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MALAYSIA 

AGRICULTURAL SECTOR REVIEW 

CROPS 

A. Rubber 

World Situation 
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1~ World consumption of rubber has grown very rapidly over the past 
two decades. Poor prospects for natural rubber production in the 1950's led 
to considerable investment in synthetic rubber capacity, which increased the 
share of synthetic rubber in the market from 38 percent in 1955-57 to 60 per
cent in 1968. Despite jrowth in cgnaumption averaging 6.3 er nt annually 
between 1955 and 1968, the supply of natural rubber grew at onl percent 
annually while s nthetic ru er ou rose at cent annually 
over the same period Annex 9, Table 2.7). Consumption of rubber is closely 
correlated to industrial output in the developed nations, and on the basis of 
present forecasts · for industrial growth, demand for rubbe.r is expected to 
reach 8.9 million. tons 1/ by 1975. Imports of natural rubber into Soviet 
bloc countries are also-expected to grow, giving a total potential demand for 
new rubber in 1975 of about 9.7 million tons. This represents an average an
nual increase in consumption of about 440,000 tons between 1968 and 1975. 

2. The growth ;in use of synthetic r__yhber over the . past .two decades 
was largely thE!result of its price advantag~in relation to the short 
supply and ~onsequent high price of natural rubber. ~tural rubber has 
retained a share of the market, however, because it has properties n~ 
possessed b rene-butadiene rubber (SBR), the ge~ral purpose synthetic 
ru er, which makes it technically essential in certain end-uses such as 
heavy-duty truck and aircraft tires. On the other hand, SBR also has certain 
specific qualities, such as purity, not possessed by natural rubber and in 
addition enjoys forward linkages with manufacturers. It is considered that 
SBR and natural rubber are approaching an equilibrium position in the US, 
European and Japanese markets, and that further large-scale substitution 
of_these commodities is improbable at foreseeable price levels. -e: . 

3. The share of total rubber market secured by natural rubber will 
be far more sensitive ·in the future to development of polyisoprene and, to 
a lesser extent, polybutadiene rubbers which closely approximate the tech
nical properties of natural rubber. Polyisoprene capacity so far is small, 
but the prospect of high natural rubber prices in the future would lead to 
installation of new capacity. It is therefore in the interests of the 
natural rubber industry to en8ure a supply sufficient to keep prices below 

11 All tons referred to in this Annex are long tons of 2,240 lbs. 
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the level at which investment in further polyisoprene capacity becomes 
attractive. It would seem that at the present time this . lev~l is about US~20 
per lb, with the possibility that technological improvements could lower this 
ceiling price to about UStl6. 

4. The slow growth in supply of natural rubber in the past two 
decades has been due to many factors. TI1e inherent supply inelasticity 
of natural rubber has been compounded by political and economic instability 
in Indonesia, previously the largest producer, and Indo-China. In addition, 
the socio-economic structure of the natural rubber industry, with the 
dominance of smallhoJ,de;rs in some countries and foreign-:owned p(l. ·tations 
in others, is not con(lucive to long-term investment programs ani! ustained 
productivity increases. Only Malaysia, with a long-term research and re
planting progr~, has achieved significant success in upgrading smallholder 
production and in .maintaining and expanding the estate sector ter the 
withdrawal of colonial control. Even in Malaysia, however, growth itt output, 
at 6 percent annually, has barely kept pace with increased world rubber con-
sumption (see Annex 9, Table 2.10). · 

5. that the output of natural 
wi cant! t n e 

ast. This is due to three principal factors: (a) the considerable increase 
in alaysian production that can be expected as a result of large scale re
planting in the 1960's; (b) a partial recovery in Indonesian production as 
a result of rehabilitation of the estate section; and (c) the emergence of 
new ethylene-based yield stimulants and the possibility of their ~se on a 
wide scale. It is these factors that caused the In~ernational Rubber Study 
Group to conclude that there will be a notional excess of natural 
rubber of approximately 400,000 tons per annum bl 1975 • . This figure was cal
culated on the basis of industry projections for planned expauaion of capa
ci t y for polyisoprene production. As discussed above, however, ~natural 
rubber price in the range of USil6-20 per lb would discourage large scale 
polyisoprene expansion and a further decline of natural rubber's share of 
the total market would be unlikely. On this uaumption, total demand for 
natural rubber in 1975 would be about 4 million tons (35 perce.nt of total 
non-Soviet rubber consumption plus exports of 740,00a tons to tqe Soviet 
bloc). Projections of production in fact fall somewhat short of this figure 
(3.8 million tons-- see Annex 9, Table 2.7), although the estimate for non
Malaysian production does not make any allowance for the possible impact of 

yield stimulants. A of natural rubber b th O's does 
a e ikely, and there would not, us t icatlon 
curtailing expans on of natural ru 

Malaysian Production 

6. The level of Malaysian rubber production in 1975 will be a function 
of: (a) the total area and yields of mature rubber, including that which is 
due to come into production - i.e. the area of rubber planted between 1963 
and 1968; (b) the proportion of the total rubber capacity that will remain 
untapped because of low prices; and (c) yield improvements in existing trees 
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that might be achieved through the use of new yield stimulants or other 
practices. The level of replanting and new planting over the next five 
years will not hav.e ·any effect on national output in 1975, except inspfar 
as it takes mature rubber out of production, but will affect significantly 
output projections· for 1980 and beyond. 

7. The first factor- the total area of mature rubber in 1975 .-
is known with some accuracy. Immature rubber that is due to come into 
production over the next five years includes replanting by estates and 
smallholders (through the RI(R)B and otherwise) and new planting by small
holders, by federal and state settlement schemes and by private estates (see 
Annex 9, Tables 2 .. . 8 and 2.9). It can be seen that the estate acreage of 
mature rubber will increase very slightly over the next five years, although 
total acreage will decline as replanting with crops other than rubber 
continues. It is expected that all unselected seedling rubber on estates 
will have been replaced by 1975. The area of mature rubber on smallholdings 
will inc.rease rapidly, as the peak replanting& and new plantings of the early 
and mid-1960's come into production. Practically all new rubber entering 
production will be of ·high-yielding, bud-grafted clones, and the RRI esti
mates that average yields for all mature rubber will rise from 1045 lbs per 
acre in 1969 to 1280 lbs per acre in 1975 on estates, and from 720 lbs per 
acre to 940 lbs p~r acre on smallholdings. 

8. The second factor affecting national output is the response of 
producers to rubber prices. The principal price effect is on the rate of 
investment in rubber; this is long-term and will have no influence on 
the level of production in 1975. In addition, however, there is a short-term 
price effect through the area of mature rubber that remains untapped when 
prices are low - i.e. when the revenue from the latex is insufficient to 
justify the costs of tapping. This short-term price effect is extremely 
difficult to estimate, as it varies with the yield level of the rubber and 
with the alternative opportunities for employment or income - i.e. with the 
opportunity cost of labor. Tapping intensity undoubtedly reflects world price 
levels in East Malaysia, where there is a shortage of labor, high wages and 
alternative employment in other sectors. It is quite probabie, therefore, 
that a rubber price of UStl6 per lb would result in considerably reduced 
production in Sabah and Sarawak. Whereas the capacity for production from 
East Malaysia in 1975 will be around 85,000 tons, the actual production is 
likely to be below this. The short-term price effects are very much smaller 
in West Malaysia, where the supply of labor is ample and the alternative 
employment opportunities are few. However, estate labor in West Malaysia 
is organized and wages are relatively high; paradoxically, there is a 
shortage of skilled tappers in some areas. This may result in a tendency 
for estates to stop tapping old, low-yielding rubber when prices are low, 
although the same factors will, by reducing the mobility of labor, deter 
changes in employment practices in response to short-term price fluctuations. 
Smallholder respon~e to prices in West Malaysia is likely to be rather small, 
and actual production of rubber is expected to be closeto capacity. 

9. The third factor affecting output in 1975, that of new yield 
stimulants, is the most difficult to assess. The recent development of 
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ethylene-based stimulants, of which Ethrel is the one most commonly ~ed 
at present, could have an enormous effect on yields, production and the 
cost-structure of natural rubber in all producing countries. The use of 
stimulants such as 2,4,5-T has been common practice for many years, but 
these chemicals ·have had a significant effect on yields for only a short time 
after application. The advantage of the new stimulants lies not only in the 
very high yield increases (40-100 percent) that have been obtained in 
field trials by the RRI, but also in the fact that these yi~lds are main
tained, with only slight declines, for several weeks after application. 
Very high yield increases have been obtained on the PB86 and RRIM 600 
clones, with which a very large acreage is planted in Malaysia, the 
proportional effe.ct of the stimulant appears to be greater on ol r trees 
i.e. those being tapped on renewed bark, panels C or D (the effect of Etnrel 
on yields is discussed below, paras 32-35). 

10. The effect of Ethrel or similar stimulants on total production 
will depend on the extent to which they are adopted by· growers as well as 
on the frequency and methods of their use. Experiments conducted by 
the RRI show that their use for two years has no apparent debilitating 
effect on the tree. Estates are willing to use Ethrel to the extent to 
which its suitability has been established by the RRI - i.e. at present· 
they are prepared to use it on trees that are due to be replanted within two 
years. If experiments continue to be successful, by 1975 Ethrel may be 
used on trees up to seven ye~rs before replanting. If it is assumed that 
Ethrel will be applied by estates during the next five years only to trees 
above 25 years of age, and that its use will result in yield increases of 
500 lbs per acre, then by 1975 this would resuit in an annual increase in pro
duction from estates in the order of 50,000 tons (assuming a 3 percent re
planting rate). If confidence grows and its use is expanded or if there
planting .rate is slower, then the incremental output will be greater. 

11. Adoption of Ethrel by smallholders will be largely a function of 
tl1e extension effort, which is directed by th~ RI(R)B and by the Smallhold
ings Advisory Service, and the credit facilities provided by the Bank Per
tanian. It can be e~pected that Ethrel will be introduced · on smallholdings 
to be replanted so that the level of latex production can be maintained with 
a smaller area of old rubber, allowing the remainder to be replanted without 
a loss of income to the smallholder. The target of the RI(R)B is to r~plant 
120,000 acres of smallholder rubber annually over the next five years. Al
though this figure is optimistic, it is probable that the use of Ethrel can 
be introduced to 100,000 acres annually over this period through the replant
ing scheme. If yield increases of 200 lbs per acre are assumed for the poor
er quality trees, then by 1975 the use of Ethrel on 500,000 acres of small- · 
holder rubber would result in incremental production of about 50,000 tons 
annually. 

12. On the basis of the above assumptions, total production of rubber 
in Malaysia in 1975 will be around 1.8 million tons, comprised as follows: 

i 
. : 

I 

.. ! 
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Table 1: PROJECTED RUBBER PRODUCTION IN .. 1975 
('000 of long tons) 

West Malaysia 
Estates Smallholders East Malaysia 

Projected capacity 
from mature 
acreage 751 934 85 

Less: rubber remain-
ing untapped 25 25 

Add: effect of use 
of Ethrel 50 50 

TOTAL 776 984 60 

Source: RRI. Kuala Lumpur, and mission estimates. 
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Total 

1,770 

50 

100 

12820 

13. Projection of production beyond 1975 requires some. assumption to 
be made about the rate of replanting and newplanting in the estate and 
smallholder sectors, and about attainable yields. These are in turn a 
function of the economic and financial aspects of rubber production, the 
effect of new yield stimulants and government policy. These will be 
discussed below. 

Economic Outlook 

14. The projected price range for natural rubber of US~l6-20 per lb 
refers to the CIF price in New York. The Singapore FOB and farm-gate prices 
will be considerably lower and will be significantly below those of recent 
years. (see Annex 9, Table 5.2 and attached Table 4). The .financial and 
economic effects of these prices on producers, however, will vary among th 
three sub-sectors of the Malaysian natural rubber industry -estates, private 
smallholders, and smallholders on FLDA and other settlement schemes. 

15. The estate sector has countered falling rubber prices in recent 
years by implementing large-scale replanting programs using high-yielding ma- . 
terial produced by the RRI. It is estimated that by 1970 less than 10 percent 
of the estate acreage remained in unselected seedling rubber. Average 
yields rose from an estimated 490 lbs per acre of tapped rubber in 1955 to 
nearby 1100 lbs in 1970. Considerable advances have also been made in tap
ping and processing techniques and in improvements in labor productivity. 
With the improved breeding material and techniques now available, well-managed 
estates can continue to show profit even with a rubber price of US~l6 per 
lb. At this price, it would be possible for estates to cover all costs, 
including a replanting provision, with a yield of 1200 lb per acre (see 
attached Tables 5 and 6), while yields of 2000 lbs would allow a profit of 
about M$ 300 per acre ·. 
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16. Labor is the greatest single cost item in estate .production of rub-
ber, although considerable improvements have been made in labor productivity 
over the past twenty years. Improvements in tapping and collecting techniques 
are becoming available, and their adoption will lead to further reductions 
in production costs. Although its share is declining, the estate sector 
still supplies nearly 50 percent of . total Malaysian production, and it is 
vi tal that this sector introduce the innovations necessary for cominercial 
production to remain viable. A trend can be expected towards less frequent 
tapping and the use of polythene bags in collecting latex from estate rubber, 
and any efforts to maintain the level of labor inputs in estate production 
would be inappropria e. 

17. The availability of new high-yielding clones (yields of 6000 lbs 
per acre have been achieved under experimental conditions), th possibility 
of introducing labor-saving techniques and the emergence of new yield 
stimulants together ensure that estate production of rubber can remain 
competitive in the future even with a rubber price as low as UStl6 per lb. 

f It would seem, however, that long-term future expansion of estate production 
is _likely to proceed much more slowly than in the past. Replanting on estates 
has slowed considerably, from an average rate of more than 60,000 acres per 
year between 1960 and 1964 to less than 30,000 acres per year between 1965 
and 1969 (see Annex 9, Table 2.9). Although only a small area of unselected 
seedling rubber remains on estates, the differences in yield potential be
tween the early high-yielding and the currently .available material ·is con
siderable, and at the end of 1968 there was an estimated area of 440,000 

I acres of estate rubber more than 25 years old. A continuous replanting pro
gram is necessary if yield increases are to be maintained. With a total es
tate acreage of around 1.6 million acres, a 3 ercent replanting schedule 
would require an annual replanting rate of 40-50,0 

18. More important than the slow-down in the rate of replanting is the 
decline in the overall estate rubber acreage. Until 1968, this was largely 
the result of fragmentation of estates into units of less than 100 acres, 
which then were reclassified as smallholdings, but since 1966 there has been 
a decline in the total area of rubber (see Annex 9, Tabie 2.9). This decline 
has been due to the lmost com 1 lack of new e inl since 
~~~~~~~·~s~and the increase in the area of rubber that has been re
p anted with other crops, principally oil palm. These ·factors are a result 
of both the greater profitability of oil ·palm as a plantation crop and the 
general reluctance of foreign investors to increase their holdings in Malay
sian agriculture • . About 30 p•rcent of the rubber estates in Malaysia are 
foreign owned, and they account for more than 60 percent of the estate rubber 
acreage and about 65 percent of estate production (1968 data). 'Dle emergence 
of oil pal m as a profitable plantation crop has provided foreign companies 
with the opportunity to diversify their agricultural holdings, but the ma or-
it ate 11 alm (about 0 000 old rubber land9 
his unwillingness o fore he overal · their 

commitment s due o a 1 mmodit 
dif n o tain ng new land and the high 
fears about social and political stability in Malaysia - fears that were 

• greatly enhanced by .the May, 1969, disturbances. It is clear from discussions 

I 
l· 

- i 
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with the principal estate concerns that any expansion in the rubber acreage 
in Malaysia will have to come largely from outside the private estate s-ector. 

19. Despite the considerable progress made in repl~ting individ.ual 
smallholdings in recent years, - uart ' acreage con-
tinu in old, · unimpr r and the average yietd on sma oldings 
is well belaw that .ac eved on estates. Similarly, the price reeeived by 
smallholders for their rubber is, on average, below that .received by estates 
because of high processing and distribution charges, larger proportions of 
unsmoked and lower grade rubber and the obligatory payment of the replanting 
cess (which, at M~ 4.5 per lb amounts to around 10 percent of the projected 
New York rubber price). This cess is collected on all smallholder produc
tion, and is channelled through the RI(R)B to finance replanting costs on 
smallholdings. However, it has principally benefitted the larger, more pro
gressive smallholders as the smaller farmers, who are mostly Malay, are less 
able to withstand the short term loss of production and income that results 
from replanting. 

20. In general, smallholders have relatively low Ca$h inputs; labor, 
which is greater than on estates, is provided by the family and is not a 
cash expense. For the smallholder, therefore, the net income from rubber 
closely approximates the gross return and any reduction in this gross return, 
through lower prices, is trnnslated directly into a drop in real inco~e. 
In most areas, family labor has a very low. opportunity cost and the intro
duction by the smallholder of the labor-saving techniques available to es
tates is of little value unless he can acquire more land to work with his 
released labor. Such acquisition is not possible for the great major-
ity of smallholders, either i ·ndividuals or on settlement schemes. This 

. lack of flexibility in the availabili.ty of land and use of labor means for 
the smallholder that lower prices result in lower income. For the individ
ual smallholder (example 1 in Table 6), a yield of 800 lb per acre and a 
New York price of US~l6 per lb would result in a net income of about M$ 190 
per acre, or a farm income on five acres of about M$ 950 (this compares to 
earnings of a tapper on an estate of M$ 1200-1500 per year), without includ
ing any allowance for the capital cost of the holding or of replanting. 

21. The smallholder sector, however, has undergone ·considerable 
changes over the past 15 years as a result of active government research, 
replanting and extension programs. ·Average yields on smallholdings grew 
from less than 400 lbs per acre in 1955 to more than 700 lbs per acre in 
1969, and are expected to pass 900 lbs per acre by 1975 (see Annex 9, Table 
2.8). This represents a much faster rate of growth than on estates. Small
holder replanting has averaged 60,000 acres annually over the past 15 years, 
and three-quarters of the smallholder acreage are now in high yielding vari
eties. The share of smallholder output has grown from 45 percent of total 
production in 1955 to 49 percent in 1969 and is expected to reach 55 percent 
by 1975. On many newplanted and replanted smallholdings, yields of 1500 lbs 
or more are being obtained which would result in a net family income of about 
M$ 400 per acre even with ·prices as low as US~l6 per lb. For the small
holder who has replanted, the increased production obtained with high
yielding varieties more than compensates for the likely fall in prices. 
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On the other hand, smallholders who have only unselected seedling rutiber 
in very small holdings with poor management and low yields will suffer most 
severely from lower rubber prices. In some cases, however, these •mall
holders possess land in addition to their rubber holdings, and therefore 
have alternative employment opportunities and other sources of income. 
Nevertheless, it is necessary that this unimproved rubber be replanted 
as rapidly as possible. · 

22. The Rl(R)B ~s planning to replant 120,000 acres of smallholder 
rubber annually ove~ the next five years. If this program. is successful, 
it will result in the replacement of all unselected seedling r with 
high-yielding material. Such a program, however, appears over-optimistic 
with respect to both the resources of the RI(R)B and the nature of the 
problem. Between 1959 and 1968, the rate of replanting averas-d about 
65,000 acres annually, with a rather slower rate in the last few years 
owing to a shortage Qf funds. At present, the farmer receives a replanting 
grant of M$ 750 per acre, consisting of M$ 450 from Fund B of the replanting 
cess and M$ 300 in tlie form of a grant from the federal government. The 
federal grant is due to be renewed in 1971 but, even if this occurs·, it 
is unlikely that the target acreage will be achieved or even approached 
because of the siz·e and structure of the smallholdings involved~ These 
represent the "hardcore" smallholders - those with little land and 
few resources who have been unable or unwilling to replant before. The 
replanting grant covers all cash input costs but does not provide a sufficient 
margin for subsistence, and the very small farmers are therefore unable to 
forego the income lost while the new trees mature. The very small a.ize of 
the holdings involved - mostly below 5 acres - will also increase the 
extension effort required. 

23. Despite . these difficulties, 
ver the next few year redu area 

With the encouragemen o intercropping in newly plante ru er and with 
the possibility of raising yields from the re ining old rubber by the use 
of new stimulants, it is likely that a considerable proportion of this 
unselected rubber can be replanted, especially if the government should 
raise its grant to the RI(R)B to allow a higher replanting payment. 

Additional measures ere also necessary. however, to raise 
? ' ~ s r inc • Some improvements can undoubtedly be made fil the 

processing and marketing facilities available to the smallholder. In a 
study made by the RRI 1/ it was shown that margins between FOB and small
holders' prices in Selangor .averaged M~ 2.1 per lb for smoked sheet and 
JU 8. 4 per lb for unsmoked sheet (about 80 percent is sol.d as unsmok•d sheet) • 
The price received by th~ smallholder is low because of unnecessarily high 
dealers' margins· and because the quality of smallholders' rubber exported 
is unnecessarily low. These margins do not seem to decline with a fall in 
rubber price, and so become proportionally greater. Government •asures 

11 Lim Sow Ching, A Study of the Marketing of Smallholders' Rubber at the 
First Trade Level in Selangor, RRI, 1968. 

. 
• 
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to improve . the price to the smallholder have gone through three phases. 
The first of these was the establishment of group processing centers where 
smallholders can, for a small charge, process their latex into smoked or un
smoked sheet. Most are small and cater for 20-40 smallholders who bring in 
2-8 lbs dry rubber per day. There are about 700 group processing centers 
financed by MARA and prfvately owned, which handle about -10 percent of small
holder sheet rubber production. 

25. While these centers succeed in obtaining a better price for the 
smallholder, they do not handle the poorer grades of rubber and are not 
able to produce the highest-quality sheet (RSSl). With the development of 
new processing methods for preparing block rubbers to be graded technically 
to Standard Malaysian Rubber (SMR) standards, a second phase opened. It · 
was realized that by collectively processing smallholders' rubber in a cen
tral factory into new block rubbers, these could be marketed directly and 
the smallholder would receive a better return for his rubber. Thirteen 
such factories were established by MARA between 1962 and 1965, but inade
quate management and poor smallholder response led to their closure. In 
1966, however, the RRI took over two of these factories and converted them 
into Heveacrumb plants which accept all forms of rubber. Through these, 
the smallholder benefits both from scale economies and from the price prem
ium currently paid for technically specified rubber. Although this premium 
is unlikely to continue, the benefits to the smallholder are considerable, 
and the RRI has shown that such factories can be successful if carefully 
managed ahd operated on a sufficiently large scale. Two new factories 
have been constructed, and all are being operated by the newly-formed 
Malaysian Rubber Development S.B. 

26. The third phase of measures to improve the processing and mar-
keting of smallholder rubber is derived from the scale economies attainable 
with central processing factories and the problems of collecting small 
quantities of latex from the very large number of smallholders that would 
be necessary to support a large factory. It is now considered preferable 
to construct large terminal factories at the principal ports (Swettenham, 
Butterworth and Johore Baharu) and to feed these with part-processed rubber 
through the existing network of private dealers, cooperatives and group 
processing centers. In this way, smoked and unsmoked sheet, cuplump and 
scrap as well as coagulum could be processed at a large efficient factory 
into technically specified rubbers. This would ensure that smallholder rub
ber is finally sold in the most highly-priced form and would allow bulk pro
duction of rubber aimed at the mass markets. Such terminal processing cen
ters are still at the conceptual stage, but their construction should ensure 
that the smallholder gets a better price for his rubber. 

27. While replanting and improved processing facilities are necessary 
to raise smallholder incomes, any long-term program must also include 
measures to increase the size of smallholdtngs. The total small:liold!iig area 
of about 2.6 mtlllou acres is dtscrtbated among about 390,000 holdings, of 
which individual smallholdings (i.e., thos.e not in state or federal settle
ment schemes) number about 275,000 with an average size of 6.4 acres. It is 
estimated that more than 80 percent of smallholdings have less than 10 acres, 



.. 
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and about half of these have less than 3 acres (proportions derived from 
the 1960 Agricultural Census) 1/. Clearly, holdings of this size will not 
provide an adequate family income at the projected rubber prices. It can 
be seen from the following table that with yields of 800 lbs a holding of 
fewer than 9 acres fails to provide an income comparable with that obtained 
by tappers on estates. If smallholders are to have the opportunity of 
earning incomes comparable with those of other sectors, then holdings of 
at least 12-15 acres will be necessary. 

Table 2: ·NET FARM INCOMES ON SMALLHOLDINGS WITH NEW YORK 
RUBBER PRICE OF US~16 PER LB 

Size of 
Holding 

3 acres 
6 acres 
9 acres 

12 acres 
15 acres 

Yield Per Acre 
800 lb 1,200 lb 
----~----(M$)-----------

570 
1,150 
1,720 
2,300 
2,860 

890 
1,770 
2,660 
3,550 
4,440 

Source: Calculated from Table 6, Example 1. 

28. The difficulty of providing such holdings will be ~no us. If 
even the existing individual smallholders are to be provided with 9-aere 
holdings, then an additional 700,000 acres of land would need to be opened 
up; this would make no impression on the existing unemployment and the fu
ture population growth in the smallholder sector. The total acreage of new 
rubber land opened for smallholders since 1955, including all settlement . 
schemes, amounts to less than this area. Such a task has to be attempt-ed, . 
however, if a significant improvement in incomes is to be achieved in the 
smallholder sector. 

29. Many of ·the problems facing individual smallholders also apply 
to smallholders on settlement schemes. There are three major types of 
settlement schemes: (a) Federal Land Development Authority (FLDA) projects, 
in which large blocks of land are cleared, planted and settled under 
strongly-centralized management: (b) state block new planting schemes 
operated by state governments in which settlers are given varying degrees . 
of assistance ·to settle on new land; and (c) fringe schemes, in which state 
governments ass~st smallholders to open up new land nearby to supplement in~ 
come from existing holdings (these and o~her schemes ·are discussed in detail 
in Annex 8). The size of holding varies, from about 4 acres on fringe schemes 
to about 6 acres on state schemes and 8-10 acres on FLDA projects, and so too 

l/ TI1is Census, ·however, covered only 0.9 million o~t of a total of 1.7 
million acres of smallholdings; Lt is thought that the majority of the 
remaining 0.8 million acres would have been in the larger size groups 
(Barlow and Chan Chee-Kheong, 1968). 
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does the degree. of debt incurred by the settler. Current FLDA rubber schemes 
cost the settler about M$ 1,500 per acre plus i>-1 /4 percent interest alllount
ing to an annual per acre charge of about M$ 230 (see attached Table 5) • 

30. While many o~ the state and fringe settlement schemes have had 
only limited success, the FLDA schemes have be~n very, effective in getting 
land into production and in settling smallholders. Through strong central 
control and general~y good management the rubber has been weli maintained 
and good yields have been obtained. On the Jengka project in Pahang, rubber 
yields are projected to reach 1,500 lbs per acre. Smallholders on settle
ment schemes should also, in theory, receive a higher price for their latex 
because of the benefits obtained with centralized processing, production of 
SMR products and accurate gradinga In many cases, however, settlers prefer to 
sell latex to me-rchants outside the project area in order to receive cash. 

31. Some of the social problems on FLDA schemes are discussed in 
Annex 8. These include the lack of alternative employment opportunities 
for settlers, who are probably more limited in this respect than individual 
smallholders outside settlement projects; and the fixed size of holding, 
now ten acres, which allows no opportunity for expansion as the family labor 
supply increaseso In this respect, the settler is no more able to take · 
advantage of labor-saving techniques than is the individual smallholder, 
and there is the same necessity to increase the size of holding on settle
ment schemes. One family will, in the foreseable future, be able to 
operate 14-16 acres of rubber, and the FLDA should anticipate this changing 
technology by giving larger units on future schemes. As settler communities 
grow and the demand for services expands, alternative employment opportuni
ties will expands - With projected rubber prices, however, the settlers' dif
ficulty in meeting high debt repayment charges will continue. The FLDA is 
currently examining methods to improve the efficiency of its operations, and 
this should result in lower costs for future schemes. .Costs could also be 
reduced substantially if emphasis could be given to bringing rubber into 
production earlier than the seventh year (private estates have succeeded in 
beginn ing in the fifth year). 

32. The use of 2,4-D type stimulants is common practice on rubber 
estates in Malaysiae Since 1968, however, new yield stimulants have become 
available wi~h considerably greater yield potential than those currently 
in use. The RRI has made a concerted research effort over the past two 
years to test the effectiveness of the most promising of the new stimulants, 
Ethrel, and the findings of these experiments to date are encouraging. In 
a conference held by the RRI in 1970, it was concluded that· Ethrel is a 
superior stimulant on most planting materials to 2,4,5-T, which is currently 
used. It is especially good on reduced intensity tapping systems using 
shorter cuts or less frequent tapping. The responses obtained have been 
greater on renewed bark (Panels C and D) than on virgin bark (Panels A and 
B). Of special importance are the striking results obtained with Ethrel 
on clone PB86 and Tjir 1 seedlings, where yields have been more than 
doubled. PB86 is the most widely planted clone and large. acreages are to 
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be found in the older replantings on estates. Tjir 1 seedling were most 
popular when the replanting campaign first gained momentum in smallholdings. 
The widely-planted RRIM 600 eries of clones has also shown a marked res
ponse to Ethrel. Results so far sugge$t that Ethrel causes little or no 
damage and does not produce dryness, but the effects over periods of more 
than eighteen months are not yet known!/. · 

33. These results, however, have to be interpreted w.ith some caution 
because: (a) the experiments have only been run for a short time; (b) the 
effect varies very widely between the different planting materials and the 
panel being tapped; and (c) incremental production should be e ned not 
in relation to unst lated yields but to yields obtained with ,5-T. 
In this last respect~ it can be seen that the yield increases ob ained with 
Ethrel on virgin b rk are barely superior to those produced by 2,4,5-T. 
It ·is also worth noting that the use of Ethrel resulted in a 11 b~t 
consistent reduction in the dry rubber content of latex; while this could 
be corrected by less-frequent applications of the stimulant, this would 
lead to smaller yie~d increases. 

34. Despite these qualifications, however, 
reat ntial for incr Three characteristics are 

particularly significant: (a) its greater effect on old tr es those 
being tapped on renewed barks; (b) its large effect on the very widely 
planted PB86 and RRIM 600 series clones and on Tjir 1 seedlings; end (c) 
its effect on maintaining and increasing yields under lower tapping 
intensities and frequencies. When these characteristics are considered in 
the context of declining rubber prices and the disinclination of the ·estate 
sector to invest further in rubber, then the potential significance ·of 
Ethrel and other similar stimulants is apparent. The greatest cost in 
estate production of rubber is labor, and tapping trees only very four or 
six days (d/4 or d/6) compared to the normal frequency of owo days would re
sult in a considerable saving in tapping costs (which comprise about 50 per
cen-t of total estate costs). Ethrel offers the possibility of reducing t p
ping and at the same ·time increasing ·yields. Similarly, the effectiveness of 
Ethrel pn old trees provide e,tates with an alternative to the high costs 
of replanting. If Ethrel can double yields on 25-year old trees, then the 
economic necessity of maintaining a 3 percent replanting program is lessened 
The effect of the use of Ethrel over • number of years is not known, but it 
is likely to lead t~ considerable changes in estate management. 

35. For smallholders, the advantages of Ethre,l are somewhat less. 
The cost of the stimulant (approximately M$ 40 per acre per year) is a large 
addition to the current level of cash inputs. While the proportional ~n
crease in yields is probably just as high on smallholdings as estat~s, the 
actual increases are considerably s~aller because of the poor r pl~ting 
material. The financial advantages of using Ethrel will not, therefore, be 

11 These conclusio are taken from a paper presented by P. 0. Abrahams at 
the RRIM Planters' Conference ~ Kuala Lumpur in July 19'70. Some exper
imental results are summarized in attached Table 7. 
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as pronounced. In addition, the effectiveness of Ethrel in ~aintaining 
yields with a lower tapping frequency is of little value to the smallholder 
who has no alternative employment opportunities for his labor. In one res
pe_ct, however, Ethrel could be of great importance to smallholders and this 
is through its use to maintain family income levels from a smaller area of 
rubber while the remainder is being replanted. The use of Ethrel could 
therefore become an important tool in future smallholder replanting programs. 

Government Policy 

36. Production of natural rubber in Malaysia can be expected to grow 
rapidly in the next five years as a result of investments made in the 1960's, 
but this past rate of investment is not likely to be continued because of 
the general reluctance of the estate sector to increase financial commitments. 
In the longer term, therefore, there is likely to be a slowing in the growth 
of Malaysian production, despite the potential of new yield stimuJ ~nts. 
As a reduction in the rate of growth of output beyond 1975 would result in 
slower growth of rubber export earnings and government revenues, it is 
in the interests of the Malaysian economy to continue expansion of the rub 
ber industry. As further expansion of the estate sector is unlikely, future 
growth will depend very largely on increased smallholder production, and to 
achieve this _ it will be necessary to both raise productivity of the existing 
smallholder acreage and to increase the rate at which new land is opened up 
for rubber. The government has an active and direct role to play in both 
these respects. 

37. Future productivity increases in the smallholder sector will de-
pend on contlnued replanting with high-yielding material and the introduction 
of improved technical and managerial practices. The RI(R)B which, together 
with the Smallholdings Advisory Service, is responsible for the success 
achieved to date in smallholder ·replanting, has an ambitious program for the 
next five years, but for reasons discussed above (paras 22 and 23) the target 
of 120,000 acres per year is unlikely to be achieved. It is essential, 
however, that this program be implemented as ae tively as poasible. To this 
end the government should ensure: (a) that the supply of federal funds is 
renewed -in 1971 to allow the grant element (M$ 300) of the replanting payment 
to be continued or, if possible, increased; (b) that the RI(R)B introduces . 
measures to maintain family incOmes while replanted rubber matures. Such 
measures should include intercropping immature rubber with annual cash crops 
and the use of Ethrel to raise yields on old rubber that has not been replanted. 
This will involve supplying plantina material and other inputs -s well as 
technical aaaistance; (c) that the establishment of group processing centers 
and central and terminal processing factories is accelerated to improve the 
price received by smallholders for their rubber and so aileviate the effects 
of lower world prices; and (d) that longterm programs are introduced to raise 
the size of smallholdings, through settlement schemes operated by the FLDA, 
FELCRA, the RI(R)B and the ·: at:•t.ei ·~---·· - · -- . ····- ·-. ·--· - ..' 

------ --- ..c - • 

38. With the exception of this remaining area of smallholdings, re-
planting of seedling rubber is nearly completed and, although new material 
has considerably greater yield potential than old clones, second phase re-
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planting in the future will not have the same impact as in the past. Im
provements in yields cannot, therefore, be expected to continue beyond 1975 
at the same rate as in the past (4.9 percent annually between 1955 and 1969). 
Although new stimulants can be expected to have a one-time impact on produc
tion, an expansion of total rubber acreage is essential if growth in output 
is to continue at past rates. For Malaysia to maintain ita share of the mar
ket, production must continue to grow at 6-7 percent annually which, assuming 
a 3 percent rise in yields, will require an annual increase in acreage of 
around 150,000 acres. As already discussed, this increase will have to be 
achieved very largely in the smallholder sector. 

39. Smallholder newplanting of rubber has averaged about 2,000 acres 
annually over the past 15 years, although this declined to about 22,000 
acres annually over the past five years. The peak rate achieved was in 
1962, when 109,000 acres were newplanted. Of the total 625,000 acres 
newplanted between 1955 and 1968, about 130,000 acres have bee on FLDA 
projects while fringe schemes have accounted for a similar area. Block 
newplanting and other subsidized schemes have accounted for another 70,000 
acres while unsubsidized block and individual newplantings have made up 
the balance. Both federal and state agencies are also planting large 
areas of oil palm which, because of its better price prospects . and greater 
profitability, is receiving priority in distribution of funds, personnel 
and land. The FLDA plans to develop about 50,000 acres of new land annually 
over the next five years, of which more than half is likely to be planted 
in oil palm. The combined efforts of existing federal and state agencies 
under current programs will only result in about 30,000 acres annually being 
planted in rubber. There is enough land to support a much faster rate of 
newplanting (an estimated additional 7 million acres would be suitable for 
~ree crops in West Malaysia alone) but development is restricted by shortage 
of managerial and technical personnel, lack of capital and d~fficulties of 
land alienation. If the rate of rubber newplanting is to be :increased, 
then these restrictions must be removed. 

40. The difficulties of land alienation revolve around the complex 
prob lem of federal-state relationships, which is discussed in Annex 8. It 
is i n the national interests that land should be available to anybody inter
ested in developing it for agricultural purposes, and, conversely, that land 
so alienated should be used for this purpose and not allowed to stand idle. 
However, any federal policy on this issue must take account of the importance 
of ~and aliena~ion as a ~ource of revenue to the states, and should also en
sure that land is alienated for its optimum use as defined by the Land Capa
bility Survey. The present policy regarding land alienation and development 
does not f~lfill these functions, and changes should be made along the lines 
suggested in Anne~ 8. 

41. The scarcity of managerial and technical personnel fs probably the 
major constraint to an expansion of FLDA activities, and it is certain that 
a large increase in rubber newplanting cannot be achieved with the existing 
resources of the public sector. There is, however, a considerable supply 
of managerial and technical skills in the private estate sector which, be
cause of the slowing of estate investment, will be underutili~ d in the 
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coming years. The government should take steps to tap this resource by 
utilizing estate personnel on a contract basis. It should be possible to 
expand considerably the rate of land development by FLDA and the other agen
cies if the managerial, technical and · supervisory work is contracted to in
dividuals or companies in the private sector. 

42. The cost of cleaning land and establishing rubber is about M$ 1,000 
per acre; to which must be added the cost of providing services for settlers 
·or laborers and of constructing access roads. This last item is becoming 
more costly as new land is increasingly isolated from the existing road het
wo~k, and it is this cost more than any other which deters estate investment 
in newplanting. FLDA projects, which are generally more expensive than 
private development, require an investment of about M$ 1,500 per acre to 
develop and settle land, excluding the provision of settlE!r services such 
as water, etc. Clearly, an increase in the rate of newplanting will be 
more feasible if investment costs can be reduced. Such reductions are pos
sible both through increasing the efficiency of FLDA operations and through 
implementing land .development and settlement schemes on a less centralized, 
less capital-intensive basis. Measures are being taken to lower costs of 
FLDA schemes · and it is to be hoped that these will result in a smaller debt 
burden for future settlers. However, because of the lack of success of 
less intensive projects in the past, too little attention is being given 
to new forms of land settlement, even though it is clear that the FLDA, 
even with use of private sector resources, is unlikely to be able to develop 
land as fast as is desired. The importance of developing more land for 
rubber is such that a serious attempt should be made to settle land through 
new public settlement programs that supplement FLDA schem~s. 

Conclusions 

43. The Malaysian natural rubber industry is faced with a rapidly grow 
ing market but also a world price that will squeeze profitability. While 
short-term supply prospects are good, the long-term expansion of production 
will depend on aggressive government action to replace the initiative tradi
tionally provided by the estate sector. Issues on which government action 
is necessary are: 

(a) Pressures to increase employment in the rural sector must 
not be allowed to interfere with continuing improvements 
in efficiency and cost reductions in the estate sector. 
At the same time, pressure should be put on estates to 
continue their replanting programs, and legislative and 
bureaucratic obstacles to expansion of estate acreage 
should be removed. 

(b) Replanting of smallholder rubber must continue as fast as 
possible. The federal grant to the Rl(R)B should be renewed 
in 1971, and intercropping should be introduced and the 
use of Ethrel encouraged to alleviate short-term .financial 
problems resulting from replanting. 
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(c) Efforts to improve the processing and marketing of small
holder rubber should be continued, especially through 
the establishment of new central processing and terminal 
Heveacrumb factories. 

(d) A long-term. program to expand the acreage of smallholder 
rubber should be undertaken in order to ensure future growth 
in supply and foreign exchange earnings and to raise the 
real incomes of smallholders by increasing .the average 
size of holdings. FLDA lacks the capacity to raise 
its rate of land development and this capacity should be in
creased by utilizing estate managerial and technical per
sonnel on a contract b~sis. 

The present system of land alienation should be rationalized 
in order to encourage private land development for rub~er 
and other· agricultural uses. 

The debt _burden to FLDA settlers should be reduced by improv
ing the cost efficiency of FLDA operations and by ri~ging 
rubber into productiQn more rapidly. This would be aided 
by requiring new settlers to give up any land already held in 
part payment for the new holdings. The land so acquired 
could be redistributed to oth~r smallholders in the area. 
Holdings on new FLDA schemes should be increased from the 
present 10 acres to at least 14 acres. 

g) Attempts to raise the rate of rubber newplanting should in
clude the implementation by FELCRA or -state agencies of 
lower-cost, less-intensive land development schemes along 
the lines of early block and fringe schemes. 

B. Oil Palm 

World Situation 

44. The market prospects for oil palm products (palm oil, palm kernels 
and palm kernel oil) are influenced by the overall oils and fats situation 
and the specific position of o~l palm products vis a vis other fats and oils. 
World production of all oils and fats jrew by an average of 3 pe~cent annually 
between 1954/56 and 1967/69, while in the sam~ period exports increased 
slightly faster, at 3.7 perc~nt annually. The developed and centrally-planned 
countries increased their ~~are o£ total export~, largely through increased 
exports of soybean oil from the US and of sunflower oil from the USSR, while 
the share held by developing countries declined. The general price index 
for all oils and fats has remained fairly stable, reaching a loW in 1962 and 
1968 and peaking in · l965 and again in 1970. Total consumption of all oils 
and fats is projected to grow at between 2.5 percent and 3.0 percent annually 
over the next 15 years, while exports are expect~d to rise -somewhat faster, 



Bemtlt o. Sandbera 
HAL..~YSIA AND THE U.s. RUBBER STOOltl'ILE 

In hi.a mmorandum f>f August 12, Mr. Na.vara:tnam intor..d nr. Knapp 
that Minister 1'Tm Tan Siev SiD might va.nt to consult with Mr. Mclfamara 
during the Annual Heating on the rubber situation, especiall7 the adveree 
effects on Malaysia caUS$d b7 th& etockpils· releaeu of the U.S. General 
Serri.cea Administration (GSA). 

BackpyUnd 

As of June 30, 19n the u.s. Government na-tural rubber etoekpia 
amounted to about 142,000 long tons JtOat of t-;hioh will eventually.· be disposed 

· ot by the u.s. Government. The annual releases have gradual~ declined from 
l$91 000 long tons or nbout 4 percent of world natural rubber •uPplies in 1966 
to 100,000 long tons in 1967, 74,000 long tons in 1968, 35,000 long tons in 
1969 and 28,000 long tons in 1970. In their attempts to stabilize the prices 
at a more retmmsrativa leftl the .Malaysians ha.ve considered it essential to . 
gain soma control owr thase releases. They have dieausse.d this matter on 
several. occaaiona v.1 th the u.s. Government aa well as with tbe Barlk and the 
Fund. 

When Tun Tan saw President Johnson in Wasb.ington in October, 1967, 
he expressed an interest in acquiring control over the u.s. stockpil&. He 
wa.s told that to do so lialqsia (possibly in omjunction vith other rubber 
producing countries) would have to b~ the stockpile. The 'U.S. offered 
to sell tha whole stoa.lcpile for an est1mates Tk1..$12Q million, US$48 million 
to be paid i.l:l!mediately and tho rest over S years in quarterly p9.ymenta each 
&.mounting to the valua o:r 17 ,soo long tons qalcula ted on the basis of· New 
tork spot price on the first day or each quarter. The u.s. also offered 
Malaysia a five -year Export-Import Bank loan to finance the US$48 million 
do•-npa.yment. As collatraral !or this loan Malaysia would haw had to buy Export
Import Bank partic:l pation certifiea tett WJing funda no·t; alread7 invested in 
US aecuri ties. Malaysia round these terms too onerous and began J.ookirlg tor 
other sources of finance. 

In Deeember 1967 !tm Tan asked M.r. \{oods for a. Bank loan to .finance 
·the purchase . of the US stockpile. In a letter dated JanUEJ.r1 291 . 1968, 
Mr. Woods declined the request · · 

c·· --- ~- '7" • .. ....... • " • 

During his msating with Mr. Mcltamara in Copenhagen in 1970 the Minister 
again asked the Bank 'to consider making a loan for the purpot~a of establishing 

· a rubber stockpile by buying the GSA stockpile. · Mr. McNamara doubt9d that. the 
Bank could consider sueh a .proposal unless accompanied by a whole set or arrange
ments to control the buffer t.Jtoeka,. altho~h ho recognized the need for mora 
atabili ty or prblaey products 1 including rubber · 
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Last ~ar'e reloas b7 GSA of 28,000 long tons ot natural rubb$r 
waa ep d cn"er a period or four months (,May - A' t). The rubber pr-lee 
declined continuous~ during 1970 1rehil a le 1 of 2S US cents per pound iJl 
Jen~ to 18 US cent 1n October 1970 beoaus of w ak lo#m.and from ti:jor 
bey rs. -Major factors were tha doek et:r'iA"'8 in th UK and th owrall 

eonomio c ssiton .and protracted. trikes against General otora md mjor 
tire manutact-arers iD. . the US. 

In Februarr 1971, tM Aaaoc1ation ot R tural Rubber- Produaing 
Countries (A.N •• P.C.) 1/ t up a -vorking committee uas a tirst .etep to 
finding a solution to rel.snae from tho us rubber stockpiles depreasinz the 
orld market priee ot rtibboru . So far no other meaaures have apparently 

been eug sted except tor periodic :n.:.:etinga of the Executil-"S COJ'lllittea of 
the Association to discuss current v lopments. .Alao 1n 2"'ebruaey th US 
roported.ly agreed to A r until Ju&"le ales hom its rubber stockpile 
plalmed to be resumed in Mareh l97l. The US apparently also &greed in 
general terms to oonault rubber producL.~ countri a before future aalea. 

On July 7, 1971" GSA mmoune that be innin July l9 it would 
s the sal of natural r'lJ])ber frO!!l its atockpU at a montbl7 rnto ot 

about 6,000 l on tons of rub r, With a maxir:rum rumual. relea ot 12,000 
long tons. The release ould bo only for consumption within tbs u.s. The 
tookpile, as ... nt,ioneQ above • wa at that tim& lh2 ,000 long tona. · 

Contrary to previous r lllases, this rear's relea prograa apeciti • 
not onl-7 the mgnttu cf aalea but provides lso for a pries .tl.oor. The 
stocks are to ba relea d by GSA a~ a elling pric not . low th awr~e of 
tll£\ dai:cy' Rubber Trade Association rice tor RSSl i.Tl the prec ding month. . 
Sine& rubber priees lre,.ve been d cllning again, especiall7 owr /)the past 
threa mmths (Average prie.a in New York: ~.ay 20.3 US cents/lb., June 18.7 US 
cents/lb.), thara were som doubts whether this procedure i.a going to t-rork. 
HoH ver, GSA 1n;.~d to sell in J-ttly the total 6,000 long ton ot rubbar 
declared sul'plus for releo. at 17.75 US cents/1: • probably becauae domeatio · 
buying in the US has en ·stronger in ths past months because of the possibi• 
ll t:r o! a prol.ol\,~ strike bt US dockworkers in September. 

Two ~~ks after t.ba anncuneeu nt ot the res tion o~ u.s. stockpile 
releases, the .A.N.R.P.C. asked that monthl7 relea.s a be duced to 3,00~ lena 
tons. The U.s. Govern.roont rep-orte :ty noted the A .!~l .R.P .c • request but GSA 
has sold again in Auguat its full montblf quota ~ 6,000 long tona.· 

}/ Inaugurated in October 1970. Its fom1der me , bera c·erlon, Indoo eia • 
1-te.laysia., Singapore, 'f ailand c-~d Vietnam to~ther account for m.ore 
than as percent ot ~orld production or nature.l rubber. 

. 
I 
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Jtr the middle ot August, ~aJ;veian t hb pric s ha.d ta.llen to 
low' at lenl ince 1949, and combined Ma.laysia·Singapore sold took , which 
had iDcntaa d h 35,000 long tons at the ·nd or 1969 to 206,000 long tens 
at the end of 19701 had continued ~o r i'urther. In this situation ther 
vas acaa speculation that Malaysia might intervene t;o e _port the mark t.. 
Recent 1ntorma.t1on indicatea bov r that massive intervention b7 th" rn• 
ment to halt the elide in prices ia ikely', part17 cauoe ot tft..3 diiticul• 
ties iJn'olved in financing tn10h an o ration. Also aoma reeowry of rubber 
prices ill the U.$. -.a7 indicate the ownward prloa trend ba reaahed 
bottoa. .-." 

Malaysia alao hop to make substantial salee ~ natural rub'"' r to 
the People's Republic of China tollcrJing the r , trad 
relatiOllll between ~ two countries. A Chinese mission that Viaitad 
Kalaraia in late August announced the immediate purchase o · 40,000 ~orig tans 
(mainl.J RSSl) on ~undisclosed agrood pric f'ornml.a. i~ mission ntioned 
tut~ annual r q~nts ot 150,000 .. 2001000 lo tons. Hawewl', , o ti....,.. 
commitant ot more purchases was .. de at this point, although it vas d 
that Malaysia would send a teaa to China to advise OA the application ot 
SMR }/ to Chinese uage. 

!he .Allnual Ccm!erance of A .N .R .P .C. which convened in Jo a kart-a 1D 
Indonesia during the first halt of ~P reportedly ave specul a ... tention 
to trt.fJ rubber stockpile problea. Ot r prom:t.nont t;opic-a included the establish
ment ot a joint regional marketing yste and the fast ri.;)ing shippin freight 
rat 8 'Which also threaten the comoet tiv s of natural rsus synthetic 
rubber in the major 1ndustr1al.Ued countries. Tho countrio attemPted to work 
out joint stance co tr~ major 1ssuo8 for the eting of the International 
Rubber Study Group in Ottawa (Sept& r 20-24). ....zr. Irfnn ul .. Ha.q {Leanomea 
Depart.nt), Who represented the Bank at the otta ·tin ~ ' told , hovever, 
that nothing ignitioant transpired f'r the mae i . en arq o£ th9 ajor issues 
and t question of tb U.s. stockpile roleasett waa not e n ciiacusaed. 

In addition to th uncertain""J.e ntioned above,. the ent unsettled 
conditions in international financial rel.&tiona it ver;r dif!i.cult t,o fore-
cast rubber pric develo · t.s. Hm;ever, the tta~ table (Attael .nt l) 
givea soma :t.dsa about the gnitu' a or the international rubber marl t a-a 
estimated for 1972 b7 tr~ International Rubber Stuey Group. It seems clear 
that the planned t'.tmual GSA sales (7,3,000 mt), which amount to only 2.4 percent 
or tb tilnated total world aupply or natural rubber in 1972 07 abo t. S.$ 
percent or total Malay ian supply or 12 percent or the US consumption o! 
natural rubber, are likely to play onl3 a minor role in determining the price 
or natural rubber over the next year or so. Movements ot u.s. natural rubber 
prioea ~ 1-rell s trends in supply, consumption and atoek:J o.r natural rubber 
in the u.s. a.ra hovn in t.he graphs of Attaolllnant 2. 

!/ · StaDdard Mala:reian Rtl r. 

cc: Messrs. Fontein, Streat~ Gilmartin., 
Hablutzel, Lee 

GBReit/BGSandberg:bjc 
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I. Estitn ted S·:Jnnlv 

Natural Rubb3r 

thereof: 

Halays1.a 

Jndoncnia 

Thail~nd 
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INTERNATIONAL BANK FOR RECONSTRUCTION AND DEVELOPMENT 

INTERNATIONAL DEVELOPMENT ASSOCIATION 

OFFICE MEMORANDUM 

TO: Mr. L. J. c. Evans DATE: December 30, 1970 

FROM: R. E. Rowe and A. R. Whyte 

SUBJECT: MALAYSIA - Jengka Triangle Project (Loan .533-MA) 
2nd Jengka Land Settlement Project (Loan 672-MA) 
Supervision Mission 
Full Report 

In accordance with our Terms of Reference of October 6 (for Mr. Whyte) 
and November 6 (for Mr. Rowe) we visited Malaysia to review progress on the two 
Jengka Triangle Land Settlement Projects. 

Project Data 

1.1 

Amount of Loan 
Amount Disbursed 
Date of Loan Agreement 
Effective Date 
Closing Date 
Date of Last Supervision Mission 
Current Exchange Rate 

Loan 233-MA Loan 6'/2-MA 

US$ 14.0 million US$ 13.0 million 
US$ 3.4 million US$ 0.06 million 
April 17, 1968 May 20, 1970 
July 31, 1968 August 20, 1970 
December 31, 1972 May 31, 1977 
March 1970 May 19.70 

M$1 = US$0.33 

1.2 The projects consist of: 

Loan 533-MA (Stage 1) 

(a) Clearing about 33,000 acres of land in the Project area, planting 
about 2),800 acres of oil palms and 4,200 acres of rubber; and 
settlement of sane 2,800 families; 

(b) Expansion of tre processing capacity of the Ulu Jempol palm oil 
mill and construction of a new mill in the south of the Project 
area to provide an aggregate processing capacity of about 280,000 
long tons of oil palm fresh fruit bunches annually; 

(c) Establishment of an agricultural research station to service the 
facilities in the Project area and on other FLDA settlements and 
provision of training facilities for FLDA management. 

Loan 672-MA (Stage 2) 

(a) Clearing about 32,000 acres in the Project area, planting about ~ 
16,800 acres of oil palms and 13,6oo acres of rubber, and settle
ment of about 3,000 families; 
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(b) Reservation -of about 1,400 acres for development of a Regional 
Center; 

({c) 

(d) 

Construction of a palm oil mill with an inift,ial capacity of 24 
tons ffb an hour and its expansion to a capacity of about 42 
tons ffb an hour; 

Use of about 700 acres of the FLDA Research Center, Tekam, for 
crop diversification trials on a commercial scale. 

Both projects include provision of villages, houses, offices, and stores together 
with appropriate roads, water systems and educational, health and other social 
service facilities as well as office accommodations, stores and other management 
facilities. Each settler family will be provided with ten acres of oil palms or 
rubber and a house on a one-quarter lot. 

1.3 The projects are being carried out by the Federal Land Development 
Authority, a Government statutor.y boqy. 

Summaz:y 

2.1 Field progress and work standards on both projects are generally satis
factor.y but village development and settlement on Stage 1 is far behind schedule. 
The delays are not critical but should not be allowed to worsen (para 4.3). 

2.2 The extensive clearing in Jengka has reduced rainfall, and production 
both at Jengka and in surrounding schemes could be affected until plantings re
place the natural forests. A study should be made to detennin e l-lhether Stage 3 
should be delayed and Stage 2 phased over a longer period to avoid creating ad
verse climatic conditions (para 6.1). 

2.3 Appraisal yield estimates appear likely to be achieved and extraction 
rates may be exceeded but fresh fruit bunch (ffb) collection:·.on other FLDA schemes 
is poor because of unsatisfactor.y contractor performance {para 7.2). FLDA should 
review its contractual arrangements for fruit collection and also for field work, 
which in some cases has resulted in poor standards (para 11.6). 

2.4 Total project costs appear to be running about 6% above appraisal 
estimates for Stage 1 and about 5% for Stage 2. Substantial expenditures on 
Stage 1 were incurred before loan signature and so were ineligible for disburse
ment; thus, disbursements to the end of 1970 are expected to be only 75% of the 
appraisal estimate but should catch up by the end of 1972. Disbursements on 
Stage 2 are expected to lag behind appraisal estimates, due to overestimates of 
the rate of expenditure, until the end of 1973 (para 10.1). 

2.5 The recently appointed Finance Director has recommended management con-
sultants to review FLDA• s fmancial systems. It is proposed that part of the · ·" 
cost of consultants employment be financed under Loan 672-MA (para 11.1). 

2.6 The Jengka Division is seriously understaffed and far below appraisal 
estimates. This has led to a lack of delegation to the Division and to heavy 
pressure on Division Staff. Staffing and overcentralization are problems for the 
FLDA as a whole and a study is proposed of FLDA•s organization, recruitment and 
training, and staff terms of service (para :U_. 5) • 



- 3 -

2.1 The marketing study required to be carried out under Loan 533-MA and 
financed by ADB has proved valueless and a second study is required. Tenns of 
Reference are being prepared for submission to the Bank (para 12.1). 

Action Recommended 

3.1 It is recommended that a letter be sent to Government conveying the mis-
sion r s findings and recommending action on: 

- village development, including responsibility for building 
maintenance; 

- the effect of clearing on climatic conditions; 

- irrecoverable settlers• loans; 

- FLDA's organization and staffing; 

- a further marketing stuqy; 

and to FLDA on: 

- use of 11green-budding 11 rather than seed at stake for rubber plantings; 

- contracting arrangements. 

Drafts are attached. 

3.2 The next supervision mission should be in I~/June 1971. 

Physical Progress 

Stage 1 

4.1 Land Development. Bar Chart 1 compares actual progress by end-November 
with the appraisal schedule. Land clearing, agricultural roads and planting have 
been completed on 18,670 acres; planting is virtually complete on a further 3,830 
acres (Scheme V), is well underway on the 4,160 acres of Scheme VII, and will 
start soon on the 1,100 acres of Scheme III, Phase III, and 2,850 acres of Scheme 
VI, Phase II. ~vith the onset of the monsoon, planting conditions are good and all 
planting should be complete by end-February 1971, with an outside chance that it 
will be within the target date of December 31, 1970. By the end o.f February, 26,)50 

acres will have been planted with oil palms (appraisal estimate 2),800 acres) 
and 4,16o with rubber (appraisal estimate 4,200 acres). Although a few schemes 
(Schemes III, IV and V) >have fallen a year behind schedule, overall progress, com
bined with the good standards of work, has been satisfacto~., 

4.2 Village Development. Bar Chart 2 shows that access roads, village 
roads, water supplies, settlers houses and staff quarters are well behind schedule. 
Work is virtually completed on Schemes I and II but 24 months late on Scheme I and 
12 months late on Scheme II. Apart from access roads, no work has begun on Schemes 
III, IV and V, which w·ere scheduled for completion by end 1970; they will now not 
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be completed before end-August 1971. Scheme VI and VII infrastructure is due for 
completion by end-Deceeber 1971 but no work other than access roads has started. 

4.3 At present these delays are not critical as settlers' arrival is to 
some extent delayed tmyWay by the lags in the planting program, and maintenance 
is carried out by contractors instead of by settlers. But the Government should 
be told of the Bank's concern over the slow progress on infrastructure and give 
assurance that every effort will be made to meet the new target dates in Bar 
Chart 2. 

4.4 Project headquarters at the FLDA Research Center, Tekam, is almost com-
plete; some staff are in residence and the Jengka Director will move in early in 
1971. 

4.5 Settlement. At appraisal 21 000 settlers were assumed to be in occupa-
tion by end-1970. By end-November only 147 settlers had moved in to Scheme I 
and 155 to Scheme II; 250 more families are due on Scheme II before end-1970. 
Total population on both schemes is 1 1 464. 

Stage 2 

4.6 Land Developnent. Scheduled and actual progress is shown in Bar Chart 3. 
Progress on Scheme VIII1 the only one started, is 3-4 weeks behind schedule. 

4.7 Village Development. No work has started but logging roads for the 
forestry project (see supervision report of November 301 1970 on Loan 673-MA) 
are being built to access road standards and aligned according to FLDA needs. 

4.8 Research Center. FLDA is making some progress in diversification 
trials at the Research Center, Tekam1 but is still far short of' commercial 
scale trials. About 120 acres have been set aside for cocoa, of which 50 are 
planted; there are some 350 head of' cattle - including 7 bulls - and 14 species 
of pasture are being tried on 150 acres. In addition, fruit trees are being 
grawn for settlers. Besides these activities, the research center carries out 
oil palm trials and foliar ~sis. Progress on diversification and other work 
should be followed close~ by subsequent supervision missions. 

Quality of Work 

5.1 Land Development. Standards are good except on Scheme V where manage-
ment has had considerable trouble with the contractor (see previous supervision 
reports). Not only is work there 12 months behind schedule but oil palm plant
ing has been poor {much of' the area has had to be replanted), and a large part 
of' the . area has an unsatisfactory- cover crop - consequently about 800 acres are 
under natural cover. The latest inspection report by the FLDA Planting Director 
is at Annex 1; it describes the position well and his instructions for changes 
and improvement are being effected. 

5. 2 Weeds and Pests. Mikania Cordata is a pernicious weed throughout 
Jengka and has had to be allowed to remain on some areas. Elephants have 
destroyed a considerable number of palms and porcupines, rats and wild boar also 
cause damage. 
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5.3 Village Development. Standards of roads, water supplies and buildings 
are good. The project bas no maintenance unit for buildings, however, and manage
ment is unclear where responsibility lies. This should be taken up with Govern
ment and FLDA. 

5.4 Rubber Planting Technigues. Two methods are used on Jengka - planting 
seed at stake and subsequent~ budding in the field, and planting out budded stumps 
("green-budding") grown in polybags in the nursery. Of the 4,200 acres being 
planted on Scheme 1, 1,100 acres are green buddings and 2,500 acres seed at stake. 
The teclmical advantages of green-buddings are great, mainly because they come into 
bearing about 12 months earlier than seed at stake if planted at the same time. 
Also, since stumps are budded in the nurse~, FLDA supervision is easier, and green 
buddings form a more even stand than seed at stake,wwhich contractors frequently 
bud with unselected clones. 

5.5 Commercial estates now almost entirely use green buddings despite ini-
tially higher costs (about M$60/acre - see Annex 2) but FLDA is reluctant to 
abandon seed at stake. The Bank should request FLDA to prepare canparative OOF 1s 
for the two methods and if green buddings are shown to be more profitable, FLDA 
should be pressed strongly to use green budding on all future J engka plantings. 

Climate 

6.1 The extensive clearing at Jengka seems to be affecting rainfall adversely 
and rainfall in 1970 will probably not reach 70 inches compared with well over 80 
inches in the area in the past. This is not unexpected, and normal rainfall should 
recur when oil palms and rubber replace the natural forest cover. Meanwhile, how
ever, lower rainfall will reduce production both of Jengka holdings now coming to 
maturity and of other plantings around Jengka. It might therefore be desirable to 
delay development of Stage .3 and also to spread Stage 2 over a longer period and 
the Bank should ask FLDA to stuqy the situation; the University may be interested 
in assisting • 

Yields and Harvesting 

7.1 Jengka palms on Scheme I, Phase 1 will came into bearing in early 1971. 
Appraisal estimates for the first year in bearing were 0.5 tans ffb/acre and ).6 
tons ffb/acre for the second year. Comparable actual yields at the Ulu Jempol 
scheme adjacent to Scheme I were 0.38 tans and 2.71 tons, equivalent to shortfalls 
of about 25%. In subsequt3nt years Ulu Jempol yields have been closer to appraisal 
estimates - the reduction in years 5 and 6 are 5% and 2.5% and are more than com
pensated by an increase of about 15% in outturn of palm products . (para 8.2). 
Annex 3 shows ffb yields of all FLDA schemes in production and indicates that 
appraisal report estimates of oil and kernel production will be achieved, particu
larly when account is taken of higher out turns. Annex .4 shows similar information 
for rubber schemes. 

7.2 Jengka yields will probably benefit from higher stands per acre, better 
harvesting and better collectlon than on other schemes. The Jengka stand is 57/58 
palms/acre against 51 on Ulu Jempol• For harvesting Jengka will use a recently 
introduced block system in which 10 settlers collectivelY work 100 acres; this is 
proving more efficient than the previous individual s,ystem. Collection would be 



- 6 -
improved by better contracts with collection contractors. At present FLDA p~s the 
contractors very low· rates (para 11.6) and consequently contractor personnel are of 
poor quality, mill deli varies are irregular and much ffb is wasted. FLDA should be 
asked to negotiate better contracts or, alternatively (and this would be less satis
factor.y), to operate its own collection vehicles. 

Processing 

8.1 Installed capacity at the Ulu Jemp.ul Mill is 8 tons ffb/hour. 'lhe Bank 
has approved tenders for two phases of expansion to 35 tons am orders have been 
placed for three 9 tan presses required. Thus the plru1ned expansion is on schedule. 

8.2 Mill operation is satisfacto~. In the quarter to September 30, 1970, 
the mill processed 7,287 tons ffb and achieved extraction rates of 19.02% oil and 
J.Bo% kernels. Comparable out-turn forecasts for Jengka were 15.6% oil and 2.5% 
kernels. Oi.l quality was good with FFA contents of 2.31% in July, 2.59% in August, 
3.6o% in September, and 2.8% in November. Septemberrs higher FFA content was 
attributed to ffb collection problems. 

Project Costs 

9.1 Annex 5 compares current estimated project costs to completion of both 
stages with appraisal estimates. The figures were prepared by FLDA staff after the 
mission left, have not been verified, and appear to contain important discrepancies; 
the next supervision mission should prepare a full comparison and analysis of unit 
and total costs. 

9.2 FLDA's figures show that total project costs are running some 8% above 
appraisal estimate for Stage 1 and 5% for Stage 2, while FLDA expenditures are 
some 20% and 8% respectively above estimate. The principal reasons for the sub
stantial apparent overrun on Stage 1 are the increase in area from 27,700 to 30,245 
planted acres, an increase of M$ 106/acre in land clearing and p~ents to contrac
tors, and very much higher "other FLDA Expenditure. n The latter mainly consists of 
subsistence payments to settlers which at the time of appraisal of Stage 1 w·ere 
assumed would not be required as settlers would be employed on work within and 
around Jengka. The mission considers that FLDA•s current estimates are too high, 
particularly in view of the del~ in settlers• arriving and that the eventual 
actual figure will not great~ exceed the appraisal estimate. 

9.3 Stage 2 agricultural development costs are now estimated to be about 7% 
above appraisal forecasts due to longer contractor maintenance periods and higher 
rates; there appears, however, to be an error in FLDA's estimate of the maintenance 
period. The higher rates, which apply also to Stage 1, result partly from FLDA 
not following its normal practice of negotiating the low· bidder's contract price; 
thus contract costs are about 10% higher than on other FLDA schemes. The mission 
told FLDA that the Bank would not object to FLDA following its normal contracting 
procedures on Jengka in ~uture. 

9.4 The revised estimates also show cansiderab~ higher expenditures on pro-
cessing facilities (30% for Stage 1 and ·so% for Stage 2). However, the increases 
represa1t about ' J% only of total project costs. 
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Disbursement 

10.1 Annexes 6 and 7 compare actual and current estimated disbursements with 
the appraisal estimates. Because about M$6 million more than estimated was incur
red on Stage 1 prior to loan signature and because of delays in contract payments 
and village infrastructure development, disbursements to date are about 75% of 
estimates. However, disbursements are expedited to catch up with estimates by 
end-1972. Due to slower than expected expenditures on Stage 2, disbursements will 
lag behind appraisal estimates until end 1973. Because of the higher agricultural 
development and mill costs it appears at present that the loan amount for Stage 2 
will fall short of the amount required to meet 100% of agricultural and civil works 
costs as provided under Schedule 1 of the Loan Agreement. It is premature at this 
stage to propose any revision to the percentage allocation, particularly in view of 
the uncertainties over the amount of interest which will be financed, but future 
supervision missions should keep the situation under review. 

10.2 Loan 672-MA for Stage 2 provides US$ 100,000 for salary and recruitment 
of a Finance Director. As the Finance Director• s salary is being largely met by 
UNDP, only about US$ 25,000 is estimated to be required from the loan and it is 
proposed that the balance is used to finance the costs of financial management 
consultants (para ll.l) • 

Organization and Management 

ll.l Finance. The Finance Director required to be appointed under Loan 672-MA 
took up his post in October; he is Mr. T. Sitkoff of PAS (Chicago). His appoint
ment was made through UNDP, which is financing most of his salary. He has recently 
completed a preliminary survey of FLDA•s financial organization and procedures and 
has recommended (i) a reorganization of the Finance Department, including appoint
ment of 15 additional staff, and (ii) employment of management consultants to de
velop new s.ystems. These measures are necessa~ and it·is proposed that the Bank 
agree, if requested, to finance up to US$ 75,000 of the consultants• costs. FLDA 
should be asked to prepare terms of reference and send them to the Bank for comment. 

11.2 The timetable agreed with the Bank under Loan 672-MA for bringing FLDA 
and settlers accounts up-to-date is being adhered to. FLDA•s 1969 accounts have 
been received and settlers accounts for all schemes in production at December 31, 
1968, will be completed by end-1970. The preparation of settlers accounts has re
vealed that the recovery of some loans, mainly on the early State schemes taken 
over by FLDA, is in doubt, due to the higher costs, and lower productivity result
ing from smaller holdings, lower stands, and poorer clones and field standards. 
Assurances were obtained under Loan 533-MA that irrecoverable amounts woold be 
written off and that Government would write off corresponding amounts from its 
loan to FLDA. Since it t:s important from both settlers and FLDA standpoints that 
the loan amounts should be correct and reasonable, Government and FLDA should be 
reminded of the undertaking and FLDA requested to prepare a statement of irrecover
ables. 

11.3 Jengka. Because it was recognized at appraisal of Stage 1 that FLDA suf
fered from overcentralizatian and lack of delegation, the Bank insisted on creation 
of the Jengka Division. The Division was to have considerable autono~ which it 
was hoped would be extended to other FLDA projects. However, autonom.y can be 
achieved only if the Division is adequately staffed. Annex 8 compares actual 
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Division staffing with that envisaged at appraisal of Stages 1 and 2 and shows 
clearlY that staffing is inadequate both at headquarters and on schemes, where 
not one scheme manager is in post. Engineering and settler development cadres 
are virtually non-existent and this has probably caused in part the delays in 
village development and settlement. 

11.4 Understaffing on Jengka and elsewhere leads to inadequate supervision, 
overcentralization and excessive responsibility being placed on staff in relation 
to their experience and remuneration. FLDA• s main problem in retaining staff is 
that it pays salaries which are not competitive with the commercial sector but at 
the same time requires its staff to assume far greater responsibilities. For 
example, the Assistant Manager in charge of Scheme I, aged 24 and a graduate of 
Serdang College, is responsible for 3,440 acres of oil palms and 147 settler fami
lies (340 families w·ill eventually be in occupation). In commerce, he would prob
ably be responsible for about 600 acres under close supervision and would have no 
settlers, but his salar.y would be 5o% higher. 

11.5 · With FLDA being pressed to develop 50,000 acres annually, much land de-
velopment by States, and rapid Mal~anization of commercial estates, experienced 
staff will be scarce for several years; and FLDA urgently needs to improve its 
ccndi tions of service so as to retain staff and so protect its investment - now 
about M$ 70 million a year. FLDA recognizes its staffing and overcentralization 
problems and has asked the Bank to help in carrying out a review of its organiza
tion, recruitment and trainl.ng policies, and staff terms of service. The Chairman 
believes that Government would respons favorably to recommendations developed from 
a Bank supervised study. FLDA is preparing draft terms of reference for this study 
and will submit them to the Bank soon. The study appears suitable for UNDP financ
ing. 

11.6 Contractors. FLDA prides itself on obtaining very low rates for contract 
work. ·However, this sometimes results in poor contractor performance, especially 
when coupled with FLDA's stringent progress payment system, which can put contrac
tors with limited financial backing in difficulties in completing work on schedule -
this was so in Jengka Scheme V. Contractors' prices in Jengka and Pahang as a whole 
have been rising, mainly because of increased land development and logging in the 
State. FLDA should be asked to review the progress payment system and advise the 
Bank whether changes could both improve contractor performance and check the in
crease in ra-tes. 

Marketing Survey 

12.1 Under the stage 1 Loan, Government agreed to conduct a marketing study 
to determine FLDA•s future marketing organization. The stuqy has been completed 
recently by a firm of Belgian consultants financed by an Asian Development Bank 
grant. The draft report has been reviewed by FLDA and copies of the final report 
will be sent to the Bank, but it appears to be quite valueless and this critical 
matter remains outstanding. FLDA is sending to the Bank terms of reference for a 
new· study (those for the ADB study amendecl where necessar.y) and the Bank should 
consider ways to assist FLDA in obtaining suitable consultants. 

ARWhyte:et 
{Bank) 

cc: Messrs Chadenet, Baum, Engelmann, Piccagli, Rovani, King, Lee, 
Evans, Wapenhans, Mcivor, Takahashi, Darnell, Veraart, Forcum, 
Jentgen (Area), Sassoon (Legal), Rigby (Controller's) 
Central Files 
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MALAYSIA 

AGRICULTURAL SECTOR REVI~~ 

LAND DEVELOPMENT 

A. Resource Base 

ANNEX 8 
Page 1 

1. The Federation of Malaysia, comprising the 11 states of West 
Malaysia and Sabah and Sarawak in East Malaysia, is only thinly populated. 
In West Malaysia, the total population of 9.5 million (estimated for 1970) 

. is heavily concentrated along the coastal lowlands, especially along the 
west coast, while much of the mountainous inland region is sparsely inhab
ited and largely undeveloped. This situation is even more pronounced in 
East Malaysia w~th the very small population located mostly in the coastal 
regions. 

TP"le 1: AREA AND POPULATION OF MALAYSIA - - -
Total Area PoEulation Densiti 
(sq. miles) (thousands) (persons/sq. mile) 

West Malaysia 50,700 8,035.5 159 
East Malaysia: Sa bah 29,400 518.1 18 

Sarawak 48,300 902.8 19 

Total 128,400 9,456.4 74 

2. Of the total land area in West Malaysia of 32.4 million acres, 
about 7.1 million were in agricultural use in 1970. T~ee crops (princi
pally rubber, oil palm and coconut) comprise about 5.5 million acres of this 
agricultural area. A further 7.2 million acres are being exploited as com
mercial forest, while a little under 1 million acres are held as forest 

· reserve. About 330,000 acres are in urban or mining use, and the r~maining 
17 million acres are unused. In East Malaysia, only a very small propor
tion of the land is in agricultural use (about 3 percent), and this, too, is 
predominantly in rubber and other tree crops. 

3. The Natural Resource Capability Section of the Economic Planning 
Unit has, over the past five years, prepared a Land Capability Classifica
tion of West Malaysia. This has utilized land use, soil, geological, 
forest and water resource surveys to arrive at estimates of potential land 
use. Land has been divided into five classes -- mining, r ood agricultural, 
moderate agricultural, productive forest and other. Present and potential 
land use in West Malaysia, estimated on the basis of this· survey, is pre
sented in Table 2. 
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Table 2: PRESENT AND POTENTIAL LAND USE, WEST MAJ .. AYSIA 
(millions of acres) 

Agriculture: 

annua 1 crops 
per ennia 1 crops 

Sub-total 

Forestry: 

productive forest 
protective forest 

Sub-total 

Mining: 

Other (including urban): 

Total 

Source: EPU, Kuala Lumpur. 

Present 
Area 

1.6 
5.5 

7.1 

7.2 
1.0 

8.2 

0.1 

17.0 

32.6 

Potential 
Area 

3.4 
12.5 -- : I 

15.9 

10.2 
·4 .o 

. 14.2 

·0.4 
I 

-~; 
I 
I 

32.6 1 

I 
I 

. I 

I I . 

4. Clearly, there is a very considerable area of potential agricul-

I 
I 
I 

I 

tural land in West Malaysia that is not yet in production. Most of this is 
to be found inland, especially in Pahang and Johore, and is moderately 
sloping land that is best suited to tree crops. There is also:, ·however, a 
significant quantity of land in valleys or on undulating terrain that would 

· be suitable for annual crops. To the additional 1.8 million acres classi
fied above as potential arable land could be added a further 1.5 million . 
acres of deep (more than three feet) peats which would be suitable for an
nual crops if appropriate drainage and husbandry techniques could be devel
oped (these have not been included as potential agricultural land in the 
above classification). West Malaysia therefore has sufficient resources to 
triple the area of land under arable crops and more than double the area 
of perennial crops. 

5. In addition to outlining the size of West Malaysia'~ agricultural 
resource base, the Land Capability Survey also reveals existing misuse of 
land. It is estimated that at present about 1 million acres of agricul
tural land would, for reasons of soil, slope or drainage, be more productive 
under forest; on the other hand, about 2.7 million acres of land currently 
exploited as commercial forest would be suitable for agricultural use. 
Similarly, of total land alienated for agriculture there were, in 1970, 
an estimated 3.1 million acres not in agricultural use, while it is thought 
that several hundred thousand acres of agricultural land. are in areas not 
alienated for this purpose • 

I I 

-~ 
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6. Much less information exists on the natural resource base of 
Sabah and Sarawak. However, because of the small population relative to 
land area and the problems of labor shortages in existing productive activ
ities, precise information on land use potential is less important than 
in West Malaysia. Nevertheless, the concentration of population in certain 
regions does lead to misuse of resources, especially in Sarawak where the 
problem is exacerbated by the system of customary rights which restricts 
land use to a certain proportion of the population. Also of importance in 
Sarawak is the large area of peat soils (estimated at 5 million acres), 
unused at present, which would greatly ease the regional land shortage if 
husbandry techniques could be developed. 

B. Past Development 

1. The initiative for land development in Malaysia has traditionaily 
come from the private estate sector, much of which is foreign-owned. Be
fore the rubber boom began at the turn of the century, agricultural produc
tion in Malaysia was limited very largely to rice and other food crops grown 
at or near a subsistence level. Coffee provided the only major export 
crop. Following the introduction of rubber from South America and the rapid 
growth in demand for this industrial raw material, foreign companies, most
ly British, financed a very rapid growth in the area of estate rubber, 
which was accompanied by a similar but slower expansion of smallholder 
acreage. The rate. of planting slowed considerably in the 1930's, and the 
war followed by the emergency prevented the estate sector ever regaining 
its early momentum, although expansion of smallholder acreage continued. 
In the 1950's and . l960's, estates emphasized replanting of ~xisting areas 
with new, high-yielding clones rather than developing new land, and the 
fragmentation of estates into units of less than 100 acres (which then be
came classified as smallholdings) resulted in a fall in the total estate 
acreage. In the mid-1960's, a considerable area of oil palm was planted by 
estates, but this largely replaced old rubber and did not cause a signifi
cant increase in overall estate acreage. 

Table 3: AVERAGE ANNUAL RATES OF NEWPLANTING OF 
RUBBER AND OIL PALM IN WEST MALAYSIA 

('000 acres) 

Rubber 
Estates Smallhold ins Total Oil Palm Total 

1905-1930 75 48 124 2 126 
1931-1938 23 13 36 3 39 
1939-1946 -18 33 15 0 15 
1947-1956 8 14 22 4 26 
1957-1964 -19 88 . 69 17 86 
1965-1970 -55 55 0 78 78 

Source: Gates, W. B •, et al, EPU, Kuala Lumpur, 1967. 
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8. The slowing-down of private investment in land development is a 
function of several factors. Despite the political stability of the late 
1950's and the 1960's, foreign companies have not, in general, been enthus
iastic about increasing their financial co~tment in Malaysian planta-

. tions; the withdrawal of Singapore from the Federation in 1965 also reduced 
t~e flow of local capital. The secular decline in rubber prices since 
th·e Korean War and the increasing share of synthetics in the rubber market 
have depressed investment in rubber estates. Acquisition of land in Malay
sia has become more difficult as the states have tightened their control of 
alienation practices. In recent years, the greater profitability of ·oil 
palm has inhibited investment in rubber but has not encouraged new large
scale land develop~ent by private estates. The disturbances ~f May 1969 
have further depressed the investment climate, both for foreign companies 
and for Chinese Malaysians. 

9. To some extent, the lack of private-sector expansion has been ·co~ 
pensated by increasing public sector participation over the ·past decade. 
Both state and federal agencies have been initiating land development and 
settlement schemes, at first in rubber and recently very largely in ·oil 
palm. The most effective of these has been the Federal Land Development 
Authority (FLDA) which has opened more than 300,000 acres since 1957. It 
is estimated that between 1961 and 1968, public sector agencies opened up 
more than 520,000 acres in West Malaysia, at an aver~ge rate of about 
65,000 acres annually. 

Table 4: PUBLIC SECTOR LAND DEVELOPMENT IN WEST MALAYSIA, 1961-1968 
('000 acres) 

/ 

' ( • 

FLDA 
RI(R)B 
States fringe 

block (subsidized) 
block (unsubsidiz~d) 

Total 

Source: .RRI and Department of 

Rubber . ' 
113.3 
68.1 

119.0 
8.2 

65.0 

373.6 

Statistics, Kuala 

Oil Palm 

90.7 

~4.8 

135.5 

Lumpur. 

Total 

204.0 
68.1 

119.0 
S3.D 
65~0 

509.1 

10. In the past two years, FLDA has raised its rate of land develop
ment considerably (38,000 acres in 1969 and 52,000 acres in 1970), and the 
emphasis has been very strongly on oil palm (nearly 80 percent of the planted 
area in these two years). On state schemes too, very little planting of 
rubber has taken place in the last couple of years, whereas large blocks of 
oil palm have been planted on youth settlement schemes~ joint ventures and 
commercially-orientated state farms. Although FLDA is now increasing the 
proportion of rubber. on its schemes, the states appear to be maintaining the 
emphasis on oil palm. · 
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11. The formal system of land ri~hts is based on the assumption that 
the State (federal and state) owns all land rights. The State gives these 
rights to individuals in several forms ranging from a temporary occupation 
license to a title with full rights in perpetuity. 

12. Most of the land administration has been directed to the handling 
' of long-term leaseholds using the Torrens system. This system was designed 
by Sir Robert Torrens, an Irish immigrant to Australia, and it was estab
lished first in Southern Australia in 1858. Each tract of land is surveyed 
and clearly marked, and a title is made out and formally registered. Any 
person who has a claim to this land has his name put on the title in the 

· registry. No other claim is honored, and the State guarantees the title 
to be correct as recorded. If there are any claims, the State will protect 
against them. This differs from the deed, which is a recorded contract be
tween two persons granting one the other's right to a piece of land. The 
rights thus acquired may or may not be valid since a person may have granted 
some of his rights to another person before he enters the deed contract. 
If the exact extent of the land rights in the deed have to be proved in 
court, it is the individual's responsibility. The State, when it uses the 
Torrens system, obviously is more careful about procedures for recording 
titles. 

13. In some cases the State does not consider occupancy illegal if 
the occupant is in the -process of applying for title. A temporary occupa- . 
tion license or an approved application may be acceptable. · In Johore "pro
visional titles" are being recorded. These have been surveyed by private 
surveyors and are .considered usable titles even though the land has not 
been officially surveyed nor the official title registered. 

14. · The. assumption that the State owns all the land and grants cer-
tain rights to it has led to placing in the title restraints on what the 
land may be used for· or for how long a period the title is valid. Accord
ing to the federal constitution and land code-, titles can be granted for 
agricultural, industrial or urban uses. In addition, rights to agricultural 
land may be and often are granted for specific uses. For instance, rights 
to padi land often stipulate that the land can only be used for padi. As 
an incentive to develop padi land the title often does not require a prem
ium and may have a rent as low as M$ 1.00 per acre per year. Titles to 
land used for rubber and, recently, oil palm, generally restrict the owner 
to one specific crop. Time limitations may also be placed on a grant of 
rights. The issue of limitations on titles has not yet arisen in the case 
of titles granted to individuals in connection with government land devel
opment schemes • · 

15. To get an agricultural land title in his name, an individual must 
pay a premium, which in most states is M$ 25 per acre, and a rent each 
year which varies according to quality of soil and by state. The range is 
usually M$ 6-M$ 12, and often the rent is reduced while the crop is matur
ing. FLDA typically pays rent of M$ 1.50 per acre until the rubber or oil 
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palm starts to produce. Land rents can only be changed once every 15 
years, but an additional change has recently been authorized and has re
sulted in rent increases in some states. 

16. Malaysia has no land tax. Local governments receive their in
come in the form of land premiums, annual quit rents, licenses and other 
use permits • . They also levy some excise taxes. 

17. If a landowner with limitations on his deed wishes to change the 
use or extend the time, he must reapply for a new title. When he does, he 
may be required to pay the premium again and pay an increase in the amount 
of annual rent. 

18. This formal system of land rights has been working against -- and 
has often been modified to accommodate -- Malay customary law, which is 
similar to that of Burma, Thailand, and Sumatra. This custqmary law, suit
able in a subsistence economy where the physical job of reclaiming land 
was difficult and where land was plentiful, was based simply on the idea 
that he who cleared the jungle or prepared padi land and used it had all 
the ownership rights. In some cases these customary rights have been for
malized (the Constitution has done this in the case of Negri Sembilan, 
~~lacca, and Trengganu). Customary rights are considered right~ in perpe
tuity, and the holders pay no land premiums or rents. 

19. The state, and the district officer within the state, are respon-
sible for issuing all use 'licenses, permits and land titles and for their 
registra~ion, and land is therefore considered to be primarily a state 
matter. Individual states often differ as to the methods used in performing 
these land responsibilities. The pattern is for each state to have a 
governing officer . (a political appointee or the Sultan), an executive of
ficer (a State Secretary) who is a civil servant, and departments corres
ponding substantively to the federal ministries. In most cases, the Com
missioner of Lands records all titles .and collects premiums and rents. 

20. Each state is divided into districts, with a district land offi-
cer for one or more districts. Sabah has four residencie.s with a distriet 
officer in each. Sarawak has five divisions. The district officer is res• 
porisible for the accuracy, recording and implementation of such land mat
ters as land transfers, land acquisition~, unappropriated state land, 
mortgages, foreclosures, wills, collection, inheritance and transfers of 
use. The district officer is also authorized to grant title to any unap
propriated rural land in less than 10-acre lots; and he determines the 
amount of premium· and the amou:1t of rent on these lots and keeps the record& 
on them. 

21. Urban and industrial lots and rural land grants of larger than 
10 acres are serit with the district officer's recommendation to the State 
Commissioner of Lands. The Commissioner of Lands may grant title, fix 
premiums and rents for rural lots between 10 and 50 acres, and record 
them. Tracts ov~f SO acres must be approved by the State Council. 

\ . 
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22. If the federal government is satisfied that land not alienated 
(unreserved state land) is needed for a federal purpose, it may, after 
consultation with a state, require that the land be transferred to the 
federal government or any authority the federal government directs (Consti
tution, Part VI, Art. 83). Although this provision is seldom used, the 
court has upheld its constitutionality. In 1970, the National Operations 
COuncil established the Muda Authority with powers over land matters; how
ever, until Parliament can affirm its ·existence, the Authority has remained 
cautious in exercising this power~ The federal government is also respon
sible for making the official survey for all land titles. A title cannot 
be finally registered until this survey is complete; . hence, until registered, 
no one has incontestable state-supported legal rights to the land. 

23. A National Land Council also exists "to formulate from time to 
time in consultation with the federal government, the state government and 
the National Finance Council, a national policy for the promotion and con
trol of the utilization of land throughout the Federation for mining, agri
culture, forestry and any other purpose, and for the administration of any 
laws . relating thereto; and federal and state governments shall follow the 
policy so formulated" (Constitution, Part VI, Art. 91). There are 22 mem
bers on the National Land Council, one from each state and 11 from the 
federal government. Sarawak and Sabah are observers, but neither is a 
voting member, nor are they bound by actions of the Council. The National 
Land Council is responsible for the formulation of general guidelines to 
land use, and it is in theprocess of adopting the recently completed "Land 
Use Capability Map" as its basic guideline. 

·24. Land can be alienated for a number of productive uses agricul-
ture, mining, etc. -- or be gazetted for forest, grazing or game reserves. 
In addition, land can be retained for certain ethnic groups, such as Malays 
in l-Ies t Malaysia and indigenous peoples in East Malaysia. The area under 
d.ifferent categories is known with some accuracy in West Malaysia, and 
this information, along with estimates for East Malaysia, is given in Table 
5. 



Table 5: 

l-lest Malaysia 

State land 
Alienated for agriculture 
Alienated for mining 
Malay reserve 
Grazing reserve 
Aborigine reserve 
Forest reserve 
Game reserve 
Other purposes . 

Total 

Sabah 

Titled alienation 
Non-titled alienation 
Forest reserve 
State forest 

LAND CATEGORIES IN MALAYSIA 
(millions of acres) 

Land Area 

8.0 
9.6 
0.4 
4.3 
0.1 
0.1 
8,2 
1. 5. 
0.3 

32.5 

Unalienated deforested land 
Unalienated shifti~g cultivation 

1.0 
0 '.5 
8.1 
6~6 
1.0 · 
1.6 

Total 

Sarawak 

Mixed zone 
Titled -- native, 

non-native 
Customary tenure
Unused 

Sub-total 
Native land 

Titles 
Customary tenure 

Sub-total 
Native customary land 
Reserved land 
Interior state land 

Total 

~8.8 · 

0.1 
0.6 -
1.6 
0.5 
2_.8 

0.2 
1.1 
1.3 
7.0 
1·"t6 

17.8 

30.5 

Source: EPU, ~y~rnments of. Sabah and Sarawak. 
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Percent 

24.8 
29.7 
1· • .2~ 

13 .• :t 
0.2: 
0.2: 

25 .~·-
4·. ();~ 

o.a~· 
l - A ... 

100.0= 

S.l~. 
2 • .,.: 

43.1. 
3S .• l ... 
5',..3 ~ 

. a.5 ~ 

10Q.Q. 

·o·. l: 
2.()' 
5. ~ 
1'~ -r. 
~ 

9 .• 22 

0 , d:) 
- 3~6:.: 
4~~~· 

23.Q · 
5"•21 

.58.4 .. , ::-. 

10.0-0J 
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25. Mining certificates, titles, or leases usually are for seven to 
30 years. Prospecting permits are usually granted for one or two years on 
200 to 1,000 acres. These prospecting permits give preferential treatment 
for later mining titles, but the results of prospecting must be filed with 
the government. One year after mining stops the land reverts to the state. 
Land alienated for purposes other than agriculture and mining include town 
land, urban and industrial land areas. -These titles are usually given to 
the private sector for 30 to 99 years. 

26. Aborigine Reserves are small areas in the interior reserved for 
indigenous groups. These federal areas are reserved after they have been 
surveyed and some attempts are being made to increase these reserves. 
Grazing reserves are very small tracts of land in Malay areas set aside for 
buffalo grazing. They are usually areas of very low productivity and are 
the responsibility of the Veterinary Department. Malay Reserves are unali
enated land where ownership and use are restricted to Malays. These areas 
must be titled to Malays and can only be transferred to other Malays. A 
state may increase its Malay reserve by two-thirds vote of its legislative 
body. It must, however, have available an equal amount of non-Malay land. 
A state may also decrease its Malay reserve. Some of the alienated land is 
also restricted to Malays. 

· D. Land Tenure 

27. Tenancy in Malaysia is very largely restricted to padi land. 
Farmers of other crops either have acquired title to their land through the 
alienation procedures described above or use their land under customary 
tenure rights. Padi lands are located mostly in the coastal regions, with 
a concentration in the states of Kedah, Perak, Penang, Perlis, Selangor and 
Kelantan. Most padi farms are small (less than five acres) and family in
comes are ·generally law. The proportion of land farmed by tenants ranges 
from less than one-third of the total padi area in Selangor to about two
thirds in parts of Malacca. 

28. The Malaysian government has taken many measures in recent years 
to improve the socio-economic position of padi farmers. As well as invest
ment in irrigation and other infrastructure, research on rice varieties 
and a support price program, these measures have included legislation to 
regulate tenancy agreements in padi areas. The first attempt was made with 
the passing of the Padi Cultivators (Control of Rent and Security of Tenure) 
Ordinance in 1955. However, only one state gazetted the ordinance and 
only one area made any attempt at enforcement. After several studies sug
gested changes in the legislation, the 1955 Ordinance was repealed and a 
new Padi Cultivators (Control of Rent and Security of Tenure) Act was passed 
by Parliament in 1967. 

29. The 1967 legislation stated it to be government policy and the 
objective of the padi rent law to encourage written leases of at least 
three years and to limit the amount of rent paid by tenants. This act 
limits the rent charged by a landlord to 140 gantangs per acre for Class I 
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land, 115 gantangs per acre for Class II land, and 70 gantangs per acre for 
Class III land. Land that is classified for double-cropping may be charged 
one-third more rent. A written lease is required for a minimum of three 
years, with the tenant having the o·ption to renew before the end of the 
lease. A special registrar is designated in each district to record written 
leases either by landlord or tenant. Federal and state enforcement authori
ties, procedures for resolving conflicts should they arise, and penalties 
for non-compliance are prescribed in the Act. The states must gazette the 
law and set up the state enforcement machinery, appoint registrars and 
appeal procedures, before the Federal Statute is in effect. To date, the 
states of Kedah, P~rlis, Pahang, Perak, Penang, Selangor, and Kelantan have 
adopted the ordinance, and the states of Malacca and Trengganu have it under 
consideration. 

30. Regardless of how desirable the policy is, however, there are a 
number of features that make these goals difficult to accomplish by federal 
law alone: 

(a) The federal law prescribes the maximum rents to be charged 
for Class I, II, and III land. When the state gazettes the 
Act, it must also classify its land and, on the basis of 
existing knowledge, this classification will inevitably be 
very general. Ideally, land classification should be on 
the basis of a soils map or other map of productive capability, 
taking account of local knowledge. Clearly, however, such 
information does not always exist and the resultant classi
fication will be somewhat arbitrary. 

(b) MOre information should be collected about the landlords. 
In many cases, the owner on a title registry is not consid
ered the owner locally. Many of the tenants are related to 
or friends of the landlord, and the lease is a form of family 
or community assistance. Some of the landlords, if faced 
with rent restraints, would operate their land rather than 
rent it, thus depriving the tenant of -his status. 

·(c) One of the objectives is to shift tenancies from a share
cropping basis to one of fixed rental, so ensuring that the 
tenant receives maximum benefit from double-cropping and 
retains an incentive to raise production. In areas where 
the water supply is not assured, however, sharecropping 
better d_istributes the risk of crop failure or low yields. 
As assured water supply and improved varieties lead to 
greater productivity in double-cropped padi areas, it will 

_increasingly be the farmer on single-cropped land who will 
need assistance. 

31. In general, however, the present law wiil, if effectively en-
forced, result in a considerable improvement in the tenancy situation in 
padi areas. Present administration of the padi rent law is concentrating 
o.n an educational and information program to let the landlords and tenants _ 
~now the policy Qf the government incorporate~ into the law, and voluntary 

• 
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recording of leases is encouraged. Perhaps as important is the recognition 
of the limited information available about ownership, and the consequent 
effort to identify and list those who are considered to be the landlords 
in the communities. 

E. Future Land Development· 

Role of Public Sector 

32. · As discussed above, the initiative for land development has 
passed, over the last decade, from the private estate sector to the public 
sector. This shift was accelerated by the Land Group Settlement Areas Act, 
passed by Parliament in 1960, which makes it possible for the federal gov
ernment to undertake directly large development schemes; Under this law, 
a federal authority may be formed to plan and manage directly a development 
scheme. Such an authority may negotiate with the state government on the 
location of the site, its layout, the premium and rent to be charged for 
the land, the cost of land surveys, and other fees or costs. 

33~ The authority can proceed with development, maintaining all 
ownership records and titles until the settler has paid his loan in full. 
When the loan is repaid, the developed land is returned to the state and a 
title. to a specific tract is reissued to the settler. In the case of FLDA, 
the premium is usually M$ 25 per acre and rent during development is M$ 1.50 
per acre until harvest, when it advances to M$ 6.00 per acre. The Authority 
can thus acquire title and pay initial land transfer costs, including survey 
costs, and build them into the settler's loan. The settler does not have to 
start repaying the loan (including land alienation costs) until the crop 
comes into production, while the state receives income at the time of ali
enation. The 1960 Act has also made it possible to prevent subdivision. 
Transfers can be made only to an individual person (no joint ownership). 
Thus, on these schemes, Moslem inheritance _law requiring equal .shares to 
all heirs is eliminated. Even religious dues, usually 10 percent of the 
gross product, are changed to M$ 1.00 per person per. year. 

34. In the Second Malaysia Plan, currently under preparation, the 
Malaysian government is placing considerable emphasis on increasing the 
rate of land development, both to raise agricultural output and to create 
employment opportunities. In the draft proposals, currently under discus
sion, it is planned to develop 750,000 acres 1/ over the five-year period, 
of which 600,000 acres would involve public sector participation. The 
largest burden would rest with FLDA, which would be expected to develop 
50,000 acres annually, while the RI(R)B, in addition to its rubber replant
ing program, would be asked to open 30,000 acres of new land annually. 

!/ Since this was written, the target has been raised to one million 
acres over the five years. 
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Table 6: PROPOSED FIVE-YEAR LAND DEVELOPMENT TARGETS (1971-75) 

Federal Schemes: 

FLDA 
FELCRA (Fringe Alienation) 
RI(R)B (Cooperative Block New 

Planting) 

Sub-total 

State Schemes: 

Youth schemes /1 
Low-cost settlement /1 
Public sector estates-/1 

Sub-total 

Private Sector Participation: 

Joint venture estates 
Private estates 

Sub-total 

Total 

/1 Federally subsidized schemes. 

· Source: EPU, Kuala Lumpur. 

Acres 
(thousands) 

250.0 
40.0 

150.0 

440.0 

75.0 
37 .5· 
37.5 

150.0 

50.0 
112.5 

162.5 

752.5 

Federal Cost 
(M$· per acre) 

2,000 
600 

750 

600 
1,200 
1,200 

"!'" 

~ 

.·. 

) ~: 

! 

Total Cost 
(H$ millions) 

112.5 

6l6.~ 

45.0 
45,0 
45.0 

;L35.Q 

~ 

.... 

..,. 

771~~ 

35. The proposed rate of land development is approximately twice ~hat 
of the past five years, requiring the public sector to open new land at 
about 120,000 acres per year, compared to the recent rate of about 65,000 
acres per year. Stated in such terms, the proposed program appears over
ambitious. It should be remembered, however, that between 1905 and 1930 
new land was developed in West Malaysia at an average rate of more than 
125,000 acres annually. When it is considered that at that time the popu
lation was only one-third of its present size and the transportation network 

. and other infrastructure was much more poorly developed, the target of 
150,000 acres per year does not seem u~realistic. 

36. There . are, however, three major constraints that must b~ remove§ 
before this target can be achieved-- the shortage · of managerial Clng .tech..,. 
nical personnel. the lack of land clearing capacity and the inadequate 

r institutional structure. The shortage of skilled manpower is appar~nt in 
the unwillingness of the FLDA to expand its rate of development p~yon4 
'50,000 acres per year. Simil~rly, it is thought that inad~q~~te ~nag~nt 
~s leading to excessive bark consumption on some ~PA rubber ~~blm@~ ~~ ;• 
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fault that will lead to lowered production and reduced settler incomes. 
With rubber replanting on private estates largely completed, however, the 
managerial and technical capacity of the private sector is clearly not 
being fully utilized. Although the estates do not seem willing to undertake 
newplanting of rubber on their own account, they should be prepared to make 
trained personnel available to the public agencies on a contract basis. 
The rate of land development by FLDA could be increased and the supervision 
of existing schemes would be improved if this surplus capacity in the 
private sector were to be utilized. 

37. The second constraint is the lag in construction of infrastructure 
on settlement schemes and the likely lack of capacity to clear and plant 
land at a faster rate in the future. With respect to infrastructure, prob
lems have arisen through the inability of other government departments to 
meet their commitments on schedule. This weakness is now recognized, and 
steps have been taken to remove this bottleneck on future schemes. Co~ 

plaints are commonly made concerning the shortage of contractors to carry 
out the clearing and planting of settlement schemes. Although this ap
pears unfounded at the present time, when settlement is lagging behind 
land development on most schemes, the manner in which FLDA employs contrac
tors suggests that such a shortage may develop in future if the rate of 
land development is expanded. Although a number of relatively efficient 
contractors are operating, the tight conditions and slow payment of FLDA 
combine with a very uneven supply of work to create narrow profit margins. 
If these margins were widened and contractors were encouraged to mechanize 
their activities to a certain extent, then the rate of clearing and plant
ing could be increased without difficulty. 

38. The third constraint -- inadequate institutional structure -
applies not only to FLDA but also to the other agencies in the proposed 
land development plan. The states are expected to develop 30,000 acres an-
·nually over the next five years through youth schemes, low-cost settlement 
projects and estates, but few states poRsess institutions capable of devel
oping land on a continuing basis. Similarly, although both FELCRA and the 
RI(R)B are operational, neither has yet developed the capacity to open new 
land at the required annual rates of 8,000 and 30,000 acres respectively. 
There is, nevertheless, clearly a need to establish a land development 
system that is less centralized and less costly than the FLDA. Early ef
forts along these lines, thro~gh fringe schemes, were generally .unsuccess
ful·-- development was slow and trees were poorly managed and maintained. 
It is probable, however, that most of these faults could be avoided in 
future schemes without going to the organizational extreme of FLDA-type 
settlements. If the land development targets proposed for 1971-75 are to 
be achieved, government action will clearly be necessary to encourage less
centralized land settlement through the establishment of a suitable organi
zation and the provision of funds and personnel. It is probable that, 
with careful planning and closely controlled credit and extension programs, 
new land could be successfully developed by providing the necessary infra
structure and allowing settlers to establish and maintain their own crops. 
Without development along these lines, it is most unlikely that new land 
can be opened at the desired rate with the result that production and enr 
ployment creation will fall .short of targets. 
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39. FLDA '~as established within the l-1inis try of National and Rural 
Development in 1956. In the 15 schemes operated before 1960, the Authority 
exercised management control primarily through its function as an approving 
loan agent, although it did experiment with one direct manaeement scheme. 
As a result of the 1960 legislation giving FLDA more control over land 
ownership, and because the FLDA administration with tighter planning and 
management ·of the schemes seemed more efficient, all the schemes since 1~60 
have been directly managed by the Authority. 

Table 7: OPERATIONS OF FLDA, 1957-1970 

Area Developed (acres~ Families 
Year Rubber Oil Palm Total Settl'ed 

1957-59 4,091 4,091 . 791 
1960 10,509 10,509 l\,981 
1961 14,471 926 15,397 715 
1962 24,673 1,749 26,422 881' 
1963 17,343 6,839 24,182 2.,043 
1964 22,398 8,317 30,715 1,150 
1965 8,475 9,578 18,053 1.,294 

. 1966 14,442 14,032 24,474 '1.',465 
1967 9,144 18,235 27,379 1,670 
1968 2,344 31,044 33,388 3', 79'1' 
1969 l,928 36,321 38,249 2. 619' . , 
1970 182007 332554 512561 3

2
80.0 

.Total 147,825 160,595 308,470 22"',2'00 ' 

Source: FLDA, Kuala Lumpur, 1970. 

4.0. FLDA schemes are large, generally covering several thousand acres-•. 
Rights to the land· are negotiated with the relevant state government, and: ar 
times premium and rent charges are waived until the land· comes into produc-· 
tion. Cleaning, planting and early maintenance are performed under contraet; 
and settlers are brought in once the basic infrastructure has been com
pleted, generally in the fourth year. Settlers are chosen on the basis of 
several criteria, including age, experience, physical health, marital statu~ 
and amount of land previously owned. They are employed on their own hold~ 
ing or in other jobs and are guaranteed a minimum subsistence allowance. 
This and other development costs are charged to the settler's loan account·., 
Repayment begins once the crop (oil palm or rubber) comes into production, 
and is deducted from the value of produce, which must be sold through the 
Authority. The total loan which the settler must repay, including interes~ 
at 6-1}4 percent, is generally in the range of M$ 12,000-20~~00. 

41. The physical achievements of FLDA are considerable. To date, 
22',000 families have been settled and more than 300,000 acres of land. hav8! 

-· · fl' 
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been opened • . The level of management has been relatively high, although 
standards have probably dropped slightly as a result of the increased rate 
of development in the past few years. Rather more problems have been en
countered, however, with respect to the social aspects of the schemes. 
Settlers have little or no involvement in project administration, and, at 
least in the early stages of settlement, have few alternative employment 
·opportunities. They have no clear understanding of their financial posi
tions and settlers. on rubber schemes have, in recent months, had difficulty 
in meeting loan repayments. This has led to an increase in sales of latex 
or ·rubber outside the scheme so as to avoid deductions. Recent prices have 
put oil palm growers in a much stronger financial position than rubber 
smallholders, but no clear solution has yet emerged on how to manage the 
central palm oil factories once the land is distributed to the settlers. 

42. Aware of these problems, FLDA established in late 1968 a Settler 
Development Division to handle the grievances of settlers. t~ile this Divi
sion is not expected to resolve all the social structure issues, it has 
stationed a settlement officer in each of the schemes and Scheme Development 
Co~ttees have been formed to involve the settlers in some of the manage
ment and administration decisions. Even though the status of Settler De
velopment Division's personnel is not yet as high as that of some of the 
older technical personnel, the efforts by FLDA to involve the settlers in 
the management of the schemes should be _ encouraged. 

43. With world rubber prices expected to remain low in the future, 
the financial difficulties of rubber settlers on FLDA schemes will continue 
unless ~hanges are made in the structure or timing of settlement patterns. 
There ate three such changes that would go a great way towards alleviating 
such difficulties in the future. The first would be to increase the size 
of holding on rubber schemes. With new tapping and collecting techniques, 
one family can manage a larger area of rubber than the 10 acres now allotted 
by FLDA. For smallholders to earn reasonable incomes, a minimum of 14-15 
acres per holding should be provided on future settlement schemes. The 
second change would be through more intensive care of rubber after planting 
in order to advance the age at which trees come into -bearing from the 
present seven years to the six or five years that is being achieved on 
private estates. A reduction of this order in the unproductive life of the 
tree would lower considerably the debt incurred by each settler and raise 
correspondingly the net income. The third improvement that FLDA could make 
is in the general cost efficiency of its operations. Despite its consid
erable success in opening up land, FLDA schemes have been very costly in 
terms of area developed. While some high costs are inevitable, there is 
.considerable room for improvement in this respect. FLDA is currently emr 
playing a consultant to study the cost efficiency of its operations, and 
it is to be hoped that his recommendations will be followed. 

44. FLDA settlement programs are also facing difficulties in two 
other respects. Firstly, settlement is lagging behind land clearing and 
planting, largely because the development of infrastructure, which is in 
the _hands of other government departments, is behind schedule. This applies 
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particularly to the provision of access roads, water supplies, schools and 
clinics and, to a lesser extent, to land drainage facilities. A special 
road construction unit has now been established for FLDA schemes in Pahang, 
and it is to be hoped that this will prevent future bottlenecks. The 
second problem is the decreasing availability of land for FLDA-type schemes, 
which is leading to encroachment into Forest Reserves with consequent con
flicts of interest regarding timber extraction. It is essential that a 
more workable arrangement is established between FLDA and the several state 
governments, especially Pahang and Johore, if public land development is to 
increase. .. 
Other Land Deve~opment Agencies 

44. The Federal Land Consolidation and Rehabilitation Authority 
(FELCRA) was authorized by law in 1966 and began functioning in 1967 within 
the Ministry ·of Lands and Mines. In the October 1970 reorganization, it 
was transferred to the Ministry of National and Rural Development. Its 
function is to: (a) take over and operate some of the state land schemes 
which are not doing well; (b) consolidate small holdings primarily in the 
padi area; and (c) develop new land schemes. The Authority is attempting 
to take over at least one project in each state. As of October 1970, it 
had six proj~cts in Johore, four in Negri Sembilan, three in Pahang, one in 
Trengganu, two in Perak, two in Kedah, and one in Perlis. The states sug• 
gest schemes and FELCRA makes an evaluation of their redevelopment poten
tial. Settlers on redevelopment projects pay all but administrative costs -. 
However, many projects have been turned down as too expensive to redevelop. 
Similarly, no consolidation has been done to date, because of political dif• 
ficulties and high costs. It is hoped, however, to develop a program pat
terned substantially along FLDA lines but in smaller blocks, of around 
2,000 acres each. 

45. The Rubber Industry (Replanting) Board (RI(R)B) has largely been 
engaged in the past with financing the replanting of smallholder rubber. 
The Board has succeeded in replanting about 1 million acres over the past 
two decades, and is hoping to replant the remaining 600,000 acres of seed
ling rubber over the Second Malaysia Plan period. It is realized, however, 
that the remaining old rubber is mostly on very small holdings, on which 
the farmer is unable to forego the loss of income that replanting would 1~
volve. To overcome this, the Board has proposed block planting of new rub
ber, of which smallholders would be given a share to provide extra income .• 
Although the RI(R)B is now somewhat less enthusiastic about this plan than 
earlier, it has been included in the land development proposals of the 
Second Malaysia Plan. 

46. Although block plantings of this nature may not be tne best means 
of accelerating smallholder replanting, some similar development- is neces
sary to improve the position of the _very small rubber growers. New produc
tion techniques will allow rubber to remain profitable despite future law 
prices, but the minimum economic size of holding will increase in the pro• 
cess. It is essential, therefore, that a program is established to raise 

• 



ANNEX 8 
Page 17 

the size of smallholdings through consolidating existing holdings and set
tling displaced farmers on new land. l~ether such a program is implemented 
by the RI(R)B, FELCRA or a new agency is immaterial, providing the con
straints of capital and personnel can be overcome. 

I 

47. The number of state land development schemes increased over the 
past decade. These take various forms -- fringe settlement schemes, block 

. plantings, youth schemes, etc. They are partly financed by loans and 
grants from the federal government and generally involve fairly small areas, 
often less than 1,000 acres, although some oil palm schemes are rather 
larger. State schemes are expected to continue at an average rate of 
30,000 acres annually over the next five years, of which the majority will 
be located in Pahang, Johore and Trangganu. In the past few years, youth 
schemes in particular have been popular, and six are now underway in West 
Malaysia. On these, unmarried village youths are employed to clear and 
plant land and then receive a share in the scheme after five years. These 
have been successful to date, under rigid, centralized control, but it is 
not known how they will be administered after five years. There is also one 
example of a state-owned oil palm scheme on which young people are employed 
as laborers. They are to remain as laborers and not become shareholders, 
and the farm will be administered as a profit-making operation. MOre 
schemes of this typ~ are anticipated over the next five years, either 
entirely with publ1~ capital or in the form of joint ventures with the 
private sector. 

48. The state of Sabah has a land development board and program much 
like FLDA, but with some important differences. On its schemes, the set
tler receives his land free after it has been developed. If a settler does 
not live on the land nor harvest the crop, hired labor is employed to do 
it, but even these owners may still receive a share of any profits that 
remain after cost. Plans are now being made to reduce this opportunity 
for absentee profit and to give the new owner greater incentive to do his 
own work. · Sabah has 18 such schemes in operation, but not much of the land 
has been cleared. The second five-year plan calls for only two more 
schemes -- one of cocoa and one of oil palm. Five 18-ton mills are planned 
and two bulking stations -- one is nearly completed. The state is having 
difficulty finding settlers, however, and settlement schemes are likely to 
be considerably curtailed in the future. 

49. Sarawru< has seven development schemes totaling 12,000 acres, all 
in rubber, and its five-year program projects four oil palm and two rubber 
schemes totaling 24,000 acres and one oil palm factory. On these schemes, 
settlers are given the land, a house and water, and at the end of seven 
years a M$ 25 premium and M$ 3 per year rent are r equired. Sarawak also 
has a youth scheme which employs young single men 18-25 years old with 
agricultural training who, after two years, earn ~hares in the project. 
When the rubber is in production, the person awning shares can work for 
M$ 4 per day and leave the dividends in to pay off the corporation loan. 
It is estimated that the individual will in about seven years have built up 
an equity equivalent in value to 10 acres of developed land. However, 
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just what kind of corporation, cooperative or individual tract ownership 
will be desired when the individual has substantial shares is not yet 
known. 

F. Conclusions and Recommendations 

50. Present government policy is directed at increasing the rate of 
land development in order to expand agricultural production, increase ex
port earnings and create employment opportunities. Because of reduced pri.
·vate investment, the bulk of future land development will have to come 
through the public sector. While the proposed rate of development of 
150,000 acres annually is not inconsistent with the physical resourc0 base, 
it will require considerable expansion of the managerial and technicul 
skills now available to the public sector. This should be possible, how
ever, through use of private sector personnel on a contract basis. It will 
also be necessary, if the target acreage is to be achieved, to establish 
new, less-centralized systems of land development and to streamline the 
operational structure of FLDA. 

51. Although future expansion will come largely throu~1 government 
programs, private development should be encouraged wherever possible. To 
this end, acquisition of title must be made easier and future costs must be 
relatively secure. Time limitations in titles should be removed and res
trictions on land use should be made more flexible. For holdings between 
10 and 100 acres, permanent transferable titles should be granted for agri
cultural use with no crop or time restraints, and one official land registry 
should be maintained in each state. The district officer should continue 
to make the decisions on land allocations under 10 acres since he is 
closer to the people in the village, but he should have rather strong guide
lines, and they should be developed jointly by federal and state governments 
in conjunction with local community committees. 

52. Customary land titles are a problem in many states and particular-
ly in Sabah and Sarawak. The practice of reserving large areas of land for 
Malays -- thus preventing ownership by persons of other nationalities -- ap
pears to be a major limitation to all rural development. Careful reappraisal 
should be made of this racial restraint on land ownership in order to see 
whether it is really necessary and, if not, how it can be changed. It is 
aiso desirable that owners of customary land titles should not be exempt 
from premium and rent payments, in order that they should contribute to the 
financing of local government. services. 

53. The federal government's concern with the low income of the small 
tenant padi producers seems to be valid. However, it is doubtful whether 
tenancy is the principal or even a major constraint any longer to improve
ment of this situation, and it seemS unlikely that the padi rent .control 
law could be administered much more effectively than it is now. At present, 
federal law prescribes uniform maximum rents for three classes of land for 
the entire country, irrespective of variations in lease contracts and other 
local differences. To implement a program of improvement in the rice areas, 



ANNEX 8 
Page 19 

local people should participate in the formulation and administration of 
policy; to do this, local rice administrative boards should be established 
with membership representing the federal and state governments and the 
local communities. These boards should, with some guidelines, establish 
land classes and the maximum rent for each class and type of lease. In 
addition, the separate lease registry required by the federal law seems 
unnecessary, and it could better be handled by the land registry. As padi 
production reaches and exceeds dome.stic consumption, there will be a need 
to shift some land from padi into other forms of land use. In many cases, 
hm~ever, land titles and tenancy agreements prescribe that the land should 
be used only for padi. It is important that these constraints be removed 

. so that land use may become more flexible in response to the future changes 
expected in the cost structure of pad!. 

54. Public land development schemes in ltalaysia have been effective 
in clearing land and establishing crops, but the development of viable set
tler communities on the schemes has been much less successful. It is 
hoped, however, that the establishment of a Settler Development Division 
will be effective in developing settler participation in community affairs. 
Since . it is the largest new land developer, it is important that FLDA 
should remain open to new ideas and maintain flexibility in its programs. 
It might, for example, experiment with bringing settlers in earlier and 
allowing them to build houses and some infrastructure (schools, water sys
tems, community bu_. ~ings, etc.). In addition, FLDA should acquire an 
option on land adjacent to the scheme to allow for future community growth. 

55. It is important that the financial position of settlers should 
~e improved, especially on rubber schemes. The most effective way to 
achieve this would be by enlarging the size of holdings on future schemes 
to about 14-15 acres per family, to take measures to bring trees into pro
duction earlier and to reduce the operating costs of FLDA schemes overall. 
Other changes would also alleviate some of the present problems. The 
present loan repayment system should be reviewed. The interest charged 
settlers by FLDA does not reflect the interest-free period allowed by 
government or government interest charges to FLDA. A flexible system should 
be developed, reflecting rubber prices, estimated production, and a return 
to government commensurate with the goal of providing the settler with 
adequate income. 

56. Because of its major importance to the whole Malaysian agricul-
tural development program, the structure and operation of FLDA should be 
subject to critical review and its objectives should be carefully defined. 
In two particular respects, FLDA's activities should give the Malaysian 
Government cau8e for concern. at the present time. The first of these is 
the very high cost of FLDA's operations. These are transferred directly to 
the settlers and have to be repaid over a number of years. The failure of 
the government to submit FLDA to strict financial control has undoubtedly 
led to the growth of slow, inefficient operations within the Authority. 
In view of the expected decline in world prices for both rubber and palm 
oil, it is essential that the cost efficiency of FLDA's operations be im
proved. A consultant is currently engaged in a review of this aspect of 

"--' .... ,. ~ . .. ~ ~- - .. ' 
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the Authority, but little will be achieved unless his recommendations are 
backed by much more rigorous control of the financial efficiency of FLDA 
than in the past. 

57. The second aspect in which FLDA has been unsatisfactory is in the 
scale of its acti vi. ties. Although FLDA has been quantitatively more suc-

_cessful than other attempts at land settlement, its record of settling 
22,000 families and opening 300,000 acres of land in its 14 years of opera
tions is inadequate with respect to the resources and needs of the nation. 
As noted above (paras 7-10), in the fitst three decades of the century, 
.land was opened up much more rapidly than in recent years, and there ap
pears to be no particular reason why these past rates of development should 
not be resumed. In response to government pressures, FLDA significantly 
.raised its rate of land development during the First Malaysia Plan, from 
about 25,000 acres to 50,000 acres annually. Similarly, there is no reason 
to believe that 50,000 acres represents either a maximum or a·";. optimam rate 
of development, and further pressure should be applied to FLDA to expand 
its activities to a level consonant with the needs of the country. Clearly, 
this expansi9n is not feasible with the present structure of FLDA; it is the 
structure that should be reviewed, however, not the targets for expansion. 

58. In order to meet its responsibilities under the Second Malaysia 
Plan, the FLDA must recruit and train the personnel necessary for increased 
management needs. Present recruiting and pay practices are tied to general 
·Government rules and regulations. The FLDA should review alternate solutions 
to present practices, recognize the difference between the ordinary duties 
of present institutions and those of expanding organizations, and develop 
plans and practices that will allow the hiring and retaining of technical 
personnel necessary to its needs. The most efficient and effective methods 
must be used by FLDA if it is to meet expanding goals and objectives. 

59. The present loan repayment system and other funds collected by 
FLDA develops resources that are not presently necessary to meet financial 
obligations. These resources could be used _to finance a portion of JLDA's 
capital requirements and to produce additional funds ~o meet future obliga
tions. Thus, the Government could release development monies for other 
projects, i.e., allocate resources set aside for FLDA use to alternate ne~ds. 

60. Administration of ong~ing projects takes up an increasin_g pro
portion of FLDA staff time, and serious consideration should be given to 
transferring this responsibility to other government agencies working 
through settlers' associations. In particular, a decision should be made 
regarding the form of management of schemes, especially oil palm schemes, 
once the trees come into production -- either as a cooperative, as a cor
poration or as individual holdings. Sufficient experience exists for a 
decision to be made on this issue, and there is little to be gained from 
further ·delay. With respect to associated infrastructure construction, 
positive action is called for on the part of the government to en~ure that 
this does not delay land development. Finally, if ti1e government should 
adopt a more imaginative view towards raising the administrative capaci_ty 
.of FLDA through contracting work to the private sector, then FLDA should be 
well-placed to make a major contribution to future agricultural development 
in Malaysia. 
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1. '!he Federal Land Development Authority (FLDA) was established under 
the Land Development Ordinance of 1956 with the duty to "promote and assist 

· the investigation, formulation and carrying out of projects for the develop
ment and settlement of land within the Federation.u 

2. From 1957 through 1960 FLDA's functions were twof~ld. First, it 
made availaQle Federal resources, principally financial, to State Govemr.tents 
for approved land dsvelopment schemes, of which 1L were financed by FLDA in 
this period. Second, the Authority itself undertook the development of 15 
schemes totalling some 15,000 acres on which 2,900 settler families had been 
settled by the end of 1960. 

3. P.artly because of difficulties of coordination between the many 
State and Federal departments and agencies responsible to their several 
min:istri.es, progress was slow. However, many important lessons were learned 
and, when in 1961 the Federal Government launched its development program 
under the 196l-l965 ·five-year plan, in which the highest priority was given 
to rural development, FLDA was chosen as the chief agency for planning and 
implementing settlement schemes. Thus FLDA abandoned the role of "loans 
board" for State Corporations and became directly responsible for the planning, 
development, financing, and administration of schemes and for coordinating 
the work of all Government agencies as so cia ted with it in settlement develop
ment. The FLDA organization was strengthened by the addition of technical 
and administrative staff, the reorganization of head office sections and the 
establishment of a regional office in each of the states of West Malaysia. 

4. FLDA's pe!formance since its reorganization has been impressive 
and Table 1 shows the rapid increase in planted acreage to a total of 257,000 
at the end of 1969• : The Authority's administration, particularlY financial, 
has not kept pace with this growth, but a recent reorganization together with 
the appointment of a Finance Director and the attention now being paid by 
FLDA's top management to its administrative and financial problems should lead 
to an early improvement. In all the li'LDA is fulfilling a vital role in 
agricultural development, the settlement of people, and the creation of jobs. 

ORGANIZATION 

5. FLDA' s new organization i ·s shown in Chart 1. Previously there 
were two Deputy Chairmen, one responsible for Development and the other for 
Administration (including Finance), who reported to the Chairman. In practice, 
however, some departments tended to report directly to the Chainnan. The new 



ANNEX 1 
Page 2 

( · organization shoul.d be more efficient through increased delegation, and more 
· clearlY defined functions and functional; responsibilit!-. 

6. The Ministry of National and Rural Development is responsible .for 
FWA. The Board of FIDA numbers 13 and includes representatives of appro}Fiate 
ministries, private concerns and the Commonwealth Development Corporation. 
There are three committees which help guide the Board: (a) technical in
vestigation and planning, (b) finance and (c) establishment. 

7. The Chairman is the chief' executive officer. The present Chairman 
has been in the post for over 10 years. Next in line to him is the General 
Manager under whom there are nine departments -Finance, Administration, 
Projects, Settlement, Planting, Proces~ing, Marketing, Research, and the 
Jengka Division. Direotors have bee.n or will be appointed to all but Admin-
tration, Projects, and Processing, which in the meantime work to the General 
Manager. 

8. Also reporting to the General Manager are th.e Regional Offices, or 
which there are eight. Nooinally the Regional Secretaries, assisted by 
Group Managers, are responsible for the schemes in their regions but in 
practice the schemes are controlled by FIDA headquarters. FLDA intends to 
increase the powers and responsibilities of the regional offices in future, 
probably on the pattern established for Jengka. 

FINANCE 

9. Finance for FLDA is obtained, except for the on-lendmg. of Loan 
S33-MA and an initial loan from CDC, from Government budget alloeations. In 
addition, funds are allocated, .for roads and water supply far example, which 
are not w1 thin FIDA' s accotmting but which are expended by the Goverrunent 
agency concerned with the agreement of FLDA. The Government budget allo
cations to FIDA are made in two forms - grants tor Administration and loans 
far Settlement Development. 

10. Summarized audited balance sheets for the five years 1964-68 are 
shown in Table 2. As at December 311 19681 the Government loan account 
totalled Mt>l85.7 million and the administration account M$$2.1 million. FLDA's 
total capital, accumulated net income and reserves were 1-$277.8 million, 
nearly three and a half times the total at the end of fiscal. year 1964 • 

.. 
11. The terms of Government loans are as follows: 

(a) Schemes in existence at December 31, 1968: 

Interest at S%; 
Interest free for first four years after drawing; 
Simple interest for next six years; 
Repayment over next l5 years. 

(b) New oil palm schemes after January 1, 1968: 

Intereet at S 1/Zf,; 
Interest free for first four years after drawing; 
Simple interest !or next two years; 
Repayment over next fourteen years • 



.· 

(c) New .'!-rubber schemds after January 1, 1968: 

Interest at 5-1/2%; . 
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Interest free for first four years after drawing; 
- Simple interest for next six years; 
- Repayment over next fifteen years. 

12. The loan from CDC was signed in 1958 for an amount of M$5.1 
million. Interest is at 6-J/L% and repayment is over 25 years commencing 
1n March 1970. 

13. }$ 5.3 million was drawn under Loan 533-MA up to Horch 31, 1970. 
Interest is at 6-l/4% and rePayment is over 12 years a~ter U years grace. 

14. The tenns of loans to settlers are detailed in Annex 9. Interest 
is at 6-1/L% and repayment is over 15 years from th.e 61;h year after planting 
of oil palms and the 8th year after planting of rubber.: · 

ACCOUNTING ORGANizATION AND SYSTEl~ 

15. FLDA's accounts are split between administration and loan items, 
the basic difference being that administration is paid· for by Government grants 
while loan items, which include the costs of clearing, planting, upkeep, 
house-lot clearing, house construction and subsistence· loans, are financed 
by Government loan and are repayable by the settlers • . The loan account is 
a consolidation of all development costs charged to schemes, and separate 
accounts are kept for each scheme. 

16. FLDA's accounting organization and procedures failed to keep pace 
with its rapid expansion and it was not until recently· that FLDA began to 
appreciate the need for a proper system of accounting ·and financial control. 
Early in 1968 r"'LDA appointed Public Administration Service (PAS) of Chicago 
to carry out a "General H.econnaissance of the financial and General Adminis
tration of FLDA. II The PAS report, submitted in January 1969, concluded that 
the fi~ancial administration 't-las· inadequate to handle :FLDA' s present and future 
financial and accounting problems. The principal shortcomings were: 

(a) the breakdown of bookkeeping procedures for current work on 
settlers' accounts, e.g., loans for housing and subsistence 
and loan repayments; · 

(b) the lack of progress in allocating development costs to 
settlers and in establishing settlers loan accounts; 

{c) the de~ in preparation of scheme acco~ts; 

{d) the lack of a costing and budgetary control system for 
FLDA as a whole, mills and factories, development, etc. 

-~---------------- -
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~ 17. As a result of the PAS report, FLDA' s own growing awareness of 
the problem and successive reports and recommendations. from Bank missions, .. 
FLDA has taken the following steps to improve its · financial administration· 
and accounting system: 

(a) With the assistance or· a member of PAS staff, ·it developed 
a system for computerization of the accounts. The accounts 
will be processed by International Computer Leasing Kuala LlliJlPUr. 

(b) The financial functions were separated rrom administration 
and placed under the responsibility of a newly created position 
of Finance Director. 

(c) The accounts department was reorganized along the functional 
lines recommended by PAS. 

(d) A timetable was drawn up and agreed with the survey department 
and the auditors for completion of FLDA sChemes and settlers' 
accounts • According. to this timetable, · the audited FLDA 
accounts for 1969 will be completed by the end of August, 1970. 
The audited scheme accounts for ·1968 will be ready by July 1, 
1970. FLDA has also undertaken that settlers accounts for areas 
in respect of which settlers had b.1 December 31, 1968 begun 
loan repayments will be completed according to a timetable agreed 
with the Bank and that settlers accounts· will be completed 
promptly thereafter •. 

18. These steps should lead to a considerable improvement in FLDA 1 s 
financial administration and accounting, but much will depend on the appoint
ment of the Financial Director. '!he Finance Director will be responsible 
not only for bringing the financial accounting, including settlers' accounts, 
up-to-date but for developing and implementing- a management. accounting s.ystem 
and financial planning procedures. 

Audit 

19. The accounts of FIDA and schemes other than Jengka are audited 
by Azman, Wong, Salleh & Co., a local firm. The Jengka accounts are audited 
by Peat, Marwick, Mitchell & Co. Hitherto, the FIDA audit was not sufficiently 
comprehensive in either the work carried out or the scope of the report and 
the form of the final audited accounts could be improved considerably. · How
ever, all FLDA 's activities, are now being audited and the scope of the audit 
report has been improved •. 



MALAYSIA 

2ND JENGKA TRIANGLE PROJECT 

FLDA PLANTED ACREAGE 

Year Oil Palm Rubber · 

1957-1963 9,000 71,087 

196L 17,000 93,L8.5 

196.5 27,000 101,960 

. 1966 Ll,OOO n6,Lo2 

1967 .59,000 12.5,.546 . 

1968 90,000 127,890 

1969 127,000 129,890 

PLANNED 

1970 157,000 1L9,090 

1971 186,000 166,090 

1972 217,000 185',232 

1973 2L7,000 210,23.2 

197L 277,000 235',232 

1975 307,000 260,232 

April lS, 1970 

.ANNEX 1 
Table 1 

··Total 

80,087 

llO,L85 

128,960 

15'7,L02 

18L,.546 

217,890 

2.56,890 

J16,090 

3.52,090 

Lo2,232 

L.57,232 

512,232 

.567,232 
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MALAYSIA · 

SECOND JENGKA TRIANGLE PROJ~T 

FEDERAL LAND DEVELO~ENT AUTHORITY 

Summarized Balance Sheets 
(M$ million) 

As at December )1 1964 1965 1966 
(at June 30) 

ASSETS 

Development Schemes: .. 
Loan Account 45.4 72.0 106.4 
Administration Accountl/ 16.7 25.7 ·' -

Interest .Capitalized 8.7 . 18.2 17'.8 
I 

Total 70.8 . 115.9 124.2 
.. 

Fixed Assets (Net) . 0.6 0.9 . ·4.9 
Accumulated Administration .. , .. 

Expenditure 1/ .. . J.S .. .· s.8 . 26.J ' 
Current Asset~-(Net) 6.5 ·2.8 ' 9.8 

TOTAL ASSETS 81~4 . 128.4 16?.2 

LIABILITIES 
. . . . 

Capital: . . 
. " 

. . 

Government Loan Account . 43.9 ··. 69·.6 .io'7.9 
Government Administration 

Account Y . 23.9. 36 .• 2 .)7. 7 .' 
Comm. Dev. Corp. wan 
Government Loan ·{ex IBRD 

5.1 . -s.1···· . . · . S.l 

Loan 533-MA) . .. - . -
Total . 72.9. ll0.9 ·1$0. 7 

.. 

Sundry Funds 0.8 o.s 0.2· 
Accumulated Net Int.erest . 7. 7 17.0 14.0 . 
Unappropriated ~venue O.J 

TOTAL LIABILITIES 81.4 128.4 165.2 

1967 

138 .• 9 

26.5 

16.5.4 

-S~1 

36.6 
7.8 

214.9 

l39.0 

47~1 

ANNEX 1 
Table 2 

1968 

180.6 

)8.1 

218.7 

$.7 

47.2 
6.2 

277.8 

185.7 

52.1 
5.1· . 5.1 

0.1 

191.2 243.6 

1.9 2.3 
21.1 30.5 
0.7 1.4 

214.9 277.8 

!f As from 1966 Administration UXpenditure was conso~idated as one item. 

April 8, 1970 
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MALAYSIA: SECOND JENGKA TRIANGLE PROJECT 
FEDERAL LAND DEVELOPMENT AUTHORITY 

ORGANIZATION CHART 

I MINISTER OF NATIONAL AND RURAL DEVELOPMENT 

, .TECHNICALINVESTIGATION AND PLANNING COMMITTEE I J F L D A 8 0 A R D I FINANCE COMMITTEE 
ESTABLISHMENT COMMITTEE I I 

~-----------
~ c H A I P. M A N J I 

·I 
I AUDIT INSPECTORATE I I 

I DEPUTY CHAIRMAN I GENERAL MANAGER I 
I I I I l I 

PERSONNEL AND M"NA 
FINANC~ DEPARTMENi !'ROJECTS DEPARTMENT 

SETTLEMENT 
PLANTING DEPARTMENT 

PROCESSING MARKETING 
GEMENT DEPARTMENT DEPARTMENT DEPARTMENT DEPARTMENT 

PERSONNEL AND MANA 
FINANCE DIRECTOR SETTLEMENT DIRECTOR 

PLANTING I PLANTING HEAD OF MARKETING 
GEMENT DIRECTOR DIRECTOR / ADVISER 

I J J J J I 

H M'MENT DIVISION 4 ACCOUNTS DIVlSION ~ PLANN ING UNIT H LANDS DIVISION 1 RUBBER DIVISION H RUBBER DIVISION RUBBER DIVISION 

I I 
~:LOA Boo•d >«•. • Generol Aca>unt ing Sect. 1 SURVEY UNIT ~~ ~ETTLEMENT DIVISION OIL PALM DIVISION 1 OIL PALM DIVISION i OIL PALM DIVISION 

Gen. Admin.Sect. • Cost Account ing ond 
I I l'l,b. Relations Sect. . Financial Az,oiY'is Sect. 
I • Systems Accounting Sect. -1 ENGINEERING UNIT I tSettler Affairs Sect. ~Mill Sect ." - Poyooll ond Settlers' f Settler Dev. Sect. Bulking Installations. Accounting Sect. 

• Special Accounting Sect. I World Food Program Sect. 

, PERSONNEL DIVISION 
Field Accounting Sect . 

1 y I PROCUREMENT UNIT SHOPS DIVISION 

I I 
~ Penonnel Sect. 

Training Sect . 
~ Contract Sect. 

I'IJrchos i ng Sect. 

I l I I I I 
KEDAH PERAK SELANGOR 

NEGERI SEMBILAN/ 
. NORTH JOHORE SOUTH JOHORE WEST PAHANG EAST PAHANG MALACCA 

REGIONAL REGIONAL 
REGIONAL REGIONAL REGIONAL REGIONAL REGIONAL REGIONAL SECRETARY SECRETARY 

SECRETARY SECRETARY SECRETARY SECRETARY SECRETARY SECRETARY VISITING VISITING 
VISITING VISITING VISITING VISITING VISITING VISITING MANAGER MANAGER 

MANAGER MANAGER MANAGER MANAGER MANAGER MANAGER SETTLER DEV. SETTLER DEV. 
SETTLE~ DEY. SETTLER DEV. SETTLER DEV. SETTLER DEV. SETTLER DEV. SETTLER DEV. OFFICER OFFICER 

OFFICER OFFICER OFFICER OFFICER OFFICER OFFICER ENGINEER ENGINEER 

--
SURVEYOR 

---
SURVE"!'_Q!_____ 

~------

FLDA RESEARCH CENTER 

RESEARCH DIRECTOR 

I 
• Agronomy & Soils 
• Pathology 
• Entomology 

Agr icultural Economics 
Livestock 

I 
TRENGGANU 

REGIONAL 
SECRETARY 

VISITING 
MANAGER 

SETTLER DEV. 
OFFICER 

JENGKA MANAGEMENT 

COMMITTEE 

JENGKA DIVISION 

JENGKA DIRECTOR 

Admin. Dept. 
land Dept. 
Engineering Dept. 
Planting Dept. 
Settler Dept. 
Schemes 
Mills 

%Z 
~~ 
~)( "I,. 

IBRD-4625 -

c 



PllOJECT ccr;T E:.;TIHAT!S 

FJ.Il.\ EXPENDITURES 

Ar;ricultur:al Dove lopmmt. 

umd dt!llring - pa)'lllents to conmctare 
~·crt.1 I h.or~ m d pe11t.1 ctdee 
Plant.i n;: 1111 ter1al s 
Othr.r F'l.DA expen:li turos 

Tot.al 

!lou::1nc :um l!ouf;clctn 

Land clearing 
llw~e con&tructJDn 

Total 

Pro-: .. :; sing Fat'! l1 t1 es 

· Pal• oil ad 11 
Hw~ ing for 11111 stnff 

Total 

.Hanassnent 

Vehicles and equip~Mnt. 
HOII51ng and orn ces 
Salariee and other currant coeta 

during dne1o~ t 

Cootin11encies. Y 
TC7l'AL FLD4 EXCWDINO INTEREST y 

Interest and oolllllitmmt chargee financed 
hy 8Ank loan 

TC11'AL f'UlA INCWDINJ INTEREST y 
GOVERNMENT EXPENDITURES 

:USds 
Water supply 
:>ocial intras tnz:ture 

TC7l'AL OOVEilNMENT 

TC7l'AL FLDA AND GOVE~ 

. BRD DI SBURSEMENT EmiMA TES (includi~ contin&end. ee) 

~I 

A;:r1cultura l dcvelopnent - land c1earinc, 
paymnte t.o cont.ractorto 

Pl11nt1np; 1111t I.e ria ln 
Ottlt!r 1M t.'l rla 1" 
llout•lnt: and hweelot u 
Procec11tng fac111t1M 
'Man&j!elllllnt hru :J ifl( and ort1cee 

Total 

f fl rl.l Ll zurl'l ;owl poo t.!l: ldoe 
Ve h1 <: l eo a nt i I'IQUlpm•mt. 

Tota l 

Rer ru l tmllnt. and :ia l.~ry of 11nance Director 

Iuterest and <:onnl t • .,.mt charge• 

TOTAL OTSBURSEKENr S 

!/ eot.prlee' Oil IUU H$147J,OOO ; Salarlh $76o,ooo. 

Y Exc1dui~ ':'e<.:hnical S61'v1cu (11rance Director), 

April 10, 1970 
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MALt\.YSIA ----
2ND JENGKA TRIANGLE PROJ~T 

SEI'TLEMENT OPERATION AND ADNINISTRATION 

ANNEX 9 
Page 1 

Settler Selection 

1. FLDA schemes are intended mainly for rural people who either 
possess no land or have insufficient land to obtain an adequate standard 
of 11 ving. Selection o£ Jengka settlers would conform to this policy. 

2. The Federal Government stipulates that 20% of places in all 
FLDA schemes will be available to ex-members of the security forces posses
sing the ndnimwn qualifications. In the case of the Jengka Project, the 
State of Pahang requires that 50% of the settlers (others than ex-service
men) should be £rom the S~te of Pahang, provided they possess the minimum 
qualifications. 

3. Selection is in two stages. First, applicants are interviewed 
in their home districts throughout Ha.laysia by FLDA staff and local offi
cials who know the .district and its people. At this stage the candidates• 
general suitability is determined and the basic minimum criteria for selec
tion applied. These are that the candidate:-

- · is a Malaysian citizen; 
- is married; 
- has no serious criminal record; 
• is physicallY and mentally fit; 
-is prepared to abide by therules and regulations 

established by FLDA; 
- has less than two acres· of land; and 
- is over 18 and under 35 (formerly over 21 and 

under 45). 

4. Following the interview, points are awarded to each candidate, 
up to a max:1mum of 30, on the follmdng scales :-

Age Points Age Points Age Points 

18 4 24 10 30 6 
19- 5 25 10 31 s 
20 6 26 10 32 4 
21 7 27 9 33 3 
22 8 28 8 34 2 
23 9 29 7 35 1 

.. / ... 



Number of Points Owners hiE 
Children o"l !ana 

S ard above 5 Under 1/2 acre 
4 3 1/2 acre 
2 2 1 acre 
1 1 1-1/2 acres 

.0 ·. 0 2 acres 

Bonus Points - Agricultural Background 

Rubber 
Oil Palm 
Dusun or vegetable cultivation 
Animal. husbandry 

Points 

5 
4 
3 
2 
1 

Points 

~ 
4 
1 
1 

ANNEX 9 
Page 2 

5. The final selection is made by FLDA Headquarters on the 
above points system and the required allotment of places to servicemen. 

Development Period . b$.f cr $ ~,.. 
6. On arrival at a scheme - some 2 years after clearing - the 
settler signs the first part o£ the settlers agreemen~. This proVides 
that in return for being perrni ~ted to settle on the scheme, the settler 
works under the direction of the Authority on the development of the 
scheme. The settler is paid a minimum of M$ 2. 20 per day, about M$ 70 · 
a month, for his work and if nQ work is available, he: receives a subsi~ 
ence loan at the same rate. Tne settler is required ·to abide by all 
rules and regulations of the Authority and if he breaks them, or if he is· 
considered unsuitable in conduct or behavior, he may be required to leave 
the scheme. · I 

Post Development 

7. At the end of the 5th year after palm planting and the 7th 
year after rubber planting the settler, assuming his performance is 
satisfactory, signs the second ~t of his agreement - the Supplement 
Agreement. This changes the status of the settler from, in effect, an 
employee of the Authority to that of a smallholder. He is registered 
as an occupier in expectation of title of approximately 10 acres of 
rubber or oil palm and a 1/4 acre~ house lot. In the case of rubber, 
the settler is allotted a specifib area but in the case ·of oil palm, 
because it is not practical to cultivate oil palms initially as small
holdings, on schemes other than J~ka he is not allocated a specific 
area. Once the settler has paid CJ!f his loan (see· below) the Authority 
Will recommend to the State Gove~nt that the State alienate to .the 
settler, in the . case of rubber, thb 10 acre. rubber area and 1/4 acre house 
lot, and in the case of oil palm the 1/4 house lot, on a 99-year lease • . 
The 10 acre oil palm area will be ~lienated to a Co-operative Society 

./ ... 



ANNEX 9 
Page 3 

of which the settler is a member. In the case of Jengka, however, 
it is provided that after five years of production, the settler would 
be allotted a specific 10 acre lot and he would then choose whether 
to work his lot individually or participate in a number of lots on a 
co-operative basis. 

8. During ·the period when any loan repayments or charges are 
due by the settler to the Authority or the State, the area is managed 
and administered by ~he Authority •. At all times the settler is required 
to sell all latex or ffb to factories or mills specified by the Authority 
for which he shall receive the average price received by the Authority 
(during the current month for rubber but over the preceding three months 
for palm oil) after deducting transport, processing, distribution, ndll 
amortization, etc. In the case ot oil palm, further deductions are made 
for upkeep costs and a replanting reserve fUnd; for rubber the upkeep 
costs are borne direct~ by the settler and a replanting reserve cess is 
recovered at export. 

9. Under Loan 533-MA, it was also provided that Jengka settlers 
would bear the project headquarters and scheme managements costs during 
the development and operating periods. This arrangement has since been 
altered arid instead FLDA and the Government will introduce arrangements 
to recover FLDA•s ~dministration costs from settlers as a · who~e {pa~a 
S .16 of' main report). The amount of the levy for 10-acre oil palm and 
rubber holtli.ngs is. shown in Table S. 
Settlers Loans 

10. A loan account would be opened for each settler which would 
be charged with the cost of his house, including clearing the home lot 
and of developing 10 acres of oil palms or his specific 10 acre rubber 
lot. At the end of the fifth year after oil palm planting and the 
seventh year after rubber planting, settlers would be issued with a 
statement showing the amount of the loan and the repayment due. The 
statements would ~lso include any loans for subsisten~e, tools, etc. 

11. Inter~st would be charged at 6-1/4% on the loan and would be 
capitalized over the development period. The attached tables show the 
accumulation of the loan account of typical oil palm and rubber settlers. 

12. Loans would be repaid by equal annual installments of princi
pal. and interest · over a period of 15 years commencing on the first day 
of the sixth year after palm planting and the eighth year after rubber 
planting. However, during the first two years of repayment on rubber 
schemes, loan deductions shall be made on~ in small amounts as will 
leave the settler with a monthly income of N$ 100. Loan repayments 
would be deducted at source from payments mad~ by the FLDA owned and 
operated mills and rubber factories to settlers for their production. 
The costs of fertilizers and other inputs would also be recovered in 
this way. 



Field Development Costs 

House and Houselot 

SUbsistence Credits 

Total 

Interest @ e~ 

Less FFB Sales 

Total 

Accumulative Total 

October 23, 1969 

e-' 

MAl.AYSIA 

.2ND JENGKA TRIANGLE FROJECT 

Loan Account of ~1 Oil Palm Settler 

Years from Clearing 

1 2 3 4 5 6· . Total · 

4,080 1,510 2,160 1,460 1,730 1,790 12,730 

61 1,535 - - - - 1,596 

- - ~ 31 117 13 l42 363 

4,141 . 3,045. 2,191· . 1,577• 1,803 . 1,932. 14,689 

259. 465· 631· 769· 922· 999. 4,045 

- - - 135 1,619 . 3,260 5,014 

4,400· 3,510. 2,822. 2,211· 1,1~ ' (329)· . 13,720· 

4..!_4~. --- 1 ,910· 10,732. 12,94J~- ~4,049_·~--1J~J20 ·_~_]J...t 720. 

('-! 

Arl~ ~~ 
1-..lt~ 



\ 

~~14 ~ve~op~n~ goat~ 

H~u~~ ~~ ~ouse~ot 

Su~siatenc.t! Qredit~ 

To~~ 

Interest 0 ~ 

Total 

Accriumnul.a ti ve Total 

November 3, 1.969 

:--, 

MALAYSIA 

2ND JENGKA TRIANGLE PROJECT 

Loan . ~~~o~t.~.~~ -- (~4.,~~~ Rubber S~ttler . 
_.,.."'" . 

~~s from. ClearY, 

l 2 ~ 4 s 6 7 8 Total 
-. .. ~ • • .... 0 •• ··~- . .. • • ,.- _,__ ., I>' · ~ "lt .. ... ---

~~310 ~,OBO 1.,~60 ~~$4Q l~S50 970 920 448 l-2,178 

~1. ~,53S - - : - ... "!!' 1,596 

- ·~ - . ~1 37 242 . 301 331 1,064 
·- ... -... ~ ... ....... ~-,. "'t., •• , ., · · ·~ ~ ~ ...... _.oq,.- .. ,,...- ··-~ ., .. ~-;. "'~·· " 

~~J71 ~~6~$ 1~360 l-,687 1,587 ~,212 1,221 785 14,838· 

~11 · 4SO S63 704 847 975 1,112 1,669 6,531 
.. , .~ ..... - .. · ~ ~~ '"" ., , .. . 

3,582 4,065 1,92.3 2,.39l 2,434 2,187 2,33.3 2,454 21,)69 
_, _..._ .,_ . . 

31582 7,647- 9,510 11,961· 14,395· 16,582 · 18,915 21,369 21,)69 

~~ ~~ 
N 

" 

I 

\ 
tV 



Year from 
Clearing 

l. 
2. 
3. ) 

MALAYSIA 

· 2ND JENGKA TRIANGLE PROJECT 

S~ Timetable of Settler Position 
Oil Palm Schemes - J engk.a 

Legal 
Status 

-) 

-~ 
4. ) Works Wlder direction ~ 5. ) of FLDA 
6. ) 

7. 

8/lO 

11 

12/21 

22 

) 

During year,signs settler 
agreement becomes occupier 
in expectation of title to· 
a share in a large block 
of oil palms in common with 
a group of other settlers. 

Continues as in Year 7. ) · 
) 

During year, be cores ) 
occupier in expectation of ) 
title to a specific 10- ) 
acre block of oil palms • ) 

) 
Continues as in Year 11. ) 

Lease granted to settler 
by State. 

ANNEX9 
Table ;;-

Loan 
Repal!Bnt 

Loan amount increas
ing with various 
development expendi
tures. 

Loan repayments 
commence. 

Loan repayments 
. continue. 

Loan repayments 
terminate. 

Note: . On sche100s other than Jengka, the settler continues as occupier in 
expectation of title to a share in a block of oil palms until Year 
22 when the lease is granted to a co-operative society of which the 
settler is a member. 

October 23, 1969 



MALAYSIA 

2ND JENGKA TRIANGLE PROJECT 

Summary Timetable of Settler Position 

Rubber Schemes 

Years from 
Clearing 

l. 
2. 
). ) 
4. ) · Works under 
5. ) FLDA direction 
6. ) 

7/8 

9 • . 

10/23 

24. 

October_ 23, 1969 

J.,egal 
'Status 

-1 
~) . 

. ·~·) 
·. ) 

. : }) 

.=_Signs ::>_et·tler . ~agre_~nt J 
~.be_c.oll!es .occupier .. in ) . 
~pectation of title· to ,) 

·~a: ~~pec.ific ·10-acr.e lot -.) 
.'.o.r .~rubber. · :) 

Continues as _in ·xe.a;r ' 1~ · 

· .~9ont~inues ·.~s ~in .!eilr ·~1 .• 

:Lease granted ·to -.tJettler .- · 
:by State .Government .• 

ANNEX 9 

Table 4 

· l 

·' r 

~Loan 
_!lepayment 

· . ·.~an 

·· ;ai~Qunt 

- -~creasing 

.v.ar.ious 
-.development 

~.eJ_Wendi tures 

_J,<)an repayments 
-~QlJIJDence • 

:Lo.an repayments 
.oontinue • 

:Loan repayments 
·.terminate. 

.. 
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SECOND JENGKA TRIANGLE PROJ~T 

lo 

lWWlmmfr LEVIES FOR 10-ACRE HOLDINGS 

Average Management Management Net 
Price Level Income Increase Annual Income Levy Rate Levy Amount . .Annual Income 

Oil Palm 
Oil Price 

(H$/ton FOB) ·(M$/ton FFB) (M$) (H$/ton FFB) (M$) (M$) 

424.8o - J,6oo.oo - - 3,6oo.oo 
439.68 3 3,866.58 1 88.86 3,777.72 
454.59 6 4,1)3.16 2 177-72 3,955.44 
469.50 9 4,399-74 3 266.58 4,13).16 
484.41 12 4,666.32 4 355.44 4,310.88 
499.32 l5 4,932.90 5 444.30 4,488.6o 
514.23 16 5,199.46 6 533.16 4,666.)2 
529.13 21 5,466.o6 7 622.02 4,644.04 
544.04 24 . . 5., 732.64 6 710.88 5,021.76 
558.95 27 5,999.22 9 799.74 5,199.46 
564.02 28.02 6,089.65 9.34 629.95 5,259.90 

Rubber ... 
RSS 1 Price 

(M cents;ib) · (X cents/ib lOB) ·' (H$) (M cents/1b) (M$) (M$) 

65.hl. - .J,6oo.oo - -- 3,6oo.oo 
70.)0 3 4,013.40 1 137.8o ),875.6o 
72."78 '6 4,426.8o 2 275.6o 4,151.20 . 
76.47 9 ·4,640.20 3 413.40 4,426.80 ' .! 60.16 12 5,253.6o 4 551.20 4,702.40 
85.05 15 5,667.00 5 689.00 4,978.00 ~~ 

.90.05 18 6,080.40 6 826.80 5,25J.6o 

U' 



• 

MALAYSIA · 

S~OND JENGKA TRIANGLE ·PROJEC~ 

The Jengka Triangle Master PlBn 

1. The project proposed for Bank financing is the sP-cond st~ge of a 
program for the development of the Jengka Triangle, the Master Plan ~or which 
was completed by Tippetts-Abbett-McCarthy-Stratton and Hunting Techn1cal Ser-

. vices (TAMS-Hunting) and was partly financed by a technical assistance grant 
from the Bank. The first stage of the program is being· financed in part by a 
Bank loan of US$14 million which was signed in April 1968. . 

2. ------The Je~tgk~ - T-;.iangl-;·is in the .. St~te of -.PB.hang:, about 12() -Miles north
east of Kuala Lumpur in West Malaysia. It lies between the towns of Jerantut
Maran-Temerloh near the Pahang River and near the railway from Kota Bahru to 
Singapore (see Map). It covers some 300,000 acres (470 square miles) of which 
about 136,500 acres are occupied or reserved in some way. The remaining 
163,500 acres available for development and being developed consist largely of 
undulating land divided by many streams and valleys. The climate is typical 
ot West Mal~sia with an abundant and evenly distributed rainfall of about 90 
inches per annum and mean daily temperature between '77°F and 80°F. 

3. The und.eveloped part of the Triangle is mainly under natural rain 
forest which has been exploited haphazardly and inefficiently (para 2.15 of 
main report) • Rubber is produced on the periphery by. smallholders and four 
rubber schemes are being developed by FLDA near the Triangle. Oil palms are 
grown on the east side of the Triangle at an F.LDA scheme and on an adjacent 
estate. 

4. Limited commercial and social services are provided at the towns 
of Jerantut in the nonth and Maran in the southeast. Temerloh in the southwest 
is larger and is ·a centre of local government and urban services. Prior to its 
development, the Triangle itself had no settled population. 

S. The land capability assessments made by TAMS-Hunting indicated that 
about 93,000 acres would be suitable for either oil palms or rubber. Some 
71,000 acres are .definitely suitable for oil palm and the remainder, because 
it has poorer soil and steeper slopes, would be more suitable to rubber. The 
decision on which crop to plant also takes into account the priee forecasts 
for each. The consultants I study and the appraisal fol~ the first Bank loan 
were based on considerably higher prices for palm oil than are now considered 
likely (Annex 13)~and the original land use recommendations will not now be 
followed. In addition to the main tree crops, fish ponds, rice, orchard and 
garden crops will be deveioped by the settlers with technical assistance from 
FLDA and as part of the Stage II Project about 700 acres will be used at the 
Research Center, . Tekam, for coounercial scale trials ot other crops., including __ 
animal f'ood.stufto such ,. as maize and. sorghum. i 

.. . . 
·1 

6. The Master Plan provides for the phased dev.elopment of the Jengka 
Triangle during the 12-year period 1966 to 1977 by means of FLDA supervised 
smallholder development supported by the provision of rural and urban infra
otructure and services. Under Stage I, a total of 33,110 acres · have been 
cleared of which some 23,800 acres will be oil palms and 4,200 acres will be 
rubber (the original project consisted entirely of oil palms but on soil, 
topographic and J?rice considerations, the last sch.eme consisting_ of 4,200 
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acres was changed to rubber). The development of 30, 390 acres under the 
proposed Stage II Project would leave some 35,000 acres for a further stage 
or stages. 

1. It is estimated in the Master Plan that the population of th~ Jengka 
Triangle would total some 105,000 people distributed by occupation as follows: 

(a) Settlers ::-t.'1d families on new land 

(b) Settlers and families on existing FLDA 
schemes being developed and which could 
eventually be achninistered as part of 
the Triangle Program 

(c) Itural support (FLDA staff, health, etc.) 

(d) Towns (Government and FLDA staff, conuner
cial, forest industr.y workers, etc.) 

59,000 

13,000 

12,500 

20,000 

l.04,Soo 

8. Proposed educational and medical facilities were based on the Con-
sultants recommended village nize of 100 family units, .whereas the Govarnment 
and FLDA decided that, in confonnity with other FLDA schemes, the villages 
would be of 400 family units. F..ach village will contain a primary school, 
midwife clinic, community centre, religious building, recreation field, health 
sub-centre and police post. There will be a secondar.y school for groups of 
two to three villages and it iS also expected :t,ha t upper secondary schools, a 
teachers' training college and a hospital will be added. There will also be 
a full range of public services and utilities, including water supplies, sani
tation systems, power, telecommunications, and government administration in 
support of planned development. 

9. Full development of the Triangle as specified in the Master Plan 
would require capital expenditure of about M$345 million. (US$115 million) of 
which FLDA's share would be about M$240 million (US$80 million). Experience 
on the first two stages indicates that actual expenditure should approximate . 
to these totals. 

April 15, 1970 
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Mr. Bengt G. Sandberg, 

Telex : K.L. 276. 
------ -·--··-,;.· 0. B~x- 381, K.L 

East Asia and Pacific Department, 
International Bank For Reconstruction 

and Development, 
1818 H Street, N.W., 
Washington, D.C. 20433, 
U.S. A. 

Dear Mr. Sandberg, 

We wish to replv to vour letter of 19th July 1971 \vith 
r2spec l.: to Cr1e uank : ::; j_viission ~n 1v.iay of this year. Our 
comments are as follows: 

Timber Licenses 

The formal agreement and map regarding the Mahawangsa Ti1nber 
Industries concession of about 10, 000 acres· Berkelah Forest 
Reserve have been forwarded to the Bank. 

Co-~pera t,i.on betv.1een Project l'-1anagement And The S.!£-...te 
Forest Department 

The National Action Committee (NAC) which· 1net on 1st 
-September 1971 has directed that 'i:he Jenglca Develop:·nent · 
· Corporation (JDC) \A1ill be the authority responsible for 
the development in the Jengka. The Prime Hinister who 
-is also Chairman of the NAC has given specific instructions 
to the JDC to initiate acti~n. to assist in solving Sharikat 
Jengka Sendirian Berhadts (SJSB) problems regarding forestry 
matters as well as other Jengka matters. 

The ne\vly appointed State Secretary, Pahang, Enche Abdul 
Aziz bin Hussain, has established a Steering Con~ittee which 
will meet at least once a month and \vbose members are 
representatives of the State Government , SJSB, Forest 
Department and the JOC. Other members may be coopted as 
required. The meetings will be chaired by the State 
Secre ary. The first meeting '.vas held on the 28th September 
1971. 

Arisin,; fru111 the meetin[j on the z'·ch September 1971 and 
the meeting o.L the Board of the JDC earlier, two sub
conunittees met recently on the L:-th of October 1971 to 
resolve the qucs tion f closin~ <Jnd hnndin•:r ovcY the. area 
required by FLDA,. I pa )rment of royo.l tics :~n trees le[t 
standin~, the sv s t ITI 1 .to., be adopted in s calin~ the large 

r· : ~·. · ~· r l';d '. ' h · . ... 

.. ..., 'l n t' 1 -n . i' , q: {~ 
' l..l. Lh.. •.J .J .. II 
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volume of logs produced by SJSB, the m~x~ng of logs from 
different license areas and other matters that involve 
the Forest Department's procedures affecting the operations 
of the SJSB. 

State Forest Department Procedures 

Most of the matters commented uoon bv the Hission under this 
heading have been discussed at the meetings mentioned above. 

Annual Felling Licences 

The Steering Co~mittee meeting of 13th October 1971 accepted 
the following recommendations: 

(a) 

(b) 

Royalties 

Logs from more than one licence may be 
mixed. SJSB will formally request approval 
from the State Forest Officer to do this. 

Double Premium payments have not arisen since 
paying twice on the Regional Centre. The 
Committee received a recommendation that SJSB 
be given more time to complete logging of the 
schemes. A two year extension of SJSB's 
Logging Programme will be recommended to 
FLDA. 

' ., 

The extension of time recommended in paragraph (b) above 
would permit SJSB to hold its licences long enough to cover 

------""""'""'- a ..... """i~rr-cra-de~s-iruat~n.-This ~ould result in logging 
closer to the requirements of the Licence and hence reducing 
or nullifying closing reports (Licence premium fees are paid 
fcrr ~ twel ve- rnon ths. ~ - Actually they, . fre·guen tl y are required 
to be given up in four months.) . 

Royalty Scaling ·~ . 

=--=~---=- _-__ J_'h~_~te_eri-gg C~nmitte-e -of 13th October 1971 accepted a 
- ,.~ -:-~- recommendation that experimental · scaling procedures be 

tried. Details are to be worked out 21st October 1971 at 
·a sub-committee meetiDg. 

Defect Allowance 

SJSB will·carry out tests as recommended. Attempts are being 
· made to have Forestry Department officials to participate in 

this study. · 

Forestry Legislation 

SJSB feels that the Treasury is the appropriate agency to 
initiate this action with the relevant Ministries. SJSB 
has m d e nwnerous approaches to Pahang State and Federal 
For -stry of fici a ls on all of these matt r s. 

" t 
l 

' I 
; 

!-
~ 

I 

! 
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Housing 

The Treasury has advised that the Federal Government 
could not offer assistance in constructing· housing for 
SJSB in Jengka. However~ discussions with the JOC have 
progressed considerably and the JDC ~as now ~ken ~teps 
to clear by March 1972 about 240 acres of the township 

-a-rP~ -f()-r rhP f)ll"Y"f'I()C::P ()F f)"Y"()Ui rHno- rho MllllC::ino- _ T~ ; c:: ~1 C::ll ..... ~ ............ - ..... -~~~ .L"._"'".L"~'"'~ ~ ..... .L" ..... ~ ...... ~.-..~~b - .... ~ .... ~ .................... b. .....,....,~ ....... ...., ............. '"'...., 

preparing plans for the houses to be built for rental. 
With the recent directive from the Pri1ne Hinister to JOC, 
the Corporation has stepped up its activities in developing 
the to\vnship. Six acres of land have been cleared for the 
Corporation to build its offices \vhich will provide office 
space ~or th~ Forest De partment and other departments 
involved in the Jengk a . Some housing will also be built for 
the personnel of the se departments and for housing the_ 
Forest Department staff that \.vill be '\vo·rking in the area. 

, Qne major p r oblem i s the quest i on of p ower for the housing 
y~~ C~ . .: 5 ~_,:· · :.?_ ~--·. · ~ -:? ~ · . ""'1

-,,.. -~ =- ~:' :. ·-=- · - - r-~ ~ : - -~ ~~~- '> ': :r:tl l r:o t be 
·able to spare much power to t h e JDC f or . the houses. The 
Corporation 1 s negotiations with the National Electricity 
Board (NEB) indicate t hat the p ower f rom the national grid 
will be available in Jengka sometime in 1974. SJSB, however, 
will spare between 200-300 k\\7h to provid e for the initial 
requirement of the housing area . It is hoped that the 
JDC will be able to persuade the NEB to set up a temporary 
station to cater for the additional po\ver required until 
r.11,..,t-,. r--: ........ " .... ,..., t-l-.." r-"11""'..-.1 .. .,. ~ ...... ".,... t- l ... r.. ...,.,t-.;.r"\.,..... .... 1 r'Y...,.;ri h..r:.ror.rnes 
.::>U"\..-11 \...L ll lC Oi:> '-11C i:> U }:-' 1-' .LJ .L l.Vlll \..l.l-.;::; 1 10. \.. .l.. V l.l.Cl .L (51..&...'-J- U'~'-' Vlll 

available in the Jengka Triangle. 

Financial Position and Prospect 

General and Aami nLs t raElve cos£ control has improved: 
Budgets for the next 12 months are being prepared. 

i 
t 
l 
t 
i 
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- .. -. ··-- -· - . . ~==="'"~ -~,---~c~ ~~ ;..... -~- - ~- --- • -~ - ·= --· - -· --- --- ~-. --:-~-~ ~~~--=-~---- t 
C-ontrol c £ Current Assets to some extent is dependant i 

on market conditions • . Stores inventories are being controlled. · 
. .. : . 

Surtax paid, of approximately $500,000, \vill ·be reclaimed 
_____ as _ sqon as Pi _oneer _ Status is -approved.. The application for 

· P-i-one.er S t:a t u .s and -all-- queries wi th respect to it have 
- --~~~=~--~-=-=~~~- been completed. Decision is ex pected during November 1971. 

Living Allo\vances pa id will . be refunded periodically by 
application to the Ba nk. 

Project .income statements, c a sh flo\v sta tements are being 
pre pared monthl y . During the n ext year t h is \vill continue 
to be done . Every 3 months o pe rating pro f it for e casts 

----- ------ i ncl uding .estima.ted bal a nce s hec; ts e t c. Hill be prepared 
in conju nction with t h e Marketin g , Forestry and Processing 
Di v i sions. · 

A 12 mont h budget wi l l b e pr epared eac h year al ong with 
an u pdated 5 year pr ojec tion . 

• 

i 

r 
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Inventory reports will be initiated which will .. 
graphically sho~v- any .trends -deviations from standard anti 
budgetea levels. 

Aged receivable lists are prepared weekly which are 
necessary for proper collection and credit control. 

Payables ageing lists are not prepared monthly as we feel 
the amount of work and time involved does not serve the 
purpose; however, lists will be prepared every 3 months 
showing those suppliers who have allowed us credit 
beyond the normal 30 day period. 

The format of the progress r~port proposed by the Bank does 
not suit our own reporting requirements~ consequently 
we suggest we discuss this matter during the visit 
of the next Mission in order to settle this to the 
satisfaction of both parties. 

Other Hatters 

and Forest 

Satisfactory progress is being achieved to complete the 
merchantability inventory in the remaining areas in the 
Jengka Triangle and those parts of the Berkelah, Tekam 

· and Tekai Forest Reserve. 

Forestry Division is updating and revising its fonvard 
. logging and road construction programmes. 

Inventory for Scheme 14 was made available to Harketing 
Division and that of Scheme 15 is being completed and will 
be passed to th~m for their marketing plan. 

---------------------~~· 

SJSB is working on and will.complete within six months 
its survey of the future forest .and will define the 
300, 000 acres ·that h~s b~en 'guaranteed.-~--=:-~=-~=--~~:~-=~=- · 

A sustain?d yield forest -plan will follow the demarkation 
of the 300,000 acres. 

Water Supplies --------
- -- --- ----- __ .} 

The State Governmen t had completed laying the \vater mains 
to the ~1ill areas capable of supplying 200,000 gallons a 
day. T\vO storage tanks with a total capacity of 140,000 
gallons are erected and connections to the mains will be 
made very soon. Water from the public mains is now 
available for supply to the personnel r~sident at the camp. 
A decision has been made to' exclude the raw water supply 
that was originally planned. 

C.. Market 

Marketing Division is aware that export sales should be 
eiven top priority and that any shor tcoming to the projected 
80% export 20% local sales will be d·sastrous o the company s 
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With Japanese log consumption down for the first time in 
20 years and Indonesian log production still on the 
increase \~le -ar-e doubtful of -any significant improvements . 
in the log export situation over the next 12 months. 
With our Ov7n processing facilities coming into production, 
however, an increasing portion· of otherv1ise exportable 
logs will be needed to feed these production lines, 
and during 1972 we . will run into the situation that we 
will not have any logs available of species required by 
the export market. 

On sawn and processed products and · pl~~ood we take a more 
optimistic outlook. A well manufactured, well presented 
commodity al\vays has a market, and on these counts we ought 
to c ~ c- ~- :' ~ :- ~ l- .. ..., ~ .-J ~. :- t~ ~ -. -~· J ·: .-. -J .::- ·_· .. : :- .-:.-~- -~ - '_-. :7 . . .:-;··:-1 . The l162nt s, 
The East Asiatic Company, held a Timber Symposium in Kuala 
Lumpur in August 1971. Their delegates were given 
extensive exposure to SJSB and its capabilities. 

D. Organisation and Hanagement 

Regular meetings of the Divisional Heads are being held to 
improve the operation of the SJSBts activities. The SJSB 
Board has decided not to move the Headquarters to Kuantan 
as proposed by the Mission but . action is being taken to 
provide extra .temporary acco~~odation around the present 
accommodation so that more staff can move tc Jengka as 
early as possible. The consultants have established their -

--- o~m office and are moving their activities to their own 
quarters. 

TraininP"-l"J - . ... .. 
Appraisal of all staff ·wi11 -be completed and reviewed prior 
to 1st November 1971. This will indicate progress with res
pect to the take over by local staff. 

Liaison with FLDA 

JDC has taken steps to effect close liaison between all 
bodies carrying all projects in the area. ·Close liaison 
therefore, has been es~ablished bet\veen SJSB, FLDA, JDC, 
JKR and all other government agencies involved in the 
implementation of the projeGts in the Jengka Triangle. 

SJSB has submitted its views on how the cost-sharing of the 
class I roads should be worked out to the JOC which has 
held a meeting with Treasury. \~e are xpecting the details 
of th~ cost-sharing as approved at any time. 

Negotiations have been held between FLDA and SJSB with 
he Railways on the propos · d transportat~on of the Jcngka 
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Triangle and by rail from there to Port Swettenham. 
The Hinistry of Transport has carried out a special 
study on this scheme and is preparing a paper for 
submission to the Cabinet on the above subject. 

cont. 

SJSB during the year had approval from FLDA to bypass 
Scheme 13 due to the unsuitability of the timber species 
for the current market. Studies are being completed on the 
remaining schemes in order to negotiate a final programme 
with FLDAo 

JDC is establishing headquarters in the Regional Centre 
and they have the responsibility to establish all the 
infrast1~cture requirements for the Jengka Triangle. 

Future DevPlooments 

The responsibility of Cantrans is limited to the present 
programme. Cantrans has submitted to the Chainnan of 
EXCO SJSB preliminary advice with respect to future 
deve 1 opmen t s • 

We trust that these comments will give sufficient answers 
to your enquiries. We look to the visit of the Mission 
in November. 

With best personal regards, 

Yours sinccrel y, 
for and on behalf of SH~:\RIKAT JENGKA 

SENDIRIAN BERHAD. 

' ~--=- ~~~==---=-~------:=n==-,~,~~~~~=~-~~ · .• -- -- --~ J_~~ . ..- -

(Mohd. ,l~asli. bin r·1ohd. Nawi) 
· · .Ma!la.ging Director. 

i 
• - - ------ l 

--- ----- -- -- 1 
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TO: 

INTERNATIONAL BANK FOR RECONSTRUCTION AND DEVELOPMENT 

INTERNATIONAL DEVELOPMENT ASSOCIATIO~ 

OFFICE MEMORANDUM 

Mr. D. J. Parsons DATE: June 28, 1971 

FROM: R. D. H. Rowe, D. Lomax and L. Ljungman 

SUBJEcT: MALAYSIA - Loan 673-MA 
Jengka Forestry Project 
Full Supervision Report 

In accordance with our terms of reference dated April 7, 1971 
we visited Malaysia from May 9-25 reviewing ·progress ·on the Jengka Forestry 
Project. A list of places visited and officials met is at Annex~. 

Project Data 

1.01 Amount of Loan 
Amount Disbursed (as of May 1971) 
Date of Loan Agreement 
Effective Date 
Closing Date 
Date of Last Supervision Mission 
Current Exchange Rate 

US$8.5 million 
US$4.8 million 
May 20, 1970 
October 14, 1970 
June 30, 1974 
November 1970 
US$1 • M$ 3.06 

1.02 The project is the establishment of a forest industries complex in 
the Jengka Triangle to extract, process and market timber from the Triangle 
and the Tekam, Tekai and Berkelah Forest Reserves. It includes: 

a mechanized logging unit with an annual extractive capacity 
of 200,000 tons of logs; 

a sawmill with an annual capacity of about 42,000 tons of 
sawn timber and ancillary drying kilns, planer mill, moulding 
plant and impregnation plant; 

a plywood mill with an annual capacity of about 60 million 
sq ft (quarter inch basis); and 

steam generating plant, water supply and other necessary 
facilities and the construction of offices and semi-permanent 
houses. 

1.03 The project i s being carried out by Sharikat Jengka Sendirian 
(SJSB), a subsidiary of Majlis Amanah Ra'ayat (MARA), and managed by Cantrans 
Servi ces (1965) Ltd. under a four-year Management Agreement. Dencan Managers 
(Hong Kong) Ltd. are responsible for marketing under a three and a half year 
agreement with SJSB. 
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Summary 

2.01 Despite current problems the project is well conceived and is 
being executed soundly. Although the start up of the sawmill and plywood 
plant has been delayed four months by the transportation problem - now 
solved by the installation of a ferry close to the damaged Temerloh Bridge -
physical progress is good. Field management is strong and prospects of 
effective overall management have improved since the appointment of the 
General ~anager. 

2.02 The financial situation of SJSB necessitates an injection of funds. 
Future prospects are reasonable. Due to increases in scale of logging, cost 
of semi-permanent housing and working capital requirements, project costs will 
be about 20% over the appraisal estimate. Profits will build up more slowly 
due to lower sales and prices together with increasing costs. The economic 
rate of return is now estimated at about 20% and the financial return to SJSB 
about 7%. Disbursements to date total US$4.8 million and 96% of the loan 
will have been disbursed by mid 1972. 

2.03 The project's main problems are related to the depressed log 
market, absence of improvement in the State's cumbersome forestry procedures 
and the continued lack of cooperation between the State Forestry Department 
(SFD) and the project. Also of concern is the slowness of Government to 
provide residential housing and water supplies in the project area. Since 
the mission returned the Managing Director of SJSB has indicated that the 
problems over forestry procedures and cooperation with the SFD are being taken 
up with the Government at Federal and State level. 

Action Recommended 

3.01 The mission recommends that a letter and memorandum be sent to the 
Government (draft is attached) setting out the issues and problem areas 
requiring action. The most important of these are: 

(a) that SJSB defines the boundaries of the 300,000 acres of 
productive forest within the Berkelah, Tekai and Tekam 
Forest Reserves and prepares a sustained yield forest 
management plan for the portion of productive forest 
which is not scheduled for land settlement (para 5.01); 

(b) that the signed legal documents and map concerning the 
agreed concession area for Mahawangsa Timber Industries' 
operations are forwarded to the Bank by the end of July 
(para 5.02); 

(c) that the SFD takes positive steps to improve cooperation 
with the project and that its rules and procedures will be 
streamlined to fit more closely with the requirements of the 
project's large scale integrated forestry operations (paras 
5.03 and 5.04); 
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(d) that the Federal Government assumes responsibility for 
building residential quarters in the regional center for 
project staff and insures an adequate supply of water to the 
project area (paras 5.05-5.07); 

(e) that Dencan initiates market promotion ac tivities and reviews 
prospects of early diversification into secondary and tertiary 
wood products (para 5.08}; 

(f) that the Chief Executive Director, MARA, keeps SJSB's manage
ment and training program under constant review and initiates 
the immediate action recommended in paras 9.01-9.04; 

(g) that SJSB seeks further financing in the form of more equity 
and a short-term loan to cover the cash flow deficit (para 
7.02); and 

(h) that SJSB keeps its operating costs, profit margins and ad
ministrative costs under constant review and control (paras 
10.04-10.05). 

3.02 The next supervision mission should take place in November 1971 
and include a consultant sawmill/plywood plant specialist. It is also 
recommended that the Federal Land Development Authority (FLDA) Jengka 
Triangle settlement scheme be supervised at the same time so that matters 
of mutual concern can be discussed. These are: 

cost sharing for FLDA Class I and II roads that are required 
by both projects; 

joint approach to the Railways' Administration for facilities 
to transport finished products (rubber, palm oil, sawn tim
ber, plywood, etc.) from the Jengka Triangle to Port 
Swettenham; 

revision of the order in which scheme areas are felled to 
enable more economical logging; and 

establishment of facilities in the regional center. 

Physical Execution of the Project 

4.01 Physical execution of the project has been delayed by about four 
months mainly due to the January floods that damaged the Temerloh Bridge 
and disrupted communications between Kuala Lumpur and Jengka until the end 
of April. A ferry installed by the project half a mile north of the bridge 
is now in full operation and will be able to handle all Jengka forestry 
traffic until reconstruction of the bridge is completed in about four years. 
Bailey bridges have been used to replace the sections carried away by the 
floods and the bridge is now open to vehicles weighing up to 18 tons. How
ever, as timber loads frequently exceed this amount and weighing stations 



Mr. D. J. Parsons - 4 - June 28, 1971 

have been set up at both ends of the bridge, all Jengka logging trucks 
crossing the Pahang River at Temerloh are encouraged to use the ferry. 
Mapping, inventory cruising road construction and the establishment of 
export facilities in Kuantan are on schedule. 

4.02 Logging. The logging unit is capable of working at a full 
capacity of some 720 tons 1/ per day but due to the poor log market, is 
currently producing about 4oo tons. This has made it necessary to postpone 
the felling of FLDA Scheme 14 to 1972. Revised details of log production 
and distribution are given in Annex 2. 

4.03 Log sales dropped from an average of 450 tons/day in November to 
70 tons in January. They picked up again in April to 300 tons and are cur
rently running at about 350 tons daily. However, as over the past six months, 
log sales have lagged behind production and the total volume of unsold 
logs by April 30 amounted to about 6,400 tons. Some of this has been 
written-off and burnt; the remainder will be sold at reduced prices. This 
highlights one of the difficulties facing this project. Under normal 
circumstances SJSB would be able to slow down their felling program until 
the log market improved, but with FLDA pressing for scheme areas to be 
released for clearing, this is not possible. An interim solution suggested 
by the mission to hand over schemes in which all currently marketable timber 
had been removed and to waive royalty on the standing merchantable - but l 
not presently marketable - trees, was not received favorably by the State 
authorities. It is estimated that in Scheme 12 alone royalties amounting to 
over M$ 160,000 will be charged on 15,000 tons of standing timber left in 
the forest that under present circumstances could not be sold. This matter 
should be taken up again by the next supervision mission. 

4.04 Two other factors are compounding difficulties by depressing 
average log sale prices: 

a decrease in the amount of high value Meranti accompanied 
by an increase in the volume of low value Kempas (Annex 3); 
and 

a lower than expected log quality from Scheme 11 ·(Annex 4) • 

4.05 Roads . The road unit has cleared 54 miles, graded 47 miles and 
surfaced 16 miles of main and spur roads since start-up in 1969 and is . 
well ahead of logging. 

4.06 Negotiations to construct 40 miles of FLDA's road requirements 
in the Jengka Triangle on a cost-sharing basis have progressed slowly. SJSB's 
estimates of M$ 122,000/mi for Class .I and M$ 71,000 for Class II graveled 
surfaced roads were submitted to FLDA and the Government's Public Works 
Department (JKR) and the meeting between the three authorities is scheduled 

1_/ The "forest ton" used here is a unit of volume of 50 cu ft and has no 
relation to weight. 

.. 
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for June . Remuneration for this work has not been taken into account in 
the proJect's financial projections. 

4.07 Survey of the 18-mile main access road from the r Pgional center to 
the Berkelah Forest Reserve (see Map) will be s t arted in July and construct
ion begun later in the year. 

4.08 Processing. The sawmill has been erected and start-up is planned 
for June, three months behind schedule due to the floods. Total production 
for fiscal 1970/71 is expected to be about 1,700 tons!/ instead of the 
4,000 tons originally planned. Production is likely to reach 33,000 tons 
in fiscal 1971/72 and full capacity of 41,700 tons in the following year. 

4.09 Although the plywood plant is scheduled to start-up in January 1972, 
four months behind schedule, production in fiscal 197'1/7 2 is e}tpected to be 
36 million sq ft (quarter inch basis) as originally planned and is likely 
to . reach full capacity of 60 million sq ft (quarter inch basis) in the 
foilowing year. Over 90% of the equipment has been ordered. 

4.10 Log export facilities, to provide storage handling and loading 
for a maximum of 9,000 tons a month, have been established on a temporary 
basis in Kuantan, until the jetty is constructed at the permanent 5-acre 
plot purchased by SJSB. The new site should be ready for next season's log 
exports. 

4.11 In addition to the semi-permanent housing for the forestry division 
labor, SJSB and Cantrans staff, similar quarters are nearly completed for the 
processing division's labor and operators. 

Detailed Features and Problem Areas 

5.01 Timber Exploitation, Inventory and Forest Management. A planning 
forester has been employed to undertake a merchantability inventory in the 
remaining areas of the Jengka Triangle and in those parts of the Berkelah, 
Tekai and Tekam Forest Reserves that fall within the agreed project area 
(see Map). This will enable: 

the Forestry Division to update and, if necessary, revise 
its forward logging and road construction plans; 

the Marketing Division to prepare a sales-program based 
on a more accurate assessment of the volumes (by species 
and quality) likely to become available in the future; 

SJSB to define the boundaries of the 300,000 acres of 
pr oductive forest guaranteed to the project within the 
agreed area of some 630,000 acres so the balance can be 
handed back to the State; and 

!/ A sawn timber ton of 50 cu ft true measure. 
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a sustained yield forest management plan to be prepared 
for that portion of the guaranteed area of productive 
forest which is not going to be cleared for land settle
ment. 

5.02 Licensing. All parties have now agreed to the alternative 
location of Mahawangsa Timber Industries' concession of about 10,000 acres 
in the Berkel8h Forest Reserve (see Map). During a meeting on May 18 with 
the State Secretary for Pahang, we were advised that signed legal documents 
and the map would be forwarded to the Bank by the end of July. A helicopter 
flight over the project area revealed that encroachment is not taking place 
elsewhere but this needs to be checked by subsequent supervision mission~. 

5.03 State Forestry Procedures. The SFD's cumbersome procedures · and 
lack of cooperation continue to impair the efficiency of the project opera
tions. A committee set up in November 1970 as a forum to discuss matters 
of mutual concern has not met since and procedural problems are still 
unsolved. These matters were discussed at Federal and State levels and the 
following specific action recommended: 

(a) SFD to: 

reactivate the forestry committee at State level to 
maintain a continuing dialogue on forest rules and 
procedures and to resolve specific issues as they arise; 

review the rules and regulations governing annual felling 
licenses to eliminate the need for keeping logs from each 
area in separate piles, and to avoid double premium payments 
where fellings are delayed awaiting an improvement in the 
market; 

review the current practice of charging ·royalty on un
marketable standing trees, undersized logs and defective 
butt-end chunks of less than 2 ft; and 

investigate ways of streamlining its checking stations, 
closing report and log export procedures on the lines 
suggested by SJSB and the Bank. 

(b) SJSB to: 

improve public relations with the State officials and 
inform them of the benefits, in addition to royalty, to 
be gained from the project; 

prepare proposals for a revision of the royalty scaling 
procedures to enable measurement in the log yard of the 
1,000 logs per day expected at full production; and 

... 

Q 
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run recovery tests once the sawmill is in operation so 
that actual defect measurements can be presented to the 
SFD as a basis for determining defect allowances. 

5.04 The Federal Government was not recept~ve to the suggestion that 
outside assistance be sought to revise the country's obsolete forestry legis
lation largely responsible for these procedural problems. However, the 
matter should continue to be raised by supervision missions. 

5.05 Housing. It had been agreed previously that the Jengka Development 
Corporation (JDC) would develop a township for project staff but despite 
assurances given to the last mission nothing has been done. The Federal 
Government has agreed that if State funds are not forthcoming from the JDC 
by June it will assume responsibility for building residential quarters 
through the recently formed Housing Development Corporation. This under
standing will have to be confirmed and implementation followed closely. 

5.06 Recreational facilities are also urgently required as a means of 
attracting and keeping staff. It was suggested that SJSB's road construction 
unit could supply the equipment necessary to level off areas for football 
and badminton. At a later stage there may be good justification for cons
tructing a swimming pool. 

5.07 Water Supplies. Pumped water will not be available at site until 
the end of June, three months later than scheduled. The mission has 
recommended that a further assessment be made to ensure availability matches 
future needs. 

5.08 Markets. Although the long term market prospects for Malaysia's 
logs and timber remain good, the presently depressed Japanese log market is 
causing concern. Improvement is not expected until the fall. There is need 
for market promotion and early diversification into secondary and tertiary 
wood products such as furniture component parts and pre-fabricated houses 
to increase the financial return and improve the cash flow. The mission's 
recommendat·ion to post one of East Asiatic Company's (EAC) timber marketing 
specialists to Kuala Lumpur for two months, and EAC's proposal to organize 
a "Timber Symposium" at Kuala Lumpur in August for its timber representatives 
around the world, will further these objectives. 

Project Costs 

6.01 Annex 5 gives the latest cost estimates for the project and 
Annex 6 gives details of equipment and facilities. Final equipment cost 
are not likely to vary from the estimates. Annex 7 compares the current 
estimates with those in the appraisal report. 

6.02 The increase of about M$ 8.5 million (20%) over the appraisal 
estimate is due to the following factors: 

increase in the scale of logging from 175,000 to 
200,000 tons a year; 
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increase of M$ 4 million in semi-permanent housing 
and camp facilities for forestry and processing 
personnel; 

management fees for additional services and the 
increased value of the Canadian dollar; and· 

higher working capital requirements. 

Project Financing 

June 28, 1971 

7.01 The increase in ·project costs coupled with the operating deficits 
require additional financing. Annex 8 gives details of the current project 
financing from which it is clear that SJSB will need to resort to some form 
of funding to cover the future cash deficit of M$ 5.8 million. 

7.02 It is recommended that funds totalling about M$ 5.5 million 
be provided as follows: 

Ordinary Capital 
Short-term Loan 

M$ 2.5 million 
M$ 3.0 million 
M$ 5.5 million 

Any further financing can be provided by bank overdrafts. The following 
tables shows the originally proposed and new recommended capital position 
of SJSB: 

Original Revised 

Ordinary shares 13.0 15.5 
IBRD loan 26.0 26.0 
Short-term loan 3.0 

39.0 44.5 

Debt as % of capital 67% 65% 

7.03 Under section 2.13 of the Project Agreement the Bank will be 
required to give prior approval to SJSB incurring this further indebtedness. 

Procurement and Disbursement 

8.01 Annex 9, Table 1 contains the schedule of disbursements ·and 
Annex 9, Table 2 shows estimated projections and foreign exchange expenditures 
by quarters. US$4.8 million (56.4%) of the loan has been disbursed. By mid 
1972 96% will have been disbursed. · 

Organization and ~nagement 

9.01 With the appointment of Mr. F. W. Pearman as General Manager three 
months . ago, SJSB has come into being as an operational entity and the pros
pects of e ffective manage~ent are good. However'· the Malay . ~1anaging Director, 
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Mr. Rasli and Deputy General Manager, Mr. Yusuff, have failed to understand 
their new role and tend to be passive and critical. This is evidenced by 
their lack of performance in helping to solve the current problems of hous
ing, forestry procedures, water supplies and training. We agreed with the 
Chief Executive Director of MARA, Mr. Ishak Tadin, that no drastic action 
with regard to personalities was warranted until the results of the following 
steps, which have been agreed to by Mr. Ishak Tadin, could be assessed in 
six months' time: 

reactivation of the management committee as a means of 
helping Malay management to participate and benefit 
from training; 

relocation of HQ to Kuantan (until housing is ready in 
the project ·area) closer to Jengka and the State autho
rities; 

re-assignment to other tasks of the UNIDO management 
adviser whose role has come to an end now that effective 
overseas management exists; and 

allocation of specific tasks (housing forestry, procedures, 
etc.) to the Malay elements of the management team. 

9.02 It was also agreed with Mr. Tadin that, as the General Manager 
assumes greater control of SJSB the three-man Cantrans team (Pyper, Wilfert 
and Welsh) should move from an operational to an advisory role. This is 
supported by the Managing Director of Cantrans, Mr. Pyper. 

9.03 SJSB's Board members and project staff are listed in Annex 10 
together with the contract period for each Cantrans/Dencan staff member 
and dates of appointment of counterpart staff. Annex 11 shows the revised 
SJSB/Cantrans/Dencan organization chart. 

9.04 Training. On-the-job training for logging, road construction 
and sawmilling personnel at the operators' level has proceeded well but 
little progress is being made with the foreman, middle and upper level 
management training programs. The mission recommended that SJSB intensifies 
its search for suitable management staff and gears its program so that local 
staff are adequately trained to take over before the departure of individual 
members of the Cantrans/Dencan team. Subsequent supervision missions will 
need to follow progress in this field and assess the prospects - presently 
not bright -of SJSB running the project efficiently in two and a half years' 
time. 

SJSB's Earnings, Cost Flow and Financial Position 

10.01 The financial benefits of the project to SJSB will be lower than 
estimated at last supervision. Revised income statements, supporting oper
ating statements, sources and applications of funds and balance sheets for 
1970 (actual) and 1971 through 1975 are shown in Annexes 12 to 14. 
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10.02 The difference in net profit before interest at last supervision 
and this is as follows: 

10.03 
Lower 

1971 1972 1973 1974 .!211 
Last Supervision (705) 4,815 7,121 7,664 7,848 
Current Estimate (1 2 771~ 21599 51 754 5 2908 6,311 

Difference (1,066) (2,216) (11367) (1,756) (1 ,537) 

Annex 15 contains a variance analysis of income and expenditure. 
profits are due to: 

higher administration costs (expansion in staff); 

delay in ~evenue from sawmill due to late start up; 

softening timber market causing quantity as well as price 
variances in 1971 and 1972; and 

cost variances (overheads, royalties and road maintenance). 

10.04 SJSB's profitability depends on many factors; above all on 
efficient management with constant control of costs and maximization of 
sales revenues. Attention has to be paid to the following: 

administrative costs need to be thoroughly examined 
and controlled; 

with exports yielding much higher prices they must be 
built up as quickly as possible; 

conversion of locally purchased timber to export quality 
needs to be investigated; and 

control of current assets. 

10.05 SJSB did not comply w~th the Bank's request to have vari~us 
financial information prepared (projected income statements, cash flow, · 
etc.). It was therefore recommended that these documents be prepared for 
the next mission in November 1971 and thereafter at about six monthly 
intervals to coincide w1 th Bank missions • Management should also prepare 
monthly inventory situation reports, and receivables and payables aging lists. 

10.06 It is further recommended that when projected income statements 
are prepared that: 

timber availability be agreed for each year with forestry 
department; 
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production capacity requirement be agreed with processing 
department; and 

prices and sales mix be agreed witt marketing derJ' rtment. 

The implication of these factors should be thoroughly examined by the 
departments concerned. 

10.07 During the mission a review was made of the auditors co,rmnents. 
Everything is now satisfactory except that Pioneer status for tax exemption 
although applied for, has still to be granted. 

Prices 

11.01 Average domestic sale log prices have remained at about M$ 37 
per forest ton considerably below the November 1970 estimates due to the 
depressed log market and reduction in log quality and volumes of Meranti in 
Scheme 11 (para 4.04). In an attempt to raise the average sale price, 
merchantability classes have been reduced from three to two grades on the 
assumption that the bulk of Grade B logs will be re-classified Grade I logs. 
The current domestic log sale price list is shown at Annex 16. The re
calculated weighted average domestic log sale price (AnneX 17, Table 1) is 
M$ 39/forest ton. Log exports show a profit margin of between M$ 7 and 
M$ 10/forest ton whereas logs sold in the domestic market show a break even 
position. 

11.02 No change is expected in the average sale prices of exported sawn 
timber and plywood (Annex 17, Tables 2 and 3), but the price of sawn timber 
sold in the domestic market has been reduced from M$ 170/ton toM$ 125/ton 
to allow for a l ower than anticipated demand ·for timber kiln-dried to 12% 
moisture content. 

Benefits 

12.01 Annex 18 gives revised calculations of the economic and financial 
rates of return. The economic rate of return is now estimated at 20% and 
the financial return is at about 7% (appraisal 29% and 15%). The difference 
between the two is mainly due to the substantial royalties and premia 
accruing to the State Government. These calculations are based on the lower 
prices now obtaining and the returns would improve if prices harden. 

12.02 While the project's returns will depend primarily on actual prices 
and quantities for sawn timber and plywood, important secondary benefits 
should be derived from the further expansion outlined below. 

Future Devel opment 

13.01 Plans for establishing a component part factory, pre-fabricated 
housing plant, particle board plant, a cabinet factory and veneer slicing 
section are presently bei ng studied by Cantrans. These additions which 
would ensure maximum utilization of the raw material would substantially 
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increase the project's returns. The next supervision mission should review 
the position and advise on the feasibility studies required and possible 
sources of finance. 

Reports 

14.01 A revised format (Annex 19) for the monthly progress report was 
developed by the mission and SJSB to ensure comments on all important issues. 

RRowe:DLomax:LLjungman 
MT/ST Agri. Projs. 
IBRD 
June 29, 1971 

cc: Messrs. Chadenet/Baum/King/Rovani/Lee/Engelmann/Lithgow/Elliot/ 
Perch/Evans/Wapenhans/Mclvor/Adler/DarnelliTakahashi/ 
Veraart/Forcum/Sandberg, Jentgen (Area)/Hasal/Sassoon 

Central Files 



Mr. Ishak Tadin 
Chief Executive Director 
MARA 
Kuala Lumpur, Malaysia 

Dear Mr. Tadin: 

DRAFT LETTER 
Page 1 

Messrs. Raymond Rowe, David Lomax and Leonard Ljurtgman have 
reported on their recent mission to review progress on the Jengka Forestry 
Project. The enclosed memorandum contains their principal findings and 
recommendations which we feel will be helpful to the project authorities. 
Also attached are four copies of the project's latest financial projections 
and the suggested format for future monthly progress reports. 

The mission was pleased that the transportation problem had been 
solved satisfactorily and impressed with physical implementation in spite of 
delays caused by the floods. Despite the current problems referred to in 
the attached memorandum that are cause for concern, the mission considers 
the project is well conceived and is being executed soundly. 

We are informed by the mission that all parties have agreed to the 
alternative location of Mahawangsa Timber Industries' concession of about 
10,000 acres in the Berkelah Forest Reserve and hope shortly to receive 
from you the legal documents and map signed by the Chief Minister for Pahang. 

The mission was severely critical of the continuing absence of 
cooperation between State forestry officials and SJSB, lack of progress on 
improving the rules and procedures applied by the State forestry officials to 
the project and slowness to make provision for project staff residential 
quarters in the Jengka Triangle. 

With respect to cooperation there has been no follow-up of the 
reco1110endation made by the Bank in December 1970 that meetings should be held 
between the various agencies and authorities concerned with the project's 
execution to discuss and resolve problems of mutual interest. We believe 
that regular meetings between State forestry officials and project management 
including SJSB's consultants will improve relations and lead to the introduc
tion of modified rules and procedures more suited to the needs of West 
Malaysia's first large scale integrated forest industrial complex. 

Regarding residential housing it. will be important to follow-up 
the Treasury's statement that if State funds are not forthcoming from the 
Jengka Development Corporation the Federal Government would assume res
ponsibility for building these quarters through the recently formed Housing 
Development Cor poration. 

Due to a softening of the Japanese log market, delays in comr 
missioning the project's processing facilities, higher administrative and 
production costs and an increase in project costs, there will be a cash 
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deficit of about M$ 5.8 million in 1972. We would recommend that this be 
resolved by raising M$ 2.5 million of equity capital and M$ 3.0 million as 
a short term loan with some overdrafts being used to cover any further 
deficits. · 

We look forward to receiving your comments on these matters and, 
in particular, to learning how you intend providing capital to cover the 
cash flow deficit. We will continue to follow the project with interest 
and plan to send our next $Upervision mission in the autumn of this year. 

With best personal regards, 

Yours sincerely, 

Bengt G. Sandberg 
East Asia & Pacific Department 



MEMORANDUM 

MAJOR FINDINGS AND RECOMHENDATIONS OF THE MAY 1971 MlSSION TO REVIEl~ THE 
PROGRESS OF THE JENGKA FORESTRY PROJECT . 

Timber Licenses 

Now that agreement has been reached by all concerned to the al
ternative location of Mahawangsa Timber Industries' concession of about 
10,000 acres in the Berkelah Forest Reserve, the Bank requires that the 
formal agreement and map signed by the Chief Minister for Pahang be forwarded 
as soon as possible. These documents .will then form part of the Loan 
Agreement. 

Cooperation between Project Management ·and the State Forest Department 

Lack of cooperation between the State Forest Department and SJSB 
continues to be a problem. The committee set up in November 1970 which has 
not met since, needs reviving. Apart from discussing and resolving problems 
of mutual concern, SJSB could use the committee as a means of improving 
public relations and impressing State Forestry Authorities of the benefits 
in addition to royalty that will result from the project (e.g. foreign exchange 
earnings, employment, improved utilization of the forest resource, promotion 
of secondary species, multiplier effects, etc.) 

State Forest Department Procedures 

The State Forest Department's cumbersome procedures continue to 
impair t he efficiency and profitability of the project. The main problems 
were discussed at Federal and State levels and the following specific action 
reconmended. 

Annual Felling Licenses 

Review the rules and regulations governing annual felling licenses 
to (a) eliminate the need for keeping logs from each licensed area in 
separate piles and (b) avoid double premium payments where felling$ are 
delayed awaiting an improvement in the market. 

Royalties 

Review the current practice of charging royalty on non-marketable 
standing trees, undersized logs and defective butt-end chunks of less than 
2 ft. In Scheme 12 alone it is estimated that SJSB will have to pay about 
M$ 160,000 in royalties on standing trees which ' presently are not marketable. 

Procedures 

Investigate ways of streamlining the State Forest Department's 
checking station, closing report and log export procedures on the lines sug
gested by the Bank and SJSB. 
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Royalty Scaling 

SJSB to prepare proposals for revising royalty scaling procedures 
to speed up operations and allow for measurement to take place in the project's 
log yard. At full capacity, some 1,000 logs a day will have to be measured. 

Defect Allowance 

SJSB to run recovery tests once the sawmill is in operation so 
that measurements of defects can be presented to the State Forestry Depart
ment as a basis for calculating defect allowances. 

Forestry Legislation 

Assistance to be sought from outside Malaysia to revise the 
country's obsolete forestry legislation largely responsible for these 
procedural problems. 

Housing 

It had been agreed previously that the Jengka Development Corpora
tion would develop a township for project staff in the Jengka Triangle but 
nothing has been done. However, the Federal Government has now agreed that 
if state funds are not forthcoming from the Jengka Development Corporation 
it would assume responsibility for building residential quarters through 
the recently formed Housing Development Corporation. This undertaking 
requires confirmation and implementation should be followed closely. Recre
ational facilities are also urgently required as a means of attracting and 
keeping staff. Areas for football and badminton should be levelled off 
and additional features may be added later. 

Financial Position and Prospects 

From the attached statements you will see that SJSB's financial 
position and prospects appear reasonable. Profits and cash generation 
build up more slowly than was anticipated at appraisal. This is mainly 
due to higher administrative costs, lower sales and selling prices and higher 
operating costs. It appears that the funds committed by the shareholders 
and the Bank loan will not cover the project requirements. We recommend 
further financing in the form of more equity (M$ 2.5 million) and a short term 
loan (M$ 3.0 million). Particular attention should be paid to the following: 

exports should be built up as quickly as possible. 

administrative and operating costs should be investigated 
and closely controlled. 

current assets should be controlled. 

projected ~ncome statements . and cash flows, etc., should 
be prepared six-monthly, having first ·agreed timber 
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availability, production capacity, prices and sales mix 
With the forestry, production and marketing departments. 

inventory situation reports and receivables and payables 
aging lists should be prepared monthly. 

Other Matters 

The mission also recommends that the following action be taken 
on these matters:· 

(a) Inventory and Forest Management - The Planning Forester should, 
as soon as possible, complete the merchantability inventory in the 
remaining areas of the Jengka Triangle and in those parts of the 
Berkelah, Tekam and Tekai Forest Reserves that fall within the 
agreed project area to enable: 

the Forestry Division to update and, if necessary, revise 
its forward logging and road construction plans; 

the Marketing Division to prepare a sales program based 
on a more accurate assessment of the volumes (by species 
and quality) likely to become available in the future; 

SJSB to define the boundaries of the 300,000 acres of 
productive forest guaranteed to the project within the 
agreed area of some 630,000 acres, so that the balance 
can be handed back to the State; 

a sustained yield forest management plan to be prepared 
for that portion of the guaranteed area of productive 
forest which is not going to be cleared for land settlement. 

(b) Water Supplies ·- Action is needed to supply water to the project 
area without further delay and another assessment should be made 
to ensure·availability matches future needs. 

(c) Markets - · Although the long term market prospects for Malaysia's logs 
and timber remain good, the presently depressed Japanese log market 
is causing concern. Improvement is not expected until the fall. 
There is need for market promotion and early diversification into 
secondary and tertiary products such as furniture component parts 
and pre-fabricated houses, to increase the financial return and 
improve the cash flow. Possibilities of converting locally pur
chased timber to export quality also needs to be investigated. 
The East Asiatic Company should be asked to supply the services 
of a timb er marketing specialist for about two months to assist 
with market research and development, and SJSB should fully 
support the East Asiatic Company's proposal to organize a Timber 
Symposium at ~uala Lumpur in August. 
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(d) Organization and Management - Organization and management could be 
improved by: 

Training 

reactivating the management committee; 

relocating headquarters to Kuantan (until housing is ready 
in the project area) close to the Jengka Triangle and State 
authorities; 

allowing Cantrans (Messrs. Pyper, Welsh and Wilfert) to move 
gradually from an operational to a consultancy role as the 
General Manager and SJSB management team assume greater 
responsibility for the project's activities. 

On-the-job training for logging, road construction and sswmilling 
personnel at the operators' level has proceeded fairly well but little 
progress has been made with the foreman, middle and upper level management 
training programs. SJSB should intensify its search for suitable management 
staff and gear its training program so that local staff are adequately 
trained to take over before the departure of individual members of the 
Cantrans/Dencan team. 

Liaison with FLDA 

Liaison with the Federal Land Development Authority is required 
on the following matters: 

cost aharing for the Class I and II roads that are 
required by both projects; 

a joint FLDA/SJSB approach to the Railways Administration 
for containerized transportation facilities of both projects' 
finished products (rubber, .oil palm, sawn timber, plywood, 
etc.) from the Jengka Triangle to Port Swettenham; 

revision· of the order in which future scheme areas are 
felled to enable more economical logging; and 

establishment of facilities in the regional center. 

Future Developments 

The status of plans for establishing a component part factory, 
pre- fabricated housing plant, particle board plant, cabinet factoey and 
veneer slicing section should be reviewed and a new timetable drawn up for 
discussion with members of the next review mission in November 1971. 
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Reports 

The attached revised format for the monthly progress report is 
suggested to ensure comments are made on all i mportant issues. 



ANNEX 1 

HALAYSIA 

LOAN 673-HA - JENGKA FORESTRY PROJECT 

PLACES VISITED AND OFFICIALS MET 

1" The mission visited Halaysia from May 9 - 22; . the Jengka 

Triangle on May 15, 16 and 19, and Kuantan on Hay 17 and 18. 

2. · Senior officials met included a 

Federal Government 

R. Hon. Abdul Ghaffar b. Baba 

Enche Ishak bin Tadin 

Enche Abdullah bin Ayub 
Inche Badruldin Samad 
Inche Jahaya Mat 
Inche Kamarudin Abdul Kadir 

Inche Karim Nansor 
Mr. Thong Yaw Hong 
Inche Sulaiman bin Abdullah 
Fnche Ismail ·bin Abdullah -

State Government of Pahang 

YBH Dato Tunku Shahri:man 
bin Tunku Sulaiman 
Inche Mohd. Tarmizi bin Tahir 

Inche Mohd. Darus bin Hj. 
Hohamad 

SJSB .--
Inc he Mohd. Bas li b • Mohd. 
Nawi 
Mr. F .w. Fearman 
Inc he Muhd o Yusuff bin Muhd. 
Yumus 

. Cantrans 

Mr . I. G. Pyper 
Mr . M.Jo Welsh 
Mr. F .A. Wil fert 

Auditors 

Mr. P. Co Geh 

: Minister of National and Rural 
Development 

: Chief Executive lli rector, MARA 
and Chairman SJ SB Management 
Committee 

s Deputy Secretary, Treasury 
: Secretary, Treasury 
s Principal Assistant, Treasury 
: Ministry of National and Rural 

Development 
s Ministry of Agriculture and Lands 
: Director General, E.P.U. 
: Director of Projects, E.P.U. 
: Director General of Forestry 

. . 

• . 

State Secretary Pahang, Kwantan 
General Manager, Jengka Develop
ment Corporation 

State Forest Officer, Kwantan 

: Managing Director, SJSB 
a General Manager, SJSB 

: Deputy General Manager, SJSB 

: Managing Director 
: Director of Forestry 
a Director of Processing 

Peat, Marwick & Mitchell 



1/ Includes inventory of )00 tans 
2/ " 11 11 5, 000 tons 
31 11 

" " 6,ooo t ons 
41 " " 11 700 tons 
'ffl 11 

" " 1~000 tons 
~~ Includes estimated increases of 3,000 and 6,ooo tons respectively over the fig1xres 

supplied to the November 1 70 Supervision Jvdssion · 
11 Inc lndes an inventory of 600 tons of unsold logs 

June 17, 1971 
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MALAYSIA 

JOOKA FORESTRY PROJECT - LOA.J.'i 673-MA 

COMPARISON OF ACTUAL WITH PROJECTED SPECIES DISTRIBUTION, 1970-71 

SPECIES GROUP·!/ 

1 2 _3_ 4 _5_ 6 7 8 9 

1970 October 25.8 10.7 30.9 2.4 14.1 7.9 2.5 5.3 0.4 

November 32.3 9.3 29.2 0.5 8.7 8.5 2-.5 8.1 0.9 

December 24.1 6.8 24.6 3.3 24.7 4.8 2.3 8.7 0.7 

1971 January 25 8 31 - 23 3 3 7 

February 35.9 8.4 30.4 2.8 6.9 3.3 3.0 8.9 0.4 

March 36.2 7.0 27.5 2.3 8.8 7.3 3.7 6.1 . 1.0 

April 31.3 10.5 29.6 2.6 10.2 8.7 3.0 ).6 0.5 

Average for 7 month period ~/ 30.0 8,7 29.0 2.3 +Ji8 . 6.2 2.9 6.8 0.7 

November 197C Projections 35 7 27 3 13 6 3 4. 2 

Distribution according to 
cruise of Scheme 12 29.5 14.8 17.9 2.4 20.5 3.2 2.7 7.4 1.6 

~ 
tr:l 

!I Details of species within each group are shown in Annex 3 of the November 1970 Supervision .,>< 
lw 

Mission Report. 

2/ These figures are mainly related to the production from Scheme 11. 

June 8, 1971 



MALAYSIA 

JENGKA FORESTRY PROJECT - LOAN 673-MA 

OOMPARISON OF ACTUAL WITH PROJECTED LOO PRODUCTION 
BY MERCHANTABILITY CLASSES 1/ 1971-71 

ANNEX 4 

Merchantability Classes 
% of Volume 

Grade A Grade B Grade c 

1970 October 52 .8 42 .1 5.1 

November 49.5 45 .5 5.0 

December 44.7 51.2 4.1 

1971 January 44.2 51.1 4.7 

February 41.7 52.4 5.9 

March 45.8 49.4 4.8 

Average for 6 month period 46.5 48.6 L-9 

November 1970 Projection 75 20 5 

1/ Until May 1971 logs were divided into three grades based on length, 
diameter and quality. Now two grades are recognized (Annex 16 ) 
based on top-end diameter and quality. 

June 10, 1971 

" 
" 
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MALAYSIA 

JEtl'.:KA FORESTRY PROJECT - LOAN 6 73-MA 

ACTUAL AND ESTIMATED PROJECT COSTS 

M$'000 

Actual 
to 30/9/70 1971 1972 1973 1974 1975 TOTAL 

FORESTRY 

Logging Equipment 4,835 1,159 - 5,994 
Load Equipment 68 1,655 - 1, 723 
Camp Equipment 427 351 114 892 
Buildings 330 589 - 919 

TOTAL 5,660 3,754 114 9, 528 

. 
PROC~ 

Sawmill Equipment 2,346 1,696 4,042 
Plywood Equipment 378 6,246 1,267 7,891 

SL'B-TOTAL 2, 724 7, 942 . 1,267 11,933 

Building, Site and Engineering 516 3, 785 6,057 10, 358 
Power Plant 245 1,505 1, 750 

TOTAL 3,485 13,232 7,324 24,041 

AIMINISTRATION 

Leasehold Improvement etc. 13 82 95 
Vehicles 56 90 146 
Office Equipment 27 82 109 

TOTAL 96 254 350 

MA.~AGEHENT FEES AND EXPENSES 

Management Fee 1,856 1,950 1, 232 210 5,248 
Management Expenses 413 391 596 382 1,782 
Dencan 131 50 50 25 256 

TOTAL 2,269 2,472 1,878 642 25 7,286 ·> z 
TOTAL PROJECT 11,510 19,712 9,316 642 25 41,205 I~ 

V\ 

June 23, 1971 



ANNEX 6 
(- Page 1 

MALAYSIA 

JENGKA FORESTRY PROJECT - LOAN 6 73-NA 

CAPITAL COSTS 
M$ 'OOO 

Date of 
Unit Spent to Purchase Country 

guantity Cost Total 3/31/71 Qtr/Year of Origin 
FORESTRY 

Logging 

Clark skidders - 666 6 75 450) 2/70 Canada 
- 668 4 104 . 415) 3/70 Canada 
- 668 4 109 437) 2/71 Canada 

Pacific trailers 4 36 143) 4/70-1/71 Canada 
II trucks 4 210 841) 4/70-1/71 Canada 
II trailers (90 tons) 1 73 73) 4/70 Canada 

Caterpillar - D7E (used) 1 119 118) 2/70 U.S.A. 
D6C 5 130 652) 2/70 U.S.A. 
D7E 1 169 169) 1/70 U.S.A. 
966e loader 2 144 287) 1/70 U.S.A. 
bucket & 

grapple 30 30) 3/70 U.S.A. 
988 loader 1 268 267) 3/70-1/7~ U.S.A. 
980 loader 3 291 574) 2/71 U.S.A. 
D7F 2 183 367) U.S.A. 

- chargers on 
above 167 

Logging Trucks - balance 143 2/71 Canada 
Landing lighting 15 4/70 Local 
Power saws 24 70 Local 
Tires 23 4/70 Local 

5 '195 3,670 
Road Construction 

Compaction roller 1 17 17 3/70 U.S.A. 
Pull Scraper 1 10 10 3/70 U.S.A. 
International dump trucks 4 49 196 1/71 U.S.A. 
International dump trucks 4 51 205 2/71 France 
Poclain excarator 1 156 156 3/70 U.S .A. 
Caterpillar - D7E 1 169 169 4/69 U.S .A. 

14E grader 1 115 115 2/70 U.S .A. 
966 loader 1 129 129 1/70 U.S.A. 
621J scraper 1 197 197 2/70 U.S .A. 
621J scraper 1 278 278 1/70 U.S.A. 
D7F 1 118 118 4/69 U.S.A. 
D9G 1 356 356 3/70 U.S.A. 
D8H 1 323 323 4/69 U.S.A. 

Stone crusher 52 52 2/70 Local 
Rock drill equipment 100 4/70 Local 
Crusher plant 100 4/70 Local 

2,521 2,217 



ANNEX 6 
Page 2 

Date of 
Unit Spent to Purchase Country 

Quantity Cost Total 3/31/71 Qtr/Year of Origin 
Camp Equipment 

Sunday Vehicles 114 Local 
Transport trucks 2 33 1/70 Local 
Bedford fuel truck & 

trailer 1 13 3/70 Local 
Bedford service truck 1 10 3/70 Local 
Other trucks 3 53 1/70 Local 
Land Rovers 7 92 1/70 Local 
Automobiles 2 23 70 Local 
Motorcycles 3 1/70 Local 
Cornbi vans 5 56 4/70 Local 
Datsun pick-up 1 8 Local 
Electric generators 4 20 Local 
Office and shop equipment 91 Local 
Radios - SSB 38 Canada 

- mobile 51 Canada 
Welder 8 Local 
Generating equipment 10 70 I .. ocal 
Steam cleaner 3 Local 
Fire protection 4 Local J 

Water transport 25 Local 
SKKKB assets 71 Local 
Ford chassis 4 46 186 1 /71 U.S.A. 

892 539 
Buildinss 

Senior permanent camp 449 70 Local . 
Married quarters 10 70 Local 
Kuantan yard jJ_ 461 71 Local 

920 !tOO 
Summa.!Y 

Logging 5 '195 3,670 
Road construction 2,521 2,217 
Camp Equipment 892 539 
Buildings 920 400 

9,528 6,826 

---·-
L! I ncludes equipment • 

.. . 



PROCESSING 

Manufacturing Equipment 

Sawmill 

Log splitter & deck saw 
Rosser debarker 
Band saws & equipment 
Chain and steel 
Link chain 
Lumber drying and conditioning 
Wadkin planer/molder 
Impregnation plant 
Log handling machine 
Hyster trucks 
Log carriage & equipment 
Bandmill resaw & equipment 
Steam boiler 
Bandmill saws 
Hammer log 

Plywood 

Veneer log barker 
Hot presses 
Lathe charges 
Veneer lather 
Roller type dryer 
Continuous dryer 
8' lathe system 
Continuous dryer system 
Deck tray system 
Core lathe system 
Roller dryer system 
Moisture detectors 
Factory carts 
Patcher 
30" veneer log 
Nylon chain & binders 
Cutting saws 
Widebelt sander 
Glue spreader 
Pre-presses 
Loader & unloading 
Scissor lifts 
Air compressor 
Wadkin molder 
Drive motor & reducer 
Other foreign equipment 
Other local equipment 
Insurance & Handling 

Total 
Cost 

44 
141 

74 
88 
25 

659 
273 
126 
371 
615 
565 
362 
627 

18 
54 

4,042 

185 
642 
235 
577 
397 
420 
480 
140 
220 
130 
240 

80 
so 
55 
26 

4 
141 
291 

71 
120 
165 

71 
70 
21 
97 

1,700 
830 
433 

7,891 

Spent to 
3/31/71 

3,500 

2,119 

ANNEX 6 
Page 3 

Country 
of Origin 

Canada 
Canada 
Canada 
Canada 
Canada 

Australia 
U.K. 
U.K. 
Canada 
U.S.A. 

Australia 
Canada 

Australia 
Canada 
Canada 

Canada 
Canada 
Canada 
Japan 
u.s.A. 
U.S.A. 
U.S .A. 
U.S.A. 
U.S .A. 
U.S .A. 
U.S.A. 
U.S .A. 
Local 
U.S.A. 
U.S .A. 
U.S.A. 
Canada 
U.S.A. 
U.S.A. 
Japan 
U.S.A. 
U.S.A. 

U .K./Germany 
N.A. 
Local 



ANNEX 6 
Page 4 

Total Spent to Country 
Cost 3/31/71 of Origin 

Buildings, Site & Engineering 

Site and preparation 1,026 Local 
Building 5,686 Local 
Erection & Installation 931 Local 
Water supply 630 Local 
Temporary townsite 330 Local 
Permanent townsite 1 ,580 Local 
Engineering 143 Local 
Bachelors' quarters 32 Local 

10,358 1 ,380 
Power Plant 

Diesel generator 1,500 U.K. 
Transformers 250 

1,750 1,292 

TOTAL 24,041 8 1291 

June 29, 1971 



MALAYSIA 

JENGKA FORESTRY PROJECT - LOAN 673-MA 

PROJECT COSTS 
M$'CXX> 

Curre!!l Appraisal 

Foreign Local Total Foreign Local Total 

Logging 6.89 2.64 9.53 6.34 1.67 8.01 

Processing 12.11 11.89 2u.OO 13.52 7.35 20.-87 

Administration - .35 .35 - - -
Working Capital - 5.11 5.71 - 3.06 3.06 

Management Fees 6.75 .28 . 7.03 6.14 - 6.14 

Total 25.75 20.87 46.62 26.00 12.08 38.08 --

June 23, 1971 

Difference 
( Curre.nt US A:ppr~i_sal) 

Foreign Local Total 

+ .55 + .97 1.52 

-l.Ll +4.54 3.13 

- .3.5 .35 

- 2.65 2.65 

.61 .28 .89 

- .25 +8 .79 8.54 

~ 
~ 
:>< 
-..J 



ANNEX 8 

MALAYSIA 

JENGKA FORESTRY PROJECT - LOAN 673 - MA 

PROJECT FINANC:mG . 

M$ million 

. 1970 1971 1972 1973 197L 1975 

Costs 

Project costs 11.6 19.8 9.3 .7 
Working capital (2.L) 3.7 3.2 .1 
Replacements 1..5 2.5 2.1 
Road construction 
Housing .7 .3 1.7 

Total 9.9 23.8 1L.2 2.3 2.5 2.1 

Financins 

MARA 8.7 1.3 
Pahang state 1.8 i.2 - -
IBRD 2o.L u.1 .6 {i.3) (2 .6) 
Share redemption - (4.5) 
Earnings .u (.8) L.u 1·3 7.6 8.L 

J. 

Total 10.9 22.1 9.1 7.9 1 •. a 5.8 

Cash surplus (deficit) 1.0 (1.7) (5.1) 5.6 (.7) 3.1 

Cumulative 1.0 (. 7) (5.8) (.2) (. 9) 2.8 

June 25, 1971 



:HAT..:AYSIA 

JENGKA FOR.ESTHY F:·lOJECT - LOAF 673-EA. 

SCHEDlJT.JE OF DISB1.JR.S~r-1F~NTS 

AS OF MARCH, 19n 

A.CC'Ln.-1UltA1rED DISBlffiSEHENTS I t!. THCUS.~.N'DS 
0.3. D:JTJLARS EQUIVALENT 

l./' 

O"F' 

IBRD Fiscal Actua~. Tota! -j Aporaisal Ne';'IT Disbursement 
Year and (~uarter Disbursements lSstimate 
---------~------~-

1970/71 
lst 
2nd 
3rd 
hth 

1971/72 
lst 
2nd 
3rd 
1tth 

1.972/73 
1st 
2nd 
3rd. 
4th 

J_9(3/7LI. 
lst 
2nd 
3rd 

To date h794 

C ~- c.>:: i. n E~ Date : 

June 23, 1971 

3' 52 b. 

7,339 

8,L.02 

8,500 

(/30/74 

Est.imP.te 

4800 
6400 
7400 

7450 
7990 
~3200 
8300 

P330 
83)0 
R)f~ D 

.S.380 

81_;00 
Pd~)O . 

BSOO 

_l 

ANNEX 9 
Table 1 

New Estimqte 
as Percentage of 

Appraisal Estimate 

102 

99 



) 

Project Costs 

1970 4th Quarter 

1971 1st Quarter 
2nd 
3rd 
4th 

1972 1st 
2nd 
3rd 
4th 

1973 1st 
2nd 
3rd 
4th 

Forestry 

5,66o 

9.38 
2,816 

114 

~ 

JENGKA FORESTRY PROJEX:T - LOAN 673-MA 

QUARTERLY PROJECT COSTS AND FOREIGN EXCHANGE PORTION 

~· 
Processing Management 

SaWiiiiTI -----pzywood -BuiiOings - Power 
and Site 

AdlnirilstraUon--r-ees-- Expenses 

2,346 378 516 245 96 1,856 413 

1,696 701 - - 254 670 130 
- 2,8o6 790 785 - 640 131 

2,739 2,995 720 - 640 130 
132 149 

- 633 6,057 - - 490 149 
634 - - - 380 149 

230 149 
25 

173 25 
172 25 
147 25 

Fee 
(Dencan) 

'4 
67 
13 

12 
13 
12 

12 
13 
25 
25 

r · -/) ~ 

Total 

11,510 

4,389 
8,032 
7,291 

294 

7,455 
1,176 

391 
25 

210 
210 
197 

25 

Tal'AL 9,~ 4,042 7,891 -- -,-o;.35Cl - --;~o- - --- -),5Jo 1 ,soo 256 41 ,2os 

Foreign Exchange 

1970 4th Quarter 

1971 1st Quarter 
2nd 
3rd 
4th 

1972 1st Quarter 
2nd 
3rd 
4th .. II 

1973 1st 
2nd 
3rd 
4th 

Total 

4,838 2,311 

922 1,442 
1,133 -

6,893 3,753 

373 - 246 

281 - 732 
2,596 - 772 
2,382 - -

~Z? - -
- -

6,609 - 1, 75o 

N.B. Management Fees include M$ 282,000 exchange control costs 

June 23, 1971 

-
---. 

-
-

-

1,856 413 - 10,037 

620 130 - ~ 127 
590 131 - ,222 
590 130 - 3,102 
132 149 

460 149 - 1,204 
360 149 - 891 
210 149 - 359 

25 - 25 

153 25 - 178 

~~ 152 25 - 177 
127 25 - 152 

X - - - - \D 5,256 1,560 25.755 



HALAYSIA 

JENGKA FORESTRY PROJECT - LOAN 673-MA 

3oard of Directors 

Dato Hustaffa (Chai.rma"1.) 
*Inche Ishak Tadin (Chairman of 

Executive Co~~ttee) 
*Inche Abdul Ghani 

Inche Abdullah bin Aj~b 
*L~che Badruddin ~~d 
Raja 'la.n 3ri l<ohar 
Ta:n ,3ri S::.led J aa.far Albar 

*Dato Teng~u Razaleigh Hanzah 
Dato Haho;;-ad bin J'.lsoh 

*Inc he Ismail 
~-Dato Tunku Shahriman 

Enche Nik Badli Shah 
*Raja Mohd• Alias 

* Hembers of Executive Committee 

June 9, 1971 

PERSONNEL 

SJSB 

Deputy Chairman, Nlu'U 
Chief Executive Director, MARA 

Direct or Finance, I1ARA 
Deputy Secretary, Treasury 
Principal Assistant Secretary, Treasury 
Secretary General Hanager of Corn.lfterce & Industry 

I'1a.naging Director, Bank Bumiputra 
Chairman, Pahang State Development Corporation 
General Manager, Pahang State Development Corporation 
State Secretary, Pahang 
State Financial Officer, Pahang 
Director General, FLDA 



Name 

(a ) Hanagement 

* Hohd. Rasl i 
F .M. Fear :nan 
J.P.N. Clifford 

VI . Ramlow 

(b ) Finance 

T. Canning 
1-1 . Letissi er 

D.D. Dykelf 

(c) Forestr; 

:·I .J _. Ellis 
R.F. Pelant 
J .H. Rithale.r 
W.T. Charke 
J.P. Lewis 

R.B. Buster 
R .!1 • . Park 
R.A.F. Schmidt 
G.K. Smith 

Contract Period 
of Cantrans/Dencan 
Staff 

8/3/71·--t 8/3173 
1/10/69 - 1/10/73 

l/2/70 - 1/2/73 
lS/2/71 - lS/2/72 

1/10/69 -- 1/10/72 

17/2/70 - 17/2/72 
4/1/71 - 3/1/73 
1/10/70 - 30/1171 
~1/170 - 11/7/72 
27/12/70 - 27/2/72 

26/9/70 - 31/J/72 
21/l0/70 - 21/4/72 
7/12/70 - 7/5/72 
10/6/71 - 30/3/72 

-* l1embers of Executive Committee 
!( Resident in Vancouver 1 BC 

Post· 

l1anaging Direct or 

Counterpart 
Staff 

General Manager Yusuff bin Huhd. 
Project YJ.anager 
T~1IDO Management Adviser 

Finance Controller 
Cost Accountant 
Sawmill Cost Accountant 
Forest Cost Accountant 
Pl)~ood Cost Accountant 
Purchasing Representative 

Forest Hanager 

Armuarul b. Perai 
Shariff gusa 
Jaafa.r Ismail 
Sahir Senawi 
Hassan ~d 
Rusli b. Abdullah 

Planning Foreste-r Annu.ar Aziz 
Logging S~perintendent 
Forest Engineer Annuar Razak 
Road Constrruction 

Superintendent 
Mechanical Supe-rintendent 
Logging Foreman 
Logging Foreman 
Logging Foreman (Training) 

Local starr foremen - 16 

....... _ 

Date 
Appointed 

23/3/71 

1/3/71 
5/1/71 
15/2/71 
1/3/71 
15/7/71 
21/7/70 

1/2/71 

1/S/71 

~:z: ~~ (!) ~ 

1'\) 

1 J 



Name 

(d) Process:ing 

(i) General 

Flemming Lund 
J. Meyers 
R.A. ThoTIL-nasen 
P. Bergstrom 

(ii ) Timber Processing 

J. T. Lapsley 
E.M. Kellerman 
A. Halliday 

Ed Bartrim 

., (iii) Pll!ood Processing 

M.A. Pabia 

(e) Marketing 

R. Kristensen 
J.To New 
N .B. Da:vidsen 
s. Ishojer 
E.J. Vaughan 

I.G. Pyper 
vl oJ. Welsh 
F .A. Wilfert 

2/ On probation 

Contract Period 
of Cantrans/Dencan 
staff 

18/12/70 - 15/10/73 
6/8/70 - 1/10/73 
20/3/71 - 19/3/72 
17/1/71 - 16/1/72 

16/4/71 - 15/4/73 
5/2/71 - 4/2/72 
6/8/71 - 5/8/72 

26/10/70 - 25/10/71 

ETA end of 1971 

1/1/71 - 1/1/75 
1/2/71 - 1/8/72 
i/1/71 - 1/1/7 3 
1/4/71 - 1/4/74 
1/2/71 - 31/1/73 

"'-~_) 

Post Counterpart 
Staff 

Project Engineer 
Installation Supervisor - 2/ 
Mechanical Engineer Abdul Rakmin Ahma~/ 
Electrical Engineer Abdul Manaf Rahman-
Steam Plant Super-

intendant A.s. Xavier 

Production Superintendent - 2/ 
Production Foreman Abang Mohd. ~rm-
Foreman Dry Kiln Ahmad b. Rian- 21 Planer-l1oulder Razak b. Othnian-
Saw ·Doctor Zainud.in b. Kasar 

( Production Superintendent 
( Green End Foreman -
( Preparation and Glue Foreman 
( Finishing End Foreman 

Marketing Ha.nager 
Traffic Manager 
Log Sales Coordinator 
Production Sales Coo~dinator 
Log Expert Yard Superintendent 

Local Appointrrents - 3 

CANTRANS 
~Anaging Director ) 
Director of Forestry ) Part time as advisers 
Director of Processing ) 

:;· 

J 

. 
Date 
Appoint ed 

15/5/71 
15/5/71 

·16/4/71 

6/3/71 
15/5/71 
15/6/71 
1/6/71 

-

~IS; OQ Z 
(t) ~ 

' w ·· 



Contrans Board 

I 
Forestry 

EIU• (C) I* 
@ No expatriate to be appointed * Being appointed later 
C ·eantrans 
D Dencans 

l 
I 

I I 
Processing Finance 

'""' 10 1 * Caoolog I Aoooorul 
(C) 

JENGKA FORESTRY PROJECT 

SJSB ORGANIZATION CHART 

Board of Directors 

Executive Committee 

Managing Director 
Rasli 

Management Committee 

General Manager 

Fearman (C) Yusuff 

Administration 

@I* 

Dencans Board 

i 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 

! 

.t• I ·~ MARKETINGI DIVISION ·----- ------~----- -----I 

Quality control I 

and research I Sales Traffic 
I 

@ I*~-
I 

N- (D) I* I . I Sho61 
I 

Krostensen Mustapha 

I (D) Zulkifl i 

I~ 
L-------------------------

IBRD-5816 



MALAYSIA ..... 

JENGKA FORESTRY PROJECT - LOAN 673 - MA 

S,JSR ACTUAL AND ESTIMATED INOOME STATEMENTS 
M$•000 

Year Ending September 30th 

Net Profit or Loss per Operating Statement before 
interest: 

Logging 
Sawmill 
Plywood 

TarAL 

Interest 
H.Q. Administration 

TOTAL 

~!at Profit/Loss 

Less Deferred Expenditure w/off: 

Roads 
Management Fee and Expenses 
TarAL 

Net Surplus Deficit 

Summary of Depreciation and Amortization 

Logging 
Sawmill 
Plywood 
H.Q. 
TOTAL 

1970 

Actual 
(6 months) 

1971 1972 1973 1974 1975 

- - - - - - - - Estimated - - - - - - - - - -

(81) (218) 385 89 89 89 
(317) 2,145 2,8Ll 2,8Ll 2,8Ll 

- . - 1,735 L,2)8 L,238 L1238 

(81) (535) L1 265 71168 7,168 71168 

450 

450 

(531) 

(531) 

899 

13 
912 

608 1,635 1,800 
1...136 _ _b§66 1,414 

1,800 
1,260 

1,340 
857 

l~8L~ __ _3J3o1 _ 3,214 3,060 2,197 

(2, 379) 964 3,954 4,108 L,971 

703 703 703 
70J~ 103 703 

(2,J7.9)_ 96L 3,251_ 3.J.t05 _ L,268 

1,503 1,500 
740 

1,500 
740 

1,500 
7LO 

1,500 
7LO 

1,120 1,120 1,120 1,120 
41 50 50 50 50 

1,544 .1._4_!0 __ 3.410 3,~.410 3,~410 . 

Note: · No account has been taken or-1nterest on cash def'ici t. 

June 21, 1971 

1-3> 

~ ~ t.Ej 
C1) >< 
1-' ...., 

1\) 



MC.AYS!! 

JENGKA FORESTRY PROJECT - LOlN 6 73 - .MA 

FORESTRY OPERA.Tn«l STATEMEN'r 

M$ '000 

Year ending Septenber 30 ~ !21! 1972 ~ 
! $/Ton ! $/ron ! $/Ton ! $/ron 

~ 
Sales - Local Tons 38,876 104,800 39.00 165,000 39.00 170,000 39.00 

Export - 1sZ:~ 86.00 z[,fi·l: 88.00 2~·m 91.00 
Total )lr,1r1b 

' , 
Net Sales !/ 1,4h3 37.12 6,453 48.24 9,193 ·45.96 9,016 46.35 

Expenditure Y 
Direct - Falling 95 2.4h 2.21 2.20 2.20 

Skidding 135 3.47 7.32 7.~ 7.04 
rloods Scale and Load 46 1.18 1.)5 1.01 1.01 
Trucking 9 .23 1.10 1.15 1.15 
Log Yard - - 1.38 1.50 1.50 
Road .Maintenance 11 .28 .54 .61 .61 
Road Costs 105 2.70 5.50 5.00 6.00 
Jengka Camp Overhead 223 5.75 4.81 3.60 4.03 

Total Direct b24 16.os 3,553 24.21 4,480 22.11 4. 706 23.54 
Indirect - Forestry and Engineering • 72 .58 .58 

Forest Premium 93 2.30 2.10 2.10 
Closing Report .27 .20 .20 
Overhead 4h6 .84 .81 .81 
Sales Log Handling .29 .12 .12 
Royalties )60 9.26 10.72 11.00 11.00 
Royalty Scaling 1 .03 .09 .13 .13 

. B:n 'i'4:"94 14.94 
Cost of Sales Jengka ~ 5,651 39-44 7.4lo 200,000 37.05 7.696 200,000 39.48 

Export - Contract Handling 11.00 35,000 11.00 30,000 11.00 
Yard Handling 3.40 4.58 4.92 
Lighters 6.96 7.50 7.50 
Kuantan camp Overhead .70 2.83 3.13 
CUstoms Duty 8.60 8.80 9.10 
Commissions 5.16 $~24 5.42 

Total Cost Export Sales -- f:tW ~ §·g~ ~ r.3Ub w:sJ' t-'3? - ~~ Total Logging Cost of Sales ~ 4'7:13! , 200,000 44.04 ~ 200,000 44.5! (I)~ 

Profit Before Interest and Administration 
~I-' 
~ 

Costs (218) 385 89 

1971 - 75 New basis of allocation 

y Net sales are after deduction of marketing fees. 

?J Per ton charges relate to production tons. 

June 22, 1971 
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Year Brld1ng Septellber 30th 

SAWMILL 

~ 

Sales - Local (20X) 
Export (BOX) 

TOl'AL 

Gross Sales - Local 
Export 
Total 

tons 

Lesst SelliDg C~ssions, etc. 
Exporting Coots 
Export Cess 
Total Sel.l1ng Expenses 

!!U!!!! 
bpeoditare - Forest Tons 

- Production Tons 
Sa...ul. - C<l!t of Logs 

-Labour 
- Maintenance and Supplies 
- Power 
- Overhead 
TOrAL 

Dr,y 111n - Tons 
- Labour 
- Ma:intemnce and Supplies 
- Poller 
TOTAL 

Planer Mill - Tons 
- Labour 
- Maintenance and Supplies 
- Poller 

TCJrAL 

Illpregnation - Tons 
- Labonr 
- Ma:intemnce and Sllpplies 
- Poller 
Total 

TOTAL COSTS 
!nTentory adjust.ents 
Cost of Sales 
Het profit before depreciation 
Depreciation 
Het profit after depreciation 

~ 

JENOIA FORESTRY PIDJECT - LalH 673 Hl 

PBXESSING OPERATING STATEMEtlrS 

M$•000 

1971 1972 1973 - Oil 
M$ M$/Ton M$ M$)Ton1/ M$ II/Ton1/ 

6,6oo 8,340 
26,400 33 • .360 
33,000 41,700 

825 125.00 1,~ 125.00 
6, 7o6 254.00 8,473 254.00 
7~3"31 228.21 9,515 228.18 

402 15.24 526 12.61 
779 29 .50 984 29 .50 

21 .80 27 .80 
1 ,202 30:42 1 .537 )6.86 

6,329 191.79 1,978 191.32 

2,800 - - 56,500 - - 72,300 
1,670 - - 33,000 - - 41 J 700 

~ - -:w.<X> -2,2~ -- - 39.00 ~.820 - )9.00 
106 - - 418 - 12.66 500 - 11.99 
132 - - 71 - 2.15 78 - 1.87 

99 - - 165 - 5.00 180 - 4.31 
13 - - 16o - 4.85 16o - 3.80 
~ - ---- - ll14- - 2Ii.66 916 - 21_-2I 

- 33,000 - ~--- Lif,(OO 
116 - 5.36 212 - 5.oa 

39 - 1 .17 42 - 1.00 
40 - 1.20 40 - .95 2ss-- -------,-:ry---~---~- --- 7.03 

27,500 - - 32,500 
165 - 6.01 195 - 6.00 
70 - 2.54 76 - 2.34 
44 - 1.6o 44 - 1.35 m------ -------ro.Ts-- -- .313'- - -..:- - 2.69 

9,200 9,200 
45 - 4.89 45 - 4.89 
51 - 5.54 51 - 5.54 
ll - 1.19 ll - 1.19 

107 - 11.62 107 - 1T.62 
459 - - 3PS9 - 110.88 4,454 - 109.40 
142 - - 21 5 - - 57 
317 - - 3,444 - - 4,391 

(311) -----~- --z,lffi5 - --- - 3,581 
740 - - 740 

(317) - - 2,145 - - 2,841 

!/ M$ costs/ton relat.to prowcti.on tons. Total cost/ton relates to sales tms. 
June 23, 1971 

,( ' . 

~~ ~ w~;:; 



ANNEX 12 
Table 4 .. 

,MALAYSIA 

JENGKA FORESTRY PROJECT - LOAN 673 MA 

PROCESSING OPERATING STATEMENTS 

M$'000 

1972 
$/Ml/ 

1973 - ON . 
Sq.l't sci' • .rt $71'1 

$ millions sq • .rt-: ...L millions sq.ft • 

PLYWOOD 

Sales - Local 8,920 11,840 
- Export 25 2880 47 2360 

TOTAL 34 2Boo ~9 2 200 

Gross sales - U»cal 1,523 2,226 188.00 
Export ~ 198.00 92371 198.00 
TOTAL 191.01 11,603 19~.99 ~ 

Less: Selling Commission 321 9.52 580 9.80 ., 
Exporting Costs 336 13.00 616 13.00 
Total Selling Expenses 657 1B.B7 1 2196 20.20 

Net Sales 5,990 172.13 10,407 175.79 

Expenditure - Forest Ton 19,700 38,500 
Production m. sq. ft. 36,000 60,000 

Cost of logs 770 d 1
'§54 

1/ 
39 .oo-:-

Labor 1,312 , ~ 
Maintenance and suppli es 810 22.50 1,299 21.65 
Power 231 6.41 288 4.80 
Overhead 120 

~ 170 2.83 
TOTAL COST 32243 2z11J Bb.lb • 

Opening Inventory - tons 1,200 90.03 
- value 108 

Closing Inventory - tons 1,200 2,000 86.16 
-value 108 90.03 172 

Cost of Plywood ~ld 3,1J5 90.03 ~,049 ·sb.22 

Net Profit/loss before depreciation 2,855 5,358 

Depreciation 1,125 11120 
Net Profit before interest ~ 4223B 

1/ Cost/Forest ton 
June 22, 1971 
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MAJ..AYSIA 

JEt«;KA FORESTRY PROJECT - LOAN 673-MA 

ADMINISTRATION EXPENSES 

Hl!.Q.QQ 

Year ending September 30, 1970 1971 1972 1973 1974 1975 
Provisional · 

Salaries and Bonus 184 685 937 946 1,008 819 
Living Allowances - 13 18 3 - -
Pension and Provident Fund 13 41 47 50 52 53 
Office Rent and Utilities 31 59 27 5 5 5 

. 
Office Expenses 59 57 70 25 25 25 
Telephones, Cables, Telex 20 52 42 32 32 32 
Copying 12 29 30 30 30 30 

Local Travel 32 132 85 43 43 40 
International Travel 7 4 10 20 30 30 

Postage and General 10 106 70 79 70 71 

Advertising 11 20 10 5 5 5 
Legal 19 38 20 15 15 10 
Audit - 7 10 15 15 15 
Secretarial 11 7 7 4 4 2 
Directors' Fees 2 11 10 10 10 10 . 
Training Expenses 6 74 50 
Registration Fees 10 3 4 4 4 4 

Payroll Tax 2 11 - - - -
~~ IncOme Tax 8 60 491 422 206 - ~ 

>< 
Depreciation 13 41 50 50 50 50 

~ 
SUB-TOTAL 450 1,450 1,988 1, 758 1,604 I 1,201 

Less 5~ Marketing Provision 214 322 344 344 344 

TOTAL 450 1,236 1,666 1,414 1,200 857 

June 21, 1971 



MALAYSIA 

JENGKA FORESTRY PROJECT LOAN 67.3-MA 

ACTUAL AND ESTIMATED SOURCE'S AND APPLICATIONS OF FUNDS 

M$ 1000 

1970 1971 1972 197.3 1974 1975 

SOURCE'S 
Net Surplus (531 ) (2' .379) 964 3,251 .3,L05 4,268 
Add: Expenditure Written off 70.3 703 70.3 

Depreciation 912 
1(g4t l~~?E 9!~bE 3,410 §:~~r Cash Income 3Bl ) 7,S18 

EQUITY 

MARA 6,000 4,000 
Pahang State 1,800 1,200 
TOTAL 7,800 5,200 

19!!! 
MARA 2,700 (2,700) 
I.,B.R.D. 2~,435 4,7.3g 592 
TOTAL SOURCES lo;mn 

' 9,10 r,w; 7,518 or - - - ' -APPLICATIONS 

Building & Equipment - Forestry 5,660 .3,754 114 
Processing 3,485 13,232 7,.324 ,;. 

Administration ~ ~ 
9,241 17,240 7,4.38 

Road Construction and Housing 714 357 1 '723 
Management Fees and Expenses 2,269 2,472 ~ ~ __&_ 

Total 12,224 20,o69 11,039 642 25 
Replacements 1,530 2,490 2,050 
Redemption of Shares 4,500 

Debt Source 
Amortization IBRD Loan 1,240 2,620 

Increase in Inventories 137 86.3 1,482 268 
Increase in Receiveables 1,131 879 2,220 225 
Less Increase in Payable s ~ 2,~g~ ~ ~ Net Increase (Decrease) , 3, 

TOTAL APPLICATIONS 9,867 23,831 14,241 2,270 8,255 4,670 

i Cash Surplus (Deficit) -Annual 1,014 ( 1 '7.36) (5, 135) 5,686 (i.37) 3,711 ~ 

Cumulative 1,014 (722) (5,857) ( 171 ) (908) 2,80.3 
I-' 
VJ 

Debt Service 3,960 
Cash Income 8,381 
Debt Service Coverage 2.0 Times 

N.B. No account has been taken of the proposed new funding. 
June 22, 1971 



ANNEX 14 

MALAYSIA 

JEl'llKA FORESTRY PROJECT LOAN 673-MA 

ACTUAL AND ESTIMATED BALANCE SHEETS 

M$ 1000 

1970 1971 1972 1973 1974 1975 

LIABILITIES 

Share capital - MARA 6,000 10,000 10,000 10,000 10,000 10,000 
Pahang State 1,800 3,000 3,000 3,000 3,000 3,000 
Pahang Devp. Corpn. 

TOTAL 7,800 13 ,000 13,000 13,000 13,000 13,000 
Surplus Deficit (531) (2,910) (1,946) 1,305 4,710 8,978 

TOTAL EQUITY 7,269 10,090 11,054 1.4,305 17,710 21,978 
Advance - MARA 2,700 
Debt - IBRD Loan 673 MA 20,430 25,162 25,754 24,514 21,894 

TOTAL LIABILITIES 9,969 30,520 36,216 40,059 42, 221J 43,872 
-- --- --- ---

ASSETS 

Fixed Assets 

Timber Rights 4,500 4, 500 
Housing 1,723 1,723 1,723 1,723 
Forestry 5,660 9,414 9,528 10,058 10,548 10,548 
Processing 3,485 16,717 24,041 25,041 27,041 29,091 
Administration 96 350 350 350 350 350 

9,241 26,481 35,642 37,172 44,162 46,212 
Less Depreciation 650 2,194 5,604 9,014 12,424 15,834 

8,591 24,287 30,038 28,158 31,738 30,378 

Roads 714 1,071 1,071 1,071 1,071 1,071 
Less Amortization 262 262 262 262 262 262 

452 809 809 809 809 80)-

TOTAL NET FIXED ASSETS 9,043 2:), 096 )0,847 28,967 32,547 )1,18'7 
-===- --= -== - - =-==-

Current Assets 

Cash at Bank 1,014 (722) (5,857) (171) (908) 2,803 
Accounts Receiveable deposits and 

Prepayments 1,131 2,010 4,230 4,455 4,455 4,455 
Inventories 137 1,000 2,482 2,750 2,750 2,750 

2,282 2,288 ---ass 7,034 6,297 10,008 
Less Current Liabilities 3,625 1,605 2,105 2,500 2,500 2,500 

NET CURRENT ASSETS (1' 343) 683 (1,250) 4,534 3,191 7,508 -- --- ----
Deferred Assets 

Management Fees and Expenses 2,269 4,741 6,619 6,558 5,880 5,177 
TOTAL ASSETS 9,969 30,520 36,216 40,059 h2,22L 1,3,872 -- --- --- ---
June 19 1 1971 

... 
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MALAYSIA 

JENGKA FORESTRY PROJECT LOAN-673 - MA 

INCOME STATEMENTS - VARIANCES BETWEEN NOVEMBER 1970 

SUPERVISION AND CURRENT ESTIMATES 
M$ 1000 

1971 . 1972 1973 197L 1975 

Net Profit {loss) before interest 
per last supervision {705) 4,815 -1,121 7,664 7,8L8 

Current estimates (lJ-771) 2,599 5,15L ~908 9,311 

Total Variance {1,c66) (2,216) {1,367) {i, 156) (1,537) 

Sales 
Logging (1,889) (55) (92) (92) {92) 
Sawmill (802) (1,579) (376) (376) (376) 
Plywood · 

{2,691) (1,634) (468) (468) (468) 

Expenditure 
(786) (934) (l,L82) (1,661) lDgging 77L 

Sawmill 706 827 361 361 361 
Plywood - (59) .13 73 73 

l,h80 (18) (500) (1,048) (1,227) 

Administration 145 (56L) (399) (2LO) ___156 

Total ( 1~066) (~~' 2'!_61_ ll~j_7)__ (1,756) ( 1,531) I§ 
June 21, 1971 

>cl 
I...., 
V\ 



ANNEX 16 

MALAYSIA 

JENGKA FORESTRY PROJECT - LOAN 673-MA 

DOMESTIC LOG PRICE LIST !/ 
FOB Mill Yard Prices in M$ 

Species Group Diameter Class ?:..1 
22" & !!E !8-~! 11 

M$/ST M$/FT M$/sf M$/FT 

Group 1: M . . Tembaga { ( ( ( 
M.S. Punai (55 (43 (45 ( 35 
M. Langgong ( ( ( ( 
M. Kepong 75 58 65 51 
M.R. Daun 80 62 10 55 
Nemesu 90 10 80 62 
Seraya 75 58 65 . 51 
Nyatoh 50 39 40 31 

24" & Up 

Group 2: Kempas 34 27 

22U & UE 18~21 11 

Group 3: Keruing 45 35 38 30 , .. 

Group 4: Sepetir 35 27 
Group 5: Mengkulang 80 62 75 58 

W. Meranti 75 58 10 55 
Y. Meranti 30 23 
Durian 40 31 
M. Melantai 
Melawis ( ( 
K. Semangkok (35 (27 
Simpoh ( ( 
Pelong ( ( 

Group 6: Jelutong 55 1.3 50 39 

Group 7: Mersawa 10 55 65 51 

Group 8: Merbau 48 37 
Merbatu/Membatu 45 35 40 31 . 
Chengal 75 58 65 51 
Giam/Resak/Balau 60 47 50 39 

20-30" Inside SaE ]/ 

Group 9: Ke l edang 38 30 

!I Supplied by Dencan on 15 May 1971. 
... 

2/ Based on the small end diameter of the log . 

11 Measurement of heartwood only. 
June 10, 1971 

----



.. . 

~ 

JENGJrA FORESTRY PRo.m:T - .LOt\N 673-MA ANNEX 17 

PRICFS l'able 1 

I. LOGS - ~ PER FOREST TON 

(a) 
1/ 

CAlCULATION OF WF. IGHTED AVERAGE DOt£STIC LOO SAlE ffi i CE PF.R FORFST TON -

Percentage Distr, 1970/71 1971/72 1972/73 
of all Produc- % of Pro- % of Pro- % of Pro-

Group tion According Prices of Log Grades duction for ducti on for ducti on for 
Nwd:ler to Cruise of f If !If Average Domesti c D~:;~;!c }/ 

Domestic 
& N&llle Scheme 12 M$/ST M$/ST M$/ST M$/ST M$/~/ Market (a)x(b) (a)x(d) Market (a)x(f ) .2/ 

--ra:J (6} --rcr- (d) ----cer (f) ~ 

1 Meranti 29 .5 66 56 62.50 L8 .8o 29 . 2 11..2 29.9 11..6 29 .9 1L,6 

Kempas 1L.8 34 34.00 26,60 18,6 4.9 10.9 2. 9 10,7 2 . 8 

3 Keruing 17.9 45 38 L3.00 33.60 10,1 3.4 24.3 8.2 25 . 0 8.4 

4 Sepetir 2.4 35 35 . 00 27.30 0.3 0,1 0.4 0.1 o. 7 0 , 2 

5 Plywood 20.5 54.5 44.5 50.50 39.50 25.8 10.2 16.0 6.3 l5 .5 6 .1 

6 Jelutong 3.2 55 50 35 47.'>0 37.10 4. 0 1. 5 8.5 3.2 8 . 2 3. 0 

Mersawa 2. 7 70 65 68 . 00 53.10 o. 7 0,3 1.2 0.6 1 . 1! o. 7 

Heavy 
Hardwoods 7.4 52 L4 49. 00 38 .30 9.3 3.6 R.l 3.1 7. 9 3. 0 

Kele dang 1,6 38 3il . oo 29. 70 2.0 ~ o. 7 __2d_ o. 7 0 . 2 

38.8 39.2 39.0 

Y The percentages of Pach species group shown i n colunns (a), ( d) and (f) are derived by excb ding the lops f o r the export market wi> ich is expected to be made up of 
the following specie~~ group: Meranti 30;1:, Keruing 50;1:, Sepetir 10% and Mersawa 10;1:. 

?J Average log prices are derived f'rom SJSB Log Price List - Annex 16 • 

.2f Calculated on t he last year's average distri bution on different species. 

(b) EXPORT L<X> SALES PRICES 

Tha '.·Jlresent average fob port price fer the four export log groups referred to in Note 1/ above is M$ 86/Fores t ton i n 1 971, M$ ~8/Fores t t on in 1 972 and M$ 91/ 
Forest ton in 1973. This informati on was supplied by Dencan.!!_/ -

!i/ The fob min yard sales · price for export logs and gross profit before selling commission a nd 

Vol ume export ed (Forest tons) 

fob Kuantan sales price 

less cost oJt handling t n Kuantan, 
cess and export tax etc. 

fob mill yard sales pri ce 

less logging operat ing costs 

Profit before selling commissi on 
and fee 

1970/71 

30 , 000 

M$/FT 

Sf 

.ft;C i.-1 as f ol l ows: 

1971/~ 1972/ 73 

35 , 000 30, 000 

M~/F''r ~/F'T 

88 91 

"lf. . 7 ~ -----sw c:5 .2 

4L.o IJ4.6 

___ 7._3 -~ 

(c) La> PRI CE Fffi SAW>o!ILL AND PLYWOOD MILL 

It has been assumed that the project sawmill and plywood plant will be charged the average domesti c log sales price of M$ 39 per forest ton i n 1971 and thereaft er. 

(d) COMPARISON OF PROJECTRD 1<f!'l'}! EX?n:TED WEIGHTED AVERAGE . (DOMESTIC AND EXPORT) LOG SALE PRICE 1970-71 

November 1 70 Supervision May, 1971 Su:eervision 

Export volume FT 1.2,000 30, 000 

Average Export price M$ 93.50 86 

Domestic sale s and l og s to 
project mills 151,000 103, 500 

Average Domesti c Price M$ L4 39 

Total sales FT 193, 000 133, 500 

Price we i ghts 42 X 93.50 . 20,3 30 Sf . 1 9.3 m !jJ.5 

151 LL . 34.4 103.5 39 . 30.2 m -m:5 
Weighted prices 54.7 L9.5 

J\me 9, 1971 



MALAYSIA 

ANNEX 17 
Table 2 

JENGKA FORESTRY PROJECT - LOAN 673-MA 

II. SAWN TIMBER - M$ PER TON OF 50 CU FT 
(Calculation of weighted average sawn timber prices) 

EXPORT (80%) 

Annual Pro- M$ per '000 
duction at 50 cu ft 
full capa- fob port (a) x (b) 
city ~ .tons 1/' 
of 50 cu ft) 

(a2 ~b2 ~c2 

DOMESTIC 

M$ per 
50 cu ft 
fob mill 
yard 

~d2 
Rough sawn and pre-kiln 

dried 1:_/ 7506 ' 110 41700 180 

Kiln dried 1./ .16670 60 1000 60 

. Impregnated f±/ 9200 40 368 
Planing S2S/S4S i/ 12000 40 480 

mouldings &.,/ 12500 100 1250 
10604 

Weighted average sales price 254 Zl 12 5 §../ 

1/ 

2/ 

ll 

These figures were derived from information supplied by East 
Asiatic Company and the· Cantrans staff. 
Assumes all saWn timber will be pre-kiln dried to a moisture 
content of about 18%. 
Assumes kiln dried to a moisture content of about 12%. Thus 
rough sawn, kiln dried timber would sell at 180 + 60 = 
M$ 240 per ton. (Export Price). -

!±-l Rough -sawn, pre-kil' dried and impregnated timber would sell 
at 180 + 40 = M$ 22if/ton. . 

(20%) 

2.1 
6-/ -
7/ 

Planed, kiln dried timber would sell at 180 + 60 + 40 = M$ 280/ton. 
Kiln dried mouldings would sell at 180 + 60 + 100 = M$ 340/ton 
Weighted average export sales price = 10604000 = M$ 254/ton fob Port. 

. 41700 
§../ We~ghted average local sales 

price assumes sales 75% pre-kiln dried and 25% kiln 
dried = M$125/ton. 

June 19, 1971 
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MALAYSIA 

JENGKA FORESTRY PROJECT - LOAN 673-MA 

III. PLYWOOD - 1-$ PER 1000 SQ FT 

AVERAGE PRICES FOB PORT SWETTENHAM 1/ 
Water and Boil Proof Z/ 

AVERAGE EAST 
ASIATIC COMPANY PRICES 
FOB Port Swettenham 

DERIVED AVERAGE PRICE 
Export (8qt) Domestic (2Qt) 

WHITE RED Water & Boil Proof fob Port Swettenham fob mill yard 
Quoted price ~ inch Quoted . P.rice \ inch ~ inch \ inch ~ inch 
less 25% basis less 25% basis basis basis basis 
discount discount 
--- ----- --- ------- -------------------------------- M$ per 1000 sq ft ---------------------------------------------------

165 

195 

300 

345 

510 

705 

250 

195 

200 

170 

170 

170 

180 

210 

315 

360 

525 

720 

270 

210 

210 

180 

175 

170 

250 

225 

200 

200 

175 

170 

170 

198 1/ 188 !:1 

1/ These prices obtained from the Plywood Manufacturers Association and the Malaysian Plywood and Veneer Factory Sdn.Bhd. have not changed 8 > 
- signifi cantlrsince November 1970. ~~ 
2/ The mills total production is expected to be water and boil proff (i.e. made with phenol formaldehyde instead of urea formaldehyde glues) ~ ~~ 
J/ The mills will pr oduce a full range of plywood from 4 :mm to 25 mm in thickness but the bulk is likely to be 5 :mm, 6 mm and 12 mm in an assumed'-" 1-1 

- r a t io of 3:3:4 giving a weighted average price before service commission and fees of about M$ 198/1000 sq ft (1/4 inch ~asis) fob Port ~ 
Swettenham. Less transport and other c}'larges of M$ 13/t. This comes to an ex-factory price of M~ 185/1000 sq ft (1/4" basis). 

4/ Derived by subtracting transport costs of M$ 10 from the fob sales price of M$ 198/1000 sq ft (1/4" basis). 

June 9, 1970 

( 



Year Project Costs Working 
and Rep1a cements Capital 

1970 0 12,224 (2,357) 

1971 1 20,o69 3, 731 

1972 2 11 '039 2,401 

1973 3 2,172 180 

1974 4 2,515 -
1975 5 2,050 -
1976 6 3,333 -
1977 7 2,278 

1978 8 1 ,621 -
1979 9 3,211 -
1980 10 (2,435) -

1/ Before interest 

June 21, 1971 

MALAYSIA 

JENGKA FORESTRY PROJEI:T - LOAN 673. MA 

ECONOMIC AND FINANCIAL RATE OF RETURN 

Total Cash Net Cash Royalties 
Income y to SJSB 

9,867 381 (9,486) 453 

23,800 (227) (24,027) 1,886 

13,440 6,009 . (7 ,431) 2,620 

2,352 9,164 6,812 2,620 

2, 515 9,008 6,493 2,620 

2,050 9' 721 7,671 2,620 

3,333 9,721 6,388 2,620 

2,278 9' 721 7,443 2,620 

1 ,621 9,721 8,100 2,620 

3,211 9' 721 6,51G 2,620 

(2 ;; 435) 9' 721 12,156 2,620 

Return: 

7% 

Taxes and 
- Custom 

Duties etc. 

149 

640 

973 

902 

5' 177 

353 

353 

353 

353 

353 

353 

Net Cash 
to Economy 

(8,884) 

(21,501) 

( 3,838) 

10,334 

14,290 

10,644 

9,361 

10,416 

11,073 

9,483 

15,129 

Return: 

20% 

} 

> 
~ 
~ 
1---l 
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. MALAYS!A 

JENGKA FORESTRY PROJECT ~ LOAN 673-MA 

REVISED FORMAT FOR MONTHLY PROGRESS REPORTS 

SUMMARY 

ADMINISTRATION ANP FINANCE 

Monthly 

Receivables - including aging list and comments. 
Inventories - levels as a % of sales. 

ANNEX 19 
Page 1 

Payables - aging list identifying those which can be stretched. 
Cash Position 
Monthly Results 

6 Monthly 

Yearly projected Profit and Loss accounts. 
Identifying variances and commenting upon. 
Projected cash flow. 
Projected balance sheets. 
Proj ect cost statement. 
Identifying foreign and local currencies. 

FORESTRY 

Progress on: 

Mapping 
Cruising 
Road Location 
Forest Management Plan (for Berkelah, Tekam, Tekai) 
Kuantan Log· Yard 
Road Construction (including cost sharing with FLDA) 
State Forestry procedures 

Production 

Unsold Log I nventory 



.. 

PROCESSING 

Progress on establishment of: 

Sawmill 
Planer mill 
Kiln 
Preservation Plant 
Moulding mill 
Prefabricated homes 

Plywood Plant 

Production 

Unsold Sawntimber and Plywood Inventory 

MARKETING 

Domestic Sales (Logs/Sawn Timber/Plywood) 
Prices 
Average species and grade distribution 

Export Sales (as for domestic) 

ANNEX 19 
Page 2 

Market Survey and price forecast (with back up evidence) 

TRANSPORTATION 

HOJSING AND SERVICES 
I 

TRAINING 

Local 
Overseas 

MISCELLANEOUS 

June 29, 1971 
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MALAYSIA 

J ENGKA FORESTRY PROJECT 

------~- Existing primary roads 

--- - --- Proposed main logging road 

Agreed Project Area comprising 
the Jengka Forest Reserve and 
portions of the Tekai, Tekam and 
Berkelah Forest Reserves 

Agreed area of !0,000 acres to 
Mahawangsa Timber Industries S.B. 

·· · · · · · · · · · · · · · · · · · · · · ·· Jengka Triangle 

0 5 10 

IBR0-2932Rl 





TO: 

INTERNATIONAL BANK FOR RECONSTRUCTION AND DEVEI.OPMENT 

INTERNATIONAL DEVELOPMENT ASSOCIATIO~ 

OFFICE MEMORANDUM 

Mr. D. J. Parsons DATE: June 28, 1971 

FROM: R. D. H. Rowe, D. Lomax and L. Ljungman 

SUBJEcT: MALAYSIA - Loan 673-MA 
Jengka Forestry Project 
Full Supervision Report 

In accordance with our terms of reference dated April 7, 1971 
we visited Malaysia from May 9-25 reviewing progress on the Jengka Forestry 
Project. A list of places visited and officials met is at Annex 1 . 

Project Data 

1 .01 Amount of Loan 
Amount Disbursed (as of May 1971) 
Date of Loan Agreement 
Effective Date 
Closing Date 
Date of Last Supervision Mission 
Current Exchange Rate 

US$8.5 million 
US$4.8 million 
May 20, 1970 
October 14, 1970 
June 30, 1974 
November 1970 
US$1 • M$ 3.06 

1.02 The project is the establishment of a forest industries complex in 
the Jengka Triangle to extract, process and market timber from the Triangle 
and the Tekam, Tekai and Berkelah Forest Reserves. It includes: 

a mechanized logging unit with an annual extractive capacity 
of 200,000 tons of logs; 

a sawmill with an annual capacity of about 42,000 tons of 
sawn timber and ancillary drying kilns, planer mill, moulding 
plant and impregnation plant; 

a plywood mill with an annual capacity of about 60 million 
sq ft (quarter inch basis); and 

steam generating plant, water supply and other necessary 
facilities and the construction of offices and semi-permanent 
houses. 

1.03 The proj ect is being carried out by Sharikat Jengka Sendirian 
(SJSB), a subsidiary of Majlis Amanah Ra'ayat (MARA), and managed by Cantrans 
Servi ces (1965) Ltd. under a four-year Management Agreement. Dencan Managers 
(Hong Kong) Ltd. are responsible for marketing under a three and a half year 
agreement with SJSB. 
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Summary 

~ 2.01 Despite current problems the project is well conceived and is 
I being executed soundly. Although the start up of the sawmill and plywood 

plant has been delayed four months by the transportation problem - now 
solved by the installation of a ferry close to the damaged Temerloh Bridge -
physical progress is good. Field management is strong and prospects of 
effective overall management have improved since the appointment of the 
General Manager. 

2.02 The financial situation of SJSB necessitates an injection of funds. 
Future prospects are reasonable. Due to increases in scale of logging, cost 
of semi-permanent housing and working capital requirements, ~oject costs will 

e ab ut 20% over the ap raisal imate. Profits will build up more slowly 
due to lower sa es an prices together with increasing costs. The economic 
rate of return is now estimated at about 20 and the financial return to SJSB 
about 7o. Disbursements to ate total US$4.8 million and 96% of the loan 
will have been disbursed by mid 1972. 

2.03 The project's main problems are related to the depressed log 
market, absence of improvement in the State's cumbersome forestry procedures 
and the continued lack of cooperation between the State Forestry Department 
(SFD) and the project. Also of concern is the slowness of Government to 1 
provide residential housing and water supplies in the project area. Since 
the mission returned the Managing Director of SJSB has indicated that the 
problems over forestry procedures and cooperation with the SFD are being taken 
up with the Government at Federal and State level. 

Action Recommended 

3.01 The mission recommends that a letter and memorandum be sent to the 
Government (draft is attached) setting out the issues and problem areas 
requiring action. The most important of these are: 

(a) that SJSB defines the boundaries of the 300,000 acres of 
productive forest within the Berkelah, Tekai and Tekam 
Forest Reserves and prepares a sustained yield forest 
management plan for the portion of productive forest 
which is not scheduled for land settlement (para 5.01); 

(b) that the signed legal documents and map coqcerning the 
agreed concession area for Mahawangsa Timber Industries' 
operations are forwarded to the Bank by the end of July 
(para 5.02); 

(c) that the SFD takes positive steps to improve cooperation 
with the project and that its rules and procedures will be 
streamlined to fit more closely with the requirements of the 
project's large scale integrated forestry operations (paras 
5.03 and 5.04); 
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(d) that the Federal Government assumes responsibility for 
building residential quarters in the regional center for 
project staff and insures an adequate supply of water to the 
project area {paras 5.05-5.07); 

(e) that Dencan initiates market promotion activities and reviews 
prospects of early diversifi~ation into secondary and tertiary 
wood products (para 5.08}; 

(f) that the Chief Executive Director, MARA, keeps SJSB's manage
ment and training program under constant review and initiates 
the immediate action recommended in paras 9.01-9.04; 

(g) that SJSB seeks further financing in the form of more equity 
and a short-term loan to cover the cash flow deficit (para 
7.02); and 

· (h) that SJSB keeps its operating costs, profit margins and ad
ministrative costs under constant review and control (paras 
10.04-10.05). 

3.02 The next supervision mission should take place in November 1971 
and include a consultant sawmill/plywood plant specialist. It is also 
recommended that the Federal Land Development Authority (FLDA) Jengka 
Triangle settlement scheme be supervised at the same time so that matters 
of mutual concern can be discussed. These are: 

cost sharing for FLDA Class I and II roads that are required 
by both projects; 

joint approach to the Railways' Administration for facilities 
to transport finished products (rubber, palm oil, sawn tim
ber, plywood, etc.) from the Jengka Triangle to Port 
Swettenham; 

revision of the order in which scheme areas are felled to 
enable more economical logging; and 

establishment of facilities in the regional center. 

Physical Execution of the Project 

4.01 Physical execution of the project has been delayed by about four 
months mainly due to the January floods that damaged the Temerloh Bridge 
and disrupted communications between Kuala Lumpur and Jengka until the end 
of April. A ferr y installed by the project half a mile north of the bridge 
is now in full operation and will be able to handle all Jengka forestry 
traffic until reconstruction of the bridge is completed in about four years. 
Bailey bridges have been used to replace the sections carried away by the 
floods and the bridge is now open to vehicles weighing up to 18 tons. How
ever, as timber loads frequently exceed this amount and weighing stations 
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have been set up at both ends of the bridge, all Jengka logging trucks 
crossing the Pahang River at Temerloh are encouraged to use the ferry. 
Mapping, inventory cruising road construction and the establishment of 
export facilities in Kuantan are on schedule. 

4.02 Logging. The logging unit is capable of working at a full 
capacity of some 720 tons 11 per day but due to the poor log market, is 
currently producing about 400 tons. This has. ~ade it J;\ecessary to postpone 
the felling of FLDA Scheme 14 to 1972. Revised details of log production 
and distribution are given in Annex 2. 

4.03 Log sales dropped from an average 'of 450 tons/d~y in November to 
70 tons in January. They picked up again in April to 300 tons and afe cur
rently running at about 350 tons daily. However, as over the past six months, 
log sales have lagged behind production and the total volume of unsold 
logs by April 30 amounted to about 6,400 tons. Some of this has been 
written-off and burnt; the remainder will be sold at reduced prices. This 
highlights one of the difficulties facing this project. Under J;lormal 
circumstances SJSB would be able to slow down their felling program until 
the log market impr()ved, but with FLD~ pres.sing for s cpeme areas to be 
released for clearing, this is not possible. An interim solution suggested 
by the mission to hand over schemes in which all currently marketable timber 
had been removed and to waive royalty on the standing merchantable - but 
not presently marketable - trees, was not received favorably by the State 
authorities. It is estimated that in Scheme 12 alone royalties amounting ~o 
over M$ 160,000 will be charged on 15,000 tons of standing timber left in 
the forest that under present circumstances could not be sold. This matter 
should be taken up again by the next supervision mission. 

4.04 Two other factors are compounding difficulties by depressing 
average log sale prices: 

a decrease in the amount of high value Meranti accompanied 
by an increase in the volume of low value Kempas (Annex 3); 
and 

a lower than expected log quality from Scheme 11 ·(Annex 4) • 

4.05 Roads. The road unit has cleared 54 miles, graded 47 miles and 
surfaced 16 miles of main and spur roads since start-up in 1969 and is . 
well ahead of logging. 

4.06 Negotiations to construct 40 miles of FLDA's road requirements 
in the Jengka Triangle on a cost-sharing basis have progressed slowly. SJSB's 
estimates of M$ 122 ,000/mi for Class ,I and M$ 71 ,000 for Class II graveled 
surfaced roads were submitted to FLDA and the Government's Public Works 
Department (JKR) and the meeting between the three authorities is scheduled 

1./ The "forest ton" used here is a unit of volume of 50 cu ft and has no 
relation to weight. 
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for J.une. Remuneration for this work has not been taken into account in 
the project's financial projections. 

4.07 Survey of the 18-mile main access road from the rPgional center to 
the Berkelah Forest Reserve (see Map) will be ~tarted in July and construct
ion begun later in the year. 

4.08 Processing. The sawmill has been erected and start-up is planned 
for June, three months behind schedule due to the floods. Total production 
for fiscal 1970/71 is expected to be about 1,700 tons 1/ instead of the 
4,000 tons originally planned. Production is likely t~ reach 33,000 tons 
in fiscal 1971/72 and full capacity of 41,700 tons in the following year. 

4.09 Although the plywood plant is scheduled to start-up in January 1972, 
four months behind schedule, production in fiscal 197'1 /7 2 is expected to be 
36 million sq ft (quarter inch basis) as originally planned and is likely 
to reach full capacity of 60 million sq ft (quarter inch basis) in the 
foilowing year. Over 90% of the equipment has been ordered. 

4.10 Log export facilities, to provide storage handling and loading 
for a maximum of 9,000 tons a month, have been established on a temporary 
basis in Kuantan, until the jetty is constructed at the permanent 5-acre 
plot purchased by SJSB. The new site should be ready for next season's log 
exports. 

4.11 In addition to the semi-permanent housing for the forestry division 
labor, SJSB and Cantrans staff, similar quarters are nearly completed for th~ 
processing division's labor and operators. 

Detailed Features and Problem Areas 

5.01 Timber Exploitation, Inventory and Forest Management. A planning 
forester has been employed to undertake a merchantability inventory in the 
remaining areas of the Jengka Triangle and in those parts of the Berkelah, 
Tekai and Tekam Forest Reserves that fall within the agreed project area 
(see Map). This will enable: 

the Forestry Division to update and, if necessary, revise 
its forward logging and road construction plans; 

the Marketing Division to prepare a sales-program based 
on a more accurate assessment of the volumes (by species 
and quality) likely to become available in the future; 

SJSB to define the boundaries of the 300,000 acres of 
productive forest guaranteed to the project within the 
agreed area of some 630,000 acres so the balance can be 
handed back to the State; and 

!I A sawn timber ton of 50 cu ft true measure. 
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a sustained yie[d forest management plan 1to be .prepared 
for that por.td.on of the guaranteed area of productive 
forest which is .not going to be cleared for iand setttle
ment. 

5.02 Licens~ng. All parties have now agreed to ~he alternative 
location of Mahawangsa Timber •lndus·tries' concession of about 10,000 acres 
in the BeDkeiclh For.est Reserve '(see Map~. .During a meeting on May 118 with 
the State Secretary for Pahang, we were advised that signed legal .documents 
and the ~map would be forwarded .to the Bank •by the end o·f July. A ·heli.copter 
f 1ligh t over the project aliea revealed that encroachment is .not takd.I\g place 
elsewhere but this .needs to be ~ahec~ed by subsequent .supe~dsion ~missions. 

5.03 State Forestry ~rocedures. The SFD's .cumbensome procedures and 
lack of •Cooperation continue to impair the efficiency of •t!he project opera
tions. A committee set up d.n November ,1970 as a 1forum .to discuss matters 
of mutual concern has not 1met sdnce and procedural prob~ms are st11[ ; . 
unsolved. !Dhese matters were driscussed at Federal and S'tate levetls and the 
following specific action recommended: 

(a) SFD to: 

react•ivate the •forestry commi.ttee at State :level to 
maintain a continuing dialogue on forest rules and 
procedures and to resolve specific issues as they ar~se; 

review the rules and regulations governing annual felling 
licenses to eliminate the need for keeping logs from each 
area in separate piles, and to avoid double .premium payments 
where fellings are delayed awaiting an dmprovement in the 
market; 

review the current practice of charging ~oyalty on un
marketable standing trees, undersized logs and defective 
butt-end chunks of less than 2 ft; and 

investigate ways of streamlining its checking stations, 
closing report and log export procedures on the lines 
suggested by SJSB and the Bank. 

(b) SJSB to: 

·improve public relations with the State officials and 
inform them of the benefits, in addition to royalty., to 
be gained from the project; 

prepare proposals for a revision of the royalty scaling 
procedures to enable measurement in the log yard of ,.the 
1,000 logs per day expected' at full production; and 
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run recovery tests once the sawmill is in operation so 
that actual defect measurements can be presented to the 
SFD as a basis for determining defect allowances. 

5.04 The Federal Government was not recept~ve to the suggestion that 
outside assistance be sought to revise the country 's obsolete forestry legis
lation largely responsible for these procedural problems. However, the 
matter should continue to be raised by supervision missions. 

5.05 Housing. It had been agreed previously that the Jengka Development 
Corporation (JDC) would develop a township for project staff but despite 
assurances given to the last mission nothing has been done. The Federal 
Government has agreed that if State funds are not forthcoming from the JDC 
by June it will assume responsibility for building residential quarters 
through the recently formed Housing Development Corporation. This under
standing will have to be confirmed and implementation followed closely. 

5.06 Recreational facilities are also urgently required as a means of 
attracting and keeping staff. It was suggested that SJSB's road construction 
unit could supply the equipment necessary to level off areas for football 
and badminton. At a later stage there may be good justification for cons
tructing a swimming ·pool. 

6.07 Water Supplies. Pumped water will not be available at site until 
the end of June, three months later than scheduled. The mission has 
recommended that a further assessment be made to ensure availability matches 
future needs. 

5.08 Markets. Although the long term market prospects for Malaysia's 
logs and timber remai n good, the presently depressed Japanese log market is 
causing concern. Improvement is not expected until the fall. There is need 
for market pr omotion and early diversification into secondary and tertiary 
wood products such as furniture component parts and pre-fabricated houses 
to increase the financial return and improve the cash flow. The mission's 
r ecommendat·ion to post one of East Asiatic Company's (EAC) timber marketing 
s peci.alists to Kuala Lumpur for two months, and EAC' s proposal to organize 
a "Timber Symposium" at Kuala Lumpur in August for its timber representatives 
around the world, will further these objectives. 

Project Costs 

6.01 Annex 5 gives the latest cost estimates for the project and 
Annex 6 gives details of equipment and facilities. Final equipment cost 
are not likely to vary from the estimates. Annex 7 compares the current 
estimates with t hose i n the appraisal report. 

6.02 The increase of about M$ 8.5 million (20%) over the appraisal 
esti mate is due t o the f ollowing factors: 

increase in the scale of logging from 175,000 to 
200,000 tons a year; 
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increase of M$ 4 million in semi-permanent housing 
and camp facilities for forestry and processing 
personnel; 

management fees for additional services and the 
increased value of the Canadian dollar; and 

higher working capital requirements. 

Project Financing 

June 28, 1971 

7.01 The increase in project costs coupled with the operating deficits 
require additional financing. Annex 8 gives details of the current project 
financing from which it is clear that SJSB will need to resort to some form 
of funding to cover the future cash deficit of M$ 5.8 million. 

7.02 It is recommended that funds totalling about M$ 5.5 million 
be provided as follows: 

Ordinary Capital 
Short-term Loan 

M$ 2.5 million 
M$ 3.0 million 
M$ 5.5 million 

Any further financing can be provided by bank overdrafts. The following 
tables shows the originally proposed and new recommended capital position 
of SJSB: 

Original Revised 

Ordinary shares 13.0 15.5 
IBRD loan 26.0 26.0 
Short-term loan 3.0 

39.0 44.5 

Debt as % of capital 67% 65% 

7.03 Under section 2.13 of the Project Agreement the Bank will be 
required to give prior approval to SJSB incurring this further indebtedness. 

Procurement and Disbursement 

8.01 Annex 9, Table 1 contains the schedule of disburs~ments ·and 
Annex 9, Table 2 shows .estimated projections and foreign exchange expenditures 
by quarters. US$4.8 million (56.4%) of the loan has been disbursed. By mid 
1912 96% will have been disbursed. · 

Organization and Management 

9.01 With the appointment of Mr. F. W. Pearman as General Manager three 
months . ago, SJSB has come into being as an operational entity and the pros
pects of effective manage~ent are good. However, the Malay ~fanaging Director, 
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Mr. Rasli and Deputy General Manager, Mr. Yusuff, have failed to understand 
their new role and tend to be passive and critical. This is evidenced by 
their lack of performance in helping to solve the current problems of hous
ing, forestry procedures, water supplies and t raining. We agreed with the 
Chief Executive Director of MARA, Mr. Ishak Tadin , that no drastic action 
with regard to personalities was warranted until the results of the following 
steps, which have been agreed to by Mr. Ishak Tadin, could be assessed in 
six months' time: 

reactivation of the management committee as a means of 
helping Malay management to participate and benefit 
from training; 

relocation of HQ to Kuantan (until housing is ready in 
the project area) closer to Jengka and the State autho
rities; 

re-assignment to other tasks of the UNIDO management 
adviser whose role has come to an end now that effective 
overseas management exists; and 

allocation of specific tasks (housing forestry, procedures, 
etc.) to the Malay elements of the management team. 

9.02 It was also agreed with Mr. Tadin that, as the General Manager 
assumes greater control of SJSB the three-man Cantrans team (Pyper, Wilfert 
and Welsh) should move from an operational to an advisory role. This is 
supported by the Managing Director of Cantrans, Mr. Pyper. 

9.03 SJSB's Board members and project staff are listed in Annex 10 
together with the contract period for each Cantrans/Dencan staff member 
and dates of appointment of counterpart staff. Annex 11 shows the revised 
SJSB/Cantrans/Dencan organization chart. 

9.04 Training. On-the-job training for logging, road construction 
and sawmilling personnel at the operators' level has proceeded well but 
l ittle progress is being made with the foreman, middle and upper level 
management training programs. The mission recommended that SJSB intensifies 
i t s search for suitable management staff and gears its program so that local 
staff are adequately trained to take over before the departure of individual 
members of the Cantrans/Dencan team. Subsequent supervision missions will 
need to follow progress in this field and assess the prospects - presently 
not bright -of SJSB running the project efficiently in two and a half years' 
time. 

SJSB's Earnings , Cost Flow and Financial Position 

10.01 The financial benefits of the project to SJSB will be lower than 
estimated at last supervision. Revised income statements, supporting oper
ating statements, sources and applications of funds and balance sheets for 
1970 (actual) and 1971 through 1975 are shown in Annexes 12 to 14. 
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10.02 The difference in net profit before interest at last supervision 
and this is as follows: 

10.03 
Lower 

1971 1972 1973 1974 1975 

Last Supervision (705) 4,815 7,121 7,664 7,848 
Current Es tim.ate (1 2 771~ 2 1599 5 2 754 51908 61 311 

Difference (1,066) (2,216) (1,367) (1,756) (1,537) 

Annex 15 contains a variance analysis of income and expenditure. 
profits are due to: 

higher administration costs (expansion in staff); 

delay in ~evenue from sawmill due to late start up; 

softening timber market causing quantity as well as price 
variances in 1971 and 1972; and 

cost variances (overheads, royalties and road maintenance). 

10.04 SJSB's profitability depends on many factors; above all on 
efficient management with constant control of costs and maximization of 
sales revenues. Attention has to be paid to the following: 

administrative costs need to be thoroughly examined 
and controlled; 

with exports yielding much higher prices they must be 
built up as quickly as possible; 

conversion of locally purchased timber to export quality 
needs to be investigated; and 

control of current assets. 

10.05 SJSB did not comply with the Bank's request to have vari~us 
financial information prepared (projected income statements, cash flow, 
etc.). It was therefore recommended that these documents be prepared for 
the next mission in November 1971 and thereafter at about six monthly 
intervals to coincide with Bank missions. Management should also prepare 
monthly inventory situation reports, and receivables and payables aging lists. 

10.06 It is further recommended that when projected income statements 
are prepared that: 

timber availability be agreed for eaCh year with forestry 
department; 
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production capacity requirement be agreed with processing 
department; and 

prices and sales mix be agreed wi t il marketing der,a rtment. 

The implication of these factors should be thoroughly examined by the 
departments concerned. 

10.07 During the mission a review was made of the auditors co.mments. 
Everything is now satisfactory except that Pioneer status for tax exemption 
although applied for, has still to be granted. 

Prices 

11.01 Average domestic sale log prices have remained at about M$ 37 
per forest ton considerably below the November 1970 estimates due to the 
depressed log market and reduction in log quality and volumes of Meranti in 
Scheme 11 (para 4.04). In an attempt to raise the average sale price, 
merchantability classes have been reduced from three to two grades on the 
assumption that the bulk of Grade B logs will be re-classified Grade I logs. 
The current domestic log sale price list is shown at Annex 16. The re
calculated weighted average domestic log sale- price (Annex 17, Table 1) is 
M$ 39/forest ton. Log exports show a profit margin of between M$ 7 and 
M$ 10/forest ton whereas logs sold in the domestic market shaw a break even 
position. 

11.02 No change is expected in the average sale prices of exported sawn 
timber and plywood (Annex 17, Tables 2 and 3), but the price of sawn timber 
sold in the domestic market has been reduced from M$ 170/ton toM$ 125/ton 
to allow for a lower than anticipated demand ·for timber kiln-dried to 12% 
moisture content. 

Benefits 

12.01 Annex 18 gives revised calculations of the economic and financial 
rates of return. The economic rate of return is now estimated at 20% and 
the financial return is at about 7% (appraisal 29% and 15%). The difference 
between the two is mainly due to the substantial royalties and premia 
accruing to the State Government. These calculations are based on the lower 
prices now obtaining and the returns would improve if prices harden. 

12.02 While the project's returns will depend primarily on actual prices 
and quantities for sawn timber and plywood, important secondary benefits 
should be derived from the further expansion outlined below. 

Future Development 

13.01 Plans for establishing a component part factory, pre-fabricated 
housing plant, particle board plant, a cabinet factory and veneer slicing 
section are presently being studied by Cantrans. These additions which 
would ensure maximum utilization of the raw material would substantially 
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increase the project's returns. The next supervision mission should review 
the position and advise on the feasibility studies required and possibl,e 
sources of finance. 

Reports 

14.01 A revised format (Annex 19) for the monthly progress report was 
developed by the mission and SJSB to ensure comments on all important issues. 

RRowe:DLomax:LLjungman 
MT/ST Agri. Projs. 
IBRD 
June 29, 1971 

cc: Messrs. Chadenet/Baum/King/Rovani/Lee/Engelmann/Lithgow/Elliot/ 
Perch/Evans/Wapenhans/Mclvor/Adler/Darnell/Takahashi/ 
Veraart/Forcum/Sandberg, Jentgen (Area)/Hasal/Sassoon 

Central Files 



Mr . Ishak Tad5.n 
Chie.f Emoutive Director 
MARA 
Kuala Lumpur, Malaysia 

Dear Mr. Ishak' 

Jult 19, 1971 

l-iesars. Ray.mond Rove, David l omax and Leonard Ljungrn.an have 
reported on their recent mission to revi.:.1·I progress on the Jangka Forestry 
Project . The enclosed memoran ~um contains ·their princi al findings and . 
racorrtmendc::;.tions Which we feel ' rill be he pfu1 to t .te project authorities . 
Also attacl~Jd are four copies of the project' latest financial projections 
and the suggested format £or .future monthly progress ports. 

The mission uas please a. that t~ a transportation probl 'f'f! had been 
aolved satisfactorily and impressed with p1wsical i npler.tentation in apite 
of delays caused by floods . Despite the currant p.oble..~ referre to 
in the:. attached mamora.ndmn. tbat are caus for concern, the mi ... aion considers 
the project ia well conceived and is being exeout d so mdly . 

le are in.f'ortr'.ed by the mission that all parti s hava no1f agreed 
to the alternative location of !<I£.hawangsa 'rimbar Indu~rtries 1 . concession of 
about 10,0)0 acres :~ the Berkelah Forest r~serve and hopa shortly to 
receive from the Treasury the agreement co:rrJ1l.itting the respective areas for 
SJSB operations and map signed by the Chief' Hinist,er fo1 .. Pahang. 

Tha mission noted that State fo1 .. o try off'iciuls :and SJSB 
continua to have difi'iculties in coopera·"int.1 tiith each other and that 
t..l-J.ere ha s been little progress in improving the rules and procedures ap
plied by tl~ State forestry officials to the project. There appears to 
have bean no i'ollmt-uo of the racommendati ·n made by the Bank in Deoam.ber, 
1970 that meetings should be held between the various agoncies and authori• 
ties concerned with the project•s execution to discuss and resolve problems 
of mutual interest. ·se still believe t.hat reguln1· lll"'etings bot~ .... en State 
forestry CJ.(If'icials r nd project znmc.geP.l nt .l.ncluding 3J3B t s consultants t-rould 
facilitate conmu.nicatJ.ona and agreement on , odifiod rul s and procedures 
suited to the needs of the p:t•ojsct. · · 
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The State has also h!H'..; i alcr.:1 :1!1 providing housing tor the project 
start. In this CO!L"leotioA , it is in.. r ·trurt to follOii'•up the Treasu.r;y 1 s 
stateD nt t.lm.t if Stat ds a.r a not rort.h~· from tha Jengka Dev lopaent 
Corporation the Fecltn" ~ Gover:\~.~.a nt~ v·onld '\S~l r esponsibility for building 
the quarters through the r {,.:::·, ... r'~ly f ~ .. ~ Housing l) .. V3lo nt Corporation. 

Dua to a softening .-"f th1; ... \pQVl .. c::; log mark t,, d layS in cammis:sioning 
the projcc·t's proceas .... ng !Elci]iti:.HJ1 hi:~•.];r t~1.n xpacted d:ni.n:1.atrativeand 
production costs an .. l .. .L..noro£<Zl3 ~ · p. ,..,j·- ~:!t aoats, tl£l .. e ill be .a cash deficit 
of about H.;;; .S milli--: .. -fn 19'(2. \:ie 110 :ol~ ~ recom nd that t."lis b~ financed by 
a M$2 • .$ r:dllion in.cr :--.:i~.· in t1 AJJ. " -v.ity c~' ntt~.!.l and a .~.1") .0 m:tlli,...41 short-term 
loan. Ths defioi t nvt co d by tJtis i'i; z • 1eing a..'1d ~y future def.ici ts could 
b9 mat by ovardra..f-t.a. 

l.a look f o . ard to · .ceivlnq yo. o . nta on tooee matters and, in 
particul , to learrrl..n.~ how yo1 intend to finance the a. i'lcr.t · daficit. Wi 
fill continua to .follc.::; the projoct ·vi '·h int~rest and plan to send our xt 
suparvisi.on mission in. the «· t··'~; .. n ot thi 1 ~r ~l 

these .. !'~:.;t,i,A)ra u:-u :L oonc<}:t"ll - ·~1~ State Au.tl orltiaa, we are writing 
separately to the Sc.ute Sec~' v;n'fy . J\. copy of our letter l.S ttachOO for your 
1nt ormation. 

I am. a ding a copy of thir.:~ l ette ... to .. 1r. ·bli.k All ~iarica.n, Deputy 
Director enaral, 1r!o 'J.reasury-1 r·or h-t s l.rJ..:'o:t--mation. . 

Ic s sincer ly, 

Be ~-ct. Go. Sandberg 
' E;;,tst Asia ell. d · cii'io De :rtm nt ,. 

RDHRm:e/ffiSandberg :bj c 
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SHARIKAT JENGKA SENDIRIAN BERHAD 
TINGKAT 5, BANGUNAN UARA, JALAN -TUANKU ABDUL RAHMAN. KUALA LUMPUR. TALIPON 27180/8/9 

Bil. Tuan: 

Bil. Kaml: 

Telex: K.L. 276. 

P. 0. Box 381, K.L. 

15th October, 1971. 

Mr. Bengt G. Sandberg, 
East Asia and Pacific Department, 
International Bank For Reconstruction 

and Development, 
1818 H Street, N.W., 
Washington, D.C. 20433, 
U.S. A. 

Dear Mr. Sandberg, 

We wish to reply to your letter of 19th July 1971 with 
respect to tne bank • s 1v1iss i on in May of this year. Our 
comments are as follows: 

Timber Licenses 

The formal agreement and map regarding the Mahawangsa Timber 
Industries . concession of about 10,000 acres Berkelah Forest 
Reserve have been forwarded to ·. the Bank. 

Co-op-eration between Project Management And The State . 
Fores~ Department 

The National Activn Committee (NAC) which met on 1st 
September 1971 has directed that the Jengka Development 
Corporation (JDC) will be the authority responsible for 
the development in the Jengka. The Prime Minister who 
is also Chairman of the NAC has given specific instructions 
to the JDC to initiate act~~n. to assist in solving Sharikat 
Jengka Sendirian Berhad 1 s _(SJSB) problems regarding forestry 
matters as well as other Jengka matters. 

The newly appointed State Secretary, Pahang, Enche Abdul 
Aziz bin Hussain, has established a Steering Committee which 
will meet at least once a month and whose members are 
representatives of the State .Government, SJSB, Forest 
Department and the JDC. Other members may be coopted as 
required. The meetings will be chaired by the State 
Secretary. The first ·meeting was held on the 28th September 
1971. 

Arising from tne meeting on the 28th September 1971 and 
the meeting of the Board of the JDC earlier, two sub
committees met recently on the 4th of October 1971 to 
resolve the question of closing and handing over the area 
required by FL~A~ ~ pa~ent of royalties on trees left 
standing, the sy~:t.~'pi, .to~ J>e adopted in scaling the large (" n t-.~ ~·! r\ n \ L f · ' , i_}.., ~>~ 

i~~l OC! SO U, 11 : t e 
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volume of logs produced by SJSB, the m~x~ng of logs from 
different license areas and other matters that involve 
the Forest Department's procedure~ affecting ~he - operations 
of the SJSB. 

State Forest Department Procedures 

Most of the matters commented upon by the Mission under this 
heading have been discussed at the meetings mentioned above. 

Annual Felling Licences 

The Steering Committee meeting of 13th October 1971 accepted 
the following recommendations: 

(a) 

(b) 

Royalties 

Logs from more than one licence may be 
mixed. SJSB will formally request approval 
from the State Forest Officer to do this. 

Double Premium payments have not arisen since· 
paying twice on the Regional Centre. The 
Committee received a recommendation that SJSB 
be given more time to complete logging of the 
schemes. A two year extension of SJSB's. 
Logging Programme will be recorrmended to 
FLDA. 

The extension of time recommended in paragraph (b~ above ~ 
would permit SJSB to hold its licences lon2 enough to cover 
a broader market situation. This~ould result in logging 
closer to ·the requirements of the Licence and henc~ reducing 
or nullifying closing reports (Licence premium fees are paid 
for twelve months. Actually ,they;. .frequently are required 
to be given up in four months.) .· · · 

' .. . , 

Royalty Scaling . 

The Steering Committee of 13th October 1971 accepted a 
recommendation that experimental · scaling procedures be 
tried. Details are to be worked out 21st October 1971 at 
a sub-committee meeting. 

Defect Allowance 

SJSB will · carry out tests as recommended. Attempts are being 
made to have Fore~try Department officials to participate in 
this study. · 

Forestry Legislation 

SJSB feels that the Treasury is the appropriate agency to 
initiate this action with the relevant Ministries. SJSB 
has made numerous app.roaches to Pahang State and Federal 
Forestry officials ori all of these matters. 
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Housing 

The Treasury has advised that the Federal Government 
could not offer assistance in constructing. housing for 
SJSB in Jengka. However, discussions with the JDC have 
progressed considerably and the JDC has now taken steps 
to clear by March 1972 about 240 acres of the township 
area for the purpose of providing the housing. JDC is also 
preparing plans for the houses to be built for rental. 
With the recent directive from the Prime Minister to JDC, 
the Corporation has stepped up its activities in developing 
the township. Six acres of land have been cleared for the 
Corporation to build its offices which will provide office 
space for the Forest Department and other departments 
involved in the Jengka. Some housing will also be built for 
the personnel of these departments and for housing the_ 
Forest Department staff that will be working in · the area. 

One major problem is the question of power for the housing 
requ i red b:-;7 ~ -i2IL ':!:'L~ SJ~E ' s Tm g -::n -r')tors 't•7il l not be 
able to spare much power to the JDC for the houses. The 
Corporation's negotiations with the National Electricity 
Board (NEB) indicate that the power from the national grid 
will be available in Jengka sometime in 1974. SJSB, however, 
will spare between 200-300 kwh to provide for the initial 
requirement of the housing area. It is hoped that the 
JDC will be able to persuade the NEB to set up a temporary 
station to cater for the additional power required until . 
such time as the supply from the national grid becomes 
available in the Jengka Triangle. ~ 

Financial Posit · on and Prospect 

General and Administrative cost control has improved. 
Budgets for the next 12 months are being prepared • . 

. ;,. .. 

Control of Current Assets to some extent is 'dependant 
on market condition~. _Stores inventories are being controlled. 

Surtax pa~d, of approximately $560,000, will be _reclaimed 
as soon as Pioneer Status is approved. The application for 

· Pioneer Status and all queries with respect to it have 
been completed. Decision is expected during November 1971. 

Living Allowances paid will be refunded periodically by 
application to the Bank. 

Project ,income statements, cash flow statements are being 
prepared monthly. During the next year this will continue 
to be done. - ~very 3 months operating profit forecasts 
including estimated balance sheets etc. will be prepared 
in conjunction with the Marketing, Forestry and Processing 
Divisions. 

A 12 month budget will be prepared each year along with 
an updated 5 year projection. 
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Inventory reports will be initiated which will __ 
graphically show any trends deviations from standard and 
budgeted levels. 

Aged receivable lists are prepared weekly which are 
necessary for proper collection and credit control. 

Payables ageing lists are not prepared monthly as we feel 
the amount of ·work and time involved does not serve the 
purpose; however, lists will be prepared every 3 months 
showing those suppliers who have allowed us credit 
beyond the normal 30 day period. 

The format of the progress report proposed by the Bank does 
not suit our own reporting requirements~ consequently 
we suggest we discuss this matter during the visit 
of the next Mission in order to settle this to the · 
satisfaction of both parties. 

Other Matters 

A. Inventory and Forest Management 

Satisfactory progress is being achieved to complete the 
merchantability inventory in the remaining areas in the 
Jengka Triangle and those parts of the Berkelah, Tekam 
and Tekai Forest Reserve. 

Forestry Division is updating and revising its forward 
logging and road construction programmes. 

~ 

Inventory for Scheme 14 was made available to Marketing 
Division and that of Scheme 15 is being completed and will 
be passed to them for their marketing plan. · 

SJSB is working on and will complete within six months 
its survey of the future forest fond will define the 
300,000 acres thath~s been · guara~teed. 

' ~~ . , 

A sustained yield forest -plan -will follow the demarkation 
of the 300,000 acres. 

· B. Water Supplies 

The State Government had completed laying the water mains 
to the Mill areas capable of supplying 200,000 gallons a 
-day. Two storage tanks with a total capacity of 140,000 
gallons are erected and connections to the mains will be 
made very soon. Water from the public mains is now 
available for supply to the personnel resident at the camp. 
A decision has been made to· exclude the raw water supply 
that was originally planned. 

C. Market 

Marketing Division is aware that export sales should be 
given top priority and that any shortcoming to the projected 
80% export 20% local sales will be disastrous to the companyis 

j 
1 

. ' 
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cash flow. It is, however, imperative that the quality 
of export goods is well up to standard. At this time 
all the processing facilities as well as Forest 
Inventories are not completed so forecasts are .not yet 
completed • . 

With Japanese log consumption down for the first time in 
20 years and Indonesian log production still on the 
increase we are doubtful of any significant improvements 
in the log export situation over the next 12 months. 
With our own processing facilities coming into production, 
however, an increasing portion of othenvise exportable 
logs will be needed to feed these production lines, 
and during 1972 we will run into the situation that we 
will not have any logs available of species required by 
the export market. 

On sawn and processed products and ~ plyWood we take a more 
optimistic outlook. A well manufactured, well presented 
commodity always has a _market, and on these counts we ought 
to be clear ahead of t he local competition. The agents, 
The East Asiatic Company, held a Timber Symposium in Kuala 
Lumpur in August 1971. Their delegates were given 
extensive exposure to SJSB and its capabilities. 

D. Organisation and Management 

Regular meetings of the Divisional Heads are being held to 
improve the operation of the SJSB's activities -. The SJSB 
Board has decided not to move the Headquarters to Kuantan 
as proposed by the Mission but action is being taken to 
provide extra ·temporary accommodation around the present 
accommodat·ion so th~t more staff can mov(! to Jengka as 
early as possible. The consultants have established their 
o~vn office and are moving their activities to their -own 
quarters. 

Training. 
.• 

-_ ;. .. -

" ., .. . 

Appraisal of all staff will , be completed and reviewed prior 
to 1st November 1971. This will indicate progress with res
pect to the take over by local staff. 

Liaison with FLDA 

JDC has taken steps to effect close liaison between all 
bodies carrying all projects in the area. Close liaison 
therefore, has been established between SJSB, FLDA, JDC, 
JKR and all other government a gencies involved in the 
implementation of the proje~ts in the Jengka Triangle. 

SJSB has submti:ted its views on how the cost-sharing of the 
class I roads should be worked out to the JDC which has 
held a meeting with Treasury. We are expecting the details 
of the cost-sharing as approved at any time. 

Negotiations have been held between FLDA and SJSB with . 
the Railways on the proposed transportation of the Jengka· 
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Triangle and by rail from there to Port Swettenham. 
The Ministry of Transport has carried out a special 
study on this scheme and is preparing a paper for 
submission to the Cabinet on the above subject. 

cont. 

SJSB during the year had approval from FLDA to bypass 
Scheme 13 due to the unsuitability of the timber species 
for the current market. Studies are being completed on the 
remaining schemes in order to negotiate a final programme 
with FLDAo 

JDC is establishing headquarters in the Regional Centre 
and ·they have the responsibility to establish all the 
infrastructure requirements for the Jengka Triangle. 

Future Developments 

The responsibility of Cantrans is limited to the present 
programme. Cantrans has submitted to the Chairman of 
EXCO SJSB preliminary advice with respect to future 
deve 1 opmen t s • 

We trust that these comments will give sufficient answers 
to your enquiries. We look to the visit of the Mission 
in November. 

With best personal regards, 

MRMN/FWF/pfa 

Yours sincerely, 
for and on behalf of SHARIKAT JENGKA 

SENDIRIAN BER}~. 

_!~ I 

(Mohd • . Rasli bin Mohd. Nawi) 
· ~ .Mana'ging Director. 

.. j • 

,-





INTERNATIONAL BANK FOR RECONSTRUCTION AND DEVELOmPm 

INTERNATIONAL DEVELOPMENT ASSOCIATION 

OFFICE MEMORANDUM 

TO: Mr. w. A. Wapenhans 

FROM: L.W. Bartsch and H.T. -chang 

SUBJECT: MALAYSIA - Loan 434-MA 
Project Supe 
Full Report 

DATE: April 23, 19 71 

In accordance with Terms of Reference date4 Februar,y 25, 1971, 
a supervision visit was made to the project between March 6 and March 17, 
1971. A list of persons visited is given in Annex 1. · 

Project Data 

1..1 Amount of Loan 
Amount Disbursed, February 28, 1971 
Amount UncoDlllli tted, February 28, 1971 
Date of Loan Agreement 
Effective Date 
Closing Date: Original 

Revised 
Date of Last Supervision Mission 
Current Exchange Rate 

. . 

. . 

. . 

1.2 The Mu.da Project is designed to provide irrigation water for 
growing two crops of rice per year on about 261,$00 ac in the States of 
Kedah and Perlis in north-western Malaysia. Major project facilities consist 
of the ¥1Uda Dam, a concrete structure approximately 125 feet high, the Pedu 
Dam, a rock-filled structure approximately 215 feet high, a 5-mile long 
Saiong Tunnel connecting the two reservoirs, the Ba.tang Embanlanent and spill
way, two diversion barrages, three main canals and distribution systems, in
cluding drains and tidal gates. Since the original plan, the excavation of 
field channels has been added to the project. The project also includes 
provision for operation and maintenance equipment and other facilities, 
including extension services, agricultural credit, research and availability 
of necessar,y inputs. 

Summary 

2.1 About 95% of all project works have been completed and the reservoirs I 
are filled. Minor works remain to be done on canals and distribution systems ~ 
and some additional work is necessary to improve the operaticnal aspects of 
the project. Because of delays in completion of the work, an extension in 
the closing time of 18 months to June 30, 197 3, is advisable. Substantial 
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undisbursed funds would remain in the loan if the closing D.ate is not 
extended. Wl. e reco extension of the Closing Date, approx-
imately U $ 4.8 million would remai • The Borrower has made a number of 
suggestions be disbursed. However, the most acceptable 
method appears to be to make additional disbursements for work which has been 
completed and on which disbursements of only 40 percent of the cost have been 
made. The surplus funds of over US$ 4 million could be distributed in this · 
manner against Disbursement A.pplications Nos. 1 through 80. 'Ihe total 
disbursement percentage ·against such work -:-woul.d then be about So%. The 
:•ssiori ..recoDIDends that an 18-month extension of the ·closing date be · " 
·grante.d .a.n(l; the remainder of the··J:oan be· di'"sbursed'-as :outJ.ined above. 

2.2 The 1970 off-season crop of 83,000 ac was successful and the 
program for changing over to new seeds for the first time in 1971 is being 
carried out satisfactorily. A target of 130,000 ac of off-season cropping 
is proposed for 1971. The tractor service for the preparation of land ~ 
limit the area to be second cropped. Only two drying plants were completed 
before the harvest of the 1970 off-season crop. Five additional d.-ying 
plants are being constructed. Drying of paddy will continue to be one of 
the difficult aspects of the project. The existing warehouses at the drying 
plants are still fully occupied by last year• s crop, and means must be under
taken to clear the padqy stock from the warehouse to make room for the new 
crop. 

2.3 In July of the past year, legislation was approved to establish an 
authority for the project which has broad semi-autonomous powers. Staffing 
of the authority remains a difficult problem because of the shortage of all 
professional staff in Malaysia. 

Action Recommended 

3.1 The Bank should write a letter to the Government advising them 
that the Bank would entertain a request for an extension of the closing Date 
to June 30, 1973, to complete the work on the project and to provide additional 
minor facilities which would substantially improve the project. Further 
details should be requested of the Borrower to review the disbursement require
ments to the Closing D .. ate and to recompute the percentage rate of disbursement ·. 
for civil works, tald.ng into consideration any additional or new items of 
work which the DID expects to do. The letter should also recommend that the 
paddy stock be cleared prompUy from the warehouses of the Farmers' Associa
tions (FAs) drying plants and that means be undertaken to improve the pro-
cedure of weighing and sampling the paddy and the timely transportation of 
the paddy from the fields to drying plants. The letter should also suggest 
that the Government review the need and level of agricultural credit for 
fertilizers on the acid sulfate soils. (See Annex 2) 
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Physical Execution of the vlork 

4.1 About 95% of all project works have been completed. All work on 
the Pedu and Ml.da Dams has been completed. The reservoirs are full. Discharge 
from the outlet works on the Pedu Dam is eroding the right river bank below 
the dam and a stilling pool will have to be constructed. Also, on the right 
abutment abovethe dam, erosion and earth slides are developing in former 
borrow areas due to the effects of the rain run-off. Plans for the correction 
of these condi tiona are being prepared by the Department of Irrigation and 
Drainage (DID) and it appears that a weir, bridge, retaining wall and road 
repairs will be required to correct the river channel condition. On the 
right abutment above the dam, slope stabilization work will be required. The 
preliminary estimate of cost for this work amounts to US$ 500,000. 

4.2 The distribution systems in the northern section of the project have 
been completed, except for so~ very minor works. In the southern section, a 
small amount of contract work on the distribution systems is still underway, 
but should be completed by August 1, 1971. In addition to the work initially 
included in the project, some improvements and corrections to the project are 
being proposed by the B"rrower. In both canal sections there are some land 
areas for which low lift pumping will be required. Pump stations are being 
plarmed, five are in the northern area and thirty-three in the southern area. 
Contract documents are under preparation and completion of this work is 
expected by September 1972 at an estimated cost of about US$ 500,000. In 
addition, there are some minor works contracts, such as revision and widening 
of roads and bridges and local drain in:provements amounting to about 
US$ Boo,ooo. This work is to be completed during the next year if an exten
sion of the Closing Date is granted. The electronic system for measurement, 
evaluation and control of water supplies has almost been completed. There 
have been some problems with the communication lines and instrumentation in 
getting this system into operation, and some corrective steps will have to 
be taken. The consultants' expert is at the project and it is expected that 
it may take several months to correct the condition. Additional equipment 
may be required, such as substitution of radio control for the metallic lines 
on which there is much interference. 

4. 3 One of the main operating problems is water management at the field 
level. The distribution system is not designed to deliver water to each farm 
plot. It is designed to flood the area between the laterals, which are spaced 
at 1 to 1~ mile intervals. Wl.th this spacing, the system can only provide 
pre-soaking water for the entire area in 40 days, due to the length of time 
it takes the water to spread between canals. The agricultural requirements 
prescribe that this time should now be reduced to a 20-day delivery period to 
shorten the time between crops. Additional canals are therefore required at 
hal.f-mile intervals to achieve this. Extra roads to provide better transpor
tation for the area are also needed. Prelimi.nary plans for such work indicate 
that costs would be about US$ 12 million for the northern section and US$ 8 
million for the southern section. The Borrower estimates that a three-year 
extension of time in the Closing Date would be needed to carry out this worko 

: ... ' 
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Right-of-way difficulties and problems with small-holder farmers, whose land 
would be taken away, are expected to cause considerable dif.ficul ty if the 
expansion of the distribution system is undertaken. The authority has there
fore decided to defer any construction of additional distribution facilities 
until such time as the farmer attitudes on the project become more favorable_. 

~ricultural Development 

The 1970 Off-season Rice Crop 

5.1 The first off-season rice crop on an area of 83,000 ac produced about 
llO, 000 tons of paddy and averaged 1. 32 tons (520 gantangs) per acre. This 
compares favorably w.i.th the national average of about 400 gantangs per acre 
for the main season crop and 440 gantangs per acre for the off-season crop. 
MOreover, the 1.32 tons per acre average was depressed by the low yield of 
the acid sulfate soils on which the yield was only about 300 gantangs, or 
less, per acre. The yield of the non-acid soils was therefore more than 520 
gantangs per acre. 

5.2 The experience of farmers in carrying out the second cropping on 
the project was more favorable than had been expected. On the acid sulfate 
soils the anticipated difficulty with the young plants after transplanting 
did not occur. The short period between the two rice crops apparently pre
vented the soils from drying out completely and becoming strong~ acid. 

5.3 Only two drying plants were completed by tm Federal Agricultural 
Marketing Authority (FAMA) before the harvest of the 1970 off-season crop. 
Each plant has a capacity of 640 tons of wet paddy at 23% moisture in a 
16-hour world.ng day. Because of deficiencies in the plant, layout and design, 
inexperienced staf'f and start-up difficulties, the two plants were able to 
purchase and dry only about 25,000 tons of wet paddy, which is about 25% of 
the off-season production. 

5.4 A more serious condition was the purchase of paddy by the private 
rice mills which had already been dried by the farmers, and the rejection 
by private mills of paddy which was too wet. FAMA therefore purchased most 
of the wet paddy. 'Ihere were a number of minor problems, such as the use 
of moisture meters which were new to, and raised doubts in the minds of, 
farmers, delays in transportation and loss in qu.aJ.ity due to poor handling 
of the wet paddy. 

5.5 A guaranteed price of M$ 16 per picul (133.3 lbs) at 13% moisture 
was offered by FAMA for paddy delivered to the plant. Farmers who sold to 
licensed padqy buyers at farm-gate or road-side prices obtained from M$ 13.5 
to M$ 15.6 per picul. At the time of the mission's visit, FAMA still had 
some 15.,000 tons of dry paddy in its warehouse. As the plants should be 
prepared to receive the 1971 off-season crop, the warehouses should be 
emptied as soon as possible. 
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The 1970 Main-season Crop 

5.6 Bahagia was grown in both the off-season and the main season on 
the 83,000 ac on which double cropping was carrie out. In 1971 about 
6o, 000 additional acres are scheduled to go into double cropping. Farmers 
have already sw.i tched to Bahagia production. The 1970 main season crop 
has just recently been harvested. The statistics on production and yield are 
not yet available. The general opinion is that it has been a satisfactory 
crop and no special agri.cul tural problems have been reported. Extension 
officers have noted the presence of empty grains, which are presumably due 
to ineffective tillers resulting from an inadequate application of fertilizer. 
There have been no conments or views on this matter by the farmers. As a 
considerable amoWlt of Bahagia is coming into the markets, private mills are 
buying at prices of MP 15 to tll$1.5.7 per picul, or slightJ.y below the Govern
ment's guaranteed price of M$ 16 per picul. As the FAMA warehouses are still 
fully stocked with the 1970 off-season crop, it has been able to buy only 
small amounts of the new main season crop. 

The 1971 Off-season Crop 

5. 7 The target area for this crop is 130,000 ac. As of March 1, about 
55,000 ac have been w. tered and the remainder is being supplied w1 th water. 
The Mtlda Agricultural Development Authority (MADA) estimates that there are 
now 450 4-wheel tractors and Boo power tillers serving the area, as compared 
with 300 tractors and 330 power tillers in the 1970 off-season. On its tour 
of the project area, the mission was of the opinion that there were fewer 
tractors in the field than were seen on its visit last year. MADA' s advice 
and technical service to the farmers has been well distributed by handbills, 
road signs, and radio notices, so that each farmer is advised as to when he 
should prepare the bunds, start rmrseries, prepare the main fields, transplant, 
weed and harvest. 

5.8 In addition to the two drying plants already operating, FAMA has 
under construction five additional drying plants in the Muda project area. 
They are of the saJOO design and capacity as the existing plants. The seven 
drying plants would be able to handle about 70,000 tons of paddy, or slightly 
over one-third of the expected production from the 130,000 ac. ~th some 
slight improvement in efficiency or operation, the plants should be able to 
handle over 100,000 tons. It is the mission's view that drying of paddy will 
continue for some time to be one of the most difficult and weak aspects of the 
Muda project. 



-6-

5. 9 The Government has recently received a report covering the study of 
drying and storage of paddy conducted by the Overseas Technical Cooperative 
Agency (OCTA) of Japan. The report covers the building of drying and storage 
facilities for operation b3 the FAs. The Government has not yet endorsed the 
Japanese plan, nor has it determined who should ca.rry out the construction 
and operation of such facilities. At the present time, five new FAMA drying 
£acUities are being built on sites adjacent to the new FA buildings. This 
would permit the FAs to undertake paddy drying and storage if the Government 
decides they should assume this responsibility from FAMA. 

Future Cropping Plans 

6.1 The .future program anticipates a level of second cropping of 180,000 
ac in 1972, 230, 000 ac in 197 3 and the entire project by 197 4. 

Farmers' Associations (FAs) 

7.1 In addition to the one FA building which was completed at the time 
of' the mission's visit last year, 13 more are now under construction and should 
be completed by May 197~. All are of the same design and are located on a 
4-acre lot wi. th an office building, warehouse, shed and shop for farm ma.chine:ey. 
Each FA wuld service about 9,000 ac of paddy field. At the end of 1970, ·16 
FAs had been established on the Ivlu.da Project with a membership of about 6,000 
families and share capital of M$ 45,000. The total sales from 12 FAa, for 
which records are obtainable, are M$ 225,000. MADA aims to register seven 
additional FAs in 1971, recruit 2, 000 members, increase the share capital 
by M$ 90,000 and expand total sales to Ml> 500, 000. 

7.2 No decision has yet been reached by 1~ on the type of tractors arid 
farm equipment the FAs should purchase ld.th ~ 3 million already approved by 
the Government. After extensive trials in 1970, MADA found the KID tractor 
unsuitable. MADA is now working with the Wolverine Company of California to 
develop a special tractor for the project and with the Japanese firms to 
develop special agricultural machinery which would be used with the tractors. 
The objective is to develop equipment, which woul.d, under Mllda. Project con
ditions, permit mechanization of land preparation operations, transplanting, 
fertilizer spreading, harvesting and the transport of wet paddy from the field. 
It is the mission's view that the length of time required to develop such 
equipment will be very long and that the project farmers will have to depend 
largely on conventional tractors and equipment in the immediate future. 

Agricultural Credit 

8.1 According to PAS, a total of ~ 58,403 of credit was extended 
in the MUda Project area for the 1970 off-season crop. Of this amount, MADA 
estimates that M$ 45,400 was handled by the FAs and M$ 13,003 by the Cooper
atives. There was no private sector participation. For the 1970/71 main 
season crop, M$ 227,894 of credit was extended. The FAs handled M$ 121,542, 
the Cooperatives !-$ 32,270 and private sources MP 74,o81. The main purchases 
with the credit in order of cost were fertilizer, insecticides and tractor 
servicett The repayment of the 1970 off-season credit was nearly 100% complete. 
The 1970/71 main season credit repayment period is just st¥ti.ng. 
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8.2 There is a difference of opinion between MADA and the Agricultural 
Bank with regard to the extension of fertilizer loans to farms located on 
acid sulfate soils and the low average yield (300 gantangs, or less), MADA 
does not urge farmers to apply for such loans. On the other hand, the .Agri
cultural Bank is of the· op!nion that the area, comprising some So, 000 ac in 
the northern half of the project, is too large to eliminate from the credit 
operation and would significantly affect the lending program. It is the 
mission' s view that experimental data of fertilizer application on acid soils 
should be reviewed with the objective of establishing an economic level of 
fertilizer application with and without the use of lime. If' adequate data 
are not available, field trials should be conducted on the project to obtain 
the necessar.y data. An appropriate level of lending for the acid soils 
could then be established. 

Cost Estimate and Disbursements 

9.1 Based upon current project estimates, which include some extra wrk 
to improve the project, up to US$ 4 million of the loan would not be disbursed 
under existing disbursement procedures, although the percentage of disburse
ments for civil works was increased from 40% to 74% in the autumn of 1969. 
The latest cost estimate is show.n in Annex 3. 

9.2 The completion of on-going work, the correction of unsatisfactory 
works and the completion of the most important additional work which should 
be carried out on the project could be completed with an extension of the 
closing date of approximately 18 months. This includes construction of the 
corrective work at the dam, additional roads, improvement of surface drainage 
channels, reconstruction of canal embankments on the south canal, where they 
have been damaged by poor drainage and nood waters, correction and improvement 
of the electronic system for water control, completion of the facilities to 
serve lands which cannot be served by gravity canals, the prov.Lsion of · 
additional funds for the pS A contract for studying and supervising the credit 
program, and several minor addi tiona whi. ch would illl>rove operations on the 
project. 

9.3 To utilize the surplus funds in the loan, the Borrower has suggested 
that the percentage rate of disbursement for civil works should be increased. 
It was originally disbursed at a 40% rate, but since the autumn of 1969 it 
has been disbursed at a level of 7L%. However, even if the rate was raised 
to 100% of the work yet to be done, the entire · amount remaining in the loan 
would not be disbursed. Accordingly, the Borrower has further suggested 
that addi tiona.l disbursements should be made for work which has been completed 
and on which disbursements of only 40% of the cost have been made. The 
balance of slightly over US$ 4 million could be disbursed in this manner 
against disburs~nt applications Nos. 1 through 80 and the total disbursements 
(40% plus lQ.%) would then reach about 50%. · 

Disbursement for civil works costs would then be about the same for all 
such works. The Borrower has also considered requesting disbursements for 
work on the access roads and for the telephone lines used by the water control 
system, for which no disbursements have been requested previously. However, 
this work was done by other Government agencies and it is difficult for the 
Borrower to retrieve the cost records for this work. 
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9. 4 On July 9, 1970, at a Special Loan Committee meeting, 1 t was agreed 
that the full loan should be disbursed. The technique of disbursement left 
undecided and the Malaysians' agreement to be sought on one of two methods 
(a) changing the percentage of 'Withdrawals for Civl Works, or ·(b) financing 
additional items within the project description. 

9.5 Because of the extra work proposed, the effects of country dis
turbances in May 1969 which stopped work, delays in land acquisition, ex
ceptionally wet weather in 1970 and early 1971, and the delays in the prepar
ation of designs for the pumping plant and minor works for the satisfactory 
operation of the project, the mission recommends that the Borrower be advised 
that the Bank would entertain a request for an extension in the Closing Date 
of approximately 18 months to complete the work described in paragraphs 4.1 
and 4.2 The Bank should also advise the Borrower that it would entertain a 
request for additional disbursement against Disbursement Applications Nos. 1 
through 80 to utilize any surplus funds. The estimated disbursement schedule 
and revised List of Goods shown in Annexes 4 and 5 have been prepared on this 
basis. · Based on the revised cost estimate, including the revised estimate 
of interest during. construction (US$ 74.5, plus US$ 8.6 million), the portion 
financed by the Bank would amount to 54%. · 

Organization and Staffing 

10.1 In July of the past year legislation was approved to empower the 
Minister of Agriculture to establish an Authority on the project for the 
purpose of implementing an agricultural development program and to provide 
and maintain agricultural services in the area. The Authority reports 
directJ.y to the Minister of Agriculture and is governed by the board of 
directors consisting of persons appointed by the Prime Mini star and selected 
from the Z.1inistry of Commerce, the Department of Irrigation and Drainage, the 
Agricultural Bank and a state secretary from each of the two states in which 
the .project is located. The general manager o£ the project is also a board 
member with voting powers. The Authority has broad powers and can take action 
on many agricultural functions without referring to, or getting approval from, 
line agencies in Govenunent. It has power to record and staff its organiza
tion for any necessary functions, including project engineers who will report 
to the project minister rather than the Director of DID. 

10.2 Staffing of the Authority has become a serious problem because of 
the shortage of all professional staff in Malaysia. The Prime Minister has 
ordered that priority should be given to recruitment of staff for the Authority. 
The engineering staff is being shifted from a construction to an O&M activity. 
the DID has provided engineers to maintain a staffing level of 80% of needs, 
although DID has an even greater shortage of engineers. In general, managerial 
and prime level staffing for MADA is satisfactory. However, at lower levels, 
the staffing is inadequate as they have only been able to meet about 75% of 
their requirements. Some personnel difficulties have been experienced in 
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changing over to the Authority operation because clarification of administra
tive matters such as pensions, salaries, fringe benefits and other relation
ships have been affected. Some loss of staff has occurred because of this 
condition. Within a short time., YJ.ADA hopes to add to its personnel role 3 
additional agricultural officers, 16 agricultural assistan·~s., and $6 field 
assistants. 

Future Investment Program 

ll.l The DID is proposing a large scale drainage and iiTigation project 
in the south-west Johore region. The project would cover nearly a half 
million acres, principally peat and mineral soils. Lack of adequate drainage 
in the area is severely restricting crop production. Crops to be produced on 
the project would include coconut, rubber and pineapple. The DID has started 
work on the feasibility report for this project and hopes to prepare a draft 
report by the end of the year. The recent sector mission visited Malaysia 
and estima. ted an investment of about US$ 30 million would be necessary to 
develop the area. 

Fu.ture Mi.ssi ons 

12.1 The next supervision mission should visit the project in January 
or February of next year. 
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1. Rice is the principal staple of the Malaysian diet. It comprises 
more than 20 percent of the food consumed by the entire population, and makes 
up as much as 35 percent of the diet of rural Malays. Present annual consump
tion ~--~e-~~~~t~Malaysia is estimated to be about 1.1 million tons, or 

capi This level of consumption is about average for 
ess than South Vietnam (about 370 1b per capita) but 

greater than Indonesia or the Philippines (about 190 lb per capita). Both 
price and income elasticities for rice are very low in Malaysia, however, 
and per capita consumption can be expected to decline somewhat over the 
next decade • . 4& incomeS rise, there is likely to b@ a araduel dAAti!ll'81:! in 
c n m tion of rice and inc in con um tion of wheat, higher value 

oods, fruit and vegetables. With a popu ation growth rate of 2.8 
annually, the total demand for rice is projected to grow as follows: 

Table 1 : PROJECTED DEMAND FOR RICE IN WEST MALAYSIA 
('000 tons of milled rice) 

With annual per capita consumption of: 
260 lbs 
250 lbs 
240 lbs · 

Source: Mission estimates. 

Production 

1970 

1,121.3 
1,072.9 
1,024.5 

1975 

1,253.2 
1,205.0 
1,156.8 · 

1980 

1,477.8 
1,414.1 
1,350.4 

2. The Government of Malaysia has strongly encouraged domestic 

1985 

1,696.6 
1,623.5 
1,550.4 

padi 1/ production in recent years, with the goal of reaching self-suffi
ciency. Measures have included direct support through the operation of the 
Guaranteed ~inimum Price (GMP) and a ja•~ilizer 
support through the ex ansion of irri a tion 

]} Through this Annex, "padi" refers to the grain before milling and "rice" 
to the grain after milling; milling efficiency is generally assumed to 
be about 65 percent. The commonly used measures for padi and rice are 
the gantang (about 5.6 lb) and the picul (133 1b). 
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fairly intensive rice research program, increased extension services, con
trol of imports . and, more recently, intervention in marketing through the 
Padi and Rice Marketing Board. These measures have been successful quanti
tatively, and production of rice in West Malaysia has risen from 605,000 
tons in 1962/62 to 867,000 tons in 1968/69 --an average annual increase of 
~~t. In the same period, imports fell from 316,000 tons to 227,000 

tons, and ro demand met by domestic production grew from 66 
percent 79 ercent (see Annex e 2.12). 

3. This increase in rice prdduction in West Malaysia is largely the 
result of expansion of the area of wet padi, which now amounts to about 
950,000 acres. The area under double-cropping grew particular!~ fast, 
from 46,000 acres in 1962 to about 300,000 acres in 1970.. 'this increase 
has been achieved largely through major irrigation schemes in Perak, Penang 
and Selangor, as well as the very large Muda project in K h aad Perlis, 
of which the first 80,000 acres were double-cropped in 1970~ . rt is expected 
that the entire Muda area (260,000 acres) will be double-cropped by 1973, 
together with 47,000 acres on the Kemubu scheme in Kelantan The Beaut 
project in Trengganu (12,600 acres) and a number of small schemes throughout 
the country will raise the total area of wet padi to about 1.0 million 
acres by 1975. The Drainage and Irrigation Division estima s that of 
this area about 660,000 acres will be double-cropped; this figure appears 
somewhat optimistic, and the actual area will probably be in the range of 
550,000-600,000 acres. There are, in addition, about 55,000 acres of dry t 
hill padi in West Malaysia, but yields are very low and production only 
amounts to about 2 percent of .the total. 

Table 2: RICE AREA AND PRODUCTION IN WEST MALAYSIA, 1969 

Area Yield Production 
('000 acres) (gantangs of ('oop tons of 

padi per acre) mil.J.,ed rice) 

Wet padi: Main-season 940.2 431 662.9 
Off-season 237.3 481 186.2 

Dry padi 56.5 186 17.3 

Total 1,234.0 429 866.4 

Source: Department of Statistics, Kuala Lumpur. 

4. Padi yields h•ve grown only slowly in recent years. Between 
1961-63 a~d 1967-69, main-season wet padi yields grew from 390 to 410 san
tangs per acre on average, off-seaann wet padi yields grew from 425 to 460 
gantangs per acre, and dry padi fluctuated around an average of 200 gantangs 
per acre. Yields in the east coast states of Kelantan, P:ah'ang and Johore 
are consistently lower ·than those on the west coast, and yt'elds 'in Selangor 
have been the highest. These differences are due to better water control, 
more intensive land use and better management on the west coast. It can 
be expected, however, that yields will increase rapidly in the next few 
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years as new, high-yielding varieties are more widely grown and suitable 
management practices· are adopted. Bahagia, a local _adaptation of IR-5, is 
being distributed on a large scale, and its _ use in conjunction with improved 
water control and greater use of fertilizers and pesticides -should lead to 
significant yield increases. · 

5. It is estimated that by 1975 yields of padi wili average 500 gao-
tangs per acre for the main-season crop and 600 gantangs per acre for the 
off-seas~n crop. If so, annual production of rice will be about 1.4 ~1-
lion ton~ in 1975 compared to projected consumption of about 1.2 million 
tons. West Malaysia can, therefor.e, expect a rice. surplus of the order of 
200,000 tons by the mid-1970's. If yields are 10 percent -lower than these 
estimates, production would reach 1.3 million tons by 1975 and would still 
be surplus to domestic requirements. If, in addition to smaller yield in
creases, the double-cropped area should only. be 560,000 acres by 1975, 
then production would be about 1.2 million tons, approximately the same as 
consumption. 

Table 3: PROJECTED RICE PRODUcTION IN WEST MALAYSIA IN 1975 

Production 
Area Yield Padi Rice 

( 1000 acres) (gantangs of 
padi per acre) 

( '000· tons) 

Dry padi 
Wet padi, single cropped: 

poor water control 
adequate water control 

Wet padi, double cropped: 
main-season 

·off-season 

55 

217 
121 

(662) 
(662) 

250 

400 
500 

500 
600 

30 19 

217 140 
151 98 

827 538 
993 645 

Total · 1,055 518 2,218 1,440 

(1,717) /1 

L! Cropped acreage. 

Source: Drainage and Irrigation Division, Kuala Lumpur, and Mission esti
mates. 

6. The states of East Malaysia are pursuing padi production programs 
of their own. Sabah is increasing the area of both single and double
cropped padi land, and is hoping to reach self-sufficiency in rice by the 
mid-1970's. The Government of Sarawak is also endeavoring to raise padi 
production, but it is expected that imports on the order of 15,000-20,000 
tons of rice annually will still be necessary by the mid-1970's. On the 
basis of these assumptions, the Federation of Malaysia is likely to be a 
rice-surplus nation by about 1975. Consumption after 1975 is unlikely to 
grow at more than 2.5 percent annually, and this should be met by yield 
increases on a fairly static padi acreage. 
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Table 4: PROJECTED SUPPLY AND DEMAND FOR RICE IN MALAYSIA IN 1975 
('000 of long tons) 

/1 Production Consumption -- ~alance 

West Malaysia 
Sabah 
Sarawak 

Total 

1,440 /2 
90-

115 

1,645 

1,250 
90 

130 

1,470 

+190 

- 15 

~175 

On the basis of annual consumption of 260 lb per 
capita and population growth rate of 2.8 percent 
~nnually. 

Under optimistic production projections. 

Source: ~ssion estima~es. 

7. In additiop to the expansion of i~rigation facilities, several 
other factors have influenced yield levels and production trend$. The pat
tern of off-season planting has changed markedly during the p4st few years 
with the introduction of indica-japonica hybrid varieties. The principal 
off-season varieties grown at present are Malinja, Mahs~ri, Ria and Bahagia, 
all of which are nori-phot9sensitive, of relatively short maturation (130-~40 
days) and potentially capable of high yields. Bahagia is being used in- t 
creasingly for both main and off-season planting, and has a yield potential 
of 800-900 gantangs per acre per ciop. It is also favored because it is 
moderately resistant to padi blast and penyakit tqerah diseases and becau~e 
it has better grain characteristics than the earlier IRRI introductions. 
Seed multiplication is carried out by the farmers themselves after small 
quantities are distributed free of charge by the Division of Agriculture. 
~1ile this method is effective, seed multiplication through accredited 
growers should also be encouraged to ensure purity. 

8. A padi fertilizer scheme, including a 30 percent subsidy, was 
operated during the First Malaysia Plan and involved distribution of abou~ 
30,000 tons annually. Present fertilizer recommendations for the west coas~ 
are a nursery application of 8 lb ammonium phosphate and a main crop dressing 
of 250 lb (55:40.:15), including top dressing with urea. Present f~rt111zer 
usa e, therefore, amounts to onl 20 percent of the r;ie. The 
slow increase in fertilizer usage e pas was probably due to poor 
yield responses of the traditional varieties, and it is expected that the 
introduction of higher-yielding varieties, together with improved water 
control, will greatly increase fertilizer usage in the future. A continued 
extension effort will still be necessary to ensure these improvements, however, 
and the Government's plans to end the padi fertili~er subsidy would seem to 
be premature. In the longer t;ca~, use of fertilizers at the desirable level 
will ~e"'end on the establishment of an effective credit supply in the principal 
padi areas. 

9. Relatively little mechanization has occurred tQ date in padi 
areas, although there has been some increase in tractor usage in recent 



ANNEX 1 
Page 5 

years. It is estimated that about 1,500 four~heeled tractors and about 
2,000 two-wheeled tractors were available for smallholder use in 1970. 
Land preparation is 8enerally performed with buffalo-drawn implements, 
while transplanting -arid harvesting . are largely manual operations. However, 
as double-cropping increases and the time taken :i.n land preparation becomes 
more critical, the use of tractors is expected to increase. Present padi 
varieties have a growing season of about 140 days, which leaves only six 
weeks between harvesting and planting under double-cropping conditions. · 
In the Muda scheme, trials are being run with multi-purpose vehicles that 
could be used for harvesting and transport as well as for land preparation. 
It see~, however, that medium-size four-wheeled tractors are the most 
effective arid most economical, even though their use is restricted to two 
periods of the year. Although complete mechanization of all farm operations 
would be neither desirable nor feasible, increased use of tractors for land 
preparation is essential if · .the full potential of improved irrigation ·: fa
cilities is to be uti-lized. To meet this need, it will be necessary to 
establish a source of credit for tractor purchase by farmers, by contractors 
and by farmers' associations. In this respect, extension of the Bank Per
tanian's pilot schemes in the Muda and Kemubu areas is essential. 

10. Continuous cropping with padi favors the build-up of pests and 
diseases, which is intensified with the introduction of . double-cropping. 
Rats in particular thrive under such conditions. and concerted· use of poison 
baits is necessary to reduce rat populations and drainage. Insect damage, 
particularly from stem borers and the bug Leptocorisa, also tends to in
crease with double-cropping unless checked by use of insecticides. The most 
serious padi disease, penyakit merah virus, can be controlled by the use of 
resistant varieties and by spraying for control of the virus vector, a leaf 
hopper. Padi blast is not a major problem as long as resistant varieties 
are planted; however, continued breeding programs are necessary to maintain 
this resistance. 

Marketing 

11. The problem ~f satisfactory arrangements for padi marketing has 
become larger and more complex with the prospects for substantially in
creased production which have now been opened up. The typical padi grower 
has always been a relatively small farmer in Malaysia in a somewhat weak 
bargaining position vis-a-vis the padi dealer, particularly as he has been 
often indebted to the latter. These dealers who linked the farmers ·with 
the rice mills are usually small, and hence inefficient, operators. Mill
ing and transport facilities in many cases are also inadequate. There is, 
in addition, the practice of padi being sold by volume rather than weight, 
to the producer's disadvantage. To these factors is now added the need 
for a sizable expansion in facilities for handling the crop, e.g. purchase, 
transportation and milling. Another important feature of the new situation 
is that many who were earlier subsistence farmers will now have a surplus 
to sell. Further, with double-cropping, padi is harvested . in wet weather 
conditions and su~fers severely in value unless immediately dried. Artifi
cial drying facilities have, therefore, to be organized on a large scale. 
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12. The existing channels for the marketing and distribution of 
padi/rice are represented in the following diagram: 

$ 16.00 

PAD! 

RICE 

Farmer (1970 prices in M$ per picul 
for Kedah No. 1 rice.) 

I ($ 24.60 - milled rice equivalent) 

·Miller 

~5.60 
Stockpile 

$ 26.50 I :32.00 

Wholesaler--- Importer 

1 $ 28.00 

Retailer 

I $ 32.00 

Consumer 

world Market 

$ 20.00 

13. Federal intervention in rice marketing takes three forms. The 
Government Stockpile, introduced in 1946 as a result of wartime experience 
with rice shortages, maintains a rice stock as a strategic reserve. De
tails on the operation of the Stockpile are secret, but its size is calcu
lated to provide about 4.7 lbs of rice per person for a certain number of 
weeks. It is thought that the Stockpile does not exceed 100,000 tons of 
rice, that the stock is turned over every 6-12 months, and that 20~40 percent 
of national production is purchased by the Stockpile in a year. The stock is 
administered by the Ministry of Commerce and Industry, and is financed by 
a revolving fund of about M$ 73 million. Rice is sold by t~e Stockpile to 
importers on a contingency basis tied to import licenses. The price of 
Stockpile rice is generally above wholesale prices, but the importers cover 
this loss with high margins on sales of imported rice. 

14. The Guaranteed Minimum Price (GMP) was first int~oduced in 1959 
to stabilize rice prices and to provide an incentive for greater domestic 
rice production. .The level of the GMP fc;1r clean_, dry ( 13 percent moisture 
content) padi delivered to the mill has oscillated between M$ 12 and M$ 17 per 
picul but has remained stable at M$ 16 s.ince· 1962. The GMP, which func-
tions as a floor price, is not implemented directly b~t through the Stockpile. 
On purchasing rice from a miller, the S-tockpile requires evidence that the · 
miller paid at least the GHP to the fanner when purchasing his padi. 
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15. The third form of federal intervention is through the Padi and 
Rice Marketing Board, which was established in 1967 to implement the 
Government padi marketing program. The Board functions by licensing and 
controlling rice mills, by operating drying and storage facilities and by 
direct purchasing and milling of rice. By 1970, the Board was operating 
regulatory schemes in all the states of West Malaysia and _was participating 
in padi trading in the Tanjong Karang (Selangor) and Muda (Kedah-Perlis) 
regions. It is planned to extend the licensing scheme to Sarawak and to 

· enter direct trading in Kelantan and Trengganu during the Second Malaysia 
Plan period. The Board has also established two drier compiexea in the 
Muda area, and it is intended to construct 15 more over the next five years. 

16. The present system of padi and rice marketing has been fairly 
effective in stabilizing prices to the producer, in maintaining a strategic 
reserve stock and in controlling the level of imports into Malaysi4. It 
has, hoWever, certain disadvantages which will become increasingly -impor-
tant as the country approaches self-sufficiency. Although the GMP has been 
held at $16 per picul for a number of years, the average price received by 
the farmer is considerably below this, probably between $13 and $14 per 
picul. This difference is due partly to . the inability of the farmer to meet 
the conditions of dryness and quality of padi required owing to the lack 
of facilities, and partly to the lack of a mechanism to implement the GMP 
directly with a consequent reliance on the good faith of millers. The large 
number of small millers and a guaranteed market for domestic rice have resulted 
in low milling efficiency and quality, with the result that the demand for 
high quality rice has been met very largely by imports. 

17. The Stockpile is poorly suited to implementation of a price sup-
port program and the secrecy covering its operation has led to general 
inefficiency and high operating .costs. The Stockpile, whi~e specifying 
certain minimtim standards, pays only one price for rice purchased from the 
millers and is, therefore, sold mainly poor rice while higher quality 
products are sold directly to wholesalers. 

18. The establishment of the Padi and Rice Marketing Board to regu-
late and participate in padi and rice trading has inevitably led to an over
lapping of function between itself and the Stockpile, and there is an 
increasing conflict between the two agencies over their responsibilities 
and powers. It is very necessary that the whole mechanism for federal 
intervention be streamlined and simplified in the future.1J 

19. At present, the GMP is maintained solely by the indirect control 
of the Stockpile through its purchases from millers. To cover the purchase 
cost of rice, based on the GMP, as well as its high operating costs the 
Stockpile has to sell its rice at a · price that is generally higher than 
market levels. This is made possible by requiring rice importers to 'buy 

!/ Since this was written, the Government has established a rice marketing 
corporation to absorb the Padi and Rice Marketing Board and to incorpor
ate also the functions of the Stockpile. 
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rice from the Stockpile as a condition for obtaining an import license. 
The importer is willing to do this as he makes sufficient profit on the im
ported rice to cover losses on the domestic rice purchased from the Stock
pile. Thus, the -Stockpile manages both to cover its operating costs and to 
control the flow of imports. However, this system will not be workable 
once West Malaysia reaches self-sufficiency. With the cessation of imports, 
it will no longer be possible to cover the cost of the Stockpile and main
tain the GMP with the surplus obtained from the high prices charged for 
imported rice. 

20. Once the country is no longer dependent on imports, the principal 
justification for holding a reserve stock is removed. If the Stockpile is 
discontinued, however, there will be no means of implementing the GMP. With 
sufficient domestic production to meet demand, and perhaps a small surplus, 
the present price levels could not be maintained, and both the GMP and con
sumer prices would fall as long as domestic prices remained considerably 
above world prices, as they are now 1/. If the Stockpile is continued, it 
will no longer be able to cover its operating costs by selling to importe.rs 
on a contingency basis. If present producer and consumer prices are to be 
maintained, it is estimated that the Stockpile would lose about M$ 3 per 
picul of rice handled. It is far from certain, however, that the indirect 
control exerted by the Stockpile under the present system would be suffi
cient to ensure price stability in a situation of fluctuating but generally 
surplus rice production. 

21. The cost of maintaining the Stockpile and price support program., 
once self-sufficiency is attained, is hard to calculate. Assuming the Stock
pile handles 100,000 tons of rice annually, at a loss of M$ 3 per picul, then 
the financial burden to the Government would amount to about M$ 5 million . 
annually. To operate a fully effective price stabilization program, how
ever, would probably cost substantially more. An alternat-ive means of cal
culating ~he cost is to consider the present financial margin on the sale 
of imports. Assuming imports in 1970 of 200,000 tons of milled rice with a 
gross margin to the importer, who is also the wholesaler, of about M$ 120 
per ton (between CIF cost of US$115 and wholesale price of M$ 465 per ton), 
then the gross surplus on imports amounts to about M$ 24 million annually. 
This surplus, which under the present system is distributed between 
the Stockpile and tqe importers, will be lost once the country is self
sufficient. 

22. It is apparent that, whatever rice policy the Malaysian Government 
decides to pursue, the existing mechanisms will have to be changed. Once 
supply meets or .exceeds demand, a more dir.ect form of Government control 
will be necessary if prices are to be stabilized above world market levels. 
The Stockpile, in its present form, is clearly not suited to implement a 

]_I The wholesale price of Kedah No. 1 rice in Kuala Lumpur in July/August 
1970 was M$ 28.00 per picul or equivalent to US$155 per ton; this com
pares with an FOB Rangoon price of US$103 per ton for Burmese rice in 
the same period. 
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major price support program nor to operate as a buffer stock, buying when 
prices ·fall below a certain floor. The Padi and Rice Marketing Board would 
be better suited to "this function, but it lacks the physical and administra
tive capacity to handle the volume of grain necessary. As imports are 
likely to be negligible by 1973/74, immediate Government action to establish 
both a rice policy and the machinery to ~mplement it is ~ssential. 

23. . In addition to the changes necessary in rice strategy, there is 
considerable need . for improvement in the efficiency of the marketing mechan
ism at the mill level. At present, most padi is processed in a very large 
number of old, inefficient mills, leading to high costs and a low-quality 
product. An expansion of milling capacity is necessary to handle increasing 
production, and this opportunity should be taken to rationalize the .milling 
industry. A start has been made with the regulating activities of the Board, 
and these should be extended to include the whole of East and West Malaysia. 

24. As the area of double-cropped padi increases, it also becomes 
necessary to install drying facilities to handle grain harvested in the wet 
season. The Board succeeded in installing enough driers in the Muda area 
to cope with the first off-season crop in 1970, but neither the design nor 
the location of these is adequate. The considerable difference between 
the GMP, at M$ 16 .per picul, and the price actually received by the farmer 
of M$ 13-14 per picul, is due in large part to the high moisture and dirt 
content of the padi delivered to the mill. Efforts to improve this quality, 
and so reduce the deductions made from the GMP, could considerably alleviate 
any reduction in GMP that might result from surplus domestic production. 
It should also be possible to improve milling efficiency which, although 
assumed to be about 65 percent at present, is probably considerably lower on 
average. 

Future Rice Policy 

25. The Malaysian Government is faced with the need to define both a 
long-term rice strategy to take into account West Malaysia's new situation 
as a rice-surplus nation, and an intermediate policy to maintain price sta
bility as imports are reduced over th~ next few years. Long-term Govern
ment policy should be directed either at attaining approximate equilibrium 
between domestic production and consumption of rice, or at lowering product 
ion costs sufficiently to allow surpluses to be sold on the world market 
without loss. 

26. The extension of irrigation facilities and the introduction of 
high-yielding varieties have substantially changed the cost-price structure 
of padi production under double-cropping conditions. The benefits of this 
change are such that a gradual reduction in the price of rice will not cause 
undue financial hardship to padi farmers in double-cropped areas. In view 
of the very high cost to the economy that would result from maintaining 
present price levels once West Malaysia reaches self-sufficiency, future 
rice policy should be directed at reducing the price of rice towards world 
levels. It is expected that by the mid-1970's more than 80 percent of the 
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rice produced in West Malaysia will be from double-cropped padi land. The 
remainder will be produced on .more than 400,000 acres of land where the 
water supply is inadequate for two crops. Of this area, about 270,000 acres 
lack sufficient water to ensure even a single crop. In the Malaysian con
text of potential .rice surpluses and high costs relative to world levels, 
such land must be considered only marginally suited to padi production, 
and in the overall interests of the economy would be better employed in 
some other form of production. A reduction in the price of rice would have 
severe financial repercussions on these padi farmers outside double-cropped 
areas and it is essential that the Malaysian Government should take measures 
to develop alternative sources of income for farmers on margin padi land 
before reducing the price of rice. 

27. The introduction of improved rice varieties will only be bene-
ficial to the economy in the long term if the resultant increased produc
tion leads to the release of land, labor and other resources that can be 
employed in alternative forms of production. As long as Malaysia is a 
rice-deficit nation~ the resource released is foreign exchange which can 
be reinvested in further primary or secondary production or used for in
creased consumption. Once . Malaysia becomes a rice-surplus nation, however, 
the resources released are land and labor, neither of which has the mobil
ity or the alternative opportunities enjoyed by capital. The nation is 
faced with considerable rural un- and under-employment already, much of it 
in padi-producing areas, and much of the land in padi has no alternative 
use. The full benefits from the introduction of high-yielding varieties, 
therefore, will only be realized if the surpluses of land and labor can be 
put to productive use. 

28. The first objective of Government rice policy must be to identify 
and find alternative use for marginal padi land. There is, however, widespread 
cultivation of padi as a subsistence crop, where only a small proportion of 
production is sold and land use is clearly not determined by market prices. 
It must be assumed that this padi cultivation will continue regardless of 
Government policy. Of the large area of padi grown at least in part as a 
cash crop which is not on double-cropped land, some is on land that has no 
feasible alternative use, and will continue to grow padi. On much of the 
remainder, however, other crops can be grown. Under the present market 
structure, with a support price for rice but not for most other crops, padi 
is the most profitable crop. If the rice price is lowered and applied 
research results in improved varieties for maize and sorghum, such land could 
be used to grow several crops of feedgrain annually, and would give a better 
income to the farmer than in padi. 

29. The type of use will necessarily vary with the location and con-
dition of the land. Where land is heavy and low-lying, it may be prefer
able ·to grow a main season padi crop followed by one or two crops of maize 
or sorghum in the off-season. Installation of drainage facilities may be 
necessary for off-season cultivation of some land. In other cases, the 
land may be suited to cultivation of feedgrains througboQt the year, perhaps 
tn rotation with groundnuts or other annual crops. In some locations, pro
duction of fruits or vegetables could be encouraged. In all cases, however, 
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Government action is necessary to identify and promote alternative land 
use opportunities; to perform adaptive research, and to provide adequate 
drainage, credit -and marketing facilities. 

30. tn must be emphasized that, without appropriate Government action, 
the plight of padi farmers outside double-c~opping areas will become acute 
over the next decade. The Government must have established the production 
of other crops on an agronomically and economically feasible basis before 
major changes are made in the existing price structure -of padi. However, a 
long-term rice policy in Malaysia must also include a lowering of the rice 
price towards world levels. This would have the effect of both reducing 
the incentive for rice production, so matching production trends more 
closely with expected consumption, and also ·of lowering the price to the 
consumer of the principal staple food and thus b_enefitting the great mass 
of the population. The Malaysian Government has made large expenditures 
in padi over the past decade, all of which have benefitted the padi farmer. 
To realize in full the benefits of technological improvements such as 
double-cropping and new varieties, however, the cost of rice should be 
reduced, so benefitting all other sectors of the economy. Because of the 
importance of rice as a staple food, a reduction in price would lower ·food 
costs. and raise real incomes for the great majority of the population. 

31. In the ·short term, major changes will have to . be made in the. ex
isting marketing structure if the transition from large-scale rice imports 
to self-sufficiency is to be achieved without severe price fluctuations. 
As imports are reduced, a direct mechanism of price control will be neces
sary to maintain price stability. The aim should be to operate a buffer 
stock, with intervention only when the price passes beyond a fairly wide 
range. Within this range, _market forces should be allowed to operate freely. 
The Padi and Rice Marketing Board would be suitable to perform this function, 
and should be given the powers and resources that it would require. The 
justification for a strategic rice reserve stock becomes ·less apparent as 
imports are reduced and the flow of domestic rice becomes more even as 
off-s.eason production increases. If it is decided that such a reserve stock 
is still necessary, however, its operation should be coordinated with, if 
not controlled by, the Marketing Board. Consideration should be given to 

-whether the cost of maintaining the reserve stock should be met from the 
federal budget or passed on to the consumer in the form of higher prices. 

32. The level of the Guaranteed Minimum Price must be kept under re-
view. Although the eventual aim should be to lower this price towards 
world market levels, care must be taken to protect the interests of padi 
farmers. In particular, as discussed above, no significant reduction 
should be introduced until alternative sources of income are established 
for marginal padi farmers. As imports decline, maintenance of the GMP will 
become increasingly costly. It will be necessary to decide whether this 
cost should be met by the general taxpayer through the federal Government 
or by the consumer through higher rice prices. 

33. At the same time, it is necessary to improve the marketing of 
padi to achieve for the farmer a price nearer the GMP than that which he 
receives at present. This can be achieved by constructing more rice 
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driers in double~cropped areas, by establishing more cooperative and public
owned mills and by raising the size and efficiency of existing mills. 
Measures should also be taken to utilize rice by-products, especially bran, 
to a larger extent than at present. Similarly, grading of padi and rice 
should be introduced at all stages of marketing to provide an incentive 
for better-quality production and proce~sing. 

34. The emph•sis. in future research and extension programs sho~ld be 
directed at finding alternative uses for marginal single-cropped padi land 
in the main and/or off-season. At the same time, however, a continuation 
of rice breeding d adaptation programs is necessary to en continuing 
productivity incr@ ses in the principal padi-producing regio , so that 
long-term future growth in de~and can be met from ~he same p•di area. 
Similarly, al~hough no major new investments are reqqir~ in irria•tion 
facilities beyond ongoing programs, continued efforts will be needed to 
maintain and improve facilities on e~isting $Chemes. 
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INTERNATIONAL . BANK FUR RFDONSTRUCTION AND DEVEI.OP11ENT 

INTERNATIONAL DE7VEIDPMENT ASSOCIATION 

OFFICE 1-1FJvlOP..ANDUM 

TO: Mr. S. J. G. Burt DATE: October 27, 1971. 

FROM: G. Pennisi 

SUBJECT: MALAYSIA - Appraisal of an Education Project 
Back-to-Office Report 

1 • Malaysia is a multiracial country whose general education 
system is quantitatively highly developed: primary school enrollments 
represent over 90% of the corresponding ase group and ~nrollrnents in 
general second~ schools are also relatively high. The emphasis is 
on academic subjects and technical-vocational education is somel-lhat 
neglected. The educational strategy of the government, as set out in 
the Second Malaysian Plan, includes:-

(i) promotion of national unity by the. consolidation 
of the educatio:1 system, involving the phased 
introd·u.ction of Bahasa l"'lalaysia, the developing 
national language, as the main medium of instruction 
in schools; 

(ii) the development of education and training programs 
more relevant to the country's needs for economic 

· development; 

(iii) . more emphasis on · science· and technology; and 

(iv) the development of the research, planning and 
implementation caP.ability to meet these objectives. 

2. The education plan would be carried out mainly by calling 
on domestic reS:Ources. . The project proposed for Bank financing would 
assist the __ implementation of the plan in four areas -: 

(i) curriculum development and continuing education for 
teachers and other education personnel; 

(ii) introduction of educational television at the primar,y 
and secondary level; 

(iii) supply of teachers of science and of high level nanpower 
with a scientific background; and 

(iv) expansion and reform or technical-vocational education. 
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3· The proposed project as discussed with the goverrunent would 
construction and equipment for! consist or 

Student Boarding Estimated Cost 
Places Places \US$ million~ 

(i) National Education 
Development Center . n.a. 120 0.8 

(ii) Educational Television . n.a. n.a • 1.4 

(iii) Faculty of ·Science and 
communal facilities 
at the University of 
Penang 3,000 500 . 10.1 

(iv) 1 . technical and 7 
vocational schools 4,700 .3,300 6.2 

(v) Contingencies 2.6 

J I 21.1 

4. The foreign exchange component is tentatively estimated at 
US$ 8.1 million ·or about 407; of the total project cost. Original 
government proposals included also assistance for three agriculture-home 
science schools. The preliminar.y findings of the appraisal mission 
indicated that these three schools did not appear to be justified and 
the request for Bank assistance was withdratm by the govenunent. · 

An appraisal report is being prepared • 

. ' 

c.c. Messrs. Chadenet, Baum, Ripman, Ballantine, Calika, J. lee, 
Hultin, Dunnill, Koulourianos, . Gamble, Krohn, _Welter, futagami, Osborne, 
Jengten, Sandberg • 
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INTERNATIONAL DEVELOPMENT I INTERNATIONAL BANK FOR . , INTERNATIONAL FINANCE 
_ ASSOCIATION RECONSTRUCTION AND DEVELOPMENT CORPORATION 

OFFICE MEMORANDUM, 
TO: Mr. Robert s. Mcrramara (through Hr. Chadenet) DATE: October 26, 1 971 

FROM: Robert Sadove 

suBJECT: Briefing !1ote 
HALAYSIA - Kuala Lumpur Urban Feder2l High-vray Project 

1 • On Noverrioer 15, 1971 , the Urcc:.n Fro jects Division ·.-rill begin 
appraising this project to improve the seven-mile urbc;.n .portion of Federal 
High·HC'.Y II l·Ihich rWls from <;:entral Kuala Lu.I:lpur to and throu~h the adjacent 

. suburban nerr toun of PetCJling Jaya. Estimated project costs are US~23.d 
million of uh:i.ch US-::~1 0. 7 million are f'or foreign exchan~e. Estimated · 
internal economic return for the project is 23.5:~ (.35.0;~ if values for 
user time savings are included in the benefit stream). 

Purpose 

2. The pro jcct would improve access to central .Kuala Lunpur ·from 
Petaling Jaya, from a second ne-vr to-.m at Sh~.h 1 Alom (Batu Tiga), from 
Port Svrettenham C-Ialoysia 1 s primary s~aport), a.11d from the airport. It 

-.v:ould relieve congestion and 1-rould anticipate future traffic grouth by 
constructing grade-separated intersections a..11d by. uidening the roadHa:t,. 
from tHo to three lanes in each direction. And it ;-;ou.ld increase the 
safety of nntorcycle end scooter riders (22;;; of current traffic), as uell 
as improve the flo1:: of non-rotorcycle traffic, by providi~g separate 
cycle lanes on either side of the hight:ay. 

3. The project ic also seen a.s the first step tc·u~d future I;an1: 
lending for urbm development in K'..ial~ Lu.mp1.1r, and at lcc;_st one pie;gy-back 
study (for solutions to intra-city trai'i'i~ congestion) 1ri.ll be inclucied 
in the loan. Hhen first considering the project, the Ba..?J.~ also prcposed 
a piegy-back study of the iO..c.ng Valley region as one of the conditions 
of lendin6. This second stud~r has received strong support i·ron the 
Government and is not·r moving ahead on its 01-m 1-rith UJJJP fin211cin6 end 
the Bank actinz as executing agency. Its out:;;ut 1-riil include i c!entification 
of high priority projects for feasibility study ~~d future investment. 

Background 

..4. Hith gro1rth in HalDJ:-sia1 s econor:zy- (5-6,:; per an."lum in real gross 
natioric>l incolile d'J.ring the p2..st dect..de), p2-t..-ticul'2.rly in ~C'J1ui'~ctu.rinG 
(1 0-1 2~ per ar.num for the sa.rne period), !Cuala Lurrrpur and the KJ.ang Valley 
region extenciing 1\est-vrard to Port Sw-rette:-u~a.~ have assumed specicJ. 
import2.11ce in the development of the }!c.l~ysia. ~~!i th . a popul3.tion of o..bo_ut 
500,000, Kuala Lu;.1pur is gro1:ing at c.n estLnated · 5;~ per CJ~"'l~l cor1pared .·1-Ji th 

· 2.8% for the nation as a \·;hole. The Klc..."1g Valley region (:L""lcluding i~1!2l.a 
Lumnur) has an estimated noDulc.tion of 1 • 1 million 1-:hich hc.s -been uro .-: acted by 

... ~ .Jr., .. ., 

t he Govern.111ent to double by 1 990 • 

• 

. •• /2 
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S. As the major transport facility leading west fron Kuala Lumpur, 
Federal Hight·ray II ha.s played and ·Hill continue to play an importaL"'1t role 
in regional development. It extends d.o1-m the length of the KJ..ang Valley to 
Port St-;ettenhaJn 35 miles a1vay, and it passes through the new tolms of 
Petaling Jaya and Shah'.Alam as rrell as through the older to1m of Klang. 

6. Petaling Jaya is a suburban nerr tO'"m Hhich 't·ras founded in 1952, 
and no1-r contains over 300 factories and about 90,000 people. Shah' Alam 
:is 10 miles further ·Hest of Petaling Jay a and is in the early stages of 
development. 1·Ji th a population of only 1 , 500; it is no1; beinz occupied 
by auto assembly plants anc~ ~1ufacturing operations. ?ort Sl·rcttenhaJn 
became ~~rclaysia 1 s primc.ry seaport after the separation of Sinz~ore, and 
it will receive government investments of !1:$ 68 million (US~>2J.O million) 
for port developr.1ent during the Second Halc:.ysia Plan. · 

1. Planned development of these centers reflects Gove~~ent policy 

.-. 

of channeling future gro\-.-th of Kuala Lumpur to the ·"test. Other possible 
grow-th ~~s for t, ~e cit;, .. one -m ter much less hospitzble terrdn, and the. 
n~r tm-ms in the lUang Valley should continue to serve as focal points for 

· development. In this context, the Urban Federal F..ighue.y Project assumes 
special ?-mportance as the major transport facility in the region. 

The Project 

8. The section of Federal Hight·rcy II from Kuala Lumpur t:b..rough 
Petaling Jcya is a heavily used, fou.r-lane, divided higm·rc.y vJi th 11 
intersections at grade. Development of Petiling Jaya on both sides of · 
the · hight·:ay has generated traf.f.ic 1-:hich frequently congests the present 
facility. ·ueekdzy traffic on the busiest section is 72,000 vehicles of 
rrhich 44,000 are autor:x:>biles. Ealf the latter figure (allouing for 
a large proportion of round trips) represents sotlellhat ·over 5;; of 
Malqysia's automobiles. 

9. The Urban Federal F..igln·:ay Project \·rould improve seven miles o-f 
Federal High~·:ey II along its present ~ alli~-nment by -rri.dening the roadHay 
to three lanes in each direction and by· con3tructing nine grade-
separated intersections~ This · improvement 1-rould be able to handle traffic 
gro1·rth a."lticipated t:b..rough the r:ri.d-1930 1 s. The cost per mile · ( estil71.2.ted 
at US.~3.4 million) of this project is characteristic of a high use urban 
road and is due in large measure to the a.mJunt of structural 1:ork 
:involved in the intersections. AS the major uroan transport fc..cility oi· 
Kuala L1L'1Ipur, the project sho·us high economic returns and complements the 
Goverrunent 1 s ne1·r to~-m development policy to the -vrest of the city. 

10. The project uas first identifie~ by an Urban Projects Di:vision 
· nrl.ssion in January 1970, and the Bank assisted .in drafting terms of 
reference for en§;ineering consultants. Funded by 1ritish aid, feasib'ility 
studies and.preli~~ar.y entiineering were co~leted by consulting engineers 

... /) 
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Freeman i.~x and Partners (British) in Sept·em.ber 1971 ~ The Consultants 
have been retained for detailed engineering 1~-hich is scheduled to begin 
within a fe1.z- days, and the Ban..'< has agreed to consider a request from the 
Government for retroactive financing of the foreign exchange costs of 
this phase o1· the "t·rork (estimated at US~l .0 m; 11 ion). A project preparc..tion 
mission visited Kuala L1L11pur in August 1971 • · As indicated at the outset, · 
appraisal of the proj~ct vri.ll begin during the middle o:f November. 

Current Status of the Project 

11. The project is included in the Country Program Paper for lending 
in FY 1 972; and if the Consultc:.nts meet the schedule agreed upon "t·ri. th the 
Bank and the Government, loan negotiations should take place in April 1972. · 

Klang Valley study 

12. The Ba.IL1.< is actine a:s executing agency for the UNDP-ftmded 
Klang Valley Study. F"ield -vrork for the study ·Hill last one yee!I' and 1·rill 
·begin in January 1972. Totc..l cost of the study is us:.;.S5o,OOO of 1-rhich the 
IDIDP is supplying US~420,000. Consultants SheJLllic.nd Cox (British) in 
association with Freeman Fox ·uill conduct the study r:ith Nalaysian 
counterpart staff ·under the auspices of a CJ9vernment steering cor.L"!ti..ttee. 

13. Objectives of the t.:J..ang Valley Study are (a) to improve ~1'1d 
coordinate planning 1·Tithin the re[;Lon·; (b) to increase the Government 1 s 
effectiveness in implenenting its plans; and (c) to identify specific 
high priority proj~cts for feasibility stuey and investment. ~Iearly 
tuo years ago, the Be-'T'l:c proposed the study as a piegy-back opei"ation in 
·the Urban Federal High~:cy Project. Hol:ever, UI·!DP Financing has IT12.de it 
possible to st<J.rt the study- sooner thC1n ~-:ould otter~:ise have been the case, 
and it should identify urban and regional developnent projects for future 
Bank lending. 

Remaining Problems 

14. ~·Jhile useful data on the subject are lir:rited, it is clear that 
Kuala Lumpur has a nuJnber of proole~ beyond the scope of the Urban 
Federal Hit:;h'l·:"ay Project. Sq_uatters ere estimated c..t L.o~-; of the city 1 s . 
population, and another 20% live in substcu'1dard housiilg. - Uno~loyment, 
1-rhich is 7-8~; nationC?lly, .is as high as 30 i~ a.IIDng urban teenagers.-' : 
Higration into the city is estinated at 11 - 16,000 ar..nually in spite of 
the unemployment situation. Sewerage projects have been given lov-r priority . 

. by the Economic Pla!ll"ling Unit (E?U), but H110 feels the subject importc.nt 
enough to sponsor a study in 1972/73. These and other problems present . 
possible areas for future Bc.nk activity affecting the developnent of iCu&~a 
LLL"TTf)ur, and the Urba.Tl Federal P..igha·ray Project should be considered the first 
of several projects for the city. 

• .. /4 
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15. In the urban transport sector, intra-city traffic in Kuala 
Lumpur presents a problem in that facilities 'trill have to be improved 
to handle traffic gro1.vth a....'>'lticipated in the next 20 years. This problem 
td.ll be particul?..rly acute in the area of the Chinese Assembly H~ 
intersection at the Kuala Lur.Ipur end of the pro.iect, and the Bank is 
preparing to include a piegy-back study in the current loan operation 
for · solution of the problem. The st~dy should yield another . project 
which the Bank might v.~sh to finance in FY 1975. · 

16. The Urban Federal Higrn;ey Project 1·ri.ll be the first loan to 
l·hlaysia in both the urban and the. hig1ry;ay sectors. As such it is 
likely to set precedents, a.'"ld the Urba.'"l Projects Division is 1-rorld.ng with 
the Tl:-a...11.sportation Projects De~)artment to develop ·a consistent B~1k 
position on terr:13 and conditions of lending. In p~-ticular, preliminary 
indications sho1·: a need for changes in the organization, staffing, and 
procedures o.f the Public ~·Jorks Department (P:·ID); and the appraisal mission 
uill exa..nrine this· matter in greater detail. 

17. Finally, the distribution of direct benefits from the U~ban 
Federal Hish~·ray ProJect is not altogether clear. On the one ha.l'ld, the 
hi~ln-ray. irnproveme~'lt 1-:ill cater t.o relf:tively affluent automobile o1mers 
1-1ho travel lrithin ?etaling Jaya or co~i1Ute to and from Iuala. Ltnn?Ur. . 
The automobile o~·:nership rate is 4 •. :..:.· per 1 Q() and is expected to double 
by 1990. On the other hand, the project incl-udes motorcycle lanes -r1hioh 
rti.ll be used extensively by reverse conr:n.r~ers coming fr~m :-cuala I..u,1·npur 
to factortJ jobs in Petaling Jcya • . Hotorcycles (largely lou-po~·rered ones) 
make up 22 ;~ of tod~(i ' s traffic on the hiE;h~·T-c;:r. Bencfi ts to commercial 
traffic and pQblic transport users may be less precisely defined, and 
issues oi' benefit distribution -v:ill be examined in greater detail during 
the fortncoming appraisal mission. 

cc: Hessrs. Goochn.an, Fontein, Sandberg, Jcntgen, ... ~.min-Arsala, Baum, 

• '\ ,•, 

·Ripman, Engelmann, Lee, !J.rma."'li, Bohr, Ivers~n, Dul1kerley, Elkouby, . 
Strombom, Yelli"'~r, Hara, 1Toodiord 1 
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