expansion.

Although the above discussion suggests that petrochemical investors’ main
concern is feedstock, some interviewees, acknowledged the importance of other

incentives on the offer to attract foreign direct investment, as quoted:

“MIDA is excellent, approachable and flexible. It offers a numbers of incentives e.g. tax
break, but it needs a detail proposal on what we want. Then we discussed the proposal in
great details.” (US Company).

“ ... We planned to have a plant for the Asian market... Knowing this, the Malaysian and
Singaporean authorities came in to offer facilities. In the first place, Singapore offered a
very excellent offer with ‘irresistible’ incentives, probably, the worth was about USD50
million... we told MIDA what we got from Singapore. MIDA then offered a counter
proposal which was close to the Singaporean’s with a little improvement. That was the
story why we landed in the East Coast Malaysia...””(A European Company).

In addition, according to a US company executive®, the decision to set up a plant
in GIPC was made because Gebeng is designated as a petrochemical industrial zone.
Moreover, incentives offered by MIDA were cost-effective and Gebeng’s infrastructure
as well as port facilities are matched to hi-tech industry’s needs. This shows that the
package of incentives on offer combined with the low cost of land are attractive to

foreign investors and encourage them to locate in Malaysia. Chapter Nine will discuss in

% Interviewee No. B14.
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which way land price and government incentives influence investors’ decision to acquire

petrochemical industrial sites in Kerteh and Gebeng.

7.4 ANALYSIS OF LAND TRANSACTIONS

Findings in Appendix | that are summarised in Table 42 show a brief history of

the land ownership of petrochemical plants in Kerteh and Gebeng.

Table 42 : Malaysia — Land Ownership Change in KIPC and GIPC

Site Number First Owner Second Owner-— Present Owners
Project Initiator

Site 1 Petronas No change Petronas, B7
Site 2 Petronas No change B1(A) - (C)
Site 3 Petronas No change B12(A) - (B)
Site 4 Petronas No change Petronas
Site 5 Petronas No change B3
Site 6 Petronas No change Petronas
Site 7 Petronas No change GPP1-4
Site 8 Kerteh Port No change CTF
Site 9 Pahang SEDC B10 B10(A) - (E), B19
Site 10 Pahang SEDC B9 B9(A) - (C)
Site 11 Pahang SEDC B13 B13
Site 12 Pahang SEDC B7 B7
Site 13 Pahang SEDC B15 B14, B15
Site 14 Pahang SEDC B18 B18
Site 15 Pahang SEDC B17 B17
Site 16 Pahang SEDC B16(A) B16(A) - B16(D)
Site 17 Pahang SEDC Petronas CTF
Site 18 Pahang SEDC Petronas CUF

Source : Extract from Appendix |

The following quotations explain further about the process of site acquisition in
KIPC and GIPC.
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In KIPC:

“We are working with the government to identify the most appropriate industries. Our
roles in Kerteh including assisting investors in dealing with government agencies, such as
getting land from the SEPU and Land Office, getting industrial licence from MIDA
securing CF and other approvals from the Local Authority, DOSH, DoE, PWD, DID, Fire
Department,Public Health Department, securing utilities from TNB (electricity), Water
Board, telecom etc” (Petronas).

“In Kerteh, a site is negotiated through Petronas, the custodian of the KIPC. No consultant
or broker service is used. After agreed upon, Petronas is the one to decide which location
is suitable, depending on investors’ needs. The agreed site is then sub-let by Petronas to the
investor, | believe” (MPEA).

In GIPC:
“(Our role are) to develop and sell industrial sites, commercial and housing, and to
negotiate with investors, on behalf of the state government’ (Pahang SEDC).

““The site was bought from Pahang SEDC” (US Company).

The above findings suggest that there is a significant difference in the method of
site acquisition as well as the land ownership history between factories in the KIPC and
GIPC. All sites in the KIPC are currently owned by Petronas-related companies and
originally awarded by the State Government to Petronas. In contrast, all sites in the GIPC
were acquired through normal sales and purchase arrangements between the Pahang
SEDC and the present occupants. This sub-section will analyse the process of land

transfer from State Government to present land owners.

Table 42 indicates that the industrial sites, on which groups of plants are clustered

(see Table 35 and discussion on Page 163), except for three, were originally pieces of

lands owned either by Petronas or Pahang SEDC. Prior to initiation of development, land

ownership on each site has changed at least twice and been subdivided into smaller

allotments, as indicated below:

1" change : The State Government awarded the sites to the first owner:
Petronas in Terengganu and Pahang SEDC in Pahang;

2" change While Petronas maintains its status as a project initiator as well as

a landowner, Pahang SEDC sells the land to investors. The

investor becomes a project initiator as well as the new landowner;
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3" change

Both in Terengganu and Pahang, prior to project initiation, the
project initiator forms new companies with new entities. The site is
then subdivided into smaller allotments. Finally ownership of the
subdivided allotment is transferred to newly created entities.
Through this process, land ownership is changed and the clusters

discussed in Sub-section 7.2.2 are created.

Records at the local authorities, SEPU and MITI show that prior to
the construction of a new installation within a cluster, the existing
company only needs to apply for an extension to the present plant.
At the same time, a new company entity is formed to own the
expanded segment. At the final stage, the two companies split into

different entities’®.

Following this continuous process of clustering, figures in Table 43 suggest that

the land use concentration has steadily increased in the studied areas.

Table 43 : Malaysia — Land Use Intensity in the KIPC and GIPC 1984 — 2004

Year

1984 1988 1992 1996 2000 2004

Number of plants per site 1.00 1.50 1.75 2.22 2.50 2.61

Source: Own analysis (calculated from data in Section C, Appendix I)

The figures above indicate that project initiators usually acquire a large land area,

stock pile land, then release it bit by bit according to actual demand. This suggests that

after 2000, supply and demand are still interacting in the studied areas. However, this

interaction is not with the government, but between the newcomer and the project

initiators who have stockpiled land. In other words, the project initiators have

evolutionarily replaced the role of the government in supplying new sites for

petrochemical industries.

7 Based on records shown during meeting on 18.8.2004, information in MITI Reports (see page 346), interviews A2

and B14).
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The following quotations are comments from government officials and investors

regarding government land disposal plans:

“(Kerajaan Negeri) menjangka, menjelang tahun 2008 seluas lebih daripada 5,000
hektar akan dimajukan di Kerteh dan kawasan-kawasan sekitarnya dibangunkan dengan industri
berkaitan petroleum ([The State Government] anticipates that industrial growth. By 2008, 5,000
hectares in Kerteh will be prepared for industrial sites, ready to be occupied at the lowest price”
[Terengganu SEPU])

‘... all potential lands have been developed ...”” (Petronas);

These quotations imply that the government and investors have different plans in
developing KIPC and GIPC. From SEPU’s statement above, it can be inferred that the
Government perceives that investors will buy more land in conjunction with the
expansion of petrochemical activities in Malaysia. However, from Petronas’ statement
above, it can be inferred that during expansion, instead of buying more land, investors
intensify the use of land already in their possession, adding to plant clusters. As a result

of this physical agglomeration will occur in KIPC and GIPC.

7.5 REVENUES FROM INDUSTRIAL SITES IN THE
STATES OF TERENGGANU AND PAHANG

The following diagrams show the contribution the Land Office makes to the
income of the State Governments of Terengganu and Pahang. As far as Terengganu is
concerned, Figure 35 shows that the Kemaman Land Office contributes 27% of the State
revenue. The diagram also indicates that even though industrial sites cover less than 0.5%
of Terengganu’s total area of 3.2 million acres, they contribute almost 40% of the total
amount collected from quit rent. This indicates that both the Kemaman Land Office and
industrial development are equally important in the state economy. In Pahang, industrial
land contribution to State revenues is not as substantial as in Terengganu. However, the
District of Kuantan, where GIPC is located, collects 70% of the State revenues of

Pahang.
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Figure 35 : Terengganu — State Revenue from Quit Rent 1999 — 2004

Source: Own analysis
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Figure 36 : Pahang — State Revenue from the Quit Rent 1999 — 2004

Source: Own analysis
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The above findings suggest that State Government revenue from quit rent,
especially on industrial land, is substantial. The following statement explains the

relationship between the Land Office’s actions and its objectives.

“Biasanya apabila semuanya telah teratur, dalam 3-4 bulan urusan di LOKM boleh
selesai.Pejabat-Tanah ingin mempercepatkan segala urusan kelulusan tanah. Jika
kelulusan lambat negeri kehilangan hasil (If everything is in order, normally we take only
3-4 months to complete the process on our part. The Land Office wants to expedite all
approval processes, lest we lose revenue [LOKM])”;

* Tanggungjawab UPEN hanyalah melihat dari aspek ekonomi. Aspek-aspek lain seperti
(perundangan, alam sekitar dan keselamatan adalah tanggungjawab jabatan lain. Dalam
menarik pelaburan, Kerajaan Negeri mengharapkan ‘spill-over’ kegiatan ekonomi dan
kutipan cukai oleh Pejabat Tanah dan PBT (The State Planning Unit is only responsible for
economic development. Other matters such as laws, the environment and safety are under
other departments’ jurisdiction. By attracting investors, we expect an increase in revenue
collection by the Land Office and Local Authorities [Terengganu SEPU])”;

The above quotations together with the findings in Sub-section 7.3.2 (Page 174)
suggest that government officials are motivated by the revenue from quit rent. This
proposition is consistent with a statement from a former Prime Minister who said “we
attract investors for our (national) interest. Among which is an economic development
with distribution of wealth” (Mahathir). Since State Government revenue depends largely
on quit rent collected by the Land Office, government officials want to make the most of
opportunities provided by the growth of the petroleum industry and desire the Land
Office delivery system to be efficient. If it is not, the State Government will lose the

revenue created by the land development process.
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7.6 CONCLUSION

Plants and installations in the studied areas are categorised according to their
functions as GPP, CCF, or petrochemical plants as well as supporting facilities. Almost
all installations are built in clusters. As anticipated by Wang and Yeung (2000), countries
of origin of the investors are limited to only a few nations. It is also evident that the
amount of quit rent collected by State Governments from industrial sites is substantial. As
the revenue created by the industry is lucrative and at the same time, there is demand for
petrochemical industrial sites, State Government have plans to release more land at a

competitive price for future expansions.

The findings suggest that the artificially low prices for industrial sites provided by
the government creates a substantial gap between land price and the value of initial
investment. Ironically, not all investors, despite low-priced land, acquired industrial sites
directly from the government. Instead, evidence shows that even though there is a huge
area of unsold land, investors are more interested in acquiring industrial sites from project
initiators. This practice contributes to the formation of plant clustering. Findings also
suggest that it is not accurate to expect demand for petrochemical industrial sites to

increase in line with natural gas production.

Therefore, the answer to Research Question No. 1 is “it is apparent that land
price has little, if not no, influence on the decision for petrochemical firms to locate in
the studied areas”. The subsequent chapter will analyse the process of government land
alienation and land development approval at the Land Office and answer Research
Questions 2 and 3. The answers to these two research questions will explain why land

price is not a major attraction to investors in the studied areas.
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CHAPTER EIGHT — ANALYSIS OF INDUSTRIAL
LAND SUPPLY PROCESS

8.1 INTRODUCTION

This chapter addresses Research Questions 2 and 3 which examine the
relationship between problems in land supply and the institutional environment. This
chapter follows the recommendation in Creswell (2005) as discussed Chapter Six. It
begins with a description of the decision-making process at the Land Office. This is
followed by analysis of the impact of Land Office bureaucracy on the supply of land for
petrochemical industrial sites in the studied areas. To complete the enquiry and to answer
Question No. 3, the chapter will analyse the relationship between Land Office

bureaucracy and the institutional framework.

Figure 37 is a road map for the discussion that will now follow.
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Figure 37 : Chapter Eight’s Road Map
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8.2 THE LAND OFFICE WORK PROCESS

To explain work process at the Land Office, an investigation of official records
was carried out at Kemaman Land Office between February to May 2005, to examine
applications for:

@) government land disposal of petrochemical industrial sites;

(b) sites for non-petroleum-related industries; and

(c) private land conversion.

Every application was kept in an individual file. For research purposes, 37 files, as shown

in Table 44, were available for inspection, as below:

Table 44 : Kemaman — Land Office Files Investigated Feb — May 2005

Type of records Total Number Number of Number of files
of Files™ samples available for
inspection

Applications for government land disposal

of petrochemical industrial sites 11 11 (all) 9
(82% of sample)

Applications for conversion of private land

for non-petroleum-related industrial use 862 45 24

(1998 — 2004) (53% of sample)
Applicatiqn for goverqment Ignd for non- Not thoroughly inspected™.
petrochemical-related industrial use APS%VC()JX-

Source: Own analysis

™ Based on discussion on Page 128

72 See explanation in sub-section no. 8.2.1.3.2 (Page 207).
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Details of the information gathered from the Land Office records are in Appendix
I. A record of the activities involved in the data collection can be found in the research
log-book (Appendix G). The sampling procedure is discussed under Sub-section 6.4.1.2
(from Page 128).

During visits to the Kemaman Land Office, entries in the Land Application Roll
Book indicate that 11 applications had been made for government land disposal of
petrochemical industrial sites. However, as shown in Appendix I, only data on seven sites
were collected and analysed. The problems were that:
() only nine files were available for inspection. The other two files were not
on the shelf and were believed to have been closed and stored outside the
Land Office working area. The missing files were applications for ‘Site
No.8’ (Kerteh Port and CTF facilities) and ‘Site No.19” (GPP5 and
GPP6);
(b) one file was an application for a ‘buffer-zone’; and

(c) the application for ‘Site No.3” occupied two files.

As far as files regarding private land conversion are concerned, out of 862
applications from 1998 to 2004, five percent (47 files) were selected as study samples.
However, only 24 of those were available for viewing. Regarding applications for
government land for non-petroleum industrial use, it became clear after browsing a
number of files, as well as collecting information from the Land Office staff and
interviews with the SEPU and Terengganu SEDC, that the Land Office has no role in the
decision-making process”. Thus, these applications were excluded from detailed

analysis.

™ Further explanation is in sub-section 8.2.2(b)(ii).
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The findings from the above investigation are summarised in Figure 38 and
suggest that there are differences between the routes of decision-making for the three
different types of land use mentioned in Table 44. As mentioned in Appendix G, in
Terengganu, industrial sites are applied from State Government through the Terengganu
SEDC except within the KIPC. All sites in the KIPC were originally awarded by the State
Government to Petronas. In contrast, in Pahang all industrial sites, including
petrochemical industrial site in Gebeng, were acquired through normal sale and purchase
arrangements between the Pahang SEDC and the present occupiers. To find more
evidence on the relationship between Land Office bureaucracy and the institutional
framework, this research also investigated the process of land conversions in Terengganu.
Therefore, Figure 38 presents four streams of the process. Stream A is related to
petrochemical sites in KIPC, Stream B is related to the land conversions process, Stream
C is related to other industrial sites in Terengganu and Stream D is related to all types of
industries in Pahang. In Malaysia, MITI approval is required before locating an industry.
Interviews with investors indicate that applications are submitted through MIDA'™. The
National Land Council in 1998 decided that the process of land acquisition that involves
foreign investment™ must be initiated by FIC’s and MITI’s approval. Thus, Figure 38
shows that the process of industrial land in the case study is initiated for FIC’s and

MITI’s approval.

™ Will be discussed in detail from Page 199.

7 See Appendix C and discussion on Page 86.
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A B cC D
Petrochemical sites in Kerteh | Other Industry in Terengganu | Land Conversion in T’ganu Industrial (including
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Figure 38 : Malaysia — Work Process in Releasing Land for Development in Terengganu and Pahang

Source : Own analysis, based on findings in Appendices C and P
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The Land Office work process described in Figure 38 is explained by the

following citations:

(a) Explanation From Project Initiator

“We develop Kerteh according to master plan. It is very much a Petronas town. Yes,
the state government has identified the area surrounding the PPIC as petroleum
related industries. However, we are not sure whether it is blissful Petronas or not.
The state has also identified the Lot Q for small and medium petrochemical industrial
zone. We are working with the government to identify the most appropriate industries.
Our roles in Kerteh including assisting investors in dealing with government
agencies, such as getting land from the SEPU and Land Office, getting industrial
licence from MIDA, securing a CF and other approvals from the Local Authority,
DOSH, DoE, PWD, DID, Fire Department, Public Health Department and securing
utilities from TNB (electricity), Water Board, telecom etc.... In land development,
altogether, from beginning of the process until operation, land application
approximately 5-7 months, building plan approval approximately 2-3 months,
construction of project approximately 1-2 years and CF approval approximately 1-2
months™ (Petronas).

(b) Explanation From Industry

“We acquire our site in Kerteh through Petronas. Petronas has set Kerteh as an
integrated petrochemical complex. Petronas is also the feedstock supplier” (MPEA).

“When dealing with government department, we do not approach government
department directly. We only deal with MIDA, a one stop agency for investors. We go
together with Petronas. MIDA is excellent, approachable and flexible. It offers a
numbers of incentives e.g. tax break, but it needs a detail proposal on what we want.
Then we discussed the proposal in great details. We are happy with MIDA ....”(US
Company).

“all matters are dealt through MIDA” (A CEO)

(c) Explanation From the Prime Minister Level

“The central government is aware that there are complaints about development
approvals by the State Authorities that are not to expectation. However, it’s beyond
the limits of the central government powers to interfere with the State matters or to
push the State Authorities... The central government is also aware that there are
complaints regarding why the investors need to undergo a dual-system where an
application has to be submitted to both Federal and State governments. In the first
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step they are required to get approvals from MITI and FIC. Then, they need to find a
land from the State Government” (Mabhatbhir).

(d) Explanation From the State Chief Minister Level

“Administratively, prior to approaching State Government, investors are required to
get approval for investment in Malaysia from MITI and the FIC...”” (Abdul Hadji)

(e) Explanation From the State Government Level

“Jabatan ini tidaklah terlibat secara langsung dalam proses permohonan tanah.
Tanggungjawab jabatan ini adalah untuk menyelaraskan proses permohonan tanah
di seluruh negeri yang boleh dibuat sama ada melalui Pejabat Tanah, UPEN atau
SEDC... Permohonan tanah bagi bukan industri dan pertanian yang kurang 10 ekar
dibuat di Pejabat Tanah. Bagi industri selain petroleum mesti dibeli melalui SEDC.
Bagi yang berkaitan petroleum dibuat terus melalui UPEN. Walau bagaimanapun,
semua permohonan adalah diluluskan oleh EXCO dan semua kertas EXCO mesti
dihantar melalui PTG. Sebelum diangkat kepada EXCO, ulasan setiap jabatan akan
disemak dengan teliti dan dipastikan semuanya selaras (This department is not
directly involved in government land disposal. Our task is coordinate the application
process for government land disposal, which can be filed in the Land Offices...
Applications other than for industry are filed in the Land Office. For industrial sites
that are not petroleum-related, application is made through SEDC. Applications for
petroleum related sites are made at the SEPU. However all EXCO Papers are
submitted through this department. We will vet the Papers before they are submitted
to the EXCO” [DLMOY])

“(Our duty is) to provide physical infrastructure for industrial areas within
industrial zones and to be negotiator, on behalf of the state government, with
investors and to implement the Small and Medium Industrial (SMI) Plan... All
decisions are made by EXCO under the SIC advice. SIC’s recommendations are
subjected to the MIDA, District Officer, DoE, TCPD. The SIC consists of an EXCO
member, State Secretary, State Financial Officer, State Legal Adviser, State Directors
of SEPU and DLMO” (Terengganu SEPU)

(f) Explanation From the Land Office

“Permohonan tanah industri dibuat melalui UPEN... selepas mendapat kelulusan
EXCO, UPEN akan memaklumkan jumlah premium perlu dikutip oleh LOKM.
Maklumat dan fail lengkap disimpan di UPEN. Manakala permohonan pembangunan
tanah individu dibuat di LOKM, mengisi borang (4 salinan), sijil carian rasmi, 35
salinan pelan — iaitu yang mesti dipersetujui oleh Majlis Perbandaran Kemaman
MPK). Kemudian akan diminta ulasan MPK, Jabatan Pertanian, JPS, Jabatan
Perancangan Bandar dan Desa (JPBD), JKR dan Jabatan Penilaian. Kelewatan
selalunya ketika menunggu ulasan, selalunya JPBD. Paling cepat, JKR. Kemudian,
Mesyuarat Jawatankuasa Teknikal (MJKT) akan diadakan. Kelulusan dibuat oleh
EXCO, tetapi kertas EXCO dibuat di sini. (Applications for industrial sites are made
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through SEPU... we are only of informed the EXCO decisions. Details of the
applications are kept at the SEPU Office. ... Applications for land developments are
made here. Applicants need to fill out the statutory forms, the site plan in 35 copies —
certified by the Local Authority and the official search certificate. If everything is in
order, the application is referred to the technical departments — the Local Authority,
Department of Agriculture, Department of Drainage and Irrigation, Town and
Planning Department, Public Works Department (PWD) and Department of
Valuation. The fastest reply is normally from PWD. Delays in the process are
normally because of waiting for comments from the technical departments, normally
the Town and Planning Department. Then the application is submitted to the Pre-
EXCO Technical Committee. However, the final decision is with the EXCO. The
EXCO paper is prepared by us” [LOKM]).

(9) Explanation From the Local Government

“Kemaman Municipality Council is the local authority for Kemaman District which
Kerteh Petrochemical Complex is under its jurisdiction. As planning authority, the
municipality’s roles are to enact and implement the Structure Plan, control land
development, comment land development proposals that are submitted to the Land
Office... Municipality’s roles are not limited to controlling development. It also
functions to promote economic and land development according to the Structure
Plan... In land development, municipality’s roles are to certify building plans and
issue certificate of fitness for occupation (CFO)... Application for development
approval is dependent on the Land Office. The municipality cannot process any
application if a site is without ownership or an application is in contradiction with
land use conditions that are set by the Land Office... In commenting land
redevelopment application refers by the Land Office, we must get an endorsement
from the Municipality Council... In practice, Council’s decisions are based on advice
from the technical departments, mainly the DOSH, Fire Department, TCPD,
Drainage and Irrigation Department, Public Health Department and PWD”
(Kemaman Municipality).
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Figure 38 and the quotes above can be condensed as follows (Table 45):

Table 45 : Malaysia — Summary of the Process of Releasing Land
for Development in Terengganu and Pahang

Themes

Details

References to
guotations on pages
199 to 201
(Page [P] : Line [L])

1 Stages in the approval process

(a) pre-application

(b) processing

P:199, L: 7, 20, 32.
P: 200, L: 19, 26, 43.

P: 201, L: 21.
(c) decision making
2 Applicant/investors interface with | Generally not direct P:199, L: 20, 27.
government
3 Levels of government involved All levels (Central, State and Local P:199, L:7,33
Governments) P: 200, L: 28.
P: 201, L: 5,28
4 Type of government departments Variable, including: P:199, L: 7, 33.
nvolved (a) Administrative service departments; P:199
(b) Professional service departments;
(c) Federal Government departments;
(d) State Government departments;
(e) Local Authority.
5 Type of government Consultation among government P: 200, L: 28.
decision/approval departments P: 201, L:5, 28.
6 Decision making method Formal meetings P: 200, L: 26.
P: 201, L: 10, 27.

Source : Own Analysis

A detailed discussion of the findings in Table 45 will follow. The discussion is

divided into the stages of the approval process as indicated in the first row, they are:

(a) the pre-application process;

(b) the procedure for filing an application for government land and land

conversion; and

(c) the consent.
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8.2.1 The Pre-Application Process — Prior to Approaching the
State Authorities

Table 45 shows that investors have no direct interface either with the EXCO or
the Land Office. Instead the investors interviewed indicated that MIDA is the foreign
investors’ first stop when deciding to invest in Malaysia. The minutes of the National
Land Council Meetings’® also indicate that it is a national policy that foreign investors are
required to secure consent from the FIC prior to acquiring land (from the State
Government or State Government agencies). The findings as in Appendix P (in Table C)
are consistent with MIDA (2004) which itself suggests that the agency functions as an
industrial promoter and shoulders the responsibility of facilitating investors, especially

from foreign countries. MIDA does this in various ways, such as:
(a) it provides information about industrial opportunities;
(b) it provides information about incentives;

(c) it facilitates investors’ securing industrial licenses from the industrial

licensing authority, the MITI; and

(d) it assists investors who approach state and local authorities to apply for

land for industrial sites.

As Mahathir said in his interview:

... The central government is also aware that there are complaints regarding why the
investors need to undergo a dual-system where an application has to be submitted to both
Federal and State governments. In the first step they are required to get approvals from
MITI and FIC. Then, they need to find a land from the State Government (Mahathir).

Investors, as quoted below, agreed with Mahathir’s statement:
“All matters are dealt through MIDA” (A CEO);

“We do not approach government department directly. We only deal with MIDA, a one
stop agency for investors. We go together with Petronas. MIDA is excellent, approachable
and flexible. It offers a numbers of incentives... We are happy with MIDA” (US Company).

“On MIDA, it is the only department that one can bank on. If you deal with government
department without going through MIDA, delays are inevitable” (US Company).

™ As in Appendix C (Proceeding No. : MTN Bil. 5/54/1998).
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According to MIDA:

“The (MIDA’s) core business is to promote and co-ordinate industrial development
functions. It is responsible to assist investors in approaching related authorities; to be
problem shooter to solve bureaucratic problems; to advise investors on matters pertaining
investment in Malaysia. MIDA is also industrial license issuer, reference to the SEPU and
member of the SIC”” (MIDA).

This sub-section suggests that MIDA plays a vital role in Malaysian industrial
development. The agency functions as a mediator and communicator between investors
and the government. It channels investors’ applications and complaints to the
Government. Through it the Government’s incentives and policies are made known to
investors. Chapter Four indicates that the Central Government has no jurisdiction over
land matters but submission of an application through MIDA is a pre-requisite for
applying for industrial land development so it is apparent that the Central Government

plays a crucial role in Malaysian land matters.

8.2.1.1 The Application Filing Procedure and Decision-Making
Process for Petrochemical Related Industrial Sites
The flow chart in Figure 38 demonstrates applications for government land or for
land conversion can be made in one of two ways. One can apply directly to the Land
Office or through the State Economic Unit (SEPU). The quotations on Page 195 and

discussion below address the differences between these two application methods:

8.2.1.2 Application through the Land Office

Applications where the proposed development does not involve a change of
ownership from government or government agencies; and the purpose of the
application is for either agricultural or residential or commercial use are filed at the
Land Office. The procedure to follow is:

(i) The filing of a formal application usually involves the completion of the
statutory application forms, preparation of land plans/sketches and

payment of the application fees prior to EXCO approval.
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(i) Employing the services of consultant (e.g., lawyer or chartered surveyor)
IS not compulsory. Nevertheless, a site plan, which is part of an
application, must be prepared by either a chartered surveyor or qualified

planner.

(iii) If an applicant is not an individual, a copy of the company’s registration
certificate and a copy the ‘memorandum and articles of association’
(MoA) must be provided.

(iv) After a formal application is filed, advice is sought from several
government departments (so called ‘technical departments’). These

include:

e The Planning Authorities (local government and the Town and

Country Planning Department);
e Valuation Department;
e Department of Public Works;
e Department of the Environment; and
e Department of Drainage and Irrigation.

(v) After written comments are gathered from the technical departments, a
‘Pre-EXCO’’ meeting’, hosted by the Land Office, is convened before a
recommendation paper is prepared. Members of the committee are

representatives from the technical departments.

8.2.1.3 Application through the State Economic Planning Unit

As a matter of state policy’®, all applications related to industrial development,
including petrochemical industrial sites, must be made through the SEPU. Applications
through the SEPU:

" Appendix P (Table C, row no.5).
8 Appendix K (Intervewee A7, sub-heading (a)(i)).
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(@) The purpose must be for industrial or commercial use.

(b) Must involve a change of ownership from government or government
agencies. Therefore:

(i) Only sites where the previous owner was the government can be

developed for petroleum-related industries;

(ii) Sites where the previous owner was Terengganu SEDC can only be

developed for land use other than petroleum-related industries.

(¢) Must follow the following procedure:

8.2.1.3.1 Procedure for Processing Applications for Petroleum-
Related Industrial Sites

State government approval for this type of land involves two stages. The first
stage is an ‘approval in principle’ by the EXCO. A formal application is required only
after the transfer is approved in principle. Prior to the *approval in principle’ being
granted, such applications are screened by the State Investment Committee (SIC). The
SIC is chaired by the Chair of the Permanent Committee for Industrial and Tourism
Development, a politician, a member of the State Legislative Assembly and an EXCO
member. The SIC is comprised of the top five most senior state officials. They are

indicated on Page 200 as:
(a) the State Secretary;
(b) the State Financial Officer;
(c) the State Legal Advisor;
(d) the State Director of Economic Planning Unit; and

(e) the State Director of Lands and Mines.

SIC recommendations, which form the basis for State Government decisions are

based on advice from other departments, including:
(@) MIDA;
(b) the Town and Country Planning Department;

(c) the Department of the Environment;
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(d) the District Office; and

(e) the Local Authorities.

The second and final approval process has changed over time. Before 1999, final
approval was made by the EXCO. By 1999, as shown in Appendix 17, these powers had
been vested in a body known as the ‘Post-EXCO Committee’. The ‘Post-EXCO
Committee’ is hosted by a Local Authority which is the Kemaman Municipality Council
in case studied. A formal offer to the applicants pends until land use conditions are set by
this committee (by the EXCO in applications approved before 1999). This committee’s

decisions are based on recommendations from:
() the Department of Industrial Safety and Health;
(b) the Fire Department;
(c) the Health Department;
(d) the Town and Country Planning Department; and

(e) the Department of the Environment.

8.2.1.3.2  Application Procedure for Non-Petroleum-Related Industrial Sites

The initial process is the same as in the application for land for petroleum-related
industry. Applications are made through the SEPU and vetted by the SIC (see statements
on Page 195). After they are submitted to the EXCO and a consent is granted, details of
the applications are then sent to the Land Office through the DLMO. Upon receiving the
details, the Land Office opens a file, prepares a short paper and submits it to the EXCO.
In a short time a decision is made then the Land Office collects whatever is due and
registers the land. This simple procedure applies to application for industrial sites within
the planned industrial areas that have been set aside for non-petroleum- and gas-related

industries (see Figure 10 on Page 68).

™ Section B of Appendix I.

207



8.2.2 Decisions

8.2.2.1 Power of Approval

The quotations on Page 195 suggest that the State Executive Committee (EXCO)
is the only authority which can approve applications for land development and
government land disposal. The investigated documents show that all decisions were made
by the EXCO support this proposition (see Appendix I).

8.2.2.2 Procedure to Approach the Approving Authority

Records at the Land Office indicate that no application can be forwarded to the
EXCO without a consideration paper®®. All papers, regardless of which channel the
application comes through, can be signed only by the State Director of Lands and Mines,
the Land Administrator and the Clerk of the Council®. Not one paper was found to be
signed by their deputies. In all circumstances, the DLMO plays a role as mediator
between the Land Office and SEPU as well as between the Land Office and the EXCO
Secretariat. As illustrated in Figure 38 all applications enter and exit from the EXCO

boardroom through the same passage.

8.2.2.3 Summary of the Decisions
The results of decisions made by EXCO in the studied samples were as follows:
(a) All applications for industrial sites were approved®;

(b) Applications for private land conversions: out of the 24 investigated files, 19
applications were approved and five were declined®. When an application was
declined, the reason was always the same. The local authorities and the Town

and Country Department objected to the application on the basis that the

8 An outline of an EXCO consideration paper is in Appendix J.

8 A senior official, equivalent to most head of department, acts as secretary to the EXCO.
8 Section B of Appendix I.

8 Section D2 of Appendix I.
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application was not consistent with the land use zoning. Characteristics of
approved application were:

(i)  decisions were unanimous among all the government departments; and

284

(if)  the rate of a “further premium’™" was calculated exactly according to the

Valuations Department proposal.

8.2.3 Summary of the Process

On Page 152 it was mentioned that Barrett et al. (1978) propose a model to
evaluate the process of work in the Land Office. The discussion on Page 152 states that
the present study adopts this model to illustrate the sequence of actions in the decision-
making process in the study case. The model (see Page 48) suggests that the path on
which information travels to the final decision maker is a one-way traffic route. However,
according to the findings, as shown in Figure 39 below, the actual decision-making
process is not a straight away route as suggested in the original Barrett et al. (1978)

model.

8 Section 124(5) of the Land Code requires the authorities to impose a “further premium’ (the quantum is a certain
percentage of the market price of the land) after a conversion is approved.
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Figure 39 : Terengganu — Process of Decision-Making in Disposal of
Government Land for Petrochemical Industrial Site

Source: Own analysis
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8.3 ANALYSIS OF THE IMPACT OF BUREAUCRACY ON
THE SUPPLY OF LAND FOR DEVELOPMENT

The preceding sub-section concludes with a diagram showing that the Land
Office decision-making process is not as straightforward as predicted by the original
Barrett (1978) model. This present section will analyse the government decision-making
process regarding government land disposal as well as land conversion approval. This
sub-section will, firstly, define the characteristics of the Land Office bureaucracy.

Secondly, it will analyse the effects of bureaucracy on Land Office performance.

8.3.1 Characteristics of the Land Office Bureaucracy

8.3.1.1 Defining the Land Office Bureaucracy

The illustrations on Pages 198 and 210 indicate that applications for government
land disposal and land development approval go through all levels of the government
administration system. These findings are consistent with Sub-section 3.2.3, which
suggests that government bureaucracy is characterised by delays, power distributed
among a number of government departments, strict routines, paper work, rigid

application of rules, and observation of laws, rules, regulations and procedures.

The quotations on Pages 199 to 201 support the above proposition. The following
discussion will analyse these findings in detail and address seven issues related to Land
Office bureaucracy. These are:

@) the distribution of power among government departments;

(b) power relations within the government;

(©) the nature of the relationship between the Land Office with other
departments;

(d) paperwork at the Land Office;

(e) records maintained at the Land Office; and

() communication between government departments.
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8.3.1.2 Distribution of Powers in the Government

Referring to the illustrations on Pages 198 and 210, there are three points to
highlight. First, one of the functions of the SEPU is to supply information to the SIC, the
body that advises the State Government in industrial land approval. The SIC is chaired by
a senior politician and represented by all five top State Government officials. However,
to make a decision, the SIC needs to seek advice from a number of government
departments. Second, the EXCO is granted by the Constitution full power over land.
These powers have been tested through the highest Court of law in the country. However,
in the case of approvals for petroleum-related industries, participation of the planning
authorities is also required®. Third, the composition of the Post-EXCO Committee
suggests that the roles of the departments responsible for public safety and health are not

marginal.

The above three points imply that power over land disposal as well as land
development is distributed among a number of government departments. This not only
supports the proposition that in the land development process, especially at the supply
side, decisions are made by many but also establishes the proposition that in government
no one has absolute power. The Constitution and the Land Code grant the EXCO
exclusive authority to approve any government land disposal as it wishes. Therefore, in
events where government departments try to beat red tape in order to expedite certain
applications, the case is not referred to the technical departments. As mentioned in
paragraph (b) above, before the EXCO decision is conveyed, the Land Office needs to
determine the terms and conditions for the approvals. However, the findings suggest that
decisions of the technical committees as well as advice of the technical departments

apply.
The planning authorities have no power at all in land matters because these are
under the jurisdiction of the Land Office. However, all the studied samples reveal that the

EXCO abides by any objections made by the planning authorities, possibly because of
Constitutional factors. Article 95A of the Constitution provides that there must be a

8 See also Figure 40.
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National Council for Local Government (NCLG). NCLG’s resolutions bind the Federal

and State Governments just like the National Land Council’s (see page 72). However, it

is beyond the scope of this study to investigate this issue further.

To expedite approvals the DLMO issues a circular requesting the technical

departments to prepare their comments and advice within 14 days (Circular 1/1993).

Some departments however, as seen in Table 46, have reasons to ignore this deadline.

Table 46 : Terengganu — Reasons for Delays in Providing Comments on a Proposal for
Government Land Disposal and Application for Land Conversion

A B C D
Department Jurisdiction Reasons of Delays
Departments whose | Public Work State Government -
comments are - q
completed within 14 Dr_alngge an State Government -
days Irrigation
Departments whose | Environment Central Comments on land development proposal
comments are Government required consultation with committees under
completed beyond the department as well as with the
14 days Headquarters
Valuation Central Comments on value of land required
Government consultation either with State Director or
Headquarters
Municipality Local Government | Comments on land development proposal

required approval of the Local Authority
Council

Town and Country
Planning

State Government

Time is required to consult all related laws and
policies, without which, development and
planning would not be co-ordinated

Source: Own analysis

Note:

Propositions in Column ‘D’ are based on interviewees’ statements as in

Appendix K (Interviews Al12, A15, A16 and A25). Further discussion is on
Page 228.

8.3.1.2.1 Power Relations within the Government

Problems raised in Table 46 show that government departments involved in land
matters are bound by a number of limitations in decision-making. The issues also indicate
that there are clear boundaries in power relations within the government. Figure 40
depicts the nature of power relations between government departments and illustrates the

way in which they impose their powers on each other.
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Figure 40 : Terengganu — The Nature of Power Relations between Government Departments in the Land Administration

Source : Own Analysis
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Nature of Relationship between the Land Office and Other Departments

Sub-section 4.3.2.1 suggests that the Malaysian public administration (MPA) is rooted in

the Federal Constitution. The MPA has been for generations divided into:

(@) administrative and professional services; and

(b) the administrative service has been divided into Federal and State Services

(ADS and SAS).

Table 47 indicates the category of service of top state senior officials as well as

departments that are involved in land matters.

Table 47 : Terengganu — Scheme of Services and Appointments of Officials Involved in

Land Approval and Industrial Development

Department/Position

Municipality President

Category of Service

Administrative

Answers to:

Local Government

The State Secretary” "

State Financial Officer” ~

State Director of Economic Planning Unit*

State Director of Lands and Mines”

Land Administrator”

Administrative

State Legal Advisor”

Town and Country Planning

Public Work

Drainage and Irrigations

Professional

State Government

Secretary General of MITI

Director General of MIDA

Chair of the FIC

Administrative

Department of Industrial Safety and Health

Valuation Department

Department of Environment

Department of Health

Fire Department

Professional

Central Government

Source: Own analysis %

* Five top State most senior officials who are members of the SIC.

* Three top State most senior officials who are Ex-Officio members of the EXCO.

% Table D, Appendix P.
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If the sketch in Figure 39 and the data in Table 47 are applied to the government

administrative structure depicted in Figures 13 and 14, power relations in land matters

may be depicted

Category A:

Category B:

Category C:

Category D:

as in Figure 41 and as categorised below:

Superior to the Land Office but within the same state administration as
well as within the same profession:

e DLMO

e SEPU

Same level with the Land Office, outside the state administration but
within the same profession:

e Local authorities

Same level with the Land Office, within the same state administration

but different in professional background:

e Public Works Department
e Drainage and Irrigations Department

e Town and Country Planning Department

Totally outside the state administrative structure as well as different in

professional background:

e MITI
e MIDA
e DOSH

e Health Department
e Fire Department

e Valuations Department
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Source : Own Analysis
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8.3.1.2.2 Paperwork

The discussion on Page 34%" indicates that symptoms of bureaucracy can be
deduced from extensive paper work. Sub-section 8.2.1 implies that papers are an integral
part of the Land Office decision-making process. The following is a list of papers that are

typical of the Land Office process of decision making:

Table 48 : Terengganu — Paperwork at the Land Office

LETTERS

e directive from the DLMO;

o directive from the SEPU;

e technical department consent/objection;

e consent from the planning authorities;

e invitations for technical committee meetings;

CERTIFICATES AND CREDENTIALS

e company’s registration certificate;

o record of company’s ownership;

o qualifications of the consultations (e.g. membership in chartered
surveyors, board of planners, etc.)

e memorandum of association (MoA);

STATUTORY FORMS

o the statutory application form;
o the statutory offering form;

PLANS

e site plan;
e machine arrangement plan;
e plant lay-out;

REPORTS AND PAPERS

e report of site investigation by Settlement Officer (Land Office);
e consideration paper;

o project feasibility studies;

e environmental impact assessment;

e property valuation report;

e soil test report;

MINUTES OF MEETINGS

o minutes of the Technical Committee meetings; and
o extract from the EXCO decisions.

Source : Observed from files examined as in Section B and D2 of Appendix |

¥ See view of Brynard (1995).
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The above list shows that paperwork is utilised extensively in the government
decision-making system, in particular in the Land Office.
8.3.1.2.3 Records maintained at the Land Office

Table 10 (Page 84) lists the records that are obligatorily maintained at the Land
Office. Based on information from the Land Office as well as DLMO staff, it is estimated

that the Kemaman Land Office holds the following records:

Table 49 : Kemaman — Records Maintained at the Land Office

Record Amount®®
Land Titles Backup 45,847
Government land application for other than agricultural use approx.500
Application for land conversion (1998-2005) 862%

Source : LOKm

To weigh the volume of the records, comparison is made between the number of
documents and the number of Land Office staff. During the investigation, the Kemaman

Land Office employed four executive officers and 52 supporting staff of various ranks®.

Based on figures in Table 49 alone, it is estimated that the ratio of ‘supporting staff :

document’ is “1 : 900’. If the total number of records is accurately calculated, the ratio is

likely to be even higher (see footnote no. 88).

® This number is not exhaustive. Some other categories of records were not collected during the investigation. Among
these were applications for government land for non-industrial use, compulsory purchase orders, estate distributions,
enforcements, temporary occupation licences, strata titles and permits for rock material extraction.

8 See Page 130.
% Appendix K (Interview A7, paragraph 7.1).
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Communication System between Departments

[llustrations in Figure 39, Figure 41 and the analysis in Appendix P highlight that

many parties contribute to Land Office decisions. Official records and interviews suggest

that communication among government officials is characterised by five qualities. They

are:
()
(b)

(©)

(d)

(€)

8.3.1.3

formal, either in the form of formal meetings or official letters;

in proper format. In particular communication between the decision-making
body and the administration must be through a proper, comprehensive and

well-advised consideration paper;

through a proper channel. All documents indicate that different types of
application require different process. However, each case strictly follows the

route which applies to it™;

multi-directional. Almost all departments as shown in Figure 41 engage in a
multi-directional consultation, both vertical and horizontal. As a result,

information traffic between departments is massive; and

carried out only by authorised personnel. All correspondence must bear the
signature of those who prepare it and must be within the limits of their

authority.

Summary of the Characteristics of the Land Office Bureaucracy

The above discussion suggests that Malaysian government bureaucracy,

particularly in land administration, is characterised by:

(@)

no party having absolute power. The laws provide that land matters are under
the state authorities’ jurisdiction and the State EXCO is at the apex of
decision-making bodies. However, actual practice strongly suggests that
EXCO decisions are bound by advice from various professional and technical

departments, some which are subject to Central Government policies.

% For example, see Figure 38 column ‘A’ steps no. 7, 9 and 11, column ‘B’ steps no. steps no. 7, 9 and 11,
and column “C’ steps no. 5 and 7.
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(b) extensive paperwork;
(c) an extensive and systematic recording system;

(d) a massive exchange of information among parties in the decision-making

process who are engaged in multi-directional communication machinery; and

(e) astructured and rigid decision-making process.

8.3.2 Analysis of the Relationship Between Bureaucracy and
Land Office Performance

8.3.2.1 Introduction

Generally, bureaucracy, red tape or la paperasserie, as discussed on Page 34, is
seen as indecisiveness, strict routine, paperwork, effectiveness, rigid application of rules
and inefficiency. Commonly, it is associated with a state of inefficiency or
ineffectiveness. Consequently, bureaucracy more often than not is associated with a lack
of coordination between government functions, delays and applications not being duly
considered.

The preceding discussion has identified characteristics of the Land Office
bureaucracy. This sub-section, will examine to what extent this Land Office bureaucracy
affects the supply of industrial land. Since this study emphasises problems related to
uncertainty, the focus will be on the predictability of government decisions. With this in
mind, the sub-section will examine the relationship between the process and length of the
time required for decision making at the Land Office. According to the interviewed

investors:

“I think the government is aware of how the policy affects us. However, the government
decisions and policy must go through bureaucracy — the department, the ministry and the
Cabinet — making it difficult to change. | think the core problem in the government is the
attitude that government service has no competition, therefore, there is no necessity for
change” (MPEA).

“All matters are dealt through MIDA. If we go directly, the response, especially from the
Land Office and Local Authority, are very slow. Normally, after a project is scheduled to
take off, land title is yet to release” (A CEO).
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“In company’s opinion, MIDA and DOSH are very understanding and excellent. Others
are unsatisfactory, for example the Local Authority’s responses to complaints are slow, and
the Customs Department doesn’t understand the company’s urgency. In the event of delays
at Customs, the shipments of our products, there are also corrupt practice in some
government departments.... However, company was aware of the problems from the
beginning but didn’t distract them from doing investment in Malaysia. ... On MIDA, it is
the only department that can bank on. If you deal with government department without
going through MIDA, delays are inevitable”” (US Company).

“On Prospects of Kuantan and Kerteh? The answer is on the management. Kerteh is under
Petronas’ charge and better managed. In Kerteh we talk the same language, we are like
brothers. Any problem that crops-up, we can solve it together. It’s no problem in Kerteh.
But, there is no one-ness in Kuantan, we do not know our neighbour. Gebeng has
limitations. When we complain, the response is dependent on government budget. For
example, we complained to the State Government on the condition of the port, the state
promised to improve it but until now the situation remains (A European Company).

The above statements suggest that the interviewed investors are not satisfied with
delays in Land Office approvals. This sub-section will analyse the above statements
based on information collected from Kemaman Land Office as in Section B and D of

Appendix | and use a descriptive statistical analysis to calculate the length time required:

(@) for the whole process of decision making, from the date applications were filed at

the Land Office until applicants were formally notified;

(b) for applications to be processed at the Land Office until decisions were made by
the EXCO; and

(c) between an EXCO decision and the time applicants were formally informed of the
decision by the Land Office.

8.3.2.2 Analysis of Data from Appendix |

The results of the above are presented in Tables 50 and 51. Table 50 presents the
results for applications for petrochemical industrial sites and Table 51 regarding land

conversions.
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Table 50 : Terengganu — Length of Time Required to Complete Application Process for
Government Land for the Petrochemical Industry

Stages of Process

Cell

1

2

| 3

4

Time Required for Completion (Months)

Mean Minimum Maximum S_td'_
Deviation
A | From initial EXCO approval to formal application 1.00 1 1 .000
B | From formal application to EXCO final approval 10.29 3 25 7.740
C | From final approval to issuance of statutory offer 1.86 1 4 1.215
D | From statutory offer to registration of land ownership 9.57 3 20 5.533
E | From ownership registration to plant on-streaming 27.86 5 92 34.237
F | Total duration at the Land Office 18.71 12 34 8.420
Source: Own analysis®
Table 51 : Terengganu — Time Required to Complete Processes in Processing of
Application for Land Conversion (Months)
Cell
1 | 2 | 3 | 4

Stages of Process

Time Required for Completion (Months)

Mean Minimum Maximum S_td'_
Deviation
G | Consultation with technical departments 2.00 0 14 2.892
(between when a case is first referred to technical
departments and when the Pre-EXCO Technical
Committee meeting is held. Processes in rows H to L
are inclusive).
H | Preparation of the Local Authority comments 4.90 1 26 7.622
| Preparation of Department of Drainage and Irrigation 121 1 3 .588
comments
Preparation of Department of Public Works comments 1.14 1 3 .468
K | Preparation of Valuation Department comments 1.83 1 8 1.527
Preparation of Department of Town and Planning 1.25 1 4 .676
comments
M | The writing of an EXCO Paper (between Pre-EXCO 2.70 1 20 4.118
Technical Committee and submission to the DLMO)
N | Waiting for an EXCO decision 2.00 1 14 2.811
Total time at the Land Office before an approval (from 6.87 1 35 7.990
row G to N)
P | Time at the Land Office after approval 1.42 0 4 1.018
Q | Duration of all processes 8.70 4 36 8.110

Source: Own analysis®

% Tables E and F of Appendix P.
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At a glance, the above tabulations show that:

(a) Decisions regarding applications for petrochemical sites require not less
than one year (see cell F-2 in Table 50). A one and a half year period is
common (cell F-1 in Table 50). In extreme situations, a three-year waiting
period may be necessary (cell F-3 in Table 50);

(b) An EXCO decision regarding an application for land conversion is
normally made known within 8-9 months (cell Q-1 in Table 51). The
results may be made available anytime between four months (cell Q-2 in
Table 51) and three years (cell Q-3 in Table 51).

(c) The large standard deviation around the time taken to complete each stage
implies significant variation (see column 4 of each table, except cell A-4
in Table 50). Thus, it is very difficult to predict the timing of an EXCO

decision.

Departing from the above findings, the subsequent discussion will focus on
explaining problems in state government decision-making process from the perspective
of:

(a) the Land Office; and

(b) technical departments.

8.3.2.3 Problems from the Land Office Perspective

Sub-section 8.2.2.1 indicates that no EXCO decision is made without an EXCO
Paper. The flow charts in Figure 38%* show that it is the responsibility of the Land Office
to prepare this EXCO Paper. The flow chart also indicates that all procedures at the Land
Office, particularly those prior to an EXCO decision, end with a submission of an EXCO
Paper to the DLMO. Therefore, preparing EXCO Papers can be assumed to be the Land
Offices’ most significant duty in its role in the government land disposal process as well

as in land conversion.

% Tables E and G of Appendix P.

% Column ‘A’ step no.4 and Column “C” step no.8.
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Tables 50 and 51 suggest that preparing an EXCO Paper is problematic. The
results of the analysis show that the average time consumed in preparing the paper is
about 10 months (cell B-1 in Table 50) or about 55% of the total processing time. For
applications for land conversion, nearly seven months (cell O-1 in Table 51) (close to
80% of the total processing) are required to prepare the paper. Figures in Table 51% as
well as information in Section B of Appendix | imply that the slow process of preparing a
paper is significantly attributable to two factors. They are:

(a) consultation with technical departments; and

(b) writing an EXCO paper.

The following discusses these two problems.

8.3.2.4 Problems during Consultation with Technical Departments

Sub-section 8.2.1.1 suggests that the EXCO does not make any final decision
until all relevant departments have been thoroughly consulted. Tables 52 and 53 show
that the average time spent by a technical department to finalise its investigations and
provide comments for the Land Office is at least one month. As on Page 213, the Land
Office expects technical departments to release their comments within 14 days. The
findings suggest that the Local Authority takes the longest time to prepare a report and
the Public Works Department, with the lowest mean (cell J-1 in Table 51) and standard
deviation (cell J-4 in Table 51), is the most efficient. Therefore, delays in preparing an
EXCO Paper are partially attributable to delays in obtaining comments from technical

departments.

% Row G to M.
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Table 52 : Terengganu — Average Time Taken by Technical
Departments to Prepare Comments on Applications For
Land Conversion in Kemaman

Department Average Duration for
Preparing Comments
(month)
1. Local Authority 4.90
2. Valuation Department 1.83
3. Town and Planning 1.25
4. Drainage and Irrigation 121
5. Public Works 1.14

Source : Extract from Table 51

Table 53 : Terengganu — Problems while Processing Applications
for Petrochemical Industrial Sites in Kemaman

Case Problems Time to Solve the
Problems (approx)

Site 1 Delays in receiving EIA report from DoE 2 months

Site 5

Site 2 Awaiting further comments from: 2 months

e  Department of Environment

e Town and Country Department

e Drainage and Irrigation Department
e  State Water Supply Corporation

o  Fire Department

e  Electricity Board

Site 3 Communication between the Land Office, DLMO and SEPU to 6 months
determine the rate for land premium
Site 6 Waiting for comments from the Local Authority 5 months

Source : Own analysis (from data in Section B of Appendix I)

8.3.2.5 Problems during the Writing of an EXCO Paper

Results of the research indicate that EXCO Papers can be ready within one month
(cell M-2 in Table 51). However, completion within two or three months is more normal
(cell M-1 in Table 51). The investigated files*® show that an EXCO paper should contain

% Section B and D2 of Appendix I.
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comprehensive information and be presented in an orderly manner. The standard layout
of an EXCO paper suggests that prior to preparation of a paper, the following
requirements are strictly observed:

(a) A statutory application form must be filed. The form must include:

(i) detailed information about the applicants;
(i1) detailed information about the land concerned,
(iii) the prescribed fee and,
(iv) if an applicant is an organisation, a copy of its MoA.
(b) In an application for industrial sites, including petrochemical, the following

additional attachments are required:
(i) an EIA report; and

(i) a feasibility study report.
(c) In addition to the above list, to apply for a petrochemical or petroleum industrial

site”’, the following are required:

(i) adetailed EIA report which is prepared by a consultant and approved by
the DoOE;
(i) a surveyed plan (prepared by a chartered surveyor)®;
(iii) a detailed plant layout (prepared by a consultant); and
(iv) comments from the utility agencies (water and electricity).
(d) AIll communications, consultations and minutes of meetings with technical

departments need to be recorded in an orderly manner in the application files. These
are substantial parts of an EXCO Paper.

(e) Once a paper is ready, it must signed by the Land Administrator, then by the
DLMO and finally by the Clerk of the Council, through whom the paper is tabled at

% See also Page 135
% Can be submitted after EXCO approval but must be submitted before be the land title is registered.
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the EXCO meeting. As far as signatory powers are concerned, there is no delegation

of authority.

(f)  Upon completion, the paper, together with the application file is despatched by the
Land Office’s most senior clerk to the DLMO Office. This is done by hand.
Procedures for despatching classified government documents are applied, among
which every movement must be accompanied by authorised personnel and

recorded.

This implies that the preparation of an EXCO Paper is a huge and delicate task.

8.3.2.6 Problems from the Perspective of Technical Departments

Should technical departments be blamed for delays in State Government
decisions? Interviews with head of departments and senior officials reveal that technical
departments face a number of constraints in meeting Land Office deadlines, as indicated
Table 54.
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Table 54 : Malaysia — Constraints Faced by Parties Involved in Land Office Decision

Making
Department Constraints
Kemaman e Municipality comments for the Land Office must be endorsed by the Municipality
Municipality Council.

o Like the Land Office, the Local Authority needs to consult technical departments
before making any decision regarding land development. The departments to be
consulted are the DTCP, DOSH, Fire Department, DID, Electricity Board, State
Water Supply Corporation, Telecommunications, and Public Health Department.

Town & Country|
Planning

o The workforce does not match the workload. Annually, there are more than 3,000
applications referred to DTCP, to be attended to by only 3 State Planners.

e Comments on applications for land conversion must be signed by the State Director.

e DTCP needs consult the Town and Country Act, the Structure Plan and other 35
guidelines.

e DTCP’s work norm is 30 days and the procedure followed is:

1. State Director - receives
application/letter

2. Clerk — records application/letter

|

3. Technician — does detail
investigation, including visitng site
and reports to Senior Technician

!

4. Senior Technician - verifies report,
prepares draft of comments and
submits to Assistant Director

|

5. Assistant Director — prepares draft
of comments and directs a secretary
to prepare a reply letter

!

6. State Director — gives consent and
signs an official letter
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Department Constraints

Environment o Before preparing comments for the Land Office or SEPU, DoE needs to:
(a) carry out a site investigation; and
(b) consult 17 other departments

o All comments need approval from Headquarters

Valuation o Department’s work norm is 30 days and follows this process:

1. State Director - receives
application/letter

l

2. Clerk — opens file for each case

3. Assistant Valuation Officer —
undertakes a detailed investigation,
including visiting site and reporting
to District Valuer

l

4. District Valuer - verifies the report
and prepares draft of comments. If
value of property is within his/her
limit, gives consent and signs an
official letter. If not, sends to State
Director. l

5. State Director — If value of property
is within his/her limit, gives consent
and signs an official letter. If not,
sends to Director General in
Putrajaya.

6. Director General — gives consent
and signs an official letter.

o Need's to carry out a detail investigation, including site visit, before preparing
comments for the Land Office;

e There are limits in signatory power (see the work process).

Source: Extract from interview note (Appendix K)®

% Interviewees A12, Al15, A16, A25.
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In addition to the above constraints, officials indicated that'%:

(@) the departments that are listed in rows 1 to 3 in Table 52 are not able to meet

the Land Office’s 14 day deadline because:

(i) the work norm for preparing a report is set by their departments at 30

days;

(i) heads of department at the district, and to a certain degree, at the state
level, have no signatory power to provide comments on applications for
certain types of land use. In such cases, they have to refer the application

to the headquarters in Putrajaya, as cited:

“...selepas pelan disediakan, siasatan, termasuk lawatan ke tapak dijalankan.
Kerja-kerja teknikal pegawai penilai dibuat oleh Penolong Pegawai Penilai.
Norma kerja ialah 28 hari. Signatory power hanya ada pada Pegawai Penilai
Daerah dan Pengarah Negeri Sahaja. Jika nilaian melebihi had yang
ditetapkan, permohonan dirujuk ke Putrajaya (after a site plan is prepared, we
undertake a site investigation which is completed by an Assistant District
Valuer. Our work norm is 28 days. However, the report can only be approved
and signed by a District Valuer. If the (land) value exceeds a certain limit the
report is referred to State Director. After a certain limit, it must be referred to
the Headquarters in Putrajaya) .”(Valuation Department);

(iii) in some types of industrial land application, including petroleum-related

ones, detailed documents need to be carefully scrutinised, as quoted:

“..untuk penyediaan laporan atau ulasan, projek proponent perlu
menyediakan 17 salinan project proposal atau deraf EIA report untuk
diagihkan kepada jabatan-jabatan lain. JAS juga akan membuat siasatan
sendiri. Dalam tempoh sebulan, semua agensi diminta menghantar ulasan dan
diadakan mesyuarat dengan agensi dan mereka diminta memberi
ulasan/pandangan. Kemudiannya dikemukakan ke ibu-pejabat untuk kelulusan.
Biasanya kelulusan dalam tempoh dua bulan...... Oleh sebab memerlukan
maklumat terperinci, selalunya JAS kurang berpuas hati dengan sesetengah
Pejabat Tanah atau PBT yang meminta ulasan JAS hanya dengan surat yang
semuka surat sahaja. (... to prepare a report or comment we require 17 copies

100 Table H, Appendix P.

231



of a project proposal or EIA report. Upon receiving these, they are then
distributed to other related government departments. We need their comments
within one month. Their reports together with our comments are then submitted
to the Headquarters (in Putrajaya). Approval is normally available within two
months... ... since we require detailed information, DoE is often not satisfied
with the Land Office and the Local Authorities who ask for advice by a one-
page letter only, instead of providing complete background information”)
(DoE).

(b) some departments need to consult other technical departments and agencies
before comments can be prepared (in the above quotation for example). Such
departments expressed dissatisfaction with the Land Offices and Local
Authorities who often ask for advice without furnishing complete background
information. Instead of a one-page letter, these departments such as the DoE
require full documentation about the site, building and machinery layouts in
order to comment on certain industrial proposals. If they do not receive this
information, the departments need to look for more information themselves.

This is time consuming.

8.4 SUMMARY OF THE ANALYSIS

The preceding analysis suggests that State Government approvals for industrial
sites in which the Land Office functions as its agent are transparent. If the required
conditions are fulfilled, an approval is almost guaranteed. However, approvals are not
necessary timely. Statistics show that there are wide gaps between the maximum and
minimum time required by the Land Office processes. The standard deviation of the time
required for stages in the state government approval process also differed. In other words,
the level of uncertainty is substantially high. It is also important to note that this
uncertainty has a strong connection with the five characteristics of bureaucracy that were
identified in Sub-section 8.3.1.
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8.5 ANALYSIS OF THE RELATIONSHIP BETWEEN LAND
OFFICE BUREAUCRACY AND INSTITUTIONAL
FRAMEWORK

8.5.1 Introduction

Section 8.3 suggests that the nature of relationship between government
departments results in uncertainties in Land Office decisions. This chapter (Chapter
Eight) is to analyse the influence of the institutional arrangement on the process of
decision making at the supply-side. In broad terms, institutions refer to formal and
informal arrangements that constrain human actions (North, 1991). In Williamson’s
(2000) typology, as in Figure 2 (Page 17), institutions are hierarchically broken into four
layers. These are Level 1 institutions (embedded informal institutions), Level 2 (formal
rules, including constitutions, laws and property rights), Level 3 (governance, including
mitigation, enforcement and arbitration) and Level 4 (market institutions). In Chapter
Two, property rights, their importance in land development as well as their relationship
with the institutional environment, formal institutions and the governance system were
discussed. The findings of the preceding section illuminate that Land Office and other
departments’ actions have a direct impact on the supply of land for industrial sites. In
relation to this, Vandenberg (2002) suggests that economic agents’ behaviour has direct
relationship with institutions and social structure. Indeed, in land development, the
influence of the institutional environment and formal institutions is embedded within the
strategies, interests, and actions of key agents (Adams, 2004). Therefore, in identifying
institutions in land development, in particular in land administration, the following

discussion will focus on the following aspects:
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Table 55 : Matters to be Analysed in Identifying the Institutional Environment
Components and Formal Institutions in Land Development in KIPC and GIPC

Matters to be analysed: To identify:

Department roles in land matters institutional environment
components

Department goals and motives interests

Opinions of politicians

Policies (the NEP etc.), statutes, rules and regulations. formal institutions

Departments within the public administration system formal institutions

Roles of legal courts institutional environment
components

Agreements and arrangements between investors Strategies

Arrangements between government departments

8.5.2 Findings from Interviews

8.5.2.1 Roles of Individual Departments

Interviews with heads of government departments indicate that each department
has a different role and interests, and has specific matters to look into when examining an
application. According to the officials interviewed:

“(Our duty is) to provide physical infrastructure for industrial areas within industrial
zones and to be negotiator, on behalf of the state government, with investors and to
implement the Small and Medium Industrial (SMI) Plan. Our responsibility is limited only
to the economic development. Other matters such as legal, environment and safety are
under other department’s jurisdiction... All decisions are made by EXCO under the SIC
advice. SIC’s recommendations are subject to MIDA, District Officer, DoE, TCPD advice.
The SIC consists of an EXCO member, State Secretary, State Financial Officer, State Legal
Adviser, State Directors of SEPU and DLMO” (Terengganu SEPU).

“Application for development approval is dependent on the Land Office decision. Meaning
which, the municipality cannot process any application if the site concerned is without
ownership or the application is in contradiction with land use conditions... Municipality
comments for reference by the Land Office must get an endorsement from the Municipality
Council.... In practice, Council’s decisions are based on advice from the technical
departments, mainly DOSH, Fire Department, TCPD, Drainage and Irrigation
Department, Public Health Department and PWD”” (Kemaman Municipality Council).
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“Our interest is public safety. Therefore, our duty is in EIA approvals and commenting the
site suitability (for industry).... We sit in various types of the State committees. We also
adviser to various government departments like the Land Office, Local Authorities, DOS
and PWD. DoE does not give any approval because the powers are in the EXCO” (DoE).

“The central government is aware that there are complaints regarding why the investors
need to undergo a dual-system where an application has to be submitted to both Federal
and State governments. In the first step they are required to get approvals from MITI and
FIC. Then, they need to find a land from the State Government. We need to maintain this
system because it is part of our social and political institutions and we need a dual-system
for a check and balance... (You must understand that) we attract investors for our
(national) interest. Among which is an economic development with distribution of wealth.
We also need to ensure the inward FDI is harmonise with the national interest. We need a
system to check applications and to ensure industrial approvals are consistent with the
national interest... | cannot see the system being harmful to investors. Most of them can get
their money back and make profit in 2-3 years™ (Mahathir).

Based on the above statements those directly involved in Land Office matters may be
divided into four groups as:

(@) decision makers;

(b) regulators;

(c) promoters; and

(d) facilitators.
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Table 56 : Terengganu — Functions of Departments Involved in Industrial

Development and Land Matters

Department/Position

Role

Function

State Executive Council (EXCO)

The State Government decision-making body

The State Secretary
State Financial Officer
State Legal Advisor

Member of the state government decision-
making body (EXCO)

Decision maker

FIC
MITI

Industrial and investment regulator

The Municipality
Drainage and Irrigations
Town and Country Planning

Land use controller

Department of Industrial Safety and Health
Department of Environment

Department of Health

Fire Department

Health and safety regulator

Regulator

MIDA
State Economic Planning Unit

Communicator between investor and government

Promoter

State Director of Lands and Mines
The Land Office

Communicator between government departments

Public Works
Valuation Department

Technical advisor

Facilitator

Source: Own analysis'™

8.5.2.2 Departments’ Goals, Motives and Interests

Heads of government suggested that government officials when attending to

applications related to land investigate specific matters that relate to their interests. Based

on the interviews, Table 57 endeavours to interpret government officials’ goals.

101 Based on Table I, Appendix P.
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Table 57 : Terengganu — Functions, Goals and Interests of Departments Involved in
Industrial Development and Land Matters

Department / Parties Function Goal

MIDA Promoter To create wealth for the state

State Economic Planning Unit

State Director of Lands and Mines Facilitator To create wealth for the state and to balance
The Land Office wealth and social obligations

FIC Regulator To protect national interests, human and
MITI environmental safety and health.

Department of Industrial Safety and
Health

Department of Environment
Department of Health
Fire Department

Politicians

Decision Maker

To exercise political powers with political and
social accountability

Source: Own analysis'®

8.5.2.3 Departments’ Position in the Public Administration

System

Vandenberg (2002) argues that economic agents’ decisions are connected to

social structure. Sub-section 4.3.2.1 showed that the Malaysian public administration is

divided into professional and administrative services. Table 58 indicates the position of

departments directly involved in land matters in the public administration system.

192 Table C, Appendix P.
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Table 58 : Terengganu — Professional Training, Scheme of Services and Appointments of Officials Involved in Land
Approval and Industrial Development

Department/Position Profession Category of Service | Appointment by: Report to: Service Establishment
Municipality President State Administrative Service | Administrative State Public Service Local Government State
Commission
The State Secretary State Administrative Service | Administrative State Public Service State Government
State Financial Officer Commission
State Director of Economic Planning Unit
State Director of Lands and Mines
Land Administrator
State Legal Advisor Legal and Judicial Professional Federal Legal and Judicial | State Government Federal

Service Commission

Town and Country Planning

Town Planner

Public Work

Drainage and Irrigations

Civil Engineer

Professional

Federal Public Service
Commission

Secretary General of MITI

Director General of MIDA

Chair of the FIC

Administrative and
Diplomatic (Federal
Administrative Service)

Administrative

Department of Industrial Safety and
Health

Mechanical Engineer

Valuation Department

Property Valuer

Department of Environment

Environmental Scientist

Department of Health

Health Officer

Fire Department

Fireman

Professional

Federal Public Service
Commission

Central Government

Source: Own analysis'®

108 Based on Table J, Appendix P.
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8.5.2.4 Policies, Statutes, Rules and Regulations Governing
Industrial Land Approval

As discussed above, opinions or objections from technical departments reflect

policies and standards set by laws and regulations. Based on this conclusion, as well as

interviews with government departments, it seems that the whole process of

petrochemical industrial land approval involves checking whether an application

complies with the following legislation:

Table 59 : Malaysia — Statutes Governing Industrial Land Development

The National Land Code (1965);
The Industrial Co-ordination Act (1975);
The Promotion of Investment Act (1986);
The Income Tax (1967);
The Custom Act (1967);
The Sales Tax Act (1972) ;
The Excise Act (1976);
The Free Zones Act (1990);
. The Companies Act (1965);
. The Factories and Machinery Act (1967);
. The Occupational Safety and Health Act (1994);
. The Petroleum (Safety Measures) Act 1984;
The Environmental Quality Act (1974);
. The Town and Planning Act (1972);
. The Local Government Act (1976);
. State Land Rules (1966);
. Environmental Quality Regulations;
. The Local Authority’s Structure Plans;
. The Ministry of Housing and Local Government Circulars;
. The State Director of Lands and Mines Directives;
. Public Works Department Codes of Conducts;
. Valuation Department Profession Codes of Conduct.

© ©®o gk wN e
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Source: own analysis'®

104 Many of these were mentioned explicitly during interviews. See Appendix K (Interviews A3, theme (a)(iii); A12,

theme (b)(i); A13, theme (b)(iii); A16, theme (b)(iii); A25, paragraph 4.2).
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8.5.3 Discussion

Chapter Seven highlighted that the process of plant clustering at KIPC and GIPC
began with the creation of new entities resulting from joint ventures with project
initiators. During data collection, the researcher was not given access to documents
concerning arrangements between investors. Nevertheless, interviewees hinted that there
are formal agreements between them regarding'®:

(@) company ownership structure;
(b) roles of shareholding companies (such as providing land, feedstock, capital
and product marketing); and

(c) guaranteed supply and price of feedstock.

Table 54 suggests that delays are caused by technical departments primarily
because their actions are subject to laws, regulations and codes of conduct. Table 59 lists
statutes and regulations which government officials consult when advising the Land
Office, Local Authorities or SEPU. This shows that formal institutions, including not
only the Constitution and the Land Code but also other laws and regulations regarding
planning, industrial development, state revenues, health, safety and government

procedure, are an integral part of the Malaysian land administration system.

Sub-section 4.3.1 notes that State Government decisions regarding land are open
to challenge in a court of law. There is ample evidence to suggest that issues on land have
on occasion reached the highest court, the Federal Court'®. There are also court cases
questioning the legitimacy of the Land Code'®. It is beyond the scope of this research to
address this issue in depth. The point to highlight is that a litigation process is in place

and is an integral part of the Malaysian land administration system.

105 Appendix K (Interview B1, paragraph 19.5, 19.9; B11, paragraph 27.4).
106 Article 121(2) Federal Constitution.

107 ¢ g., Lim Chee Cheng & Ors vs. Pentadbir Tanah Seberang Perai (Court of Appeal, Kuala Lumpur). The appellants
appealed against the reward for a compulsory purchase of land made by a Land Administrator. The appellants also
questioned the legality of the National Land Code as well as the State Authority and Land Office decisions. The
Court dismissed the appeal and upheld the Land Administrator’s decision. The Judge said “The National Land Code
was enacted by Parliament at the request of all states under Article 76(4) of the Federal Constitution for the sake of
uniformity and therefore the question of adoption did not arise” [reported in Current Law Journal, 3/1999].
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The former Prime Minister, Dr. Mahathir stressed that government decisions
regarding approval for inward investment are not only made on an economic basis, as

quoted:

“The central government is also aware that there are complaints regarding why the
investors need to undergo a dual-system where an application has to be submitted to both
Federal and State governments. In the first step they are required to get approvals from
MITI and FIC. Then, they need to find a land from the State Government. We need to
maintain this system because it is part of our social and political institutions... We need a
dual-system for a check and balance... we attract investors for our (national) interest.
Among which is an economic development with distribution of wealth. We also need to
ensure the inward FDI is harmonised with the national interest. We need a system to check
applications and to ensure industrial approvals are consistent with the national
interest”(Mahathir).

Abdul Hadi Awang, who was opposition leader as well as Terengganu’s Chief
Minister during Mahathir’s era, expressed that:

*“..0n industrial development, by implementing Islamic principles, my aims were to
eradicate poverty by way of creating jobs and to maximise State natural resources and
economic potentials... ... ... When | was in office (as Chief Minister of Terengganu) there
was no inconsistencies between my government industrial development plan with the

IMP2”(Abdul Hadi).

Both leaders suggest that National interest is above all. Thus, there is no
inconsistency between the statements made by Mahathir and Abdul Hadi Awang, who
was opposition leader during Mahathir’s era. The New Economic Policy (NEP) also
addresses the same question (see discussion on Page 62). The policy was created to
promote national unity by reducing racial differences in economy, culture and
geographical location through a ‘two-fold development strategy’. The strategy involved
reducing and finally eradicating poverty by creating employment opportunities for all
ethnic groups as well as by eliminating the identification of ethnicity with economic
status and function. Mahathir also stressed the importance of two bodies at the Central
Government level, MITI and FIC, in checking the inflow of foreign investment, to keep
in balance with domestic equity in company shares'®. The discussion on Page 64
suggests that various laws were amended to accommodate NEP implementation. This
indicates that nationalism plays an important role in government decisions in Malaysia.

When translated into formal institutions, such as the government’s foremost policy, the

108 See Table 5 (Page 66).
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NEP, the nationalist spirit determines government direction as well as uniting divergent

views of rival political parties.

Representatives of Petronas indicated that the petrochemical industry is not its
core business. The company holds the view that selling and exporting natural gas as
energy is more profitable. In the interview Petronas indicated that:

“Now the price of petrochemical products is very good. However, the industry is very
volatile, very cyclical, very up and down. For last three years, our petrochemical plants
made a lot of money. Prior to that, we were losing. If the industry grows drastically, | don’t
think we can cope with it. | think our involvement in petrochemical industrial is more of a
social obligation. I think if we given the freedom, we might not opt to it. In petrochemical,
we have already reached our peak. | don’t think we are going to expand the petrochemical
industry anymore. That’s why our overseas ventures are more focussed on where the
money is — it’s at upstream — crude oil is the most profitable. Today it is around USD50 per
barrel. Our Sudan production has reached 400K bpd. Now it is 400K in Terengganu, 400K
in Sabah and Sarawak and Sudan has reached 400K. By the end of the year, we are
targeting to produce 1 million bpd from overseas ventures — more than our domestic
production... By venturing into petrochemical industry it doesn’t mean we are not in the
right business. Indeed, we are in the right business. But you cannot compare us with other
major players.... If we talk only commercial value, we should concentrate only on oil,
...you know it, oil price is very high. ....”(Petronas).

Mahathir, a former Prime Minister, agreed with Petronas’ statement, as quoted:

“Petronas management is entrusted to by the government to run the company in fully
business manner”(Mahathir).

Possibly, the above statements are the reason why allocation of natural gas for
petrochemical feedstock is limited. Information from Petronas as well as from
government policy documents indicate that the company is obliged to develop and
support the industry. As discussed in Chapter Four, the IMP2, within which the national
industrial plan is outlined is a derivative of the NEP. One of the NEP aims is to reduce

economic development disparities between regions.

Studies in the 1970s, during which the NEP was introduced, suggest that the East
Coast states were among the poorest regions (Ishak, 1998). Petronas therefore, wholly-
government owned and a key investor in the region, shouldered the government’s social
responsibility by expediting the East Coast states’ economic development. This suggests
that oil and gas discovery in the Malaysian East Coast states was not the only factor

contributing to petrochemical industrial development. Without government policies
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directing Petronas to become involved in hi-tech and heavy industries, all oil and gas

output would probably have been sold as energy.

Table 58 shows how applications for government land and land development are
scrutinised by the Malaysian government bureaucracy and public administration system.
Table 58 also points out that all professional government officials, though some are
salaried by the State Government, are under the command of their respective Director
Generals at the Federal level. As briefly illustrated in the end-note, this practice has been
in place for generations. Senior politicians, when interviewed expressed that they honour
the present public administration system. They, as quoted below, also believe that the

present system is still good and needs to be maintained.

“On public administration, there are good things in the division of public service schemes
are divided into administrative and professional. At once we were thinking of considering
the professionals for ministries’ Secretary General positions. After ‘fikir-masak-masak’
(much thought) the present system needs to be maintained. It’s better for the nation, if the
professionals, like doctors and engineers, pay more attention on their expertise and let
administrative matters like finance and human resource be taken care of by the ADS”
(Mahathir);

“When | was in office there was no inconsistencies between my government industrial
development plan with the IMP2. The plan was prepared by government officials, whose
professionalism | trusted, ( no) political pressure or interference in public administration —
you may check this, (no) discrimination against officials who were not supporting my
political party — they got promotions to what they were duly deserved, (and no) intention to
replace the present state administration system. | was pleased with State Government
officials ” (Abdul Hadi);

“...administrative system where the State Government is managed by the ADS must be
maintained. | believe the ADS is the most qualified to run the State Government (Abdul
Rahim).

Reasons for maintaining the present administrative system are explained in the
interview notes (Appendix K) as follow;

(@) The present system has little impact on investors’ profit.

(b) It serves the national interest of uniting a divergent society by closing the gap

between the rich and the poor.
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(c) It guarantees freedom for professional government servants to advise the
government in accordance with their expertise, through which the government

gets the best advice during the decision making.

It was mentioned earlier that the Land Code, State Authority and Land Office
have strong constitutional backing. However, the official documents examined suggest
that the State Authority, whose decisions regarding land cannot be legally questioned,
still needs to follow the advice of technical departments. The representatives of
government departments interviewed emphasised that their advice is bound by technical
standards set by professional codes of conduct'®®. The practice of consulting technical
departments implies that, in land administration, public administrative practices which
have been inherited from previous centuries prevail and are superior to the Constitution,
laws and other formal institutions. This proposition is not meant to dispute the position of
the Constitution as the supreme law of the Federation but it is in line with Good’s (1978)
view that the Constitution itself is a translation of informal arrangements which have
been practiced and honoured over generations. To sum up this discussion, Table 60,
summarises the findings of this analysis by listing the institutions that have been
identified.

109 Appendix K (Interview A15, theme (f)(i); A18, theme (a)(iii).
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Table 60 : Malaysia — Institutions Governing the Supply of Petrochemical Industrial Sites

Hierarchy of Institutions Institutions
Level 2 Federal Constitution
(Formal institutions) New Economic Policy

Industrial Master Plan

The Land Code

Laws regulating land development

Public administration practice

Land Office procedures

Profession codes of conduct

Level 3 Property ownership
(Governance and Property Ownership) Courts of law
Agreements and arrangements between firms
Level 4 Property market
(Market institutions) World oil and gas market

Source: Own analysis

8.6 INSTITUTIONS AND THE PROBLEM OF
INFORMATION

The essence of this chapter is to explain the behaviour of the government, the key
decision maker in the supply of petrochemical industrial sites. The records investigated
reveal that behind the curtain are various departments and agencies that greatly influence
the decisions made. Evidence strongly indicates that the departments and agencies that
advise the government come from various professional backgrounds, all spectrums of the
government hierarchical order and guided by dozens of statutes, rules and regulations.
The findings therefore suggest that the role played by government departments, the
hierarchical order and administrative practices reflect the institutional environment,

formal institutions and governance system that underpin the land administration system.

Simon (1961) suggests that economic decisions more often that not are subject to
bounded rationality. Williamson (2000) relates Simon’s thesis with the hierarchy of
social institutions. Findings in this chapter suggest that, in government bureaucracy,

bounded rationality refers to the influence of the institutional environment, formal
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institutions and the governance system on government decisions. Thus, the Land Office’s
practice of consulting a number of government departments is merely a process of
filtering and interpreting information according to certain perspectives before it reaches
the government decision makers. The findings suggest that since the decision makers are
politicians who are answerable to the public, their judgements need to be based on
accurate information and interpreted by those who are specially trained with particular
expertise. In other words, government decisions are used to balance market, technical,

political and institutional needs.

As a consequence of the proposition that government decisions are made by
many, the amount of information is also immense. For instance applications for
petroleum-related use of land include maps, building plans, machine arrangement plans,
detailed EIA study reports, feasibility studies, changes in company ownership certificates

and soil test reports.

Government bureaucracy is characterised by a distribution of power into dozens
of government departments whose roles in the government decision making-process are
unique according to their specialisations. Therefore, when an application is submitted to
the Land Office, it has to be thoroughly scrutinised by a number of other departments.
Since demand for land can be interpreted in various ways, the decisions that follow must
comply with certain requirements. Since it has been substantiated that each department
has its own goals and motives, these findings seems consistent with the proposition in
Williamson (2002) that in a bureaucracy, each component is able to focus on its own sub-

goal only.

Government departments involved in decision making are physically and
geographically segregated. From data collecting experiences recorded in the log-book it
can be seen that the government departments which directly participated in land
development approvals are physically segregated. In the case of KIPC, although
applications are submitted to the Land Office in Kemaman (45km away), other related

offices are mostly in Kuala Terengganu (160km from Kemaman) and Kuala Lumpur
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(370km from KIPC). The same is also true of the GIPC which is about 20km from

Kuantan, although Kuantan is 275km away from Kuala Lumpur.

Related to the problems associated with the massive amount of information
handled is the need for a good effective government recording system. The one in place is
very good. During data collection it was observed that every single piece of information
is recorded properly in various forms of records, either in files, roll books, maps or in a
computer data base. As mentioned on Page 135 all records are not only comprehensive

and orderly, but accessible for decades to come.

It is evident that all information must be written down and passed through the
proper channels. These findings suggest that the nature of record-keeping and its role in
the decisions-making process are created by the institutional environment, formal
institutions and the governance system. As ‘paper’ is still the main communication
medium, distance affects the timeliness of decisions. This is evident from the data™,
which show a clear gap between two important dates: the date at which the file that
contains an EXCO decision is sent out from the DLMD and the date at which the Land
Office releases the decision to the applicant. There are also gaps between the date when
technical departments conclude their recommendations and the date when a paper is
ready to be submitted. Figure 42 illustrates how the process of land supply is related to

institutional factors.

110 5ee page 222.
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L

Goal : To create wealth for the state
Formal Institution:

e New Economic Policy

e Industrial Master Plan

Type of Organisation:
e Promoter

Nature of Service:
o To be a meeting point between investors and
approval authorities

Goal : To protect national interest, human and
environmental safety and health.

Formal Institution:

o Laws and regulations controlling land use,
buildings, capital, labour, machinery and
environmental quality

Informal Institution:

o Public service customs and practice

Type of Organisation:

e Regulator

Nature of Service:
e To enforce law and order

consult &
negotiate

Goal : To create wealth for the state and to

balance wealth and social obligations
Formal Institution:

e Land and planning laws

o Approval Procedures
Informal Institution:

o Public service customs and practice
Type of Organisation:

o Facilitator
Nature of Service:

o To be a meeting point between
government departments to negotiate
and coordinate their goals and interests

advise

Goal : To exercise political power with
political and social accountability
Formal Institution:
e Constitution
Informal Institution:
o Nationalism

Type of Organisation:
e Decision Maker
Nature of Service:
o To make decisions promptly to advise

|| (n;UO—|(nI'I'I<Z_||

Figure 42 : Terengganu — Roles Played by Individual Government Departments

in Development Approvals

Source : Own Analysis
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8.7 CONCLUSION

It has been observed that government decisions are the product of an immense
volume of information that is exchanged in great amounts among departments.
Information reaches decision makers over a substantially long period. As a result,
statistics show that, at all stages of the approval process, there are wide gaps between the
maximum and minimum length of the time required as well as in the standard deviation
for the completion of each step in the process. Thus, the findings suggest that the time
required for a government decision to be released is relatively long, uncertain as well as

unreliable. In other words, the level of uncertainty is high.

If the list of government departments in Table 58 is compared to the
organisational charts in Figures 13, 14 and 42, it can be seen that the departments that
participate in Land Office decision making, except for two, are under the jurisdiction of
the Federal ministers who are part of the National Land Council. Findings from
interviews reveal that officials’ commitments, comments, objections and delays reflect
the policies and standards set by the ministries which they answer to. In addition, Table
58 (Page 243) substantiates that technical departments are also under the direction of
their respective Director Generals at the Federal level. This means that the National Land
Council and the Federal ministries are equally responsible if the Land Office performs

unsatisfactorily™*.

In conclusion, the findings are consistent with a notion in Simon (1961) that the
problem of information processing is crucial with respect to economic decisions.
Nevertheless, a theory in Coase (1937) that hiring an expert can improve an
organisation’s information processing and its decision making-process cannot be fully
supported by the present research findings. The findings are more inclined towards the
idea that the more experts hired, the more bureaucratic the organisation will become. The
findings therefore, by applying theories of public administration studies as in Brynard
(1995), Glynn and Murphy (1996), Evans and Rauch (1999), Gajduschek (2003) and

111 Refer to issues in the land administration on Page 88.
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Kelly (2004) collaborates the assertion in Adams et al. (2001b) that the supply side’s
judgement is intrinsically connected to the institutional framework. Therefore, we may
infer that in the question of land development, the presence of formal institutions does
not guarantee certainty. As such North’s (1990, 1991) conclusion that the creation of
formal institutions reduces uncertainty needs to be re-assessed with respect to land

matters.

The findings note that a computerised land information system has been put in
place in the Land Office. Nevertheless the findings suggest that the system has little
contribution to the Land Office decision-making process. Perhaps, the practice of
prioritising “‘written” and ‘face-to-face’ consultation is still strongly intact because the
‘inherited’” public administrative culture is difficult to change. Therefore, the findings
confirm the finding in North (1990) that institutional change requires a very long time to

complete.

250



CHAPTER NINE — PETROCHEMICAL FIRMS’
STRATEGIES IN THE LAND ACQUISITION AND
LAND DEVELOPMENT PROCESS

9.1 INTRODUCTION

This chapter investigates the relationship between firms’ strategies and
governance in order to answer Research Question No 4. Chapter Seven indicates that a
petrochemical complex, particularly in the studied location, is characterised by a certain
style of land use as well as by a certain development process. Chapter Eight discussed the
actions of and interactions between actors on the supply side, and related supply-side
actions to the institutional environment. As recommended by Creswell (2005) this
chapter analyses the strategies of petrochemical firms in acquiring industrial sites and
participating in the land development process. It begins by extracting of the investment
factors from the interview notes. Next, each factor is analysed in detail to identify the
greatest attraction for investment in the case study. Finally, this chapter will explain the

strategies adopted by investors from an NIE perspective.

9.2 IDENTIFICATION OF DEVELOPMENT FACTORS IN
KIPC AND GIPC

9.2.1 Overview

The following is a list of factors that are perceived by politicians, government
departments and investors to influence the development of the petrochemical industry in
KIPC and GIPC'*%:

@) supply of feedstock;

(b) inter-plant relationships;

(© land size;

(d) role of government departments;

(e) high quality dedicated infrastructure;

12 Table A, Appendix P.
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(f)
(@)
(h)

reliable supporting operators;
semi-skilled labour supply;

peace and political stability;

(1) government support and incentives;
()] land availability;

(k)

() domestic demand for chemical products;

(m)
(n)
(0)

central government preference;

a change in state politics;
land price; and

the state administrative system.

Further analysis'*® has concluded that only eight of the above factors need to be

examined further as related to investors’ strategies. These are categorised in Table 61 as

type A and B, indicating their level of importance.

Table 61 : Malaysia — Factors Attracting Investment in KIPC and GIPC

A

B

C1

D

Most important

Important, specifically in the
petrochemical industry

Important in industrial
development

Not Important

Q Feedstock:

o with guaranteed
supply over a long
period;

e supplied and
processed at the same
location;

e cheaper than in
Western countries;
and

e priced at a negotiated
rate and not subject to
the world market.

a

]

a

Good infrastructure, facilities
and services including an
integrated site where supplier
and supporting industries are
under the same roof. These
include GPP, CUF, CTF,
crackers to produce secondary
feedstock, storage, a dedicated
port and other utilities (esp.
water, electricity and oxygen).

Role of government
departments; and

Land size.

Q Peace and political stability;

Q Government supports and
incentives; and

Q Land availability.

Cc2

Important but not
substantiated by other facts

Q Reliable supporting
operators; and

Q Supply of semi-skilled
labour.

QO Domestic demand
for chemical
products;

Qa Central
Government
preference

Q A change in state
politics;

Q Land prices; and

Q The state

administrative
system.

Source: Own analysis

13 Table B, Appendix P.

114

114 1. Detailed analysis in Appendix P (Tables B and B1).
2. Between ‘land size” and ‘land availability’ factors, investors are of the opinion that industrial sites are available
anywhere but not necessarily of the appropriate size.

252




The subsequent discussion will concentrate on the significant factors listed in
columns ‘A’ and ‘B’ of Table 61. The remaining ten factors, as listed in columns ‘C” and
‘D’ of Table 61, are excluded from subsequent analysis. These are:

(@) reliable supporting operators;

(b) supply of semi-skilled labour;

(c) peace and political stability;

(d) government support and incentives;

(e) land availability;

(f)  domestic demand for chemical products;
(g) central government preference;

(h) land price;

(i)  change in state politics; and

(j)  the state administrative system.

The reasons for not exploring these factors in more depth are because they either
are generic land and industrial development factors and not specific to petrochemical
industrial land development or cannot be substantiated (see Table 62). A fuller analysis is
in Table A of Appendix P.
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Table 62 : Malaysia — Eliminated Factors in Analysing Land Development in

KIPC and GIPC

Factors

Reasons for Elimination

Peace and political stability

Government support and
incentives

Generic factors that are also applied in other sectors of land or industrial
development.

Land availability

Majority of investors agree that land availability is not their main concern
when moving to a new country. They are confident that host governments
or their agents would find land for them.

Domestic demand for
petrochemical products

Almost all products from KIPC and GIPC are for export.

Central Government
preference

Some politicians and government officials, especially from Terengganu,
suggest that the Central Government has a plan to promote Kuantan as the
East Coast regional hub. However, there is other contradicting evidence
that challenges this idea. In addition, a former Pahang Chief Minister
argued that the idea has never worked.

A change in state politics

Some suggest that Pahang is a better place for investment because the
ruling party is the same as in power in the Central Government. However,
most investors stressed that the state-level political scenario has never
been taken into account when choosing a site.

Land price

See Sub-section 7.3.3.

Different state administrative
systems

Some government officials suggest that Gebeng is more developed
because the state administration is under the Federal Administrative
Service (i.e. ADS). However, investors who have experience in dealing
with both State Authorities have opposite opinion.

Reliable supporting operators

Supply of semi-skilled labour

These two factors were mentioned by the Association (i.e. MPEA) but
during the study no other information and data were available to support
the proposition.

Source: Own analysis™®

Table 62 suggests that the factors listed above are either generic land and

industrial development factors or unsubstantiated, inconsistent with each other or cannot

be supported by other facts. A full analysis is in Table A of Appendix P.

15 1. Detailed analysis in Appendix P (Tables B and B2).
2. Per the model on Page 151, the analysis has now reached the second layer.
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9.2.2 Detailed Analysis of the Potential Factors —
A Third Layer Analysis

The next step in the analysis is to identify the most critical factors that trigger
changes in the supply and demand conditions for land in KIPC and GIPC. This stage was

specified as the 3" layer analysis in Figure 24 (Page 152).

The following discussion will focus on six factors listed in Layer 2 of Creswell’s
(2005) model on Page 151. These are:

(@) supply of feedstock;

(b) inter-plant relationships;

(c) role of government departments;
(d) land size; and

(e) high quality dedicated infrastructure.

9.2.21 Supply of Feedstock

Evidence from interviews reveals that there is a strong relationship between the
petrochemical industry and its supply of feedstock. Investors emphasised that a
guaranteed supply of feedstock is a crucial consideration when deciding to move to a new

country. According to investors interviewed:

“On choice of industrial location, in petrochemical industry we consider the type of
industry it involves in. If it is upstream the location must be closer to the source of oil and
gas. If it is downstream the location must be closer to the consumer. Site that is closer to
the consumer may be more expensive. However, if it is recoverable later, maybe higher...
The second feature we look for is, facilities, especially for handling gaseous substance. We
need a place where there are facilities for them. We a need to be close to port where there
are gas handling facilities. If they are not available, the location must be permissible to
build the facilities. | mean pipe, vessel, etc” (A CEO).

“The most important factor why we decided to JV with Petronas was not land, but
feedstock. We need a guaranteed long-term supply... Land price only one-off, but other
costs are running. It is not to say land is not important but issue of feedstock is critical. We
need land, in reasonable size. We don’t want a cramped area. We need space for
expansion, good infrastructure and accessibility to port. Land price only one-off, but other
costs are running. So, when we talk about threat, the number one is uncertain feedstock”
(US Company).
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“We acquire our site in Kerteh through Petronas. Petronas has set Kerteh as an integrated
petrochemical complex. Petronas is also the feedstock supplier. We set up our plant in
Kerteh mainly because of feedstock. Feedstock is a non-negotiable item. | think Kerteh
feedstock could last for 15 years. Since Malaysia has discovered new rigs, we believe the
supply would be longer... On threats, in overall investment, an uncertainty in feedstock
supply is our number one threats. In Malaysia, there is no threat at all..” (A European
Company).

“On raw material, yes it is important that our JV with Petronas is for raw material. Raw
material alone is not important. We also have our own oil company. We need a large
quantity of raw material supplied in an integrated system... Integration is our expertise. We
have the concept of operating large integrated site. By integrating, a waste material of a
plant can be a raw material of other plants. On one hand, it minimises waste, of course it
reduces cost of processing waste. On the other hand, it cuts costs. So, you need to integrate
to compete with the supply-side... when we talk global, supply of feedstock is crucial. For
current need, Malaysian raw material is feasible. Current supply is fine. But, when we talk
about expansion, there is a lack of raw material for the future expansion” (A CEO).

Table 63 summarises the comments made by interviewees on the importance of

feedstock and the nature of Malaysian feedstock:

Table 63 : Malaysia — Investors’ Opinion of Feedstock

The importance of feedstock In the petrochemical industry, the availability of feedstock over a
long period of time is the first thing to check before considering
other factors.

Relationship between Decision to invest in Malaysia mainly driven by a desire to
investment and feedstock secure feedstock.
Nature of Malaysian feedstock Stable in supply;

Abundant;

Guaranteed long-term supply;

Cheaper than in the US;

Price is negotiated,;

Controlled by few big companies, including Petronas.

Strategy for securing feedstock In Kerteh: joint venture with Petronas.

in Malaysia In Gebeng: joint venture with Petronas, secure from companies
operating in Terengganu or Petronas-related companies.

Source : Interview with investors®

116 see Appendix K (Interview B1, paragraph 19.1,19.5; B6, paragraph 22.2, 22.3; B15, paragraph 23.3; B10,
paragraph 26.6; B12, paragraph 28.1; B13, paragraph 29.1; B14, paragraph 30.1).
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For an in-depth explanation of the above opinions, data from various agencies, as
in Appendices L, M and N were analysed from three standpoints:
(@) world supply and demand,;
(b) world market price; and

(c) Malaysian production.

9.2.2.1.1 World Supply and Demand for Natural Gas

Figure 43 shows that the world supply of natural gas has been increasing since
1971. About half of this supply is consumed in the OECD countries. However, statistics
also indicate that the OECD countries, despite being the main consumers since 1977,
have never been self-sufficient. The situation has worsened since the mid-1980s as the

gap between the supply and demand curves has widened.
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Figure 43 : World — Demand and Supply of Natural Gas 1971 — 2002
Source : Own Analysis

Detailed analysis reveals that the natural gas supply-demand crisis in the OECD
can be mainly attributed to the US. As is shown in Table 65 and depicted in Figure 44
(below) the US contribution to the world supply of natural gas has declined since the
mid-1990s, and this decline in supply has been more marked that in other countries.
While the US is the world’s foremost consumer of natural gas, its contribution to the
world supply plummeted from 25% in the 1990s to 20% in 2003, while global demand

for natural gas soared. This means that the gap between supply and demand of natural gas
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has a strong relationship with the instability of the US supply. This also suggests that
instability in the world market for natural gas is driven by US market conditions.
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Figure 44 : World — US Contribution to World Natural Gas Market 1990 — 2003

Source : own analysis

In contrast with the US, other major natural gas producers are doing well. Figure
45, after discounting the US contribution, shows that the non-OECD countries especially
Saudi Arabia, Algeria, Turkmenistan, Iran and Malaysia keep on improving their position
in the world natural gas market. If we pay more attention to the graph, we may suggest
that, out of this list, after discounting the OECD countries (the Netherlands and Norway),
for a period of ten years, only export levels from Saudi Arabia, Iran and Malaysia have
never fluctuated. Others such as Algeria, Indonesia, Uzbekistan and Turkmenistan
experienced fluctuation. This means that only Saudi Arabian, Iranian and Malaysian

supply of the feedstock can be guaranteed.
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Figure 45 : World — Export of Natural Gas From the 12 Top Producing
Countries Other than the USA 1990 — 2003

Source : Own Analysis

As far as the petrochemical industry is concerned, the demand for natural gas for

industrial feedstock is shown in Figure 46. At less than 1% in the 1960s demand was

almost negligible. However, in the late 1980s, consumption jumped to 7%, and the

upward trend continued as consumption reached more than 12% by the end of 2002. With

an ever-increasing aggregate demand for natural gas, Figure 46 also shows that the

demand for natural gas in the OECD countries has radically changed twice. The first
change was in 1994/1995 and the second was in 1999/2000.

Table 64 : OECD - Demand for Natural Gas for Petrochemical Industry 1971 — 2002

1960

1965

1970

1975

1980

1985

1990

1995

1996

1997

1998

1999

2000

2001

2002

Chemical (incl.Petro- 0.89
Chemical)

1.45

2.47

4.40

5.80

7.31

6.80

12.90

12.42

11.27

10.66

10.47

13.25

11.83

12.04

Source : extract from Appendix M
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Figure 46 : World — Percentage of Demand for Natural Gas for Petrochemical Industry
in OECD Countries 1960 — 2002

Source : Own Analysis

9.221.2 Price of Natural Gas

The chart in Figure 50 which is drawn from data in Appendix N shows the global
price of natural gas from 1980 to 2004. Figure 46 (above) indicates that the gap between
the global supply and demand of natural gas has been widening since the 1980s. Figure
47 indicates that world natural gas prices substantially slipped between 1984 to 1990.
Though the price improved slightly by 1992, it plunged further till 1998. The chart also

suggests that since 1998 the price has remained unstable but continues to increase.
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Figure 48 : Malaysia — Production of Indigenous Natural Gas 1971 — 2003

Source : Own analysis (calculated from data in Appendix M)

Table 65 : World — Contribution of 12 Producing Countries to the World Natural Gas Market (%)

1990 | 1991 | 1992 | 1993 | 1994 | 1995 | 1996 | 1997 | 1998 | 1999 | 2000 | 2001 | 2002 | 2003 ?r? Szlggg
United States 24.47| 23.74| 23.89| 23.81| 2456| 23.83| 23.08| 23.19| 22.63| 21.97| 21.56| 21.70| 20.55| 19.93 1
Canada 525 | 541 | 593 | 640 | 6.8 | 718 | 714 | 725 | 730 | 722 | 718 | 724 | 715 | 6.70 2
U Kingdom 239 | 267 | 261 | 302 | 319 | 340 | 388 | 395 | 402 | 431 | 456 | 433 | 416 | 399 3
Algeria 230 | 244 | 254 | 253 | 231 | 258 | 263 | 303 | 316 | 346 | 340 | 315 | 318 | 3.18 4
Indonesia 235 | 258 | 270 | 274 | 3.03| 3.02| 306 | 317 | 302 | 319 | 285 | 271 | 288 | 293 5
Iran 1.09 | 133 | 130 | 145 | 175 | 190 | 181 | 200 | 206 | 229 | 242 | 246 | 282 | 287 6
Norway 133 | 129 | 138 | 133 | 142 | 141 | 178 | 201 | 200 | 209 | 209 | 220 | 263 | 283 7
Netherlands 367 | 406 | 407 | 407 | 383 | 38 | 412 | 364 | 339 | 307 | 286 | 3.03 | 289 | 269 8
Saudi Arabia 150 | 155 | 160 | 166 | 173 | 1.81 | 1.89 | 207 | 209 | 201 | 197 | 207 | 217 | 222 9
Turkmenistan | 4.09 | 396 | 254 | 303 | 165 | 161 | 152 | 075 | 056 | 094 | 186 | 201 | 205 | 218 10
Uzbekistan 1.96 1.97 2.03 2.10 2.12 211 2.03 2.10 2.31 2.28 2.23 2.23 221 211 1
Malaysia 080 | 092 | 095 | 102 | 1.05 | 118 | 141 | 161 | 159 | 160 | 179 | 172 | 174 | 185 12

Source : Own analysis (calculated from data in Appendix M)
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The empirical evidence has thus demonstrated that there have been substantial changes in
global natural gas industry, in:

(@) global supply and demand;

(b) global price; and

(c) Malaysian share in the global market.

9.2.2.2 Inter-Plant Relationships

Table 36 (Page 168) indicates that all petrochemical plants in the study area are
owned by only 20 firms. Referring to Table 43 (Page 188), it is evident that land use in
KIPC and GIPC has intensified from only 1.00 installations per site in 1984 to 2.61
installations per site in 2004. The evidence presented on Page 186 implies that companies
on the same site are actually offshoots of the project initiators. To discover the
relationship between these plants, the input and output flows of each plant were analysed.
The findings, shown in Table 66, demonstrate that the main outputs of a number of plants
are inputs for other plants. A schematic diagram is presented in Figure 49 depicts the lay
out of pipe-lines in KIPC and GIPC and clearly indicates that the plants within the

complexes are actually physically interconnected.
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Table 66 : Malaysia — Chemical Interrelationship Between Plants within KIPC and GIPC

Site no Plant Chemical Substance of Main Feedstock Chemlcal Substance of Main Product
Chemical Substance Denoted | Chemical Substance Denoted
by by
Outside 0B Crude oil Naphtha
petro-
chemical 0C Crude natural gas B Methanol Q
zone
Site 1 1C (a) Carbon Monoxide Y (a) Acetic Acid K
(b) Methanol Q (b) Paraxylene M
(c) Benzene |
1B Residue gas from GPP AA (a) Ammonia J
(b) Carbon monoxide Y
(c) Oxogas
(d) Sythesis gas
1A (&) Imported chemicals N (a) Syngas H
(b) Natural gas (b) Demineralised water (0]
(c) Water (c) Oxygen
(d) Nitrogen
Site 2 2A Glycols Ethylene Oxide \AY Ethanolamine KK
2B Ammonia J Ethoxylates LL
2C Butanol X Glycol Ethers MM
2D (a) Acetate acid CE Butyl Acetate NN
(b) Butanol X
2E (a) Syngas H Butanol ethylene 00
(b) Propylene \%
2F (a) Ammonia J Glycols ethylene oxide PP
(b) Ethylene P
(c) Methane
2G Glycols Ethylene Oxide PP Mono-ethylene glycols QQ
2H (a) Ethane E (a) Ethylene P
(b) Propane G (b) Methene D
(c) Propylene \%
21 (a) Ethane E (a) Ethylene P
(b) Propane G (b) Methene D
Site 3 3A Ethylene P VCM S
3B VCM S PVC R
Site 4 4A Naphtha C Paraxylene M
4B Naphtha C Benzene |
Site 5 5A Ethylene P LDPE / HDPE T
Site 6 6A Ethylene P Polyethylene w
6B Ethane E Ethylene P
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Site no

Chemical Substance of Main Feedstock Chemical Substance of Main Product

Chemical Substance

Denoted

by

Chemical Substance

Denoted
by

Site 7 0A Crude natural gas A (a) Ethane E
(b) Butane F
(c) Propane G
Site 8 8A
Site 9 9A Propylene \Y (a) Crude Acrylic Acid RR
(b) Butyl Acrylate
(c) Glycia Acrylic Acid
9B Butane F Butanediol SS
9C Propylene \Y (a) 2-ethyl hexanol TT
(b) Plasticizers
(c) Phthalic Anhydride
9D Propylene \% (a) n-butanol 1
(b) Butyacetate
9E Not known (plant under Not known
construction)
Site 10 10A | Propane G Propylene \
10B (a) Dehydrogenated Propane \AY (a) Methyl tertiary butyl ether GG
(b) Butane (MTBE)
(a) Methanol F (b) Monomer propylene HH
Q
10C Monomer propylene HH Polypropylene Zz
Site 11 11A | PTA BB (a) Modified co-polyester uu
(b) Glycol modified polyester
Site 12 12A | Paraexylene M Purified terephthalic acid (PTA) BB
Site 13 13A | Polypropylene Z Polyolefin shrink foam CcC
13B Polypropylene z PE foam
JJ
13C | Polypropylene z Synthetic silica
Site 14 14A | (a) Benzene | Rubber product solutions DD
(b) Etylbenzene U
(c) Styrene monomer
Site 15 15A | (a) Polyethylene W (a) Polyacetal EE
(b) PTA BB (b) Polybutylene terepthalate
(c) PVC R (c) Polyphenylene sulfide
(d) Benzene | (d) Crytalline polymer
Site 16 16A - | (a) Polyethylene wW (a) Methacrylate-butadiene- FF
16D | (b) Polypropylene z styrene
(c) PVC R (b) Magnetic wires
(c) Expanded polyethylene
(d) Expanded polypropylene

Source : Own analysis
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Figure 49 : Malaysia — Chemical Interrelationship Between Plants
within KIPC and GIPC
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Interviews with investors (see Table 61) suggested that they look for industrial
complexes where feedstock is supplied and processed at the same site; and contain
supporting services such as fire service, supply of industrial water and oxygen, storage
facilities and a dedicated port. This conclusion is substantiated by the following
quotations which are extracted from interview replies:

“Kerteh complex is very competitive, even if compared to Singapore. Here, services are
integrated where facilities are shared among the investors. Therefore, costs are brought
down. CTF and CUF that provide tankage facilities and produce electricity, water and
hydrogen, which are the most important facilities in petrochemical complex are provided
here. Without which, investors have to construct on their own. It is very costly.
... (Petronas);

“Petrochemical companies are looking for the most integrated site. Without which,
companies run at high costs. Integrated means feedstock are supplied and processed at the
same location, plus supply other industrial inputs such as water and electricity as well as
common facilities such as tankage and pipelines. In an integrated complex, buyer, supplier
and supporting industries are placed under one roof. An integrated facilities together with
an abundance of human and natural resources are Malaysian natural advantages. Kerteh
is fully integrated. There are GPP, CUF, CTF, crackers to produce ethylene, storage,
dedicated port, utility companies to produce industrial water and oxygen, fire service. If
investors want to move out, not to say (it is) impossible, but difficult.” (MPEA President);

“On raw material, yes it is important that our JV with Petronas is for raw material. Raw
material alone is not important. We also have our own oil company. We need a large
guantity of raw material supplied in an integrated system... Integration is our expertise. We
have the concept of operating large integrated site. By integrating, a waste material of a
plant can be a raw material of other plants. On one hand, it minimises waste, of course it
reduces cost of processing waste. On the other hand, it cuts costs. So, you need to integrate
to compete with the supply-side (oil and gas supplier)” (A CEO).

The above findings suggest that plants are concentrated in clusters in KIPC and
GIPC in order to reduce operation costs, especially the costs of acquiring industrial
inputs, product shipment and industrial waste discharge. The findings suggest that
petrochemical plants lower the transportation costs of their industrial inputs and products
by placing their plants close to each other. This implies that by being close to each other,
or in other terminology, agglomeration (see Page 56) reduces petrochemical companies’
operation costs.
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9.2.2.3 Roles of Government Departments as Perceived by
Investors
Investors have different opinions of the authorities. The analysis of all interview
replies is on Page ‘p’ of Appendix P. In summary, investors are of the opinion that the
services rendered by government departments, except those mentioned in column ‘A’ of

Table 67, are unsatisfactory. The main reasons are stated in column ‘B’.

Table 67 : Summary of Investors’ Perception of Government Departments

A B
Praise Criticism
Very efficient, understanding and Generally, government departments are
responsive: perceived as:
e MIDA; e corrupt;
e Terengganu state e  t00 bureaucratic;
government; e inefficient;
e non-understanding;
e non-responsive

Source: Own analysis™®

It is beyond the scope of this study to investigate the above allegations further,
especially those of corrupt practices. The main issue highlighted by Table 67 is that
investors are of the opinion that there are differences in the quality of service provided by
different government departments. Some departments are highly regarded, others are
regarded as incompetent. As in Table 67, most investors regard MIDA as highly
professional, effective and understanding. Second to MIDA is the State of Terengganu.

The following are quotations that support the above findings:

“..., | think the government support is very problematic; Malaysia has a decent
infrastructure, but for the future, progress could be slow. In water supply, for example, the
pipe is very old, the supply is limited — our production is restricted by the shortage of
water supply, the road is unsafe. (And,) government bureaucracy, some are efficient, e.g.
MIDA and its Minister; (however) some are very bureaucratic.... the regulations,
legislations, etc , making it very restrictive in Malaysia”(A CEO) ;

18 Table K, Appendix P
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“On government, all matters are dealt through MIDA. If we go directly, the response,
especially from the Land Office and Local Authority, are very slow. Normally, after a
project is scheduled to take off, land title is yet to release. ... On the things concerned me
in business, number one is corruption, both in government and business. When it happens,
and always happening, we have to pay a high costs for it... (the) political stability is not
worrying me, (neither) feedstock,... | am satisfied with Petronas.”(A CEOQ);

“When dealing with government department, we do not approach government department
directly. We only deal with MIDA, a one stop agency for investors. We go together with
Petronas. MIDA is excellent, approachable and flexible. It offers a numbers of incentives
e.g. tax break, but it needs a detail proposal on what we want. Then we discussed the
proposal in great details. We are happy with MIDA.”(US Company); and

“On threats, in overall investment, an uncertainty in feedstock supply is our number one
threats. In Malaysia, there is no threat at all, as long as UMNO is in power. However,
when we complained on water supply in Kerteh, ironically, PAS government (State of
Terengganu) took action swiftly. Quick and transparent.” (A European Company).

Discussion on Page 286 will assess to what extent the quality of government

service influences demand for land in the studied complexes.

9224 Land Size

During the interviews, the need for a substantial area of land was raised by a US
company, as quoted:
“It is not to say land is not important but issue of feedstock is critical. We need land, in
reasonable size. We don’t want a cramped area. We need space for expansion, ....” (US
Company).
Analysis of the data in Appendix I found that most plants need an area of at least
20 acres. Table 68 notes that most of the plants in KIPC and GIPC are built on sites that
are more than 50 acres. Though this point was only highlighted by a non-representative

number of respondents, the evidence in Table 68 substantiates this conclusion.
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Table 68 : Malaysia — Size of Land in Clusters of Industrial Sites in Kerteh and Gebeng

Class Cluster/Site Avrea (Acres) Statistics
Number

More than 300 acres Site 9 334.83

200 - 300 acres nil N Valid 15

150 — 200 acres Site 7 162.00 Missing 0

100 — 150 acres Site 12 149.10 Mean 94.1513
Site 10 138.40 Median 66.7200
Site 3 100.00 Mode 2441

50 - 100 acres Site 16 98.00 Std. Deviation 79.95773
Site 15 75.00 Minimum 24.41
Site 2 66.72 Maximum 334.83
Site 11 57.42
Site 13 55.42

20 - 50 acres Site 5 47.44
Site 6 47.00
Site 14 32.12
Site 1 2441
Site 4 24.41

Less than 20 acres nil

Source: Own analysis

The interviewee who raised this point emphasised that petrochemical firms, when
deciding to set up a new plant, immediately think of long-term expansion. This is
supported by an assertion made by a representative from a European oil company that a
petrochemical company will not move to a new location without having a 15 — 20 year
development plan. According to them:

“When we move to any country, we are thinking for 10 — 15 years ahead. When we set up
our plant, we have already plan for expansion” (A European Company);

“We need land, in reasonable size. We don’t want a cramped area. We need space for
expansion” (US Company);

“The company is eying to operate totally from outside US in five years time, there is a
likelihood that the plant in Gebeng is to undergo an expansion” (US Company);

The above phenomenon is similar to U.K evidence as in Adams et al. (1994).
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The second issue related to land size is land price. Sub-section 7.3.3 (Page 180)
suggests that investors almost unanimously agreed that land availability, including land
price is not a major concern when deciding to set up a petrochemical plant in Malaysia.
However, the figures on Page 180 suggest that land price, if not significant, has some
influence on decisions to invest in Kerteh and Gebeng as the low-priced land may
encourage investors to acquire as big a site as possible. Without this, implementation of

their long-term expansion plans would not be possible.

9.2.2.5 Development of Petrochemical Industry Infrastructure

Describing the petrochemical industry infrastructure, Petronas remarked:

“We develop Kerteh according to master plan. It is very much a Petronas town. ... ... We
also spent about RM70 billion in providing Kerteh’s infrastructure, including a port, an
airport, housing, a golf course... ... Kerteh complex in very competitive, even if compared
to Singapore. Here, services are integrated where facilities are shared among the investors.
Therefore, costs are brought down. CTF and CUF that provide tankage facilities and
produce electricity, water and hydrogen, which are the most important facilities in
petrochemical complex are provided here. ....... The facilities in Kerteh and Gebeng are
identical...”(Petronas)“g.

“...Kerteh produces all major components of Petronas production (they are) crude oil,
refined oil, natural gas, petrochemical primary feedstock (they are) ethane, butane, and
propane... ... The Kerteh Airport which is at a strategic location, comes with precision
equipment that Kuala-Terengganu-Airport doesn’t have and maintains a record of 0%
unsuccessful landing attempt, functions to ferry the off-shore oil terminal workers, facilitate
Petronas and KIPC personnel, most of whom stay in Kuala Lumpur, to commute to
Kerteh... ... Kerteh complex which is more or less self-contained is equipped with housing
and shopping facilities, kindergartens and schools, place(s) for worship (and) golf and
social club (which) the membership is also opened for government officials and business
community around Kerteh and Kemaman ....” (Petronas)**.

Based on the above statements and Table 34 (Page 162), the following is a list of
the main components of the infrastructure system and facilities that support

petrochemical industrial development in the Eastern Corridor:

119 Appendix K (Interview B5, paragraphs 21.3 and 21.5).
120 Appendix K (Interview B11, paragraphs 27.1, 27.6, 27.7).
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(a) GPP and oil refinery;

(b) gas pipeline networking system (see Figure 50);

(c) water supply system;

(d) centralised tankage facility (Plate 5);

(e) dedicated port and warehousing facilities (Plate 5and Plate 6);
(f) an airport (Plate 7); and

(9) dedicated railways (Plate 8).

A simple typology of the installations and facilities is presented in Table 69.

Table 69 : Malaysia — Oil and Gas Production Infrastructure and Facilities in
Kerteh and Gebeng

Typology Facilities

Oil and Gas Production Infrastructure GPP
Oil refinery

National gas networking system (PGU)

Oil and Gas Production Supporting Centralised Utilities Facility
Facilities
Central Tankage Facility

Water Supply

Transportation And Other Facilities Airport

A dedicated port
Training Institute
Warehouse

A dedicated railway system

Source: Own analysis
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Plate 5 : Malaysia — CTF Facilities in Kerteh and Gebeng (A and B : View of Kerteh
CTF, C : Gebeng CTF Under Construction, D : A Piperack in Gebeng)

Source : Courtesy of Petronas and Pahang SEDC
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Integrated Process Flow Chart Of The PPIC
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Figure 50 : Malaysia — Linkage Between Plants in KIPC and GIPC (the inset shows part of
the pipe-rack to link the complexes)

Source : The diagram: Petronas; the photograph: taken at site
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Plate 6 : Pahang — Kuantan Port

Source : Photographs: taken at site; map: courtesy of Pahang SEDC

Plate 7 : Terengganu — Kerteh Port

Source : A: Courtesy of Petronas; B: taken at site; C: courtesy of Terengganu SEDC
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Plate 8 : Terengganu — Kertih Airport

Source : A (Airport Terminal): taken at site; B (Helicopter Hangar):
Courtesy of Petronas

Plate 9 : Pahang - Railway and Couches to Commute between KIPC
and GIPC

Source : taken at site
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9.2.3 Analysis

9.2.3.1 Introduction

The discussion from Page 255 suggested that since 1980 there have been
significant changes in the global supply and demand of natural gas, the flow of Malaysian
indigenous natural gas and the global price of natural gas. It was noted that plants and
facilities in both complexes are interconnected. The preceding analysis also suggested
that success in attracting foreign investors is facilitated by the efficiency of MIDA and
the Terengganu State Government. It was noted that each parcel on which plants are
clustered is not less than 20 acres in size. The preceding analysis also substantiated that
there has been significant progress in the provision of infrastructure in Kemaman and
Kuantan districts since 1980. The following discussion will investigate demand for
petrochemical industrial sites in KIPC and GIPC as it relates to:

@) the global energy scenario;

(b) Malaysian indigenous natural gas production;

(c) global natural gas price;

(d) inter-plant relationships;

(e) quality of government services;

() size of industrial parcels; and

(9) development of dedicated infrastructure.

9.2.3.2 Relationship between the Global Energy Scenario and
Demand for Petrochemical Industrial Sites in KIPC and
GIPC

Figure 51 compares the findings of Figures 28 and 48 with related events in the

world supply of natural gas and land development progress in KIPC and GIPC.
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Figure 51 : Malaysia — Supply of Natural Gas; and Demand and
Supply of Petrochemical Industrial Sites 1974 — 2004

Source : own analysis
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In the above graphs:

(@)

(b)
(©)

(d)

(€)

The above diagram and results of statistical tests

(@)

(b)

(©)

Lines ‘A’ and ‘B’ show an ever-widening gap between the supply and demand of
natural gas in the global market;

Lines “‘C’ and D’ show the trend in supply and demand of natural gas in the US;
Circles ‘E’ and ‘F mark where global consumption of natural gas in petrochemical
industry drastically changed and demand unprecedentedly jumped in 1994/1995
and 1999/2000. Until the early 1990s consumption remained between 1% to 2%
of total global consumption. However, in 1994/1995 consumption jumped to 7%.
At the end of 2002 it jumped for a second time to 12%.

Circles ‘G’ and “H’ show a drastic jump in the number of land takers in KIPC and
GIPC in 1994/1995 as well as in 2001/2002; and

Line ‘I’ is a flat line indicating there have been no new land takers in the studied
areas although there is a continual rise in the number of plants commissioned on

existing sites.

12! suggest that:

The global and US demand for natural gas are correlated with the demand for
petrochemical sites in Kerteh and Gebeng;

There is close relationship between demand for petrochemical sites in Kerteh and
Gebeng and a jump in demand for natural gas for consumption in chemical
industries in the middle of the 1990s and the beginning of 2000;

Government projections that demand for petrochemical industrial sites would

continue to increase beyond 2002 may be erroneous.

9.2.3.3 Relationship between Malaysian Indigenous Natural Gas

Production and Land Development in KIPC and GIPC

The discussion on Page 160 notes that the functions of the GPP are to produce

ethane, propane and butane for energy as well as basic chemical industry feedstock.

Table 70 lists the production capacity of each plant and their year of commencement. The

12! See test no. 1 in Appendix O
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tabulation strongly suggests that the volume of ethane, propane and butane produced

depends on the number of GPP in operation.

Table 70 : Malaysia — Kerteh GPPs, Commencement Years and Production Capacity

Plant | Commence- | SALESGAS | ETHANE | PROPANE | BUTANE | CONDENSATE
ment (MMSCFD) (MTPD) (MTPD) (MTPD) (MTPD)
GPP 1 1984 250 0 440 470 640
GPP 2 1992 250 650 500 320 320
GPP 3 1992 250 650 500 320 320
GPP 4 1994 250 650 500 320 320
GPP 5 1998 600 1,000 1,600 950 1,000
GPP 6 1998 600 1,000 1,600 950 1,000
TOTAL 6 2,000 3,950 5,140 3,330 3,600

Source : Petronas

Note : 1. MMSCFD — million standard cubic feet per day; MTPD - metric tons per day.
2. *‘Salesgas’ = processed gas directly sold as energy (bottled or shipped out);
‘Condensate’” = processed gas converted to fuel.

If the commencement of each GPP is set as a milestone, the history of KIPC and

GIPC can be divided into five periods. When milestone statistics from Table 70 and

statistics on government land takers for petrochemical industrial sites are combined, a

trend can be seen as in Figure 52. The diagram suggests that:

(@)

(b)

(b)

(©

1% period (1984 — 1992)

2" period (1992 — 1995)

3" period (1995 — 1997)

4™ period (1998 — 2000)

280

After GPP1 there were no additional

petrochemical factories in the studied area.

the GIPC were

the

Two plants at

commissioned in  Gebeng after

completion of GPP2 and GPP3 in 1992,

Nine plants were on-stream following the

commissioning of GPP4 in 1994.

the
commissioning of GPP 5 and GPP 6 in
1998.

25 plants were on-stream after




th H
(e) 5" period (after- 2000) Demand for new government land
suddenly became stagnant.
L
D 3rd Phase
s 4th Phase A
.-g 60 | 1 ] 1
° 1 | @gasproduction '—p '—L—p'
E . b bl ' Supply of the
= 50 41— Bno.ofsites approved : ond : . natural gas
c ]
g @ Dno. sites commissiondd ' Phase ' 1 R i keeps on grow
S | ' v ¥ T LO T
E “ Only GPP ( 5 W : I 7 0N
= sites, no Phase | i i TN Acqusition of new
§ petrochem .L—J ' ./ ' government land
= 20 plants ' ! 1! [ ! which the number
8 i ' {1 ' was originally
E 10 - . | parallel of the
= | : natural gas, stops
g 0 j . at the beginning of
% 1974 1978 1982 1986 1‘&)0 1992 1995 1997 1999 2001 2004 the 5th phase

Figure 52 : Malaysia — Actual Number of Government Land Takings, Plant
Commissioning, GPP Commissioning and Supply of the Natural Gas
According to a Five-Phased Period 1984 — 2004

Source: Own analysis

The bar chart in Figure 52 also shows that there is an empty phase in the 1°
period. This makes one wonder whether the supply of natural gas produced was too low
to support the petrochemical industry or the necessary infrastructure was insufficiently in
place to build investor confidence. It appears another ten years (1992-2002) was needed
to see development activity at its full scale. Even though growth in Malaysian natural gas
seems unstoppable, the demand for new government-released sites has met its ceiling
since the early 2000s.

As above, GPP1 which was awarded by the Terengganu government to Petronas
in 1983, became the first government-released petrochemical-related industrial site. After
about ten years, more sites were released by Terengganu State as well as those sold by
Pahang SEDC. The peak period was the year 2000 when a total number of six sites were
transferred/awarded to project initiators. However, as is shown in Figure 52 as well as

discussed in Section 7.3, the release of three sites for Petronas in Kerteh at the end of
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2000 marked the end of the government-release era. This suggests that the demand for
land from the government for petrochemical industries in both states was initiated,

intensified and reached its climax within only a twenty year period.

At this juncture, it is beneficial to recap on the conclusions made in Sub-section
7.3.1 (Page 170). The State Government forecasted that the amount of land needed by
petrochemical industry would increase along with an increase in natural gas production.
Yet, evidence suggests that the government prediction that the demand for land would
continue to rise was problematic. It is likely that either the government’s prediction was
based on incomplete information or information on market signals was misinterpreted.
The findings indicate that there is no strong evidence to support a direct relationship
between growth in Malaysian indigenous natural gas with demand for petrochemical sites
in Kerteh and Gebeng*?. In other words, continued growth in natural gas production is
not necessarily followed by a continual rise in demand for industrial sites. The evidence
indicates that the volume of natural gas produced within Malaysia has been sufficient to
initiate the industry as well as to support its growth to the present stage but the
intensification of existing sites has adequate handled the expansion in the output of

natural gas.

122 As a reminder, Malaysian gas for the petrochemical industry is sold at negotiated price that is lower than the actual
market price (see interview B1, paragraph 19.5; B11, paragraph 27.4)
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9.2.3.4 Analysis of the Relationship Between Global Natural Gas
Price and Demand for Petrochemical Industrial Sites in
KIPC and GIPC
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Figure 53 : Malaysia — Relationship between Natural Gas Price and
Demand for Petrochemical Industrial Sites

Source : Own analysis

The graph above indicates that Kerteh and Gebeng emerged as a petrochemical
hub in the early 1990s, at which time, the global price of natural gas was approaching its
lowest point. With reference to Figure 47 (Page 261) and the discussion on Page 279,
demand for petrochemical industrial sites in Kerteh and Gebeng began to intensify in
1994/1995. However, Figure 53 indicates that during the same period, the world price of
natural gas was at its lowest since 1980. When the price picked up in 1997, demand for
land picked as well until 2000. However, there has been no new demand for
petrochemical land in KIPC and GIPC although the price soared until 2004. Therefore,
the findings suggest that there is no clear connection between world price of natural gas
and demand for industrial sites in the studied areas.
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9.2.3.5 Relationship between Inter-Plant Relationships and
Demand for Petrochemical Industrial Sites

The conclusion reached on Page 263 was that all plants in the studied areas,
without exception, are bound to each other in chemical terms. The chemical substances
considered output or affluent of some plants serves as feedstock for others. As a result
plants within both Kerteh and Gebeng trade among themselves. This was the rationale
behind naming both complexes “Integrated Petrochemical Complexes”. According to one
CEOQ, in the petrochemical industry, it is essential that every player knows their ‘chemical
role” within a complex. Players also need to be highly specialised in their “‘chemical role’.
In some instances producers need to create a sub-cluster within a complex. Clustering or

integrated complexes means cost saving for the industry™.

Looking at this from a different angle, Figure 54 examines the relationship
between plants in Kerteh or Gebeng with respect to location. Figure 54 strongly suggests
that the closer the plant is to the point where natural gas comes to shore, the more capable
it is of handling flammable and combustible substances. Since each cluster handles only
certain chemical substances, there are clear boundaries between them. For example, some
groups of plants handle basic natural gas (ethane, butane and propane) base chemicals
while others deal with substances with either an ethylene or propylene or polypropylene

or aromatics base.

128 Appendix K (Interviews B1, paragraph 19.2, 19.3, 19.4; B5, paragraph 21.5; B10, paragraph 26.6; B11,
paragraph 27.4)

284



Ethylene
Base

> KIPC

Polyethylene
Base

Intermediate
Products

> GIPC

End
Products

Outside East
Coast

Figure 54 : Malaysia — Land Use Pattern in KIPC and GIPC

Source : Own analysis

285




9.2.3.6 Relationship between Quality of Government
Departments’ Services and Demand for Petrochemical
Industrial Sites in KIPC and GIPC

Table 67 indicates that among government authorities investors are satisfied most
with MIDA and the State Government of Terengganu. Both authorities have been
effective in securing investment in Malaysia, in particular in Kerteh. An example that
demonstrates the effectiveness of MIDA is the way it managed to change the mind of a

European company that had decided to locate its plant in Singapore:

“ ... I’d like to tell a story of our plant. It was many years ago. We planned to have a
plant for the Asian market. We planned to have only three plants of such type. One in the
North America, one in Europe and one in Asia. Knowing this, the Malaysian and
Singaporean authorities came in to offer facilities. In the first place, Singapore offered a
very excellent offer with ‘irresistible’ incentives, probably, the worth was about USD50
million. It created a gap between Malaysian and Singaporean offer.

Singapore also offered a site which was next to our existing plant. Being next to the
existing plants create synergy. To set up a new plant we need to create an environment for
it. If it is next to the existing plant we save a lot.

MIDA, through my experience is very efficient, very responsive, very investor driving.
So, we told MIDA what we got from Singapore. MIDA then offered a counter proposal
which was close to the Singaporean’s with a little improvement. That was the story why we
landed in the East Coast Malaysia. That shows a competition between governments and
how MIDA played a key role.” (A European Company).

The interviews generated some further quotations which reflect how excellent MIDA
has been in serving foreign investors*?*. The evidence also reveals that most investors are
satisfied with the work of the state government of Terengganu. Yet, the results of Table
K of Appendix P suggest that government department and officials’ actions may still
create three forms of costs for investors. These are the costs of policy interference, costs

of inefficiency and costs of corrupt practices. Details are shown in Table 71.

124 Appendix K (Interviews B7, paragraph 23.2; B8, paragraph 24.6; B10, paragraph 26.4;
B13, paragraph 29.2; B14, paragraph 30.2).
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Table 71 : Malaysia — Investors’ Perceptions of Costs of Bureaucracy

Costs How Costs Affect Investors
Costs of Policy (@) Costs of shut-down — each shut-down costs about USD 1 million:
Interference

““...a policy that requires us to undergo a periodical inspections, which we
think too frequent, concerned us. The first inspection is within the first six
months, then after one year, then after 18 months. After the 18 months we can
apply for two years. We are world class companies and able to be self-
regulated. Even if the system is there, we cannot guarantee a disaster-free. An
inspection, through which 200-300 items to be checked within about 1-month,
needs a shut down. Each shut down costs a plant USD 1 million. Therefore,
each inspection costs USD 25-30 million.” (MPEA President);

(b) Costs of interface — some government policies require participation of local
companies. Consequently, formation of a joint-venture company is a pre-
requisite:

“Another concerned thing is the policy that requires foreign companies to
joint-venture with local companies. There is no doubt that some local
partners are excellent. Others however are not really competent, rather not
functioning at all. Thus, the partnership rather creates ‘costs of interface’.
Why shouldn’t we investors deal directly with the government? So, the
operational costs would be lowered” (MPEA President)

Both types of costs create additional operating costs. As these costs are substantial,
firms would become competitive in the global market.

Costs of Inefficiency | (a) Low water supply pressure limits factories” production;

(b) In the event of a water supply shortage, factories have to buy raw water in big
volumes and at high costs:

“Walaupun jumlah kilang (di Gebeng) bertambah lebih sepuluh kali ganda
dalam tempoh 15 tahun, loji bekalan dan paip air tidak dinaik-taraf. Bila
bekalan air kritikal, kilang terpaksa menyewa lori-lori tangki untuk
mencukupkan bekalan. Kosnya tinggi (Even though number of factories (in
Gebeng) has increased 10-fold in the last 15 years, water supply facilities
have never been upgraded. In the event of critically low water pressure, we
have to hire oil tanker trucks to bring water to our plants. The cost is very
high)”” (A CEO);

(c) Delays in the shipment of factory products:

“MIDA and DOSH are very understanding and excellent. Others are
unsatisfactory, for example the Local Authority’s response to complaints are
slow, the Customs Department doesn’t understand the company’s urgency. In
the event of delays at Customs, the shipment of our products is delayed as

well. It affects us” (US company).
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Costs How Costs Affect Investors
Costs of Corrupt (@) Firms have to bear the cost of fulfilling unrealistic demands from certain
Practices government departments:

*“...some government departments are very understanding and excellent is
their service, e.g. MIDA, DoE and DOSH. Others are unsatisfactory, for
example,... ... corrupt practice in some government departments... ...
occasionally, we have to fulfil ‘unrealistic’ government departments
demands - it affects our financial performance (US Company).

Source : Own analysis (full analysis is in Table K of Appendix P)

On the

weaknesses and corrupt practices in the government, it can be inferred

from the interview with a senior politician that the issue is significant, as quoted:

Q: “Were you happy with the performance of government officials?”

A: “No. Th

e reason is corruption (he cited examples that he asked not to be disclosed).

You know what the risk of corruption is to a country? Investors would come only for a
very short period. They put their money there, maybe for one year, or less. They find
ways to make profit as fast as possible. Then they leave the country™.

Yet, the key question is to what extent does excellent service tendered by a

government de

partment guarantee investment by private firms? The answer may partly

lie in the following incidents:

(@)

(b)

In the state of Terengganu there are also unsold petrochemical sites
despite the fact that investors are very satisfied with the state government.

There are complaints that the state government of Pahang provides
insufficient support for investors. However, during the investigation it was
found that there were new plants in Gebeng. One was in the initial stage of
construction on Site 9 (identified as plant 9E — see Plate 10) and the other

was in the initial stage of operation (plant 13B);
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Plate 10 : Construction Works on Site 9E

Source : taken at site

(©)

(d)

According to a former Chief Minister of Terengganu, there is at lest one
incident where an investor from Germany abandoned his plan to invest in
Terengganu because of unsuccessful negotiating with Petronas to secure

oil and natural gas, as cited below:

“There was a case where an investor from Germany was keen to bring an
investment worth about USD4 billion, after failing in securing fuel at the right
price from Petronas, the firm withdrew and went to another ASEAN country. We
believe, Petronas stand was influenced by the Federal government” (Abdul
Hadi);

A US company claimed that when they came to Malaysia years ago, they
had a plan to fully operate in Gebeng. However, they too failed in their
negotiations with Petronas to secure feedstock and moved part of their

operation to Singapore, as quoted:

“In the earlier stage, (the company) planned to fully operate in Gebeng.
Failing in securing a guaranteed feedstock with Petronas, a major part of
operation was shifted to Singapore” (US Company).
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In summary, excellent government department service to investors cannot
guarantee FDI. At the same time, complaints about quality of government service do not
necessarily keep investors away. Results of interviews suggest that an excellent
government may attract investors but investors’ decisions ultimately depend on the
availability of feedstock.

9.2.3.7 Relationship between Area of Land and Demand for
Petrochemical Industrial Sites
In addition to the quotations on Page 270, the interviewed investors indicated that

firms in Kerteh and Gebeng have expansion plans for 5 — 10 years ahead:

Although some companies, e.g. BP-Amoco, MTBE and BASF, are carrying out a plant
expansion, Gebeng would face a stiff competition, especially from Shanghai. Reason,
operating in newly industrial zones, especially in China, is more cost-effective... now
market is good, there are signs that the plant in Gebeng will undergo an expansion in 10
years time (US Company).

The above statement imply that some investors, when they acquired land in
Kerteh or Gebeng, anticipated the need for a huge area of land, so they can put their
expansion plans into operation. Table 43 (Page 188), as illustrated in Figure 56, supports
this view as land use has intensified since the 1980s. Table 68 indicates that in the
petroleum, gas and petrochemical industry, the project initiator desires a huge area of
land when moving in to new areas. Figure 55 is a line graph based on data in Table 68
correlating the size of parcels with the number of plants on each parcel. The graph
suggests that there is a positive relationship'® between size of land and number of plants

on each allotment.

125 See test no. 2 in Appendix O
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9.2.3.8 Relationship between Infrastructure Development and
Demand for Petrochemical Industrial Sites
Data on the history of the construction of basic infrastructure and facilities for
KIPC and GIPC'? are arranged into chronological order in Table 72. Figure 57 relates
these stages in the development areas with the number of new petrochemical industrial

site takers in both complexes.

Table 72 : Malaysia — Stages in Major Infrastructural Development in Kerteh
and Kuantan 1980 - 2005

PERIOD INFRASTRUCTURE AND FACILITIES
1980 — 1985 Construction and commencement of first oil refinery, GPP, followed by
initial production of oil and gas.
1985 - 1990 Completion of other supporting facilities, i.e. Kerteh Airport and
introduction national gas networking system (PGU).
1990 — 1995 1. Expansion of gas production facilities, i.e. GPP 2, GPP 3 and GPP 4.

2. Completion of gas handling facilities (upgrading of Kerteh Port) and
petrochemical industrial support facilities (CUF).

1995 - 2000 1. Expansion of gas production facilities, i.e. GPP 5 and 6
2. Expansion of supporting facilities, i.e.:

e Kerteh and Gebeng Centralised Utilities Facility;

e Kerteh and Gebeng Central Tankage Facility;

e Upgrading of Kuantan Port;

e Kuantan Industrial Training Institute, Gebeng;

e Kerteh Port Phase 2;

e Kerteh Warehouse.

2000 - 2005 1. Expansion of crude gas production with commencement of the Petronas-
ExxonMobil Angsi Field

2. Expansion of other dedicated and generic infrastructure and supporting
services:

e Upgrading of liquid chemical berth, Kuantan Port;

e Launching of Gebeng Township;

o Dedicated Water Supply System;

e Completion of Kerteh-Kuantan Railway;

e Completion of the national gas networking system (PGU);

e  Completion of 1st Phase of new East Coast Highway (Kuala
Lumpur — Kuantan).

Source: Own analysis

126 The list is in section F of Appendix I.
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Figure 57 implies that in 1980 — 1985, the petrochemical industry was not
initiated until ten years after the first natural gas landed in Terengganu. In 1985 — 1990,
the initial stage of the development of petrochemical industrial sites is seen following the
completion of the first three GPPs, Kerteh Airport and the PGU Phase 1. In 1990 — 1995,
development was intensified after 1994, particularly after the completion of an extension
to Kerteh port, the CUF and CTF in both GIPC and KIPC and water supply system. Post
2000 there has been no significant progress in the registration of new land ownership for
petrochemical firms despite the fact that the supply of natural gas keeps on growing,
particularly after the commissioning of the new gas fields, Petronas Resak and Petronas-

ExxonMobil Angsi and the completion of supporting infrastructure facilities.

In summary, an improvement in the supporting infrastructure and facilities

obviously boosted the demand for sites for petrochemical firms. However, there is no
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strong evidence to suggest that continuous progress in the infrastructure and facilities will

guarantee continuity of demand for new government-released land within the industry.

9.2.4 Summary

Sub-section 9.2.1 lists factors that may attract investment in KIPC and GIPC. This

chapter has analysed those factors from perspective of investors. A summary of the

analysis is in Table 73 which arranges the factors according to the degree of importance

placed on them by the interviewed investors.

Table 73 : Malaysia — Factors Attracting Investment in KIPC and GIPC

Factors Degree of Importance Demand or
Supply Side?
Volume of indigenous natural gas Regarded as ‘non-negotiable S
factor’ but weak when production
passes certain point
Global demand for natural gas for consumption in Highly important and very crucial D
chemical industry
Nature of industrial complex where sources of Highly important S
feedstock, petrochemical plants and supporting
facilities are integrated
Size of land Highly important S
Roles played by MIDA and state government Important but depend on above S
factors
Dedicated infrastructure (e.g. GPP, CCF, dedicated Highly important at a certain level S
port and airport) but weak when the progress
passes certain point
Global scenario in supply and demand of natural gas Has strong connection but D
overshadowed by factor of
demand for natural gas for
consumption in chemical industry
Global price of natural gas No clear connection
Price of land No direct connection but may S
have some connection with factor
of land size
Housing and shopping facilities Weak connection S
Supply of semi-skilled labour No data but has some indication S
Performance of supporting operators No data S

Source: Own analysis (see details in Tables A and B of Appendix P)
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9.3 PETROCHEMICAL FIRMS’ ACTIONS AND
STRATEGIES IN LAND ACQUISITION AND
DEVELOPMENT

9.3.1 Actions and Strategies

Adams (2004) argues that the influence of the institutional environment and
formal institutions is embedded within the strategies, interests, and actions of key agents.
Results of the empirical study, as set out in Chapter Eight, suggest that problems in the
supply of industrial sites are attributable to Land Office practices that have direct
connection with the institutional environment, formal institutions and governance system
underpinning land administration. Therefore, the following section will examine the
strategies adopted by the demand side in land acquisition and development. The objective
is to explain theoretically the actions and strategies adopted, especially in reaction to

institutional problems that were discussed in the preceding chapter.

9.3.2 Strategies in Land Acquisition

The quotations below are from interviews where the respondents indicate that the

only reason firms form a joint-venture company with Petronas is to secure feedstock.

“The price of Malaysian feedstock which is 3 or 5 times cheaper than the American, is
negotiable and not subject to global gas price. It is negotiated from time to time and not
subjected to long-term contract. During a JV negotiation with Petronas, the feedstock
pricing is discussed altogether. So, as long as natural gas price in the US is high, and as
long as Malaysian feedstock is cheaper, there is no reason for companies operating in
Malaysia to return to their home countries” (MPEA).

“The most important reason why we decided to JV with Petronas was not land, but
feedstock. We need a guaranteed long-term supply” (US Company).

“We acquire our site in Kerteh through Petronas. Petronas has set Kerteh as an integrated
petrochemical complex. Petronas is also the feedstock supplier. We set up our plant in
Kerteh mainly because of feedstock. Feedstock is a non-negotiable item. | think Kerteh
feedstock could last for 15 years. Since Malaysia has discovered new rigs, we believe the
supply would be longer” (A European Company).
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*“... supply of feedstock is crucial. For current need, Malaysian raw material is feasible.
Current supply is fine” (A European Company).

“When investors are deciding to move to any country, they must ensure that there is no
question at all of uncertainty in the supply of feedstock. In Malaysia, gas can be found in
abundance and the price is cheap. In the Middle East region the supply, even though
cheap, the countries are unstable...” (A Petronas JV Company).

The above statements suggest the main investment attraction in the studied areas
is certainty in the supply of feedstock. Therefore, the following discussion, based on the

findings in Table 74, will examine the importance of feedstock in the case study.

Table 74 shows the relationship between the type of feedstock required and the
form a company takes as well as its choice of industrial site. Therefore, Tables 66 and 74
suggest that there is no strong evidence to reject the above interviewees’ statements. The
findings also suggest that Kerteh is only populated with those in need of primary
feedstock. In contrast, the majority of investors in Gebeng are not dependent on a primary
or secondary feedstock supply. Therefore, all firms in Kerteh, including those in need of
primary or secondary feedstock, have a direct relationship with Petronas. In contrast,
most of the companies in Gebeng, who only need secondary or tertiary feedstock, get a
supply from Petronas-related companies.
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Table 74 : Malaysia — Plants in KIPC and GIPC, Ownership and Type of Feedstock

Company Corporate Shareholders JV with Complex of Requires
(country of origin) Petronas choice either primary
or secondary
feedstock
Petronas Gas Petronas (Malaysia) Petronas Kerteh Produces primary
owned feedstock
Petronas Ammonia Petronas (Malaysia) Petronas Kerteh Yes
owned
MTBE- Petronas (Malaysia), originally JV Petronas Gebeng Yes
Polypropylene with ldemitsu (Japan) owned
Petronas-BP Acetyl BP-Amaoco [originally BP (UK)] Yes Kerteh Yes
Petronas (Malaysia)
Optimal Chemicals Dow Chemicals (US) Yes Kerteh Yes
Malaysia Sdn Bhd Petronas (Malaysia)
Optimal Olefins Dow Chemicals (US) Yes Kerteh Yes
Malaysia Petronas (Malaysia)
Sasol Polymers (South Africa)
Vinyl Chloride Petronas (Malaysia) Yes Kerteh Yes
Malaysia Mitsui (Japan)
Aromatics Malaysia | Petronas (Malaysia) Yes Kerteh Yes
MJPX (Japan)
Petlin Petronas (Malaysia) Yes Kerteh Yes
Sabic Europe (Saudi Arabia)
Sasol Polymers (South Africa)
Polyethylene BP-Amoco [originally BP (UK)] Yes Kerteh Yes
Petronas (Malaysia)
Ethylene Petronas (Malaysia) Yes Kerteh Yes
Idemitsu Petrochemicals (Japan)
BASF-Petronas BASF (Germany) Yes Gebeng Yes
Chemicals Petronas (Malaysia)
BP-Amoco BP-Amoco(originally Amoco, No Gebeng No
Canada)
BASF-Toray BASF (Germany) No Gebeng No
Toray Plastics (Japan)
Eastman Eastman (US) No Gebeng No
Cryovac Cryovac (US) No Gebeng No
WR Grace WR Grace (US) No Gebeng No
Sealed Air Sealed Air (US) No Gebeng No
Flexyss Akzo Nobel NV (Netherlands) No Gebeng No
Solutia Inc (US)
Polyplastics Celanese Corp (US) No Gebeng No
Daicel Chemical Industries (Japan)
Kaneka Kaneka (Japan) No Gebeng No

Source: Own analysis™?’

127 A classification of primary, secondary and tertiary feedstock is in Table 66.
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The findings suggest that companies that need to secure feedstock were best
advised to enter into a joint-venture with Petronas, acquiring land not directly from the
government but through Petronas in Kerteh. This strategy is likely institutionally related
to the Petroleum Act (1974), as Petronas is the sole proprietor of all Malaysian oil and
gas. Petronas is designated as the sole authorised body for exploration, and for upstream
and downstream production. With this monopoly power Petronas is in a position to
control the bargaining with the state and local government, define land use at the local
level, and decide the most appropriate joint-venture partners and eventual co-owners of
land.

9.3.3 Strategy in Site Acquisition

Table 50 (Page 223) which shows the length of time required to attain
government approval for petrochemical sites also indicates that there is a wide gap
between the dates on which land titles are registered and the date when a plant comes on-
stream. Table 75 which is an extract of Table 50 shows that the length of time a site was
unproductive after it was handed over to the applicant was longer than the delays at the
Land Office (compare the figures in cells E1 and F1).

Table 75 : Terengganu — Time Required to Complete Application Process for
Government Land for the Petrochemical Industry

Cell
1 | 2 | 3 | 4
Stages of Process Time Required for Completion (Months)
Mean Minimum Maximum De\?it:tlion
E | From ownership registration to plant on-streaming 27.86 5 92 34.237
F | Total duration at the Land Office 18.71 12 34 8.420

Source: Own analysis (based on data in Appendix I)

The time required is partially explained by files in the Land Office'®. These

government records show that long development periods are mainly attributable to two

128 Appendix I (file numbers 2, 3, 4 and 7 in section B)

298



factors. Firstly, lengthy bargaining between factory owners and regulatory bodies on the
terms and conditions of land development. Secondly, appeals by landowners to reduce
land prices. Records at the Land Office indicate that where development took less than
two years, there was consent from the authorities for landowners to commence projects in

advance of formal government approval.

9.3.4 Summary of Firms’ Actions and Strategies

To conclude, the preceding analysis suggests that petrochemical firms typically
adopt two strategies in their participation in the land development process. Firstly, they
negotiate industrial sites with project initiators according to the type of feedstock they
need and locating themselves according to their chemical functions. Secondly, they bank

their secured site and start their operations at some date in the future.

9.4 AN INSIGHT FROM THE PETROCHEMICAL
DEVELOPMENT PROCESS

Sub-section 5.4.2.5 suggests that qualitative research is interpretive research
where findings are interpreted as a reflection of a larger conclusion about the studied
phenomenon. The section also suggests that firms’ decisions, including business
strategies and changes in governance structure are reactions to transaction costs. The
discussion recommends applying Artz and Brush’s (1999) model to explain
petrochemical firms’ strategies in the case study. The present sub-section will discuss the
findings that result by applying Williamson’s (1988) recommendation and Artz and

Brush’s (1999) model. We will begin with an illustration in Figure 58, below:
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In Figure 58:

(@)

(b)

(©)

(d)

It can be seen that development in KIPC and GIPC went through two distinct

phases, denoted by number ‘1’ and *2’;

Period “1” is between the mid-1980s and mid-1990s. The events within period

1 were:

(i) The gap in the world supply and demand of natural gas started widening
(see line ‘A’ and ‘B’);

(i) As indicated in Appendix I, relatively few applications for land in
Kerteh were filed at the Land Office during this period. Although there
is evidence in the official records that applicants were allowed to initiate
land development before land ownership was registered, line ‘J” in the
graph denotes that only a very small number of plants were on-stream

during this period.

The graphs suggest that the process of site acquisition in the studied areas
intensified after the OECD countries failed to close the gap between the
supply and demand of natural gas. In the same period, some petrochemical
plants in the KIPC and GIPC started operating. The proposition in paragraph
b(ii) above, together with the findings of Table 75, suggest that at this period
(period 1) investors were securing and stocking up land, analysing the market
scenario and preparing to move from their countries of origin should the

global shortage worsen;

Period ‘2’ (denoted by line ‘2) is between the mid-1990s and early 2000s.
This period started with a surge in global demand for natural gas in the
petrochemical industry (see circle ‘E’) and ended with another surge between
2000 and 2001 (circle ‘F’). Between these dates, most plants in Kerteh and

Gebeng were in operation (line ‘K’);

Since the era marked by turbulence (periods 1 and 2) was over, there has been

no significant increase in demand for industrial land in the region (line “I’).
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Findings from Figure 58 suggest that a change in world demand for petrochemical
products began in the 1970s. At the same time, new producing nations, including
Malaysia were emerging. Investors from multi-national corporations (MNC) were aware
of the global change. Accordingly, their production lines in the West moved slowly to

other parts of the world.

What do the above findings tell us? Fan (2000), in his study in the US found that
an interrupted feedstock supply which resulted in a plant shutdown may cost the
manufacturers up to one million US Dollars each day. The President of the Malaysian
Petrochemical Association agrees with this calculation'®. Company CEOs and other
senior officials even though they used different terminology, also expressed similar
views™. There are indications that risk avoidance has been the firms’ strategy at their
every move before and during their participation in the land development process. Fan’s
(2000) thesis is supported by empirical evidence in this study which strongly suggests
that:

@ the decision of a petrochemical firm to move to Malaysia related to the
uncertainty in the global supply of natural gas;

(b) company ownership in Kerteh and Gebeng is linked to the type of feedstock
they require. See the following tabulation (Table 76):

Table 76 : Malaysia — Typology of Investors in Kerteh and Gebeng

Type of Company Class of Feedstock Needed Complex of Choice
Ownership
Petronas owned Primary feedstock producer Kerteh only

(needs only oil and gas)
JV with Petronas Primary and secondary Majority in Kerteh
Without JV with Petronas | Tertiary All in Gebeng

Source: Own analysis (based on Table 74)

129 Appendix K (Interview B1, paragraph 19.12).
130 Appendix K (Interviews B9, theme (b)(ii); B14, paragraph 30.8).
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Information from interviews and investigated documents suggests the above

arrangement is not simply typological distinguishing the nature of plants in

Kerteh and Gebeng. As in Adams (2004), land development agents’ strategies

reflect the institutional arrangement. Thus, the following description interprets

Table 76 as part of the strategy adopted by investors to react to institutional

constraints:

(i)

(ii)

Healey and Barrett (1990), Healey (1991;1992b), Evans (1995), van der
Krabben (1995), Keogh and D’Arcy (1999), Nanthakumaran et al.(2000)
and Adams et al. (2003) all suggest that in land development, particular
attention should be paid to problems at the supply side. Among the key
research findings is uncertainty in the timing of land supplied by the
government. The findings therefore suggest that the ‘red-tape’

phenomenon at the Land Office is institutionally derived.

The findings suggest that in facing constraints in land development, key
actors strategise by forming alliances, exercising power, negotiating or
cooperating (see Table 77). The tabulation suggests that the studied case
supports conclusions of Healey (1992b), Keogh and D’Arcy (1999) and
(Adams et al., 2003) that partnership in land development is actually a
process of matching key investors’ strengths. The tabulation suggests

that Petronas’ strengths and advantages are institutionally derived,;
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Table 77 : Malaysia — Roles Played in Partnership in the Petrochemical Industry

Firms Main Tasks | Detailed Tasks Strengths Weaknesses
Petronas To supply e To construct and run Law makes Petronas sole Very young (less than 30
primary GPP. owner of Malaysian oil years old), weak in global
feedstock e To guarantee supply of and gas mark_et qetworklr}g and
ethane. butane and inferior in expertise and
propane at a negotiated advanced technology
price.
To supply e To deal with the Land As a local company and
land Office, MIDA, SEPU, native to Malaysia,
Local Authorities etc. Petronas knows how deal
e To create subsidiary with the authorities
entities and transfer
shares to the new
entities.
o To deal with regulatory
bodies.
To act as ¢ To provide supporting As project initiator and
property facilities (e.g. CUF, land developer, Petronas
manager CTF, airport, port etc.). | has the best knowledge in
e To undertake site co-ordinating the activities
maintenance tasks. within the complex
e To deal with the
authorities.
BASF Bring in Most JV companies are e Too dependent on
BP-Amoco | technology more than 50 years old, primary feedstock.
Dow and expertise some, e.g. BP is already Thus, very sensitive to
) around 100 years old. They change in global price
Exxon-Mobil are well known for their and supply of natural
Idemitsu superiority in technology. gas.
Mitsui Product JV companies have strong | ® Global market change
MJIPX Marketing global market networks, is very fast.
Mitsubishi ready buyers and are ¢ Atthe mercy of delays
b superior in brand name. by government
Sabic bureaucracy, especially
Sasol

when needing to build
new plants.

o Insufficient knowledge
of host country
government
bureaucracy

Source: Own analysis

Note

Exxon-Mobil is an operator in extracting crude oil and gas. BP-Amoco was
originally two entities, BP plc (UK) and Amoco Ltd. (Canada).
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(c)  Williamson (1988; 2000) contends that changes in firms’ governance structure
are a response to transaction costs. Transaction costs in turn, arise because of
uncertainty. As discussed on Page 302, an insecure supply of feedstock is a
deadly threat and as indicated in Table 61, a guaranteed supply of feedstock is
non-negotiable. Artz and Brush (1999) suggest that firms’ strategies,
including change in the governance structure, are attributable to

environmental and behavioural uncertainty.

Figure 59 illustrates the relationship between institutions, uncertainties and petrochemical

firms’ strategies.
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A 4
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Figure 59 : Malaysia — Relationship Between Institutions, Uncertainties and
Petrochemical Firms’ Strategies

Source : Own Analysis
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Based on the illustration in Figure 59, Tables 74 and 77 suggest that:

(@) For foreign investors, the advantage of partnership with Petronas is to avoid
two risks: (1) the risks of uncertainty in finding a stable supply of feedstock
and (2) the risk of delays in getting land and development approvals from
state authorities in the event of an immediate need to construct new plants
when the global chemical market changes dramatically. Risk no. 1 may refer
to environmental uncertainty and risk no. 2 may refer to behavioural
uncertainty as defined by Williamson (1988; 2000).

(b) For Petronas, partnership with foreign investors is a short cut to access the

global market as well as to access the latest technology and expertise.

(c) Since they are not dependent on primary and secondary feedstock, investors in
Gebeng are not directly impacted by problems in the global natural gas
market. Therefore there is no need to partner with Petronas. Since the
feedstock is classified as tertiary and posses lesser risk of combustibility, there

is no need to set up a plant in Kerteh.

The discussion on Page 267 suggests that by being close to each other, or by
agglomerating, petrochemical companies save on operation costs. However, the findings
in this section suggest that clustering is an outcome of efforts to avoid environmental and
behavioural uncertainty. Thus, clustering is a result of vertical integration among
petrochemical firms. Therefore this study suggests that the main impetus behind vertical
integration was to avoid uncertainty. By being vertically integrated, the plants are
physically clustered or agglomerated. Because of this, both operation costs and the risk of
uncertainty are reduced. A summary of key research findings are presented using Artz
and Brush’s (1999) model in Figure 60:
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ANALYSIS OF BEHAVIOURAL
UNCERTAINTY

Findings of Chapter 8:

There are uncertainties in the
supply of land by State
Governments.

PROCESS ANALYSIS

Findings of Chapter 7:
Petrochemical companies have
their own internal arrangements
in land transactions.

Findings of Chapter 9:

® Project initiators apply for a
huge area of land from the
Land Office. Then, they
subdivide the allotments and
allocate/sell industrial sites to
new buyers according to their
chemical needs and position
them according to their
chemical chain. Therefore,
subsequent buyers skip Land
Office procedures in finding
land.

® Project initiators replace the
government in land supplying,
enabling them to react swiftly
to drastic changes in the
global chemical market .

ANALYSIS OF
ENVIRONMENTAL
UNCERTAINTY
Findings of Chapter 9:
o Supply of feedstock in the West
depleted.
e A major change in global
petrochemical industry in the
mid-1990s and early 2000s.

A\

RESULTS OF
TRANSACTION
COST ANALYSIS

e Issue of ‘uncertain

feedstock supply’ is
highly sensitive. Firms
may lose around USD
1 million every shut-
down day.

In anticipation of
uncertainty, companies
moved out from their
countries of origins
beginning in the
1980s.

The key strategy is to
form joint-venture
arrangements with
natural gas owner
companies that have
uninterrupted supply
records, for example
Petronas.

Figure 60 : Transaction Costs in Investment for Petrochemical Industries

Source : Own Analysis
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9.5 CONCLUSION

Keogh and D’Arcy (1999), Nanthakumaran et al. (2000), van der Krabben (1995)
and Healey (1992a) indicate that the land development process is a result of bargaining
between development agents. The findings of this study suggest that the decision whether
to locate a plant at the KIPC or GIPC depends on which strategy most avoids uncertainty.
Superficially, the findings suggest that those companies that need to acquire raw natural
gas products such as ethane, butane and propane may have to operate in KIPC. As a
result, they are required to become Petronas partners and cluster around Petronas
installations. On the other hand, those in need of tertiary feedstock (e.g. propylene,
polyethylene and polypropylene), do not need to have direct contact with Petronas. Their
plants can therefore be distant from the natural gas source. This group may settle in
GIPC.

The Kerteh and Gebeng cases therefore suggest that in the petroleum and gas
industries relationships between land buyers and sellers are of a long-term nature.
Interviews with companies strongly suggest that although competition is stiff, especially
in the retail sector, ‘market wars’ are not really a practice among oil companies. Thus,
firms, especially those upstream, cannot afford to fall out with each other. To support this
proposition, one interviewee reported that, “if we look at the nature of the petroleum
business, we can find that in one country we are competing with each other but in

different places we are partners’(Petronas).

Previous research has discussed the nature of the interaction among key market
players [for example, Fan (2000), Wang and Yeung (2000) and Cumbers (2000)]. The
key market players in this lucrative business sector in Malaysia would appear to be the
MNCs. It is noted that every player is specialised in its field or ‘chemical function’. They
do not acquire land just for its own sake but to position themselves appropriately
according to their business activities and chemical interest. The arrangement of each

plant according to its ‘chemical role’ is reflected in the landscape of a petrochemical
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complex. As a result, both KIPC and GIPC, which are populated by dozens of companies

from various nations, actually function like an integrated production unit in a factory.

The findings also suggest that other parties have advantages which Petronas does
not have. For example, most of Petronas’ co-landowners are those with superior brand
names (e.g. BP-Amoco, Dow, BASF, Mitsui and Mitsubishi) and with immediate access
the global market. There are a number of companies in the GIPC which could survive
without a J-V with Petronas (e.g. W.R. Grace, Eastman, Flexyss and Kaneka). Records of
appeals from Petronas to Kemaman Land Office with regard to certain matters show that
Petronas also has to follow rules and regulations and has only limited access to
government decision-making. Therefore, every player is in possession of certain
advantages which are not necessarily redeployable. Any advantage is capitalised in the

bargaining process to control resources, namely, space and raw material.

The above highlights the importance of information in the land development
process as emphasised by Wyatt (1995), Evans (1995b), Adair et al. (1998), Keogh and
D’Arcy (1999) and Adams et al. (2003). In the case studied, it is evident that different
players are in possession of different types of information and have different roles in the
land development process. Access to different types of information, such as global the
market and government bureaucracy is an asset in bargaining. By having information on
the global natural gas market as well as access to government decision making, project
initiators adopt strategies to protect themselves from anticipated government failure.
They do this by stocking up land, increasing the intensity of land use and releasing sites
according to demand. This is supported by statistics which show that all plants in
Malaysia were on-stream between 2000-2003 during a drastic jump in the demand for gas
as well as a gradual drop in the number of workers in the chemical and petrochemical
sector in the US and the UK. This indicates that project initiators were well-informed on

what was happening outside of Malaysia.

The findings suggest that the project initiators, the larger firms, adopted the
strategy of stocking up land and becoming suppliers of industrial land in each cluster,

especially to smaller firms. Therefore the project initiators since the 1980s have slowly
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replaced the role of the government in supplying new sites for petrochemical industries.
The strategy of replacing the government’s role in supplying land indicates that the
government and investors use different sets of information when interpreting market
signals. A sudden halt in government land takers in the midst of a continued rise in oil
and gas production in the early 2000s is evidence that the States of Terengganu and
Pahang, by banking only on a forecast of oil and gas production have over-estimated the

demand for land for petroleum and gas industries.

Above all, the case study suggests that the salient factor in the success of demand-
supply interaction in the KIPC and GIPC is that the supply side has managed to release
land on time when it has been needed. This is attributable the fact that there has been ‘a
change of guard’ of land administration, from public office to business entity. Without
this, evidence suggests that the timing would not have been suitable for industrial
development. As has been emphasised, there is very strong evidence that in the midst of
the energy crisis in the OECD, particularly in the US, industrial sites were already in the
hands of project initiators (larger firms) who later became land suppliers especially to
smaller companies™!. These were not only successful in replacing the government in
supplying land efficiently but also accurately understood the needs of new land buyers.
This phenomenon is possibly best explained by what is termed by Williamson in his

various writings as ‘change in governance structure’.

In conclusion, by exploiting their differing strengths, petrochemical industrial land
development players bargain within a modified institutional arrangement. Once again,
applying a model of Creswell (2005), Figure 61 illustrates the key findings of this study.

The findings suggest that strategies are formulated to avoid uncertainty.

131 gee discussion on Page 188.
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Causal Conditions

Findings of
Chapter 7:
Vacant
industrial
sites are
numerous in
Kerteh and
Gebeng

Findings of
Chapter 8:

Land Office
bureaucracy

Findings of
Chapter 7:
Choice of
industrial site

Land use
pattern in the
petrochemical
industrial
complex

Mode of land
acquisition

>

Phenomena

Problem:
Uncertainty in the
timing of land supply
(Findings of Chapter 8)

Opportunities:
Feedstock and land
abundant and cheap in
Kerteh and Gebeng
(Findings of Chapter 9)

Problems in
Petrochemical
industrial and business
environment (findings
of Chapter 9)

o Supply of feedstock in
the West depleted.

e A major change in
global petrochemical
industry in the mid-
1990s and early 2000s.

e |Institutional
arrangement means
supply of Malaysian
gas is monopolised by
Petronas.

Strategy

Land supplier side’s
strategies (findings of
Chapter 7):

State Government keeps
supplying land according
to domestic supply of gas
at low prices

Petrochemical (demand-
side strategies - findings
of Chapter 9):

Outcome

A 4

Strategy 1:

Project initiator keeps a
large area of land and
negotiates with those
interested according to
their chemical needs and
their position in the
chemical chain.
Subsequent buyers skip
Land Office procedures in
finding land.

Strategy 2:

Investors keep the secured
lands and develop them
and commission plants
according actual global
chemical demand

Findings of
Chapter 9:

There have been no
new government
land takers since
early 2000s, mainly
because land in the
project initiators’
stock may suffice
for another 10-20
years

Explanation

Institutional framework:

Government bureaucracy, standards, culture, norms and values

Figure 61 : Uncertainty and Transaction Costs of Investment in Petrochemical Industries

Source : Own analysis
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CHAPTER TEN — CONCLUSIONS AND
RECOMMENDATIONS

10.1 INTRODUCTION

The present study has presented on government projections for the demand for
petrochemical industrial land. After the collected data were analysed, the results show

132 the supply of land exceeded demand. The study has been based on

that until recently
an NIE approach, which strongly contends that information problems are the main barrier
in the land market, resulting in inefficiency. Market signals are either misinterpreted,
delayed or ignored by the market players. The following discussion will interpret the
research findings and assess whether there is a match between the findings and theories
discussed in earlier chapters. Discussion in this chapter will be divided into three

sections. They are:

(@) Review of key findings in Section 10.2. This section will highlight the
process of land development, emphasising the roles of the land development

agents and institutions in the process.

(b) Review of the research aims in Section 10.3. The research findings will be
assessed under this section to see whether they have met the research

objectives.

(c) Concluding remarks in Section 10.4. Recommendations for policy

implications and future research will be put forward in this final part.

10.2 REVIEW OF KEY FINDINGS

This section will revisit key research findings and follow up on the results discussed in

previous chapters in further depth. Emphasis will be on a critique of land development

132 December 2006.
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theories which were discussed previously, especially in Chapter Three. Discussion will

focus on two main issues. These are:
(a) the process of land development; and

(b) the institutions and organisations involved in the land development process.
10.2.1 Land Development Process

10.2.1.1 Process

To begin with, generally, the findings reinforce three main NIE assertions. First,
development of petrochemical industrial sites resembles other generic land development
processes that a change in landownership is a prerequisite to development. Second, like
other land development processes, it involves many people from various parties.
Therefore, the process of bargaining about changes in landownership and government
approvals is not straightforward. Third, decisions in the land development process

directly involve organisations as well as a variety of institutions and institutional factors.

The findings are also consistent with the proposition in Healey (1992a), Evans
(1995), Nanthakumaran et al. (2000) and Keogh and D’Arcy (1999) that market players
do not react to market signals spontaneously but rather over many years. The research
showed that the first petrochemical installation only began operating in the study area ten
years after the finding of natural gas in Terengganu. The potential land was fully
transferred to the present operator only in 2000, almost 20 years after the first gas

discovery.

This study, which was based on interviews and statistics on the global supply and
consumption of natural gas, throws more light on ‘lagged’ market interactions. One of the
explanations this study offers is that manufacturers need a certain amount of time to
move from one premises to another. Figures show that, despite the fact that firms in the
industry were aware that the supply of petrochemical feedstock in the West has been

shrinking over several decades, the migration of chemical industries from the US and the

314



UK to South-East Asia has taken a considerably long period, with business factors as the

main reasons.

10.2.1.2 Market Players

In the studied cases, it emerged that the main players in supply and demand of
petrochemical industrial land are not individual persons or individual firms. Play involves
negotiation between groups of chemical companies on the demand side and a group of

government departments at the other end.

On the supply side are authorities from various spectrums. The Malaysian
Constitution vests land and planning matters in the State and Local Governments.
However, from government records, it appears that there is direct participation by Central
Government agencies especially MIDA, MITI and FIC in industrial land development.
This indicates that the process of acquisition of industrial sites in Malaysia is beyond the
realm of State Government alone. Although a formal application is filed at the lowest
level of public administration, the Land Office, an approval process involves sending the
application through the most senior officials of the State Administration. In addition, the
requirement of securing consent from the FIC means that the actual process of acquisition
involves even the highest level of office, the Prime Minister’s Department. Thus, the land
acquisition process involves all three levels of the public administrative system: Central,

State and Local Governments.

On the demand-side, companies operating at the ECIC match the characteristics
listed in Cumbers (2000 [a study undertaken in Scotland and Norway]), Wang and Yeung
(2003 [a Singapore case study]) and Fan (2002 [US]). Briefly, they are multinational,
with multi-billion US dollar capital and specialise in certain products. At the ECIC,
plants are built in clusters and clusters are side-by-side. Therefore, the production of each
plant is linked to the production of the surrounding plants. At the global market level, the
production of each plant is connected to other similar or related plants, especially in the

US, Europe, Japan and China.
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10.2.1.3 Demand-Side Actors’ Behaviour

Even though the petrochemical giants are superior in brand name with immediate
access to the global market, they are vulnerable to even a slight change in either the price
or quantity of feedstock supply. All companies interviewed agree that feedstock is a non-
negotiable factor. Before even considering a move elsewhere, there must an assurance
that feedstock will be guaranteed to be available and uninterrupted for a long period of
time.

The findings also show that project initiators function as ‘the first movers’ into
each cluster and adopt a strategy of acquiring a vast area of land, which is saved and then
released bit by bit to newcomers. One example at GIPC is that of a US company which
acquired about 80 acres of land but occupies only a quarter of it. A European company
also operates in KIPC but holds a huge area of vacant land at GIPC. Since the price of
land and the holding cost of each site are relatively cheap, the companies are not bothered
by paying extra to maintain vacant land. The trend shows that plant commissioning has
influenced drastic changes in the supply and demand of natural gas in industrialised
countries. If what is theorised in Coase (1937; 1960) is applied in the present study, it
means that the strategy of stocking up on land is merely to avoid the risk of ‘uncertainty

in finding a piece of land when there is a sudden demand for it’.

The preceding discussion implies that low-priced land attracts petrochemical
investors. With low-priced land which is affordable for all rich firms, a strategy of
stockpiling enough land for 15 — 20 expansions is possible. Nevertheless, land price does
not constitute a major attraction for petrochemical companies. This study contends that if
price were the main attraction, then the KIPC would be fully occupied before any
company opted to buy a piece of land at the GIPC. However, there are some 800 acres of
land at the KIPC still unsold. On the other hand, the occupation rate at the GIPC is quite
high, though the land price is relatively more expensive.

For petrochemical companies, the choice of location is a matter of positioning
themselves within the wider scope of chemical relationships between plants (see Figure

54). It can be deduced that land price is useful for attracting petrochemical land buyers
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because they need a huge area for long term expansion. However, uncertainty and risk are
major considerations. Certainty refers to assurance of an uninterrupted supply of
chemical feedstock as well as availability of sites if there is a sudden demand. Risk, in
turn, refers to the capability on site to safely handle combustible and flammable products.
The costs associated with the creation and maintenance of adequate ‘low risk” facilities

are high.

10.2.1.4 Supply-Side Actors’ Behaviour

The studied case provides firm ground to support the proposition that in land
development whether it is for the generic market (Adams et al., 2003) or for the industrial
sub-market (Adams et al., 1993), supply is problematic. Evidence demonstrates that the
initial land supplier, which is the government, has two main problems. First, it takes too
long to release land. Secondly, when there is a great demand for certain a use, it

miscalculates market indications.

As suggested in McHugh (1997) and Claver et al. (1999), public administration
is, by nature, segregated and unavoidably divided into various departments. This gives
rise to problems. Cheshire and Gordon (1998), van der Krabben and Lambooy (1993) and
van der Krabben (1995) relate these problems to ‘“territorial competition’ between local or
regional authorities. Vigar and Healey (1999) and Cheshire and Gordon (1998) see it as
conflict between policy and implementation. If we look closely, there are hundreds of
powers vested in the government as listed in the Federal Constitution. These powers are
exercised by various departments and agencies. The Constitution also recognises that
some parties are superior to others. For example, de jure, at the State level, no other
department is superior to the EXCO and de facto there is no other department above the

Prime Minister’s Department.

Another problem is the concentration of power in few individuals. This is
partially related to the above issue. Cheung (1975) highlighted this phenomenon and
suggested that delays in government decisions are sometimes attributable to problems

with certain individuals. In addressing similar problem in different contexts, Adams et al.
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(2003), Adair et al. (1998) and Eggertsson (1997) suggest that some parties in the
development process are in control of vital and tradable information. From the empirical
investigation, it has been found that in most cases, important decisions or critical advice
cannot be made except by authorised key personnel. In some cases, this is mandated by
law, in others it is simply departmental practice. For example, EXCO papers can be
signed only by authorised senior officials. In addition, departmental assessments,
comments and counter-proposals regarding certain types of industrial applications cannot

be released without support from certain Director Generals.

Other than problems in decision making, government departments use a different
set of information in interpreting market signals. The discussion on Page 171 suggests
that government projections for future demand for lands were based on simple
calculations. Both the State and Central Governments perceived that the growth in
demand for petrochemical industrial sites would correspond with the growth in natural

gas production.

Findings of this study reveal that significant indicators are missing in the
government industrial plan, especially in predicting the demand for chemical industrial

sites. These include:
(@) the maximum amount of natural gas that can be utilised for non-energy use;
(b) trends in drastic changes in global energy;
(c) market cycle of petrochemical industrial land; and

(d) clustering strategy among the players at the demand side.

An inaccurate interpretation of market signals which resulted in inaccurate
projections for demand for petrochemical industrial land is another example of mistakes
made by policy makers. The effects are far reaching. Based on the preceding illustrations,
it is believed that the National Industrial Plan and other related documents are prepared
by well trained and experienced professional officials. Therefore, before commencement,
the draft of the policy was thoroughly verified by various levels of the administration.

The findings therefore are in line with the suggestion made by Cheung (1975; 1976) and
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Eggertsson (1997) that an erroneous policy is the manifestation of the limitations of

human computational capability as suggested in Simon (1955;1986).

Up to this point, the conclusion about government behaviour has been that it is
not easy for the government to approve land conversion or dispose of land quickly when
applications are made or there is drastic increase in demand for certain uses. This is
attributable to the complexity of the government decision making process. Indeed, a
number of people representing dozens of interests contribute to any decision. The
presence of these actors is an institutionally-created phenomenon. They are segregated
physically and legally. They are also distributed among various ranks and positions as
well as among dozens of government departments at central, regional, district and local
levels. To come to a decision, these actors have to exchange information within a rigid

communication system.

With regards to government behaviour, some suggest it is a result of the
competition of powers within government agencies. This could be portrayed as a
Hegelian, Marxian or Structural opinion. Others see the system simply as a negative
bureaucracy. However, in the studied case government behaviour better fits Glynn and
Murphy’s (1996) opinion in that it is a side-effect of a spirit of accountability. Human
beings regardless of culture have principles and values. As every unit of the governance
system believes in trustworthiness, Williamson (2002) suggests that each unit is able to
concentrate only on its own sub-goals. Thus, they are not able to access the information

beyond the powers vested in them.

10.2.2 Institutions and Organisations Involved in the Land
Development Process

10.2.2.1 Institutional Framework

The preceding section shows that supply-side decisions and actions are largely
determined by the institutional framework. The influence of written laws such as the
Constitution and the Code is clear throughout the studied case. The case studied also

shows that decisions regarding land development approvals depend on government
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discretion. The data collected also strongly indicate that land development approvals,
especially for the petrochemical industry, by virtue of those statutes, have to be checked

by all levels of governments — Central, State and Local.

Besides the written laws, there are a number of unwritten institutional procedures
that govern government decisions. Some of these are administrative practices inherited
from the British administration. A culture of 360° consultation, consensus decisions,
written orders, authorised signatures and consideration papers has never changed since it
was introduced a couple of centuries ago. This administrative culture plays a pivotal role

in decision making in Malaysia.

The government administrative set up is another critical point to look into. As
highlighted in Chapter Four the public administrative system is partitioned in two ways:
(@) administrative and professional services; and (b) Federal (ADS) and State
Administrative Services (SAS). Division into administrative and professional services
was established during the beginning of the British administrative system in the 1880s.
Division into the ADS and the SAS, is rooted in agreements negotiated during the
formation of the Federation. As mentioned in Good (1978), both arrangements reflect a
desire to harmonise the British-introduced governing system with the traditional Malay
Sultanate system. Indeed, the partition discussed here is only a simple division of power.
However, as a result of this simple arrangement, information needed by decision makers
has to be checked against dozens of standards and pass through multiple levels of the
administrative system. Thus, land development approvals are influenced by ancient
practices. The proposition by Ayres (1951) that the current system retains residue of

ancient institutions is plausible.

On paper the Constitution leaves matters related to land and planning to State
Governments. However in practice, as is evident in this study that this is not the case. As
discussed in Chapter Eight, objections and obstacles from Central Government agencies
often influence land decisions. There are, therefore, reasons to support the observation
made by Osborne (1996) that in the government decision-making process some superior

departments can overrule subordinate departments.
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In short, on the supply side decisions and actions are guided by the institutional
framework. Throughout the case study, it has been substantiated that written laws,
inherited public administrative practices, values, ancient institutions, the political system
and government policies drive official government behaviour. As a result, the
government, which is the key industrial land supplier, is less than flexible in reacting to

changes in the property market.

10.2.2.2 Institutional Change
10.2.2.2.1  Changes Within Government

As noted above, there has been little change of substance in the Malaysian public
administrative system since a century ago. A division in decision-making power between
politicians and the professionals who advise them with administrative officers as
mediators between the two parties, has been intact for more than a hundred years. This
also means institutional change is very difficult under the Malaysian public

administrative system.

There are some points to note in relation to the above issue. Although speculative
and beyond the scope of this study, they are worth mentioning. First, the governing
Federal political party has not changed since independence about half a century ago.
Second, the Malaysian public administration seems to have a “special relationship’ with
the ruling party. All six past Prime Ministers, the present Prime Minister and his deputy
are ex-government officials. Out of the six, three are former members of ADS. Of the
other three, one was a former SAS official, one was an army officer and another was a

government medical officer'**.

Although there has been no major institutional change in the Malaysian public
administrative system, there are indications that some organisational changes have taken
place. The formation of ‘the Pre-EXCO Technical Committee’ is one example of how the
State Government has tried to cope with difficulties in information sharing among

departments.

138 See Malaysian Premier website at: http://www.perdana.org.my
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These findings raise a couple of questions: (a) why after more than a century has
there been no significant change in the Malaysian public administrative systems, and (b)
why have only limited organisational changes been made within the government? Both
questions create doubt as to whether changes in the Malaysian government follow an
evolutionary process. If it were evolutionary, the process of change would presumably be
ongoing. However, it has not been. Thus, the process of change within the Malaysian
public administrative system, especially in land administration, institutionally or
organisationally, is best explained through the TCE lens. In short, only if there is
pressure, especially when the cost of acquiring or sharing information is high, will
change occur.

10.2.2.2.2 Changes Within Firms

In contrast, change can be seen within the business community. Indicators of
change are apparent in three areas. The first is the relationship between the occupants of
each plant cluster. The second is changes in land use intensity. The third is the history of
ownership in each cluster. Superficially, the relationship between the occupants of each
plant cluster as seen in Figure 49 is merely a reflection of the ‘chemical interaction’
between plants. Each plant in a cluster is interconnected with all the other plants. Each
cluster in turn is connected to other clusters. On a wider scale, the KIPC and the GIPC
also complement each other. In global terms, the ECIC is interconnected with other

complexes worldwide.

There is clear evidence to suggest that companies which operate in the ECIC have
strong links with the American, European, Japanese and Chinese markets. Changes in
these markets, as seen in Figure 51, are sometimes drastic and unexpected. Thus,
chemical companies choose to acquire much more land than they need at the beginning of
a project. Through this practice, the industry is much better positioned to respond to
changing world demand by having the freedom to expand without further government

approval.

By locating their plants near existing landowners who have access to large

amounts of land and control the supply of feedstock, new firms can secure both land and
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chemical feedstock. How does this relate to the institutional problem? The firms, in order
to circumvent the problem of complicated development approvals organise themselves to
‘cheat the system’ in a legal manner. The strategy used to get round the law is simple.
Records at the local authorities, SEPU and MITI show that prior to the construction of a
new installation within a cluster, an existing company only needs to apply for an

extension to a pre-existing plant.

10.3 RESEARCH AIMS REVISITED

At the end of the literature review (Chapter Five), four research questions were
posed. The questions were tailored to address the research objectives which set out at the
outset (Chapter One). This section will revisit those research objectives and offer

suggestions regarding policy implications and areas of further research.

10.3.1 Research Questions

Q1l: To what extent does the price of land influence ownership transfer of
petrochemical industrial sites?

This study has not uncovered substantial evidence that land price has a
great influence on investors’ decisions to acquire sites in a petrochemical
industrial complex. The low price for industrial sites offered by the government
means that land prices account for only a small part of the value of the initial
investment. In addition, ironically, not all investors, despite low-priced land,
acquire industrial sites directly from the government. Instead, evidence shows that
even though there is a vast amount of unsold land, investors are more likely to
acquire industrial sites from other companies than from the government.
Nev