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Abstract

During the last twe decades, industrial growth in Penang has been
rapid. In particular, production and employment in the labor-inten-
sive segments of the electronics indusiry have increased tremen-
dously due to investments by transnational companies from the USA
and Japan. In the first decade, the demand for adequately skilled
and disciplined labor from Malaysia's rural areas was covered
without major boitlenecks. However, recent reorganization of pro-
duction in the electronics indusiry and the general expansion of
manufacturing production in the area imply a more complex and
uncovered demand for skilled and flexible labor in combination with
unskilled and fow paid labor. On the basis of scattered siatistical
daia and a series of interviews with representatives for private capi-
1al, labor, and state authorities in the Penang industrial complex,
this paper iltuminates the nature of the labor shortages and the
Jorms af response by individual capital. The objective is io assess the
ability of existing labor market institutions to deal with the labor
demand and 1o promote localized learning capacity. We find that a

number aof informal labor institutions have developed while the fed-
eral and local state have failed 1o establish adeguaile regulatory
mechanisms. We conclude that the official preoccupation with the
maintenance of low wages hampers the creation of new, productivity

enhancing labor market institutions.
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In a number of ways, the Penang industrial area reflects the
structure and conjunctures of the Malaysian industrializa-
tion process: the export oriented nature of manufacturing
activities, the presence of transnational companies, the
dominance of the electronics industries (both components
and consumer goods), and the establishment of new indus-
trial estates and Free Trade Zones (FTZs). Penang also re-
flects the critical point, at which the Malaysian industrial-
ization process now stands facing several challenges. The
low-wage incentive has lost in value, as other countries in
the region have become viable alternatives for labor-inten-
sive production. The future inflow of foreign, direct invest-
ments is being questioned, as Penang is struggling to gain
new competitive ground in a climate of upward wage
pressures. Because domestic markets are too small to pro-
vide the engine of growth, industrial restructuring is tar-
geted at making higher-end quality products for export.

Labor shortages and industrial growth in Penang, Malaysia

The labor market in Penang reflects the success of the
export-oriented industrialization since the early 1970s as
well as the current limitations for future growth. Several
other factors are vital in the economic development during
the next decade, most importantly the policies on redistri-
bution among ethnic communities, the management of the
current inflationary pressures, the huge deficit on the bal-
ance of payments, and the development of advanced infra-
structures for research and technological development. The
labor shortages, however, are indicative of the point of cri-
sis reached, and they shed light on one fundamental re-
quirement for a competitive indigenous export base, i.e.
high-level human skills and innovative potentials.

In this article, we focus on the labor market issue in its
local Penang-context. We start out with an introduction to
the driving forces behind the industrialization process in
the Penang area, i.e., the spectacular growth of the electro-
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nics industry. Next, we map out the conditions on the local
labor market and outline a number of different responses
to the situation by individual companies. Subsequently,
some of the central elements in the state government’s new
strategic plan, which addresses the labor problems as well
as their wider context, is outlined. On the basis of our re-
view on the labor market situation in Penang and the
existing regulatory means to handle it, we finally question
the ability of the local institutions to secure the sustain-
ability of the economic dynamics in the industrial area.

The article is based on fieldwork carried out in Penang
during June-August, 1994. Original data were collected
through semi-structured interviews with respondents from
20 small and medium sized industries located in Penang’s
FTZs and industrial estates. Additional data were provided
by informants related to large-scale transnational com-
panies, trade unions, trade associations and local state in-
stitutions. Primary data in the form of official statistics and
reports were identified during the fieldwork.

The industrialization of Penang:
The role of the electronics industry

Historically, Penang was one of the three major ports of
shipment between Europe, India and China, the others
being Melaka and Singapore. The importance of Penang in
the entrepot trade gradually declined in the Straits Settle-
ment peried and during the British colonial rule as over-
seas trade gravitated towards the regional center in Singa-
pore (Andaya & Andaya, 1982). With Malaysia's Inde-
pendence and the formation of Singapore as an inde-
pendent republic in 1965, commercial and administrative
activities were primarily stimulated in the area around
Kuala Lumpur. In particular, manufacturing production
based on import substitution was concentrated in this area.
The dominance of ethnic Chinese in the local Penang
economy was presumably an important cause for the
relative neglect of local economic problems by the Malay-
dominated federal government.

The removal of Penang's free port status in 1969 induced
an urgency on local economic actors to consider commer-
cial activities other than trade. The local state government
was facing an urban unemployment rate of about 15 %
(ISIS & PDC, 1991) as well as smoldering social unrest.
As a consequence, the state decided to embark on a labor-
intensive industrialization as a measure to create job op-

portunities for the largely unskilled labor force. This strat-
egy was a local variant of what came to be the official in-
dustrialization strategy, launched in the early 1970s as the
major economic backbone of the New Economic Policy
(NEP). NEP was a policy package with the twin objectives
of eradicating poverty and eliminating the identification of
race with economic function and status; it was promoted as
the necessary means for fulfillment of a grand nationalist
project of societal prosperity with ethnic peace (see for in-
stance Lim, 1983; Tan Tat Wai, 1982).

The national strategy was based on generous fiscal in-
centives such as a large number of possibilities for tax ex-
emptions and deductions from corporate income (for ex-
port promotion, in-house research and development, train-
ing, etc.) (Jesudason, 1990). Moreover, foreign companies
in FTZs could operate as wholly owned subsidiaries, and
input as well as output of production were free of duties
and excise taxes.

In 1972, following the recommendations of a consult-
ancy study, the state Government of Penang established
the first FTZ in Malaysia. The FTZ, Bayan Lepas, was
managed by the Penang Development Corporation (PDC),
a semi-government agency that was established in order to
plan and implement industrial development. Bayan Lepas
was later followed by another FTZ and a number of "tra-
ditional" industrial parks, catering for other parts of indus-
try's need for physical and functional infrastructure (see
fig. 1).

In the years before, the PDC had carried out a vigorous
promotion campaign to attract foreign manufacturing capi-
tal. The semiconductor and consumer electronics industries
joined by textile and garment industries became the prime
movers in the economic growth that followed. We shall
briefly outline the major phases in the development of the
electronics industry as this sector was and continue to be
integral to the industrial dynamics in the Penang area (for
details, see Nesadurai, 1991; Rajah Rasiah, 1991a, 1991b,
1993; Singh, 1995).

The first phase, which covers the period up to the early
1980s, was characterized by the labor intensive nature of
the semi-conductor production process and the demand for
cheap, unskilled female labor. Due to the economic devel-
opment in the existing export platforms of US-companies
(primarily the East Asian NICs and Singapore), wages in
these countries increased to a level that reduced inter-
national competitiveness. Moreover, all the four “tiger"-
countries were deliberately trying to move towards higher
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Figure 1: Free industrial zones and industrial parks established by the PDC in the state of Penang.

Labor shortages and industrial growth in Penang, Malaysia 113



value added manufacturing activities. As a consequence,
new assembling operations were established and existing
operations were moved to other Southeast Asian countries,
primarily Malaysia. Penang was the first state to receive
the US-transnationals, starting with National Semicon-
ductor in 1972. Later in the 1970s all of the major US-
companies, and some of the transnational electronics com-
panies from Japan and EU, established subsidiaries in
Malaysia, primarily in Penang. However, Penang did not
escape the general slump that hit Malaysia in the early
1980s due to decreasing demand on the world market and
low prices on the main export commodities. Further, the
global recession in the electronics industry that took place
at the same time had particularly severe effects on Penang
as this industry had gradually become the single most
important industry in terms of employment. Large numbers
of electronic-workers were terminated as companies
reduced production and started a restructuring process.

In the mid-1980s, the federal govermment eased the rules
for foreign manufacturing companies in order to revive the
flow of foreign investments. This coincided with the se-
cond phase of the electronics industry’s expansion which
gradually took off during this period. As a response to
increased competition on the global market in the early and
mid-1980s, the US-semiconductor companies started to
automate production facilities in Penang - and other parts
of Malaysia. Technological development in capital equip-
ment and work organization, and the pool of trained labor
in the electronic enclaves of Malaysia made this up-
grading of production processes possible. The relatively
strict vertical intra-firm division of labor was giving way
to more flexible and locally related networks between
branches of transnational companies and local suppliers.
As a partial move towards more flexible organization of
production, the transnational companies, particularly in the
consumer electronics industry, shifted some of their pur-
chases of various types of packaging materials, plastic
components, stamped metal parts, etc. to local suppliers. A
few of these local companies also managed to venture into
export markets on the basis of their experience with manu-
facturing of customized products under specified require-
ments in terms of quality and delivery time.

Moreover, in the late 1980s the appreciation of the Yen
was reflected in a massive inflow of Japanese manufac-
turing investments to Malaysia, of which a considerable
share located in Penang. The Japanese companies were fol-
lowed by their Taiwanese and South Korean sub-contrac-

tors and other companies from these countries that were
hard hit by the loss of GSP-privileges at the US-market
and the appreciation of local currencies in the late 1980s.
The new tide of investments from East Asia included
producers of both components and consumer electronics.
As a result, the electronics and electrical industry in
Penang was significantly diversified and expanded about
1990. At that time the electronics and electrical industry
provided about 55% of total employment in the PDC
industrial areas while the manufacturing sector contributed
46% of the GDP in the state of Penang (PDC, n.d.).

The nature of the labor shortage in Penang

In this way, the development of Penang epitomizes the
successive waves of what have been termed global Ford-
ism in the early 1970s, followed by new global Fordism in
the early 1980s and global Toyotaism in the second half of
the 1980s (Fujita & Hill, 1995). Roughly, these three con-
cepts refer to the three forms of foreign, globally-oriented
investments (primarily from the US and Japan) entering
the Penang area during the recent two decades. However,
more empirical research is needed to establish the exact
kind of work organizations being formed, as local labor
market conditions in Penang are confronted by such
production concepts. During the 1990s, the growth of
manufacturing production has been increasingly hampered
by different kinds of bottlenecks on the labor market.
Large flyers outside transnational company factory gates
announcing ‘walk- in interviews’ for job-seekers and
recruitment campaigns in local media reflect the general
demand for labor power.

This is a new and emerging barrier for capital accumu-
lation in the area. Previously, a more or less continuous
supply of unskilled, primarily female, workers from the
labor reservoir in Malaysia's rural hinterland has covered
demand. Strong pull-factors in the industrial growth area
have stimulated the migration of labor and made strong in-
terference by state regulation redundant. However, the re-
cent type of labor demand, i.e. the combinaticn of demand
for unskilled low-wage labor and skilled flexible workers,
is difficult to meet.

There is a general lack of transparency of the local labor
market in Penang. A recent study by the Human Resources
Development Council (HRDC, 1994) has tried to illumi-
nate the constraints but inadequate statistics still blurs the
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picture of the current problems. Only 27 per cent of the
manufacturing companies in Penang responded to the sur-
vey on labor shortage. The responding companies employ
about half of the total work force and they are primarily
made up by major transnational companies. Nevertheless,
we use some of the study’s scattered information to illumi-
nate the high flux of the industrial labor market in Penang.
The Human Rescurce Development Council has recently
been established by the State government. The council
combines representatives from the Association of Human
Resource Managers (FREPENCA) and the Federation of
Malaysian Manufacturers Northern Branch and officers of
the relevant authorities. The former association is primarily
constituted by transnational companies while the latter is
made up by a broader constituency of local as well as
foreign medium and large scale manufacturing companies.

The new jobs created in Penang are expected to amount
to 32.134 during 1994-95, which include 7.165 positions
for skilled workers; the dominant electrical/electronic sec-
tor alone opens 135.549 positions. In terms of job category,
the demand for 5.206 technicians (1993) represents the
largest single group, and this particular need is expected to
increase drastically in 1995 and 1996. It is estimated that
Penang needs at least 700 engineers and 1.200 technicians
per year, which equals the current total of all universities
and polytechnics in Malaysia (Dr. Kang Ching Seng,
chairman of Human Resources Development Council,
Penang, in the Star 5/12/94).

Thus, labor migration will continue to be vital for Pe-
nang's economy. In 1993, 22.3 per cent of the total work
force originated from out-of-state. There was 10.369
foreign workers constituting 24.3 per cent of total out-of-
state workers; 12.763 outstation workers who commute
daily; and 19.622 workers from other states residing in
Penang. In the States of Northern Malaysia there is an esti-
mated total of 200.000 legal and illegal foreign workers
making up about 11 per cent of the current labor force.

The pressure in Penang seems to be building up, as in-
creased industrialization in the mainland states has con-
strained the labor supply to Penang. Exorbitant turnover
rates have developed in this process. In Penang state, the
turnover reached 48 per cent in 1992; in the Prai Industrial
Estate alone the rate touched 54.6 per cent. There is a sig-
nificant difference between general workers, who had a
turnover rate of 68.8 per cent, and skilled workers with
“only"” 37.7 per cent in 1993,

The frenzied labor market is mainly caused by younger

workers, who “would jump next door for a 50 sen salary
difference”, as one employer explains (The Star 29/3/95).
The overall salary growth in Penang was 9,5 per cent in
1993, rising to 10.3 per cent in 1994, Technicians and en-
gineers manage to achieve about 15 per cent annual wage
increase (The Star 5/1/95). However, decrease was regis-
tered in clerical/sales, and among general workers and un-
skilled workers.

The individual companies resort to various short-term
solutions, especially the smaller companies that have most
difficulties in recruiting and retaining workers. In particu-
lar, some of the small and medium-scale companies, which
have successfully established themselves as subcontractors
to transnational companies, are having a hard time as they
have to compete in the labor market segment of the elec-
tronic industries. A series of interviews among twenty
small and medium-sized industries revealed a number of
different ways to deal with the labor shortage:

- foreign labor: Own import of foreign labor implies
fixed and lower wage payments (about 80 per cent of the
local wage level with no extra benefits). However, extra
cost of accommodation and a levy - imposed in 1992 and
payable to the federal authorities - must be added to the
risk of declining productivity. The advantage of foreign
workers is the fact that they are employed on a fixed two-
year contract; those with legal status carry a machine-read-
able card indicating their employer. Foreign labor is em-
ployed in production areas with an unattractive working
environment, typically in old premises in which it is im-
possible to install air-conditioning. For instance, wood-
based industries are manned with close to 100 per cent
foreign workers. The cumbersome and slow processing of
applications to Immigration authorities has not been cor-
rected, leaving the way open for “unscrupulous middle-
men or agents who charge exorbitant fees and often leave
the immigrant open to detection and exploitation” (IMT-
GT, 1994, p.22).

- use of marginal groups on the labor market: Some com-
panies are also beginning to request supply from the
authorities taking care of the approximately 180.000 dis-
abled people in Malaysia. Another stop-gap measure is to
employ school children during their holidays.

- organizational changes: Various combinations of auto-
mation, relocation and putting out simple operations (e.g.
cutting of soles) to rural households are pursued. One com-
pany had chosen to replace its old plant and invest in a ful-
ly automated line in association with a foreign partner. Ten
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experienced workers were transferred from the original op-
eration to the relocated new factory, which is able to sup-
ply the entire domestic market in Malaysia. Several com-
panies had a branch or was planning to move production
to rural areas in neighboring states with lower labor cost.

- fringe benefits: Major transnational companies manage
to retain more workers with a variety of extra benefits, fa-
cilities and a comfortable environment in the workplace.
An American semi-conductor company has a monthly
turnover of only one per cent while a Japanese manufac-
turer of consumer electronics must cope with 9-12 per cent
monthly. Although efforts to retain workers imply upward
adjustments of the basic monthly salary up to several times
in a year, small and medium industries are now also focus-
ing on various additional benefits such as personal accident
coverage. On the whole, some of these companies incur
higher overheads in the competition to provide better hos-
tels, transport or meal allowances to attract workers. One
of the SMIs had tried to copy the kind of social activities,
which the transnationals use to retain workers. However,
the badminton was no success.......

-Labor pinching: Labor-pinching syndicates operate at
night markets, as they approach factory workers, especially
foreigners, with better offers (The Star 17/10/94). Pinching
of workers from other companies is a strategy not only to
secure sufficient work force, but also to avoid training
costs. Newly established companies are blamed by those
companies that have been around for a long time and spent
substantial resources on training. The start-up of new op-
erations creates a wave of job shifts, by which experienced
and skilled staff are drained from their original company.
The newcomers save on training, while those who have in-
vested in skills development must start all over again.
Labor pinching also operates at a inter-regional level be-
tween companies in Penang and those located in neigh-
boring states. As an example, when several factories in the
Kamunting Industrial Estate, Taiping, complained of being
robbed of workers by Penang factories, the chairman of
FMM Northern Branch, O.K. Lee responded that their re-
cruitment drives are carried out according to the “free
enterprise system” (The Star 6/7/94).

The challenge to labor market regulation

In Malaysia, federal and state interventions conceming the
general parameters of private sector activities and capital-

labor relations are pervasive and in favor of business inter-
ests, in particular those of transnational companies. This
reflects a long-term trend of accommodating the needs of
foreign investors, i.e., providing the instruments to ensure
the international competitiveness of foreign capital if it
chooses to locate manufacturing activities in Malaysia's
sub-regional spaces such as Penang, Selangor, and Johore
Bahru (Singh, 1992, p. 101). Investment projects are
approved at federal level by the Malaysian Industrial
Development Authority (MIDA) but planning, imple-
mentation, and management of the local free trade zones
and industrial estates are the responsibility of local state
authorities.

The Penang State Government via the PDC has been
very precise in adopting and implementing this conception
of a regulatory role. In early 1990, due to the emerging
structural problems for the territorial growth complex, the
state Government of Penang took the initiative to prepare
a new strategic plan entitled “Penang: Into the 21st Cen-
tury" (Government of Penang, n.d.). The subtitle of the of-
ficial document - "A strategic plan to build a fully-devel-
oped, post-industrial society” - signals the similarity in
content to the next grand vision of Malaysia's political elite
as formulated in the Prime Minister's Vision 2020 (see Teh
Hoe Yoke & Goh Kim Leng, 1992; Jomo K.S., 1994).

The ambitious objective of the state government’s strat-
egy is reflected in the number and scope of issues that are
included. We shall briefly focus on the elements that indi-
cate the understanding and response of the local state to-
wards what is officially considered as the most serious
structural problems on the labor market in Penang (see also
a number of contributions with a similar content in Asian
Strategy & Leadership Institute, 1995).

The plan emphasizes the attractiveness of investments
with high capital and skills intensity and with potential
linkages to local supporting industry. In the future, a more
selective approach to new manufacturing investments in
the state will be taken. The ambition is to reestablish
Penang as a regional center for trade, finance, transporta-
tion, communication and tourism. Foreign and local in-
vestments in labor intensive industries should be directed
towards the lesser industrialized neighboring states (Perlis,
Kedah and Perak) or to Sumatra/Southern Thailand.
Penang and the other Northern states in Malaysia have
recently started to institutionalize their inter-state economic
cooperation (see for instance Euromoney (special supple-
ment), July 1993). The new inter-regional, cross-country
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cooperation within manufacturing production is taking
place within the emerging ‘Northern Growth Triangle’ be-
tween Indonesia, Malaysia and Thailand; apparently the
concept of growth triangles is very popular in East and
South East Asia (Rimmer, 1994).

By gradually developing institutional mechanisms for
the regional cooperation schemes, highly wage sensitive
transnational companies could move parts of their pro-
duction to other areas in the triangle while maintaining
their regional headquarters and R & D facilities in the
Penang area, where the necessary facilities supposedly are
of a higher standard, More emphasis on skills and human
resource development through the establishment of formal
training institutions in the Penang area would fill up the
vacuum presently hamessing the technological up-grading
of manufacturing industry in the regional "core": the lack
of skilled, flexible workers.

It is, however, a question whether a momentum remains,
or the effects of the labor shortage have already prohibited
such transition, i.e. whether the shortage may "force" trans-
national corporations to relocate their operations to China,
Vietnam or India where wage costs are lower. Further-
more, it is not only - as recognized by the state government
- a question of wage level. At this juncture Penang (and
Malaysia) is facing new qualitative demands imposed on
its human resources. The challenge ahead was defined in
a recent book on strategies in skills development:

*.. the country is poised to move to a higher
level of productivity - a level that can sup-
port a higher wage structure and yet be able
to maintain a competitive edge in the global
market. This interim adjustment period is not
an easy one and demands concerted actions
from both the public and private sectors”
(Pillai 1994, p. 1).

It is the institutions of vocational training which will
have to enable the local labor force with the skills to adapt
to technological changes in the workplace. The employers'
organizations articulate two main complaints related to the
skills shortage.

First, they point out the lack of coordination and possible
duplication of efforts between the four federal ministries
conducting industrial and vocational training. Secondly,
they criticize the outdated curriculum in the under-
equipped and under-staffed public training institutions.

Curriculum wise, the present education system seems to
be exam-oriented in a quite rigid sense. It does not encour-
age students to be critical and creative. Thus, observers
emphasize that new curriculums will have to be designed
to encourage creative, problem-solving and multiple skills,
in order to avoid producing conformists for the work-
places. Currently, public institutions in vocational training
fail to supply the appropriate qualifications, as they have
been established as supply driven organizations governed
by bureaucratic rules, rather than demand-driven institu-
tions working with and for the private sector (Pillai 1994,
xii).

The federal government plans to encourage large private
corporations to establish technical colleges, polytechnics
and skills development centers, and to sponsor their em-
ployees as participants, New tax incentives and a system
for recognition of certificates are scheduled. The Human
Resource Development Fund was implemented in January
1993 as a Federal initiative to support training in the manu-
facturing sector. Firms with more than 50 workers must
contribute one per cent of total wages paid; the contribu-
tors are then eligible to claim up to 80 per cent of costs in-
curred by approved training programs. So far, the results
have been modest. In particular, smaller companies are
reluctant to release personnel for training due to the labor
shortage (The Star 30/11/94). In Penang, the industry-led
Penang Skills Development Center (PSDC) has had more
than 5,000 participants in 370 short courses since it was
established in 1989. Penang Development Corporation
(PDC) was instrumental in this pooling of training
resources among the major transnational companies in
Penang. However, the PSDC only caters for the need of
these companies and the courses are of limited relevance
except for companies in a few industries.

The highly ideological content of the official discourse
on labor shortages and the problems of increasing wage
levels is revealed when local labor organizations define
their position. According to the trade union movement, a
general improvement of wages and working conditions is
needed to motivate labor reserves to enter the labor market
and to achieve more stable employment patterns, which
would be conducive for a systematic upgrading of skills.
Welfare standards would be improved, as real purchasing
power catches up with the inflationary trend. Unions argue
that, while the economy has been growing, benefits are
unevenly distributed, and the income gap between various
groups is widening.
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Furthermore, wage differentials between regions and the
highly segmented nature of the labor market as a whole
imply that pockets of workers continue to be exploited at
low wage rates. The unions intend to define and secure a
minimum wage on their own through collective bar-
gaining. A minimum wage would create a stronger incen-
tive for transition to capital-intensive operations, and moti-
vate a larger part of the labor reserve (particularly women)
to seek employment.

This, in turn, would reduce the import of foreign labor,
which only increases extroverted dependencies in manu-
facturing and causes social problems in the longer term. If
short-term solutions such as labor import develop into a
long-term trend, the risks of destroying the incentive to
automate and of locking Malaysia's production structure
into low-end, labor-intensive manufacturing are aggra-
vated. Dependence on low-wage foreign workers contri-
butes to economic inefficiency and postpones restructuring
and upgrading in certain sectors. Thus, according to this
view, policies to fix a ceiling on labor import, a deadline
for factor adjustments, and introduction of tax incentives
for relocation of selected industries should be imple-
mented.

Conclusion

The economic dynamics of the Penang industrial area is
heavily influenced by the development of the manufac-
turing industry, particularly the transnational companies in
the electronics industry. Literally, Penang has been a melt-
ing pot for successive forms of interationalization of capi-
tal. The superposition in space of different forms of global
investment waves have resulted in a complex structure of
demand for labor.

National and local means and institutions for regulation
of the labor market are not geared to the new situation. The
profound interference by state institutions in the national
industrial development has mostly dealt with the ethnic
ownership and structural transformation of the sector, as
well as improvement of general infrastructure and financial
conditions for capital accumulation. More comprehensive
and diversified requirements concemning the qualifications
of the labor force are new challenges for state institutions
and their regulatory capacity.

Existing labor market institutions in Penang (and
Malaysia) are short of capacity to rapidly address specific

needs. In tune with the privatization drive, persuasion and
tax incentives to motivate private sector initiatives are the
basic instruments of regulation. Accordingly, urgent
problems have to be solved ad hoc by the affected parties
themselves. The actors in capital-labor relations are left
with their own incomplete information and fragmentary
bargaining, and policy making processes of combining
individual concerns into concerted action are hampered.
The employers' frantic competition for labor and the corre-
sponding restless circulation of workers among companies
continue, and long-term labor institutions do not develop.
The informal labor institutions thus created only add to the
obscurity of the movements on the labor market.

Without a suitable institutional basis - adequate institu-
tions for vocational training and wage systems for produc-
tivity enhancement - it is difficult to see how the ability to
generate and control knowledge about prevailing skills and
wages on the labor market should be created, contained
and commercially exploited in the Penang area as part of
a deliberate strategy. According to Amin & Thrift (1995,
p- 11) this process - "building learning capability” - is of
primary importance for national and local efforts to estab-
lish competitiveness and secure sustained and self-rein-
forcing growth.

In practice, both the federal and state governments con-
tinue to concentrate on efforts to keep a low wage level by
allowing import of foreign labor and strictly regulate the
labor relations. While prolonging the high growth trend in
the short term, a thorough industrial restructuring is post-
poned. Risks are diversified in the context of changing
investment strategies of transnational corporations and
conditions on world markets. However, particularly when
considering the limited regulatory capacity, fundamentals
for long-term industrial development are not likely to
emerge. So far Penang has failed to establish territorially
contained innovation capacity and educational structures.
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Furthermore, wage differentials between regions and the
highly segmented nature of the labor market as a whole
imply that pockets of workers continue to be exploited at
low wage rates. The unions intend to define and secure a
minimum wage on their own through collective bar-
gaining. A minimum wage would create a stronger incen-
tive for transition to capital-intensive operations, and moti-
vate a larger part of the labor reserve (particularly women)
to seek employment.

This, in turn, would reduce the import of foreign labor,
which only increases extroverted dependencies in manu-
facturing and causes social problems in the longer term. If
short-term solutions such as labor import develop into a
long-term trend, the risks of destroying the incentive to
automate and of locking Malaysia's production structure
into low-end, labor-intensive manufacturing are aggra-
vated. Dependence on low-wage foreign workers contri-
butes to economic inefficiency and postpones restructuring
and upgrading in certain sectors. Thus, according to this
view, policies to fix a ceiling on labor import, a deadline
for factor adjustments, and introduction of tax incentives
for relocation of selected industries should be imple-
mented.

Conclusion

The economic dynamics of the Penang industrial area is
heavily influenced by the development of the manufac-
turing industry, particularly the transnational companies in
the electronics industry. Literally, Penang has been a melt-
ing pot for successive forms of interationalization of capi-
tal. The superposition in space of different forms of global
investment waves have resulted in a complex structure of
demand for labor.

National and local means and institutions for regulation
of the labor market are not geared to the new situation. The
profound interference by state institutions in the national
industrial development has mostly dealt with the ethnic
ownership and structural transformation of the sector, as
well as improvement of general infrastructure and financial
conditions for capital accumulation. More comprehensive
and diversified requirements concemning the qualifications
of the labor force are new challenges for state institutions
and their regulatory capacity.

Existing labor market institutions in Penang (and
Malaysia) are short of capacity to rapidly address specific

needs. In tune with the privatization drive, persuasion and
tax incentives to motivate private sector initiatives are the
basic instruments of regulation. Accordingly, urgent
problems have to be solved ad hoc by the affected parties
themselves. The actors in capital-labor relations are left
with their own incomplete information and fragmentary
bargaining, and policy making processes of combining
individual concerns into concerted action are hampered.
The employers' frantic competition for labor and the corre-
sponding restless circulation of workers among companies
continue, and long-term labor institutions do not develop.
The informal labor institutions thus created only add to the
obscurity of the movements on the labor market.

Without a suitable institutional basis - adequate institu-
tions for vocational training and wage systems for produc-
tivity enhancement - it is difficult to see how the ability to
generate and control knowledge about prevailing skills and
wages on the labor market should be created, contained
and commercially exploited in the Penang area as part of
a deliberate strategy. According to Amin & Thrift (1995,
p- 11) this process - "building learning capability” - is of
primary importance for national and local efforts to estab-
lish competitiveness and secure sustained and self-rein-
forcing growth.

In practice, both the federal and state governments con-
tinue to concentrate on efforts to keep a low wage level by
allowing import of foreign labor and strictly regulate the
labor relations. While prolonging the high growth trend in
the short term, a thorough industrial restructuring is post-
poned. Risks are diversified in the context of changing
investment strategies of transnational corporations and
conditions on world markets. However, particularly when
considering the limited regulatory capacity, fundamentals
for long-term industrial development are not likely to
emerge. So far Penang has failed to establish territorially
contained innovation capacity and educational structures.
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