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Abstract

Foreign Direct Investment (FDI) has fueled the engine of growth of the Malaysian economy since the early 1970s. In fact, the beginnings of high economic growth in Malaysia can be traced back to the introduction of the Investment Incentives Act of 1968. Most literature in the area of FDI uses the Ownership, Locational and Internalization (OLI) framework to explain the who, where and how of FDI. However, these explanations are inadequate to explain the timing (or when) of FDI. This aspect becomes crucial during periods of uncertainty. Recent work on FDI introduces two further factors to explain the behavior of foreign investors during times of uncertainty, namely, reversibility and delayability. This paper utilizes these two additional factors to explain the behavior of foreign investors interested in investing in Malaysia. Employing data obtained from the Malaysian Investment Development Authority (MIDA) the paper analyses the changing nature of sectoral FDI and links this to the reversibility and delayability factors. It is found that the number of investment projects at the negotiation stage in 1998 was much higher than in previous years. This indicates the delayability aspect of FDI under uncertainty. Similarly, product sectors which are more fixed asset intensive seem to be less popular indicating the irreversibility of such investment. These findings may assist policy-makers in their efforts to attract more FDI into Malaysia.

Introduction

The 1997 Asian financial crisis was a rude awakening to the so-called High Performing Asian Economies (HPAEs) – a label given by the World Bank as recently as 1993. The crisis which began with the attack on the baht in mid May 1997, soon like wild fire spread across the entire region, engulfing nearly every country in Asia. There has been many proposals as to what caused the crisis and probable solutions to it.
  Two major solutions were the IMF approach and the Malaysian approach. Both approaches seem to have reversed the graph of economic growth, or at least halted the downward trend of the economies. Whether the financial crisis was a crisis of confidence or due to weak fundamentals [1], uncertainty has certainly permeated the region. What started off as an economic crisis, in a few countries, especially in Indonesia and Malaysia, has extended to the political arena as well. No doubt, in many of the Asian countries, economics and politics are closely intertwined.

 A fundamental component of an economy is Foreign Direct Investment (FDI). Among developing countries, FDI has played a crucial role in development. In fact, FDI has increasingly replaced other forms of capital flows to developing countries [2]. In Malaysia, FDI has been often considered the most important contributing factor to its economic success [3] [4]. However, just as any other forms of investment, FDI is also affected by uncertainty. Between July 1997 and October 1998, FDI into the ASEAN region is said to have decreased by 30 percent.

The objective of this paper is to consider the behavior of FDI under conditions of uncertainty. Although Dunning’s eclectic paradigm is able to provide a framework for FDI activities under normal conditions, during uncertain times two further factors need to be considered – delayability and reversibility [5]. Employing these two additional factors, the paper attempts to explain the reasons for the changes in FDI structure in Malaysia. The paper will show that under uncertain economic and political conditions, FDI will be delayed if firms possess ownership advantages. Further, sectors which are more capital intensive will also experience delay in investment, as firms are nervous as to the chances of divesting their projects. This paper hopes to provide the relevant authorities, especially the Malaysian Development Authority (MIDA), with some guidelines regarding the approach to attracting FDI during periods of uncertainty.

The paper is organised as follows: First, the literature relating to Dunning’s eclectic paradigm, specifically the Ownership, Location, Internalisation (OLI) framework is reviewed. This is followed by an explanation of FDI activities in Malaysia utilizing the OLI framework. Next, the delayability and reversibility factors in FDI are considered. These two factors are then utilised to explain FDI data for Malaysia during the uncertain periods of 1997 and 1998. Finally, some policy implications are considered.

Foreign Direct Investment: The OLI Framework

Dunning’s eclectic paradigm is probably, by far, the most comprehensive framework to understand the why, where and how of foreign direct investment [6] [7] [8]. However, Dunning [8:76] himself admits that the eclectic paradigm is not a theory of MNE or of FDI but rather its “ a general framework for determining the extent and pattern of both foreign owned production undertaken by a country’s own enterprises and also that of domestic production owned by foreign enterprises”. 

The OLI framework can be explained as follows:

For a firm to undertake cross border activities, it has to have in its possession some form of ownership advantages (O advantages). These may be intangible assets such as patents, production technologies, marketing systems or a combination with “common governance”, for example, favored access to inputs and access to resources of the parent company. This advantage allows the foreign firm to compete against domestic firms. The greater the O advantages, the more likely the firm will choose an entry mode that safeguards its interest.

The extent of foreign activity in a host country also depends on the location specific advantages that the host offers (L advantages). The L advantages could be in the form of resource endowments, markets as well as lower cost of production. Among developing countries, high import duties and non-tariff barriers can also be considered important reasons for FDI activity. Recent studies show that locations that offer better economic and institutional facilities tend to be favoured, more so compared to traditional attractions like access to raw materials and cost of labour [9] [10]. These factors are however, external to the firm, but internal to the government of the host country. In other words, the government is able to make its territory attractive to the investor by formulating policies that are favorable to the investor.

The internalization advantages (I) addresses the how of FDI. In microeconomics term, FDI reduces the transaction costs of multinationals due to market imperfections. Through internalization, the MNC is able to increase the returns on its investment by carrying out transactions, which involves its proprietary assets, internally through intra-firm activities. Through FDI, for example, a multinational may want to acquire its source of raw materials or its marketing agents, and as such internalise its production and distribution process. For this purpose, given the O advantages of the firm, it has been found that investors favor a wholly owned enterprise. At the same time, given the L factors in countries like China, joint ventures have been preferred [11]. Field studies have been conducted to compare the merits of FDI as opposed to licensing arrangements ( for example, [12] and [13]). It was found that quality control, failure to identify suitable marketing agents and inability to capture the full benefit of integrated activity with the parent firm were among important reasons that favoured FDI. Among developing countries, unfavourable trade policies encourage FDI due to the internalization advantages.

FDI in Malaysia vis-à-vis the OLI Framework

Malaysia’s impressive economic growth since the 1960’s can be traced back to policies promoting foreign investment. In fact, FDI is said to be the most important contributing factor for Malaysia’s economic performance [3]. The early beginnings of luring foreign investors to Malaysian soil started with the introduction of the Investment Incentives Act 1968, and followed by the establishment of the Free Trade Zones (FTZs) during the Second Malaysia Plan (1971-75). Since then, Malaysia has attracted a large portion of the investment dollar that flowed into Asia. In 1995, for example, Malaysia was the second largest FDI recipient among Asian economies at US$ 5.8 billion [14]. 

Table 1 shows the inward flow of FDI into Malaysia and its sources for selected years. The impressive performance of Malaysia is obvious in the 1990s. Malaysia recorded inward FDI of  RM 17.1 billion and RM 11.5 billion in 1996 and 1997 respectively. The lower figures in 1997 may be attributed to the lack of confidence as a result of the Asian financial crisis but by 1998, figures indicate that investor confidence had improved.

The OLI framework explains the factors affecting FDI in Malaysia rather well. In other words, Malaysia was able to utilize the ownership, location and internalization factors to its advantage. In terms of O advantages, Malaysia, since the 1960s had been luring companies in the labour intensive industries. A major reason for this was to reduce the unemployment problems that plagued Malaysia as well as to restructure the economy from its over dependence on the agriculture sector. Since then much of the FDI was in the electrical and electronic industries and the textile industry [15], which were known to be labour intensive. The companies that established their operations in Malaysia, many of whom were in the Fortune 500, were known for their technology but were looking for locations with cheap labor resources. The companies include Motorola, Texas Instruments, Matsushita and Philips. In Malaysia, they were able to keep their ownership advantages and use the country and its cheap resources as production bases primarily for exports. This was consistent with another policy of the Malaysian government, which allowed a 100 percent foreign ownership for firms that export a large portion of their output. The rule of law in Malaysia, which is based on the British Common Law provided protection to these foreign companies in terms of their ownership of patents, technology and the like.

Table 1. Sources of Inward FDI, 1985 – 1998, RM million

Source
1985
1990
1995
1996
1997
1998

United States
111.9
567.3
1801.6
2893.2
2396.9
6433.2

Japan
264.4
4212.6
2096.3
4607.2
2164.2
1896.5

NICs

Hong Kong

South Korea

Taiwan
28.2

25.0

31.9
375.0

650.4

6339.1
175.2

604.4

1442.2
13.8

644.3

775.7
23.2

677.8

1345.1
22.4

76.1

1001.0

ASEAN

Singapore

Philippines

Indonesia
100.2

0.6

12.8
895.3

40.6

1083.3
1008.7

11.5

88.0
4765.5

5.0

47.0
1281.4

-

100.0
961.9

1.5

55.3

Australia
25.7
54.3
139.5
136.5
90.5
116.6

Germany
8.0
126.9
149.5
148.2
1810.7
151.8

United Kingdom
26.9
867.2
189.9
380.7
206.7
479.4

Others
323.4
2417.0
1436.8
2639.4
1376.4
1887.1

Total
959.0
17629.1
9143.6
17056.5
11472.9
13082.8

Source: MIDA and Ministry of Finance, Economic Report (various years)

Malaysia excelled in the L specific factors. It utilized its abundant natural resources and well-trained pool of labor to its advantage and attracted many multinationals, as explained earlier. The Malaysian government also put in place a plethora of incentives to woo in foreign investors. These include pioneer status incentives, labour utilization incentives, locational incentives and tariff protection and duty exemptions.
  Although these incentives are not particular only to Malaysia, it was among the first in the region to introduce and aggresively pursue these incentives. Among other L advantages which Malaysia possessed were the proximity to Singapore and other NICs or known as the “Chinese connection” [3]. The result of this advantage can also be seen in Table 1 above where FDI from Hong Kong and Taiwan dwarfed those from the European countries.

In Malaysia, 100 percent ownership is allowed for manufacturing companies which would export 80 percent of their output. The foreign equity ratio is directly related to the proportion of export [4]. This allows firms to protect their O advantages and internalise their operations. Nevertheless, joint venture arrangements (JVs) and more recently, franchising are also used as mechanisms for FDI activities. In the food industry for example, it was found that regional multinationals favour a smaller domestic equity compared to more established global multinationals [16]. This might indicate the long term commitment of the global multinationals to Malaysia as well as the position of these firms in the learning curve. Internalisation has also been enhanced with the establishment of the ASEAN Free Trade Area. One of the primary objective of the FTA was to establish the region as an investment area, allowing investor firms to rationalise their production by positioning factories at different levels of the production chain in different countries in ASEAN, based on resources and other comparative advantages. While tangible results are yet to be seen, due to the infant stage at which AFTA is at, at the sub region level however, i.e. in the growth triangle, the results are more obvious [17].

Delayability and Reversibility

Although the OLI framework is able to explain the where, when and how of FDI, it does not postulate FDI activities during times of uncertainty. In fact, the very OLI advantages that work in favour of a country may be detrimental during uncertain conditions [5]. For example, when conditions are uncertain, an investor possessing ownership advantages, say advanced technology, may decide to delay his/her investment until such time when confidence surrounding the future of the country is restored. The ownership advantages allows the firm to take such a course of action. Even if the firm decides to invest in the country with uncertainties, it will do so only if there is likelihood that such investment can be reversed i.e. divestment.

During conditions of uncertainty, information is of the essence. The decision to invest then does not merely follow the typical NPV rule i.e. undertake an investment if the NPV is positive and reject if the NPV is negative. In fact, during such times, the ability to delay the investment results in the project competes with the project postponed [18]. Dixit further show that a risk-neutral firm intending to enter a market during times of uncertainty will not do so at points where their expected revenues exceeds costs [19]. They would rather wait since the value of the extra information obtained from waiting is higher than the expected loss in profits from waiting to invest. McDonald and Siegel has suggested that the delay of lumpy investment should continue until the ratio of the present value of benefits of the investment to cost is 2:1 [20].

This ability to wait or delay an investment comes from the ownership advantages that the firms possess. The greater the uniqueness of these advantages, the greater the leeway to delay such investments [21]. The length of the delay depends on the extent of the uniqueness i.e. the time period that competitors need or allowed to enter the market. If the advantage is in the form of a technological process, the time involved may be short compared to if the firm had obtained a patent or exclusive right on certain resources. Whether delayability is easier or harder depends on the firm’s motives for investment [5]. If the purpose is either resource seeking or for strategic reasons, the firm may lose out to other investors if it delays the investment for a prolonged time, especially if resources are extremely scarce or local partners limited. Similarly, a small market would mean that early investors might saturate the market that delaying the investment might cause returns to be adversely affected. It is also more difficult to delay investment if it is a greenfield investment.

Reversibility may be defined as the ability to recover the investment whenever the firm chooses [5]. When an investment is reversible, under uncertain conditions, the risk of such investments decreases as the firm is able to divest its investment and recoup its initial outlay. An investment is irreversible if the expenditure is on capital which is firm or industry specific [22]. In such a situation, divestment is not possible since it cannot be used by a different firm or industry. Even if the investment is not industry or firm specific, the lemons problem would cause the investment to be partially irreversible. This is especially so if the secondary markets for such capital equipment is less developed or non-existent. Irreversibility may also be due to government regulation, for example, capital controls. The inability of the investor to sell their assets and relocate their funds may block the initial investment in the first place.

If the cost of internalising the investment is high, the less the likelihood of making such investment during uncertain periods. This increases the value of postponing such investments. For example, a manufacturing firm considers entering the marketing chain (i.e. forward integration). The internalisation cost involved would be the cost of training the sales team which are basically sunk cost that cannot be reversed. While under normal conditions, this forward integration may increase its internalisation advantages, but under uncertain economic conditions, for example, recession, internalisation works in the opposite direction.

Hence, under uncertainty, the OLI framework alone may not be sufficient to explain FDI activity. The two added factors of delayability and irreversibility need to be considered to understand the behavior of multinational corporations. Government policies need also consider these two added factors.

FDI in Malaysia Under Uncertainty

This section will consider the performance of Malaysia in attracting FDI during periods of uncertainty, specifically between 1997 and 1998 (for which data is available).

In the period 1997 and 1998, Malaysia faced uncertainties both in the economic and the political arena. The 1997 Asian economic crisis affected Malaysia badly, causing economic growth to fall to –6.8 percent – the lowest ever in Malaysia’s modern economic history. The ringgit saw a major depreciation causing the government to fix the exchange rate to the US dollar while the stock exchange shrunk to almost 25 percent of its size, in terms of market value. The Malaysian government imposed capital controls, disallowing the free movement of “hot money” which effectively shut the exit doors to foreign investors. In the political arena, the removal of the then deputy prime minister for sexual misconduct escalated the problem. Malaysia, whose leadership succession issue was among the most stable in the region, faced similar situation as some of its neighbours.

Did these uncertainties affect FDI? Figure 1 shows the trend in FDI since 1988. The figure shows that there are two major troughs in the trend, namely 1992/93 and 1997/98. In the same years, GDP growth was lower. In 1992, GDP growth was 7.8 percent, marginally lower than the previous years while in 1998 it was negative as mentioned earlier. While there may be a host of other reasons for the decline in FDI, both in terms of value and number of projects, we cannot ignore the uncertainties caused by a slower economic growth. However, on the surface it seems that FDI levels in 1998 were not that much lower compared to the previous year (RM12.6 billion in 1998 compared to RM 14.3 billion in 1997). This was considered to be “ commendable performance given the shrinking economies of most of the source countries”
.

 Delayability of foreign investment is evident in Malaysia during the 1997/98 period when status of implementation of approved manufacturing projects is considered. Table 2 shows the implementation status of project approved in 1994, 1997 and 1998. It is obvious that 1997 was very much a ‘normal’ year in that the proportion of projects at the advanced stage of implementation was similar with 1994 at 41.1 percent. However, the proportion of projects approved in 1998 that was at a similar status of implementation was very much lower at 26.4 percent. The proportion of projects at the negotiation stage was very far higher (68.5 percent) than previous years. Delays at the negotiation stage is a convenient way to ‘wait and see’ pending more certain environment in the country. 

[image: image1.wmf]Figure 1. Malaysia: Trend in FDI
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Table 2. Progress of Implementation of Approved Manufacturing Projects 

Status of Implementation
As at 31.12.1994
As at 31.12.1997
As at 31.12.1998

1. Projects Implemented
No.
%
No.
%
No.
%

a. Production
317
36.4
285
37.5
184
21.8

b. Machinery Installation or Factory Construction
41
4.7
27
3.6
39
4.6

Sub-total
358
41.1
312
41.1
223
26.4

2. Projects in Initial Stages of Implementation







a. Site Acquired
16
1.9
9
1.2
10
1.2

b. Active Planning or Negotiation
484
55.6
420
55.3
578
68.5

Sub-total
500
57.5
429
56.5
588
69.7

3. Projects not Implemented







a. No Action Taken
2
0.2
1
0.1
6
0.7

b. Temporarily Shelved or Abandoned


10
10
17
2.3
26
3.1

c. Withdrawn
-

0
0.0
1
0.1

Sub-total
12
1.4
18
2.4
33
3.9

Total
870
100
759
100
844
100

Source: MIDA

It must be emphasized here that a number of projects that were in the planning stage in previous years did move up to the production stage between 1997 and 1998. For example, as at 31st December 1997, projects approved in 1996 that were in the production or factory construction stage was 511(not shown in the table) but by 31st December 1998, the number had increased to 546 (as shown in Table 2). Nevertheless, there is sufficient evidence that delayability was a major concern in 1998. It is interesting to note that the number of projects not implemented is negligible at 3.9 percent.

As stated earlier, reversibility of FDI is easier in sectors that are less capital intensive, especially if the fixed assets can be traded in secondary markets. The extent of capital intensity can be seen from Table 3 which shows the average total fixed assets of foreign investment projects as at 31 December 1997. As expected, the petroleum and coal sector tops the list for capital intensity. Other sectors that are above the “average” are basic metal products, electrical and electronic products, non-metallic mineral products and transport equipment. On the other hand, sectors which are less capital intensive are like leather and leather products, furniture and fixtures, fabricated metal products and (surprisingly) machinery manufacturing.

Table 4 shows the number of applications received by MIDA from prospective foreign investors, at a sectoral level. Focusing on the years 1996 to 1998, and comparing with Table 3, it is evident that sectors which are highly capital intensive experienced a steeper declined in terms of number of applications compared to sectors which are less capital intensive. For example, in the petroleum product sector, the number of application was 4 in 1998 compared to 13 and 10 in the previous two years. Similarly for basic metal products, the number of applications was 38 in 1998 compared to 50 and 62 during previous years. On the other hand, for leather and leather products, there was an increase in the number of applications. As for furniture and fixtures, the decrease was marginal, 31 applications in 1998 compared to 33 and 37 in the previous years. This confirms the above statement that sectors which are more capital intensive would face greater irreversibility, and so the decision to “wait and see”.

Table 3. Capital Intensity of Sectors

Sector
Total Fixed Assets as at 31.12.97 (RM’000)

(A)
No. of Projects

(B)
Average Total Fixed Assets

(RM’000)

(A)/(B)

Petroleum & Coal
13642514
39
349808

Basic Metal Products
7104835
132
53825

Electrical & Electronic Products
15084092
597
25266

Non-Metallic Mineral Products
6516082
262
24871

Transport Equipment
4436320
184
24110

Scientific & Measuring Equipment
488006
27
18074

Paper, Printing & Publsihing
3354841
194
17293

Beverages & Tobacco
883514
54
16361

Textiles & Textile Products
6088560
374
16280

Chemicals & Chemical Products
4069254
251
16212

Food Manufacturing
4993796
432
11560

Wood & Wood Products
4794443
426
11255

Rubber Products
2529811
226
11194

Plastic Products
2664298
246
10830

Machinery Manufacturing
1533802
174
8815

Fabricated Metal Products
2771349
320
8660

Miscellaneous
656191
94
6981

Furniture & Fixtures
753015
110
6846

Leather & Leather Products
118476
28
4231

Total
82483199
4170
19780

Source: MIDA

Implications

Naturally, the solution to uncertainty is to remove the root causes of the problem. In the case of Malaysia, the steps taken to alleviate the impact of the financial crisis is under way, especially through the decisions made by the National Economic Action Council (NEAC). While those remedies are beginning to show signs of recovery, there are still some skeptism as to the long term implications of the Malaysian approach. As to the political uncertainty, the coming elections may or may not bring an end to speculations regarding the stability of the country. Furthermore, reports such as the recent one from the Political and Economic Risk Consultancy (PERC) reducing the overall grade for Malaysia, from 5.71 last year to 6.43 this year ( ratings are based zero for best grade possible and 10 the worst) does not help
. Uncertainty is still in the horizon and like it or not, Malaysia has to deal with it. The above evaluation of delayability and reversibility provides some guidelines as to how Malaysia, especially MIDA, can still continue to attract FDI into the country. The suggestions given below may assist policymakers in this direction.

If delayability is an option among firms with ownership assets, then trying to woo in such firms may be efforts in vain. While this may increase the number of applications and naturally the number of approved projects, but as data for 1998 show, the proportion of projects actually implemented may be low. Rather, if MIDA were to attract firms that possess rather low ownership assets, this may increase the implemented FDI.  It is generally accepted that firms from the Newly Industrialized Countries (NICs) possess lower ownership advantages compared to the traditional developed economies [23] [24]. Firms from these countries tend to favour a joint-venture type of an alliance particularly due to such inadequacies [24]. It can then be said that these firms would have a lesser option to delay their investment. 

Table 4 . Malaysia: Number of Applications Received, 1988 - 1998

Sector
‘88
‘89
‘90
‘91
‘92
‘93
‘94
‘95
‘96
‘97
‘98

Food Manufacturing
50
33
60
54
57
44
43
62
37
64
35

Beverages & Tobacco
7
3
4
5
6
4
6
3
4
8
5

Textiles & Textile Products
78
118
122
84
82
55
43
40
32
30
43

Leather & Leather Products
2
9
7
11
8
3
3
3
2
1
5

Wood & Wood Products
61
91
104
79
51
87
98
75
64
53
23

Furniture & Fixtures
29
36
55
29
27
37
41
43
37
33
31

Paper, Printing & Publishing
17
24
41
37
37
29
33
22
33
27
23

Chemicals & Chemical Products
38
53
78
46
51
42
59
84
51
54
42

Petroleum Products
3
6
9
5
4
2
1
8
10
13
4

Natural Gas
-
-
-
-
1
-
-
1
-
-
1

Rubber Products
359
62
43
43
27
39
22
49
24
20
52

Plastic Products
27
39
67
60
57
75
70
60
64
51
33

Non-metallic Mineral Products
19
38
56
42
41
33
55
78
51
65
42

Basic Metal Products
29
38
49
52
32
36
42
54
62
50
38

Fabricated Metal Products
24
53
64
51
47
34
55
81
64
47
46

Machinery Manufacturing
28
29
62
29
36
31
59
54
61
59
55

Electrical & Electronic Products
122
225
356
182
231
251
307
315
251
186
186

Transport Equipment
29
27
34
37
44
37
52
63
64
68
44

Scientific & Measuring Equipment
4
3
8
5
3
7
11
6
5
4
6

Miscellaneous
18
23
45
26
19
10
18
15
13
16
15

Total
944
910
1264
877
861
856
1018
1116
929
849
729

Source: MIDA

Previous discussion has also indicated that the rate of reversibility decreases when capital intensity of an investment project increases. This means that projects which involve a high degree of fixed assets, or even expensive technology transfer would not be favoured during economic uncertainties. This indicates that MIDA should be targeting investments that are less capital intensive, i.e. sectors which are at the lower end of Table 3. In other words, more labour intensive, reversible investment should be sought after. While this may not be aligned to the long term objective of investment in Malaysia, it may temporarily relieve the demand for funds. In addition, since the weaker ringgit has already increased the competitiveness of Malaysia, coupled with a large pool of foreign workers, this may be a viable option. 

Services is a typical sector that require low level of capital. This may be another area of attracting investors. Again, this may yet be another inconsistency with other government policies which restricts foreign involvement in sectors like banking and insurance.

The Multimedia Super Corridor (MSC) is an interesting project to consider in the light of our discussion. The MSC is one of the major vehicles that is supposed to catapult Malaysia into the digital or cyber era. The MSC, a concept similar to the Silicon Valley, is expected to attract the top IT related companies to Malaysia, bringing with them investment in the form of research and development (R&D). The MSC was thought of during the boom times when Malaysia decided to brush aside labour intensive investment and favoured more technology intensive ones instead. Researchers have been skeptical of such moves citing that Malaysia “has not sufficiently strengthened the institutions needed to generate rapid technical change and firms’ progress towards the technology frontier” [1:363]. Based on the delayability and reversibility concepts how can one evaluate foreign investment in the MSC? Since firms applying for the MSC status should be “world class”, it is safe to presume that they would be in possession of some form of ownership advantages. These firms are specifically invited to set up their R&D facility rather than a production facility. Now, in an uncertain environment, especially a politically unstable environment, these firms can afford to delay their investment in the MSC. However, at the same time, the level of investment that these firms make in the MSC are not substantial as most physical and information infrastructure are already provided by the government. These include a fibre optic backbone of 2.5 to 10 Gbit/sec, high level transportation and utility infrastructure, incubation centres etc. This would require interested firms to invest relatively little at least in the initial period. Hence, reversibility is high.

This would mean that, on the part of the investing firm, while delaying their investment in the MSC maybe an option, MDC and MIDA would need to emphasize the reversibility of their investment. In other words, the “selling” of Malaysia to foreign investors should emphasize the low start-up cost that would be incurred as part of the sunk cost is shouldered by the government. Other forms of assistance with regards to building site, personnel etc. which may decrease the cost to the investor should also be considered.

Such policies may contribute towards an increase of not only the FDI applications but also the implementation rate of FDI in Malaysia.
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