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OVERVIEW

EDUCATION

The Ministry of Higher Education 
(MOHE), established in 2004, is 
responsible for all tertiary education 
in Malaysia. According to the current 
Minister of Higher Education, Dato’ 
Seri Mohamed Khaled Nordin, the 
challenge is to provide students with 
world-class higher education to produce 
more researchers, scientists, engineers, 
professionals, specialists, and skilled 
technical talent who can succeed in an 
increasingly competitive global market. 
MOHE’s mission is to create a higher 
education environment that is able to 
foster the development of academic and 
institutional excellence.

According to MOHE, approximately 
900,000 students currently pursue their 

higher education in 20 public universities, 
33 private universities and university 
colleges, four foreign university branch 
campuses, 22 polytechnics, 37 community 
colleges, and about 500 private 
colleges. According to figures from the 
Department of Statistics Malaysia, only 
24.2 per cent of the labour force in the 
country had attained a higher education 
degree by 2010, or 2,788,700 out of 11,517,200 
people. 

The largest share of the labour force 
received secondary education as the 
highest attained level of formal education, 
namely 55.7 per cent. The remaining 20.1 
per cent did not receive any degree of 
formal schooling higher than primary 
school level. 

Private education a main driver 
for excellence in learning
Over the past years, the Malaysian government has shown great commitment to the 
higher education sector by trying to ensure that all qualified students have access to it. 
Loans and scholarships were made available for students enrolled in both public and 
private higher education institutions to increase the overall participation rate.

MOHE’s mission is 
to create a higher 
education environment 
for academic excellence.
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OVERVIEW

EDUCATION

Tertiary education in Malaysia is 
divided into public and private sector 
funded institutions of higher learning. 
Slightly less than 50 per cent of the 
students enrolled in tertiary education 
in Malaysia attend public colleges and 

universities, while the other half of the 
students are enrolled in private higher 
educational institutions. In comparison, 
in primary and secondary education 95 
per cent are enrolled in a public funded 
institution. The relative large number 
of private providers in higher education 
is complementing the public education 
sector and has increased access to tertiary 
education for both Malaysian citizens as 
well as for international students. Over 
time, the number of private providers has 
been increasing steadily.

To encourage further higher education 
participation for all that qualify, the 
government has set up two main student 
support mechanisms in the form of 
student loans and scholarships. All 
students can obtain student loans to 
subsidise their studies at a concessional 
annual interest rate of three per cent. 
Students who obtain a First Class 

Honours degree do not have to repay their 
loan at all. Different kinds of scholarships 
are provided to certain students that 
qualify, either based on their study 
success or because of their poor financial 
background. Among students who 
receive a scholarship, only 4.5 per cent are 
enrolled in a private education institution. 

While some scholarships are granted 
to students who study in Malaysia, the 
majority of the funds is for students 
studying abroad. Among students who 
receive a scholarship, only 4.5 per cent are 
enrolled in a private education institution.

The relative large number 
of private providers 
in higher education is 
complementing the public 
education sector and has 
increased access to tertiary 
education for Malaysian 
citizens as well as for 
international students.

An investment of 

ringgit by the private sector is 
required until 2020 to lower the 
number of unskilled workers in 
Malaysia and give them access to 
training facilities.

3.4b 
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EDUCATION

Universiti Malaya 
(UM)
Malaysia's oldest university 
is situated on a 309-hectare 
campus in the southwest of 
Kuala Lumpur. The university 
was established in Singapore 
in 1905 as the King Edward 
VII College of Medicine. 
In 1962, the University of 
Malaya settled in Kuala 
Lumpur. The university is 
host to approximately 11,000 
undergraduate students and 
around 8,500 postgraduate 
students with 12 faculties 
covering a wide range of 
courses ranging from business 
and management, engineering, 
sciences, languages and law.

Universiti Sains 
Malaysia (USM)
Established as the second 
university in the country 
in 1969, USM offers courses 
at undergraduate and 
postgraduate levels to 
approximately 20,000 
students. The USM main 
campus is located in Penang. 
There are two other USM 
branch campuses, one at 
Kubang Kerian in Kelantan, 
and the other at Nibong Tebal, 
known as the ‘Engineering 
Campus’. USM is one of the 
biggest universities in terms 
of enrolment in Malaysia. 
The student-lecturer ratio is 
around 1:19.

International Islamic 
University Malaysia 
(IIUM)
IIUM was established in 
1983 with a mission of 
integration, Islamisation, 
internationalisation and 
comprehensive excellence. 
The IIUM is founded on 
Islamic principles with the 
aim to become the premier 
Islamic university in the world 
by providing comprehensive 
international higher education 
with a focus on Islam faith. 
The main Kuala Lumpur 
campus is located on a 
288-hectare site in Gombak 
near Kuala Lumpur.

Universiti Teknologi 
Malaysia (UTM)
Universiti Teknologi 
Malaysia's mission is to lead in 
the development of creative 
and innovative human capital 
and advanced technologies 
that will contribute to the 
nation’s wealth creation. 
UTM is engaged in research 
collaboration with globally 
renowned institutions, 
such as Harvard University, 
MIT, University of Oxford, 
University of Cambridge, and 
Tokyo University on areas 
of mutual interests. It is one 
of the leading technological 
learning institutions in 
Malaysia.

Universiti Malaysia 
Sarawak (UNIMAS)
The university was officially 
incorporated in 1992 and 
currently offers an array of 
undergraduate and graduate 
courses. In 2011, the total 
student population of 
UNIMAS was around 8,400 
and the total number of 
staff more than 2,000. The 
university consists of eight 
faculties, three institutes 
and seven study centers. , 
UNIMAS’ strength in research 
is being acknowledged in at 
niche areas of research such 
as biotech, epidemiology, 
biogeography and agriculture.

Universiti Kebangsaan 
Malaysia (UKM)
Established in 1970, the 
National University of 
Malaysia today spans an area 
of about 1,100 hectares in 
Bangi, Selangor Darul Ehsan, 
which is approximately 
35 kilometers from Kuala 
Lumpur. The main campus 
houses eight faculties and 12 
institutes. In addition, UKM 
also has a Medical Campus 
and a Medical Center in Kuala 
Lumpur. Currently there are 
17,500 undergraduate students 
enrolled, and more than 5,100 
postgraduate students of 
around 1,400 are foreign.

Universiti Putra 
Malaysia (UPM)
In 1969, Tun Abdul Razak 
Hussein, the prime minister 
at that time, envisioned an 
agricultural university which 
would offer degree courses. 
This vision was realised by 
the founding of UPM, which 
was launched in July 1973. The 
UPM today has 16 faculties 
covering areas of agriculture, 
medicine, design, language, 
and health. With a campus 
area of around 1,800 hectares, 
the university teaches 
to approximately 15,000 
undergraduates and 10,000 
postgraduates in a broad 
variety of courses.

Universiti Tenaga 
Nasional (UNITEN)
UNITEN provides both 
academic programmes and 
engineering technology skills 
training within the same 
campus. UNITEN is a private 
university, wholly owned 
by Tenaga Nasional Berhad 
(TNB), which is one of the 
largest utility companies 
in Southeast Asia. The 
university’s programmes 
are focused on engineering, 
information technology, 
business management and 
related areas. UNITEN is seen 
as a regional educational 
center of excellence.

Universiti Utara 
Malaysia (UUM)
UUM is a public university 
in the town of Sintok, Kedah. 
It was incorporated in 1984. 
UUM was established with 
the specific mission of 
providing a leadership role 
for management education 
in the country. The academic 
establishments in UUM 
include College of Business 
(UUM COB), College of 
Law, Government and 
International Studies (UUM 
COLGIS) and College of Arts 
and Sciences (UUM CAS). The 
university has 29 computer 
laboratories in academic and 
administrative buildings.

Universiti Teknologi 
MARA (UiTM) 
UiTM is a coeducational 
public university with its 
main campus located in Shah 
Alam, Selangor, Malaysia. It is 
the flagship institution of the 
Universiti Teknologi MARA 
System, the largest university 
in Malaysia in terms of size 
and student enrolment and 
the only public university 
carrying out intakes twice a 
year. The university's faculties 
comprise 4,000 academics, 
scholars and researchers. 
The university has expanded 
nationwide.

TOP 1O
Educational institutions
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TOURISM & HOSPITALITY

AnAlysIs Of InVEstmEnt OppORtunItIEs WIth pARtnERs

Residents of the GCC love Thailand, 
and this statement is underpinned by 
healthy statistics. Tourist arrivals from 
GCC countries grew at a significant 20 
per cent in 2010 to almost 600,000 visitors, 
with 130,000 visitors from the UAE alone, 
followed by Kuwait and Oman, according 
to figures issued by the Tourism 
Authority of Thailand. Visitors from the 

Health and halal 
in focus
The GCC is a source destination for Thailand’s tourism with a rising importance. Apart 
from leisure travellers, GCC tourists account for a significant number of medical tourist to 
Thailand due to the country’s first-class healthcare facilities.

Visitors from the GCC to Thailand have one of the longest average lengths of stay and a very high average expenditure.

GCC have one of the longest average 
lengths of stay and a very high average 
expenditure, the figures show. GCC 
tourists are also a main target for tourism 
promotions in the low season as the 
Islamic calendar has a different holiday 
schedule than the Western market. 

Arab tourists also appreciate the 
availability of halal food, mosques, spas, 
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TOURISM & HOSPITALITY

AnAlysIs Of InVEstmEnt OppORtunItIEs WIth pARtnERs

health centres, and ecotourism activities 
in Thailand. On several road shows in 
the GCC countries, Thailand has branded 
itself as a destination of quality, value and 
variety.

As of the end of 2011, more than 
120 direct scheduled flights per week, 
operated by 12 airlines, connected 
Thailand to nine countries in the GCC. 
These airlines include Emirates, Qatar 
Airways, Gulf Air, Etihad Airways, Kuwait 
Airways, Oman Air, Iran Air, Royal 
Jordanian Airlines, Egypt Air, Mahan Air, 
Turkish Airlines and Thai Airways.

There are also direct connections 
from the GCC to certain tourism areas in 
Thailand, for example flights from Doha 
to Phuket by Qatar Airways, which has 
doubled tourist arrivals from the GCC on 
the island in the last years. Apart from 
Phuket, Pattaya, Koh Samui and Bangkok 
are the most popular places to visit in 
Thailand by GCC tourists data of the 
Tourism Authority shows.

One of the largest tourism segments 
for GCC visitors in Thailand is healthcare 
tourism (see also Health Industry in 
Thailand in this report).

Thailand has gained recognition as 
a credible medical tourism destination 
not only among Arab visitors. Ranked 
47th by the World Health Organisation, 
the Thai healthcare system has also 
been well recognised by the US consular 
information sheet. 

It is no wonder large numbers of 
medical tourists head to this country 
every year to take advantage of 
healthcare facilities at highly competitive 
prices. Medical treatments in Thailand 
may cost only a tenth of their prices in 
expensive countries, such as the US, UK 
and Australia.

The country has many internationally 
accredited hospitals, which offer all 
kinds of medical treatments, ranging 
from organ transplants to dental and 
cosmetic surgery. Hospitals use the latest 
technology and provide high-quality 
medical care to their patients.

Acknowledging the boom of 
medical tourism in the region, the Thai 
government has taken several measures 
to promote the healthcare industry 

among international clients.
Visitors can expect a comfortable stay 

in Thailand, as the tourism industry is 
already very well established, and the 
necessary infrastructure is in place. 

Hospitals in Thailand also provide 
personal care to patients, while some  
provide additional services such as 
language interpreters and special 
international wings to cater specially to 
international tourists. Doctors are well 
trained, some even have certifications the 
US and the UK. 

Most doctors and their staff are 
English-speaking, effectively removing 
any language barrier. Some major 
hospitals in Bangkok are even employing 
Arabic-speaking personnel.

Visitors are also arriving for surgical 
or drug treatments that are either 
unavailable in their home countries or 
prohibitively expensive.

Another segment that attracts tourists 
from the GCC is halal tourism, a new 
product in the tourism industry which 
provides Muslim travellers and families 
with holiday destinations that abide by 
the Shariah rules. 

The Halal Standard Institute 
of Thailand of the Central Islamic 
Committee of Thailand is holding 
seminars on developing halal services for 
tourism to make operators aware of the 
policies. 

Some hotels in Thailand have already 
received recognition by the respective 
authorities as being halal friendly, which 
means they do not serve alcohol and 

have separate swimming pools and spa 
facilities for men and women.

According to findings by the Tourism 
Authority of Thailand, the average stay of 
GCC tourists in Thailand is 13 days. Saudi 
Arabian tourists have the highest average 
expenditure, followed by Kuwaitis and 
visitors from the UAE. Most of the money 
is spent on shopping and accommodation. 

The majority of GCC tourists are 
male and between 25 and 34 years. In 
terms of occupation, most of them are 
professional. 

Almost 50 per cent are revisit tourists, 
who arranged their trip by themselves, 
and the main purpose to visit Thailand 
is holidays. The majority of GCC tourists 
come to Thailand by air. 

Travel from the GCC to Thailand is 
expected to increase by 10 per cent in 
2012 compared to 2011 visitor figures, 
Thai tourism officials said at the Arabian 
Travel Market exhibition in Dubai in 
April.

For the Middle East, niche tourism 
products for health and wellness, 
wedding and honeymoon, green tourism 
and golf are all highlighted with a focus 
on the excellent and comparative value 
for money Thailand can provide within 
these niche travel segments.

Health and wellness, servicrs major 
and minor surgeries and cosmetic and 
dental care at the country's specialised 
hospitals will be promoted, as well as 
Thailand's spa and wellbeing centres, the 
officials said.

For the wedding and honeymoon 
market, the Tourism Authority of 
Thailand will introduce major romantic 
attractions in northern and southern 
Thailand with a focus on its many idyllic 
locations, outstanding hospitality, and 
expertise in planning weddings and 
events.

Green tourism will highlight the 
country's more than 100 green hotels and 
50 ready-to-market eco-friendly products 
from around the country, Thailands 
more than 200 golf courses will also be 
highlighted.

There is also an increasing number of 
restaurants and hotels in Thai cities that 
serve only halal food.

For the Middle 
East, niche tourism 
products for health 
and wellness, wedding 
and honeymoon, green 
tourism and golf are all 
highlighted with a focus 
on excellent value for 
money.
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TOURISM & HOSPITALITY

RAtIng

Thailand’s tourism attractions 
are plentiful and competitive. Apart 
from the beauty of the country, the 
friendliness of its people, its cultural 
and entertainment facilities, and 
the high value-for-money factor, the 
country is also blessed in the eco-
tourism trend.

In 2011, the number of foreign 
tourists reached 15.5 million, a 6.9 per 
cent increase over the year before. 
The total generated income was 600 
billion baht, equivalent to a 9 per 
cent increase. Emerging countries in 
Asia, especially China and India, have 
contributed to this rapid growth as 
source markets for tourist of increasing 
importance. 

The average inbound tourists’ 
annual growth accumulated from 2011 
to 2015 onwards is expected to be 4 per 
cent.

Investor confidence in the tourism 
industry has been restored from the 
economic downturn during the past 
four to five years. Capital inflows are 
on the rise, with investors focusing 
on the service sector in the travel and 
tourism industry.

Because the market is quite 
segmented, it is recommended that 
investors put funds into existing 
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As one of the favourite tourism destinations in Southeast Asia, Thailand has a lot to 
offer for investors. Moreover, Thailand’s tourism sector is on the rise due to the global 
recovery and economic growth in the Asia-Pacific.

businesses since a higher return can 
be expected than in a new investment. 
The government offers incentives and 
other supportive measures for foreign 
investors.

In terms of tourism sectors, there is 
a growing demand for green tourism, 
as well as long-stay accommodations 
for retirees. Medical tourism is also a 
thriving segment as is high-net worth 
tourism.

Niche segments of interest for 
investors are, for example, ferry 
services, tour boat or yacht renting, 
amusement parks, art and cultural 
centres, art and handicraft centres, 
aquariums, racing tracks, open zoos, 
cable cars, large auditoriums, and 
international exhibition centres which 
are all eligible for the incentives.

The Tourism Investment 
Department, Tourism Authority of 
Thailand (TAT) has also established a 
tourism industry investment database 
for hotels, spas and golf courses in 
major and minor tourism provinces 
and border provinces, as well as for 
small and medium accommodation, 
including related businesses in supply 
chains for the high-end market, long- 
stay accommodation business, and 
others.

The Thai Hotels Association is 
further calling on the public and 
private sector to improve their 
standards and develop new products 
in order to retain the country's top-
destination status. 

summARy
With the expected growth in 

tourism numbers over the next years, 
the tourism industry in Thailand holds 
opportunities for investors in a wide 
area. As the country is eager to retain 
its top-destination status as a tourist 
nation in Southeast Asia, foreign 
investors are encouraged to engage in 
the sector by developing new tourism 
products, upgrading or building 
new hotels and resorts, train staff, 
invest into entrepreneurial ventures, 
or contribute to environmental-
conscious and sustainable tourism 
for example by providing expertise in 
energy saving.

Based on the sector overviews, 
scaled from one to five, one being 
highly recommendable and five 
meaning high-risk territory, the 
attractiveness of investing in the 
tourism and hospitality sector in 
Thailand is ranked a one by Inside 
Investor.

Destination 
of choice for 
investors

HiGH-riSk 
TErriTOry

HiGHLy
rECOMMEnDAbLE 

5 4 3 2 1
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OVERVIEW

ENERGY & RESOURCES

OIl And gAs
Oil and gas exploration receives the 

highest contribution of foreign direct 
investment in Myanmar. Investors are 
taking part in the discovery of off-
shore gas fields by production-sharing 
contracts. Myanmar possesses vast 
deposits of oil and gas, and there is real 
potential for cooperation in downstream 
projects in the energy sector such as 
refineries  and fertiliser plants.

Myanmar ranks tenth in the world 
in terms of natural gas reserves, most of 
which are exported to Thailand, but also 
increasingly to China. Myanmar has a 
total of 53 onshore blocks. 

With the latest tender results, the 
country has signed 22 contracts with 
16 foreign companies, such as India’s 
Essar Group and China’s Sinopec. Of 
the 51 offshore blocks, 26 are deep water 
blocks. In this sector, 29 contracts have 
been signed with 14 foreign companies 
including Malaysia’s Petronas, France’s 
Total and China’s CNOOC for 30 offshore 
blocks.

According to Total, which has a 31 
per cent stake in the $1 billion Yadana 
gas project, Myanmar produces around 
180,000 barrels of oil equivalent per day, 
of which 90 per cent comes from gas.

Oil exploration has a long history 
in Myanmar. The country exported its 
first oil barrel in 1853. Up to 1963, the 
country’s oil industry was dominated 
by Burmah Oil Company, which 
discovered the Ychaugyaung field 
in 1887, and the Chauk field in 1902. 
Both are still in production. After the 
military coup in 1962, Myanmar’s oil 
and gas industry was nationalised. The 
junta operated the fields or delegated 
the task to private operators under 
production-sharing contracts. Between 
1962 and 1988, Myanmar depended on 
a strict nationalist policy to keep out 
foreign investors. After this period, the 
junta passed laws to attract foreign oil 
companies and revive its ailing oil and 
gas sector.

The opening of Myanmar represents 
huge potential for this sector. With 
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treasures 
await 
investors

The main energy and resources business in Myanmar is connected to oil and gas, 
timber and gems. These sectors are closely tied to the government, although 
liberalisation is only a matter of time. 

The future exploitation 
of Myanmar's abundant 
resources requires heavy 
investment. but it most 
likely will pay off.
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OVERVIEW

ENERGY & RESOURCES

abundant reserves, exploration and 
production opportunities abound in this 
emerging energy hot spot.

Onshore, the following companies 
have taken advantage of Myanmar’s 
resources: Myanmar Petroleum 
Resources, Focus Energy, Westburne, 
CNOOC, CNPC, Sinopec, Essar and 
Goldpetrol. For the offshore area, Total, 
Petronas, Daewoo, PTT-EP (Thailand), 
CNNOC, CNPC, Essar, Gail and 
Rimbunam (Malaysia), ONGC (India), 
Silver Wave Energy, Danford Equities 
(Australia) and Sun Itera Oil & Gas 
(Russia) are exploring or developing 31 
blocks.

According to latest news reports, 
multinational oil giant Shell may return 
to Myanmar after an 18-year absence. 
Shell is said to be partnering Thailand’s 
PTT-EP to develop deep-water offshore 
blocks that PTT-EP wholly owns.  

EnERgy
With chronic shortages in energy, 

investment opportunities in this 
sector are plentiful. Energy utilisation 
in Myanmar mainly depends upon 
traditional energy such as fuelwood, 
charcoal and biomass. During 2009 
and 2010, 28 per cent of the total energy 
consumption was from commercial 
energy such as oil, natural gas, coal and 
hydropower. The balanced utilisation 
of different energy types has long been 
emphasised, and increased production of 
commercial energy has been prioritised 
by the government in order to replace 
traditional energy types and at the 
same time to meet the requirements of 
industrial development programmes

The energy policy of Myanmar 
aims to maintain the status of energy 
independence,  to promote wider use of 
new and renewable sources of energy 
and its conservation and to promote the 
use of alternative fuels in households.

Myanmar has a hydropower potential 
of 37,000 megawatts that can be 
generated from the Irrawady, Sittaung, 
Thanlwin and Chindwin river basins. 
Only about 745 megawatts has been 
developed so far. Myanmar tripled its 
installed capacity of hydro plants, from 
253 megawatts in 1990 to 745 megawatts 

in 2010. Total installed capacity in 2010 is 
at least 2,449 megawatts or six per cent of 
potential. Several large dams are planned 
to increase future hydro utilisation. 
At least 45 Chinese multinational 
corporations have been involved in 
approximately 63 hydropower projects 
in Myanmar, including several related 
substation and transmission line 
projects. 

One of the largest projects, the $3.6 
billion Myitsone dam project at the 
head of the Irrawaddy River in northern 
Kachin state, was halted in 2011 after 
the project fuelled fighting between the 
army and ethnic Kachin rebels.

REsOuRcEs
Timber and mining are the main 

industries in the resources sector of 
Myanmar. Regarding timber, Myanmar’s 
exports were predominantly logs or 
sawn timber, with little value-added 
processing. In comparison, regional 
neighbours and competitors in the 
worldwide timber industry have 
encouraged exporters to downstream 
their timber products. Thus, Myanmar’s 
timber and furniture industries 
suggested to the government that it 
change tax levies to make value-adding 
more profitable. The country’s Central 

Statistical Organisation reported that 
Myanmar had exported more than 
864,000 tonnes of teak, hardwood, 
plywood and veneer, earning about $569 
million in the 2010/2011 financial year.  By 
comparison, the country earned about 
$400 million exporting 890,000 tonnes 
of timber in the 2009/2010 fiscal year, of 
which about $100 million came via the 
private sector. India was the major buyer, 
purchasing about half of all exports, 
while Japan, Thailand and Malaysia were 
other big buyers. The furniture market 
is another segment with good prospects 
and is expected to grow by at least 20 per 
cent in 2012.

Myanmar has a long history of 
mining in gemstones, gold, silver, amber, 
antimony, cinnabar and copper sulphate. 
The country in 1989 embarked on a policy 
of encouraging foreign investment and 
invited foreign companies to enter the 
mineral sector in Myanmar. Despite this, 
there is room for much development in 
the industry. 

The government focuses on the 
production of copper, gold, lead, zinc, 
iron and steel and welcomes foreign 
participation in these segments. 
Privatisation of tin and tungsten mines 
and other industrial mines are underway 
or being planned.

Investment opportunities in energy 
and resources are plentiful in 

Myanmar, given the underutilised 
potential.

$400m
51

180,000

37,000
value of timber 

exports in 2009/10

offshore oil and gas 
blocks in operation

barrels of oil 
equivalent produced 

per day

megawatts of 
hydropower potential
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Myanmar Oil and Gas 
Enterprise 
Myanmar Oil and Gas 
Enterprise (MOGE) is a 100 per 
cent state-owned enterprise 
responsible for the upstream 
petroleum subsector, i.e. for 
oil and gas exploration and 
production. It also oversees 
domestic gas transmission via 
a 1,200-mile onshore pipeline 
grid. Its major tasks are to 
supply required natural gas 
to various factories and gas 
turbines by constructing its 
gas supply pipelines network, 
supply CNG as a substitute 
fuel for gasoline for transport 
vehicles.

Myanmar Petroleum 
Products Enterprise 
The company oversees retail 
and wholesale distribution 
of petroleum products. It 
is also wholly state owned 
and carries out retail and 
wholesale distribution to 
agriculture, fishery, transport, 
power generation, defence, 
construction and other 
industries in the government 
sector from existing four 
main fuel terminals, 25 sub-
fuel terminals, ten aviation 
terminals, 12 fuel filling 
stations and one LPG filling 
station.

Myanmar Ivanhoe 
Copper Company
This joint venture between 
Ivanhoe Holding Ltd and 
Myanmar’s government-
owned No 1 Mining Enterprise 
has been operating the 
largest copper mine, Monywa, 
in the country, producing 
cathode copper at an annual 
production of approximately 
39,000 tonnes. The mine 
operation has been in the 
focus of NGOs, and the 
company claims it has sold its 
mine stake to an independent 
trust in 2007, which is since 
trying to find an investor, 
reportedly from China.

Total Myanmar 
Exploration and 
Production
The joint venture of France’s 
oil major Total operates the 
offshore Yadana field. This 
field produces gas that is 
delivered mainly to Thai oil 
company PTT to be used in 
Thai power plants. The Yadana 
field also supplies Myanmar’s 
domestic market via a land 
pipeline and, since June 2010, 
via a sub-sea pipeline built 
and operated by Myanmar 
Oil and Gas Enterprise. The 
Yadana field is one of the 
biggest investment ventures 
in the sector in Myanmar.

Myanmar Electrical 
Power Enterprise
This is a state owned 
entity responsible for the 
construction of transmission 
lines and substations and the 
operation and maintenance of 
gas turbine power stations and 
combined cycle power plants. 
It distributes electricity from 
major hydropower and gas 
turbine stations to five states 
and six divisions through the 
national grid system, which 
supplies 94 per cent of the 
power requirements in the 
country, according to official 
data. Many rural areas are not 
electrified, though.

Myanmar 
Petrochemical 
Enterprise
The company operates three 
small refineries and four 
fertiliser plants as well as 
smaller plants dotted across 
the country. It is 100 per cent 
state owned and also produces 
methanol, liquefied petroleum 
gas, bitumen, carbon dioxide 
and lubricants. In order to 
meet the growing demand 
for petroleum products in 
Myanmar, the refineries are 
required to be revamped and 
renovated. A new pipeline 
project is also in the planning 
state.

Myanmar Petroleum 
Resources Limited
MPRL is a petroleum 
exploration company that 
operates onshore oil and gas 
fields, namely the Mann Field 
in central Myanmar together 
with the Myanmar National 
Oil Company. In addition, it 
recently signed a contract 
with Myanmar Oil and Gas 
Enterprise to operate an 
offshore block. This block, 
which covers an area of 9,830 
square kilometers, is located 
on the western coast of 
Myanmar south of the recent 
gas discoveries.

Myanmar Mining 
Enterprise
No 1 Mining Enterprise, No 2 
Mining Enterprise, and No 3 
Mining Enterprise are state 
owned companies for the 
mining of several resources, 
including zinc, copper, lead, 
silver and by-products such 
as antimonial lead, nickel, tin, 
iron and steel, coal, industrial 
minerals and dimension 
stones from granite and 
marble deposits. The partly 
entered joint ventures with 
foreign companies as far the 
sanctions allowed such steps. 
All these state enterprises are 
in need for transformation.

Myanmar Gems 
Enterprise
This company is the largest 
gems producer in Myanmar 
and 100 per cent state 
owned. It is issuing permits 
for gemstone mining to 
local private entrepreneurs 
and is also manufacturing 
and marketing jewellery. A 
privatisation process has been 
initialised for the gems mining 
sector, but as of now Myanmar 
Gems Enterprise holds a 
monopoly. Apart from that, 
Myanmar's gems sector has 
been under scrutiny by NGOs 
ever since and needs clear new 
labour regulations.

Myanmar Timber 
Enterprise 
MTE is a state-owned 
company responsible for 
the harvesting of teak and 
other wood. Currently, it has 
a monopoly on exploiting 
timber resources but investors 
can negotiate with MTE to 
extract them on a contractual 
basis. The government has 
initiated a privatisation 
process which was only at 
the initial stage as of 2012. 
Myanmar earned around $400 
million from timber exports 
in 2010, which indicates a 
high potential for growth as 
resources are underutilised.

TOP 1O
Energy & Resources companies
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RAtIng

ENERGY & RESOURCES

The energy and resources sector 
is one of the areas of investment in 
Myanmar with the most promising 
prospects. As the sector is huge, 
comprising oil and gas exploration and 
related businesses such as refining 
and distribution, mining and energy 
generation, it is hard to consolidate 
investments into a lump sum. 

Myanmar has announced a 
number of measures to boost private 
investment and take advantage of the 
overwhelming interest from the global 
business community. Investors into the 
energy and resources sector can enjoy 
eight-year tax exemptions. At present, 
types of possible investment can be 
through production sharing or profit 
sharing arrangements. 

The Ministry of Energy particularly 
promotes exploitation of natural 
resources, which require heavy 
investment and the acquisition of high 
technology, with the resulting ventures 
opening employment opportunities for 
locals. It is also supporting investments 
into production and services that 
involve large capital volumes, as well 
as development of projects that aim to 
save energy consumption and support 
regional development.

Myanmar has also already 
formulated and adopted an agenda 

C
N

P
C

With doors wide open in the energy and resources sector, Myanmar is inviting foreign 
investors to this capital-intensive industry, providing them with bright prospects for 
future yields.

with the general aim of facilitating 
the integration of environmental and 
sustainable development in the daily 
activities and decisions of individuals, 
households, communities, corporations 
and governmental agencies. Investors, 
entrepreneurs and know-how in this 
area are highly sought after.

Under the investment law, the 
Myanmar government guarantees 
that an economic enterprise formed 
under an investment permit shall 
not be nationalised during the term 
of the contract, which is particularly 
important for the resources and 
mining sector. On the expiry of the 
term of the contract, the government 
guarantees an investor of foreign 
capital the right to transfer profits 
abroad.

Investors should also be aware of 
the fact that the mining and resources 
industry not always had the best 
human rights record in Myanmar, 
including land conflicts about dam 
construction and critical working 
conditions of mine labourers. Thus, a 
strategy that involves corporate social 
responsibility would make sense for 
investors.

The agriculture sector, as another 
big resource, is undertaking necessary 
measures to maximise private 

domestic participation, attract foreign 
investment and accelerate growth. 

Investments into the power 
infrastructure in Myanmar are 
extremely important. Up to 75 per cent 
of the population is without access to 
power lines, and regular power cuts 
are the norm even in larger cities.

The limited refining capacity is 
another field for investors. Shortages 
of gas and diesel are part of daily life, 
and Myanmar diesel imports have 
been on the rise since the government 
reformed the sector to facilitate 
imports by private companies, surging 
to $1.39 billion in fiscal year 2010/11 
from $673 million the year before.

Despite the risks, there has never 
been a better time for international 
companies to explore Myanmar’s 
energy and resources industry, 
taking into account the legal 
issues of investing in Myanmar, as 
well as applying corporate social 
responsibility and risk management.

Based on the sector overviews, 
scaled from one to five, one being 
highly recommendable and five 
meaning high-risk territory, the 
attractiveness of investing in the 
energy and resources sector in 
Myanmar is ranked a one by Inside 
Investor

Window of 
opportunity

HiGH-riSk 
TErriTOry

HiGHLy
rECOMMEnDAbLE 

5 4 3 2 1



INSIDE 
SABAH
2012



INSIDE ASEAN TEASEr  201216 For the full report  visit store.insideinvestor.com

OVERVIEW

AGRICULTURE & AQUACULTURE

Sabah’s highest executive body, 
the state cabinet, is headed by the 
Chief Minister and divided into a chief 
minister’s department and ten ministries.  
One of these ministries, the ‘Ministry of 
Agriculture & Food Industry’, “envisions 
the development of an efficient and 
commercially competitive agricultural 
sector through the optimal utilisation of 
resources and diversification into higher 
value-added processing, which will create 
progressive commercial farms and fishing 
communities”.

AgRIcultuRE
The agricultural sector is regarded by 

the central government a very important 
part of the economy in Malaysia. 
After the financial crisis in 1997 and 
1998, the recovery of the agricultural 

output contributed towards positive 
growth in the economy again. The 3rd 
National Agricultural Policy (NAP3) for 
the period between 1998 and 2010 has 
been formulated in such a way that 
the agricultural sector kept a strategic 
role in the nation’s development. It 
acts as a catalyst to speed up economic 
development in Malaysia. New 
emerging industries like the agro-based 
industry rely on agricultural products 
as their input. In line with Malaysia’s 
development over the years and the role 
agriculture has played, the government is 
encouraging the sector’s growth. Private 
sector participation will become very 
important in the efforts to commercialise 
agricultural practices, and investments 
are necessary.

The vision of the Sabah Economic 

S
TB

key strengths lie in the soil
Sabah’s grounds and waters are rich in natural resources. The state’s economy is 
very much dependent on these, therefore agriculture and timber exports are the main 
sources of income. Agricultural land occupies 30 per cent of the area. The state’s 
forests take 60 per cent, making it one of the world’s largest rainforests.

The vision of SEDiA is to 
promote Sabah as the 
center of excellence and 
trade for agriculture.
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OVERVIEW

AGRICULTURE & AQUACULTURE

Development and Investment Authority 
(SEDIA) is to promote Sabah as the center 
of excellence and trade for agriculture 
products in Asia by 2025. Agriculture 
is the second biggest sector in Sabah, 
accounting for 28 per cent of the state’s 
GDP in 2005 (see figure 1).

cROps
Timber used to be the economy’s main 

resource, but in the government’s efforts 
to save Sabah’s rich flora and fauna, 
palm oil trade emerged as an alternative. 
Other important agricultural products 
are rubber, cacao, and vegetables. Sabah 
is currently the main producer of palm 
oil and cacao in Malaysia. Palm oil is the 
largest contributor to the state's export 
earnings accounting for 91 per cent of 
the total agriculture export revenue and 
33 per cent of the total export revenue. 
In 2005, palm oil production already 
translated into a GDP contribution of 
RM3.4 billion, with a Compound Annual 
Growth Rate (CAGR) of 9 per cent. The 
reason for this growth as well as high 
yields is good management of plantations. 
Cacao production in Sabah contributes 
more than 50 per cent to the nation’s total 
production.

stREngths And chAllEngEs In 
AgRIcultuRE 

For two reasons, the key strength 
of the agriculture sector in Sabah is its 
geographical location that brings highly 
suitable natural conditions with the 
right weather and land for cultivation. 
Secondly, Sabah is located strategically 
close to large emerging markets such as 
China and Taiwan. Sabah can be seen as 
an access point with high potential from 
which companies can boost their exports. 
An additional advantage or condition that 
enables Sabah to export its livestock is 
that it is one of the two states in Malaysia 
that has officially been declared ‘free of 
foot and mouth disease’.

A challenge that Sabah faces, although 
good yields are harvested in palm oil 
production, is that smallholders in 
particular need assistance with their 
agricultural practices, techniques, 
achieving economies of scale, and their 
marketing and distribution efforts. 
Smallholders have not consistently 
applied Good Agricultural Practices (GAP) 
and thus have not received assistance 
from the government to further improve 
their yields and also the quality of their 
products to live up to standards set by 

buyers, such as supermarkets. Small 
scale farming, for example in paddy, 
livestock, fruits, and vegetables result in 
inconsistencies, high cost, and sometimes 
low quality production, which, in turn, 
makes farmers unable to meet the high 
demands of large buyers. This results 
in them selling their products through 
middlemen or to local markets limiting 
their profits. The state government helps 
via incentives, subsidies, technology 
transfer, tools and training. The 
government (federal and state) has 
also said it will intensify its efforts in 
research and development as well as 
mechanisation to enhance quality and 
productivity.

AquAcultuRE
What emerges clearly from the ‘2nd 

Sabah Agriculture Policy’, drawn up for 
the period between 1999 and 2010, is that 
not only the cultivation of land, but also 
the cultivation of water populations, or 
aquaculture, is a very important industry 
for the state of Sabah. According to the 
Fisheries Department of Sabah, marine 
resources are abundantly present 
and also highly diverse, because of its 
geographical location within the world’s 
highest biodiversity ecosystems. Fish 
in Malaysia is a very important source 
of food. The per capita consumption of 
fish and other seafood in the country is 
estimated to be close to 40 kilogrammes. 
This represents more than two-thirds of 
the total animal protein consumed per 
capita locally. 

Prawn trawling is one of the fisheries’ 
sector major contributors, but prawn 
produce from aquaculture contributes 
significantly to it. Recent statistics 
have shown a notable increase in the 
production and export of seaweed in 
Sabah. Currently, there are 2,073 ponds 
in Sabah. It is mainly the Eastern 
Sub-Region that is host to fishery and 
aquaculture sites in Sabah. Tawau 
is the leading area with over 2,000 
metric tonnes of produce. Other areas 
include Semporna, Lahad Datu and 
Sandakan. The aquaculture industry is 
predominantly private sector driven. 

fIguRE 1: AgRIcultuRE shARE Of gdp

Source: Department of Statistics Sabah

100% = RM 15.1 billion
100% = RM 4.1 billion
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AnAlysIs Of InVEstmEnt OppORtunItIEs WIth pARtnERs

AGRICULTURE & AQUACULTURE

Being Malaysia’s second largest state, 
Sabah offers investment opportunities 
aplenty. The launch of the Sabah 
Development Corridor (SDC) in 
January 2008 has set goals for growth 
in the areas of agriculture, tourism and 
manufacturing and is a means to spur on 
investments in the state.  Different from 
the four other development corridors in 
Malaysia, the SDC covers the whole of 
Sabah. This approach, led by the Sabah 
Economic Development and Investment 
Authority (SEDIA), is in line with the 
Sabah state development agenda whereby 
everyone in the state should benefit from 
the forecasted economic growth. The 
SDC programme will be implemented 
over the course of 18 years, running 
until 2025. Sabah has to develop into a 

Competition opens 
opportunities
Sabah used to be one of Malaysia’s richest states before going into relative decline at the 
end of the last century. However, the situation is improving, with funds assigned to the state 
being increased and concentration focused at the development of rural areas, transportation, 
infrastructure and the most important sectors to the state’s economy such as agriculture.

High yields in agriculture are key strengths in the plans to achieve Sabah's economic growth goals.

leading economic region and a preferred 
investment destination. High yields in 
agriculture due to Sabah’s geographical 
location and its strategic position close 
to emerging markets are key strengths in 
achieving its goals for the sector.

GDP in Sabah is expected to quadruple 
to RM17 billion with an average 
compounded growth of 8 per cent per 
year. In achieving economic development 
in Sabah as a whole, agriculture plays 
a vital role. Growth of the agriculture 
sector is hoped to be achieved by the 
promotion of Sabah as the center of 
excellence and trade for agriculture 
products in Asia by 2025. Strategies to 
enhance the performance of the sector 
will focus specifically on three main areas, 
namely the accelerated growth of high 

S
TB
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AnAlysIs Of InVEstmEnt OppORtunItIEs WIth pARtnERs

AGRICULTURE & AQUACULTURE

value products available for export, better 
quality and higher productivity for food-
based agriculture, and the strengthening 
of Sabah as a leading center of excellence 
in palm oil. 

Improvement of performance in 
these three areas, driven by the state 
and federal governments, will present 
investors with a wide variety of 
investment opportunities. 

Three phases are indicated in the 
development of the agriculture sector 
(figure 1). The three phases with its 
accompanying programmes coincide 
with consecutive ‘Malaysia Plans’ 
(MPs). Mainly in its third phase, during 
the 11th and 12th MP, when the proper 
foundations are laid, Sabah is expected 
to emerge as an attractive destination 
for FDI, with strong supporting 
infrastructure, global companies and a 
high knowledge workforce.

One of the programmes with which 
the government wants to support the 
involvement of the private sector is the 
‘agribusiness accelerator programme’. 
The programme is designed to attract 
SMEs and entrepreneurs in the 
agriculture sector. 

The Agri-Business Accelerator 
Programme will seek to encourage and 
support participants via incentives, 
funding and demarcated land for crop 
clusters. Incentives include start-up 
funding grants, loans for the purchase 
of technology, fiscal incentives and 
business advisory, and marketing 
support.

In line with national policies, like 
Vision 2020 of the Ministry of Agriculture 
Development and Food Industry, 
Sabah wants to enhance agriculture 
contribution to the overall growth and 
economic development of the state. 

The intention is to intensify the 
development of the agricultural sector 
into an efficient, commercialised and 
competitive sector through the optimal 
use of resources and diversification 
into higher value-added activities. 
Creating modern, progressive, and 
commercial-oriented farming and 
fishing communities who are capable 
of taking advantage of economic 
opportunities should result in the 

improvement of the peoples’ economic 
and social wellbeing. The ministry’s 
objectives are to increase productivity 
in farming and fishing, to increase 
efficiency and growth of agricultural 
crops, livestock and fisheries and 
diversification of downstream activities 
in the agricultural sector. 

lIVEstOck
Sabah’s livestock industry plays a 

significant role in the produce of food 
protein for local consumption and the 
state is nearly self-sufficient in the 
provision of poultry, eggs and pork. 
Private sector participation is essential 
in this agricultural sub-sector. The state’s 
policy is to strive for an increase of 
livestock production to ensure adequate 
supply for local consumption and to 
capitalise on export markets. 

fOOd cROps
The farming of food crops in Sabah 

consists of paddy, fruits and vegetables. 
Paddy production has never resulted 
in enough yields to meet demand, so 
the state of Sabah has always been a 
net importer of rice. Over the years 
this has resulted in a high import bill. 
The government undertakes great 
efforts to improve efficiency and 
productivity of paddy production by, 
for example, intensifying research 
and development and employing high 
yielding rice varieties. Also, areas are 
identified and reserved for large-scale 
commercial paddy production. This is 
where the private sector comes in and is 
encouraged to be involved. 

IndustRIAl cROp
Palm oil production emerged as the 

substitute for timber production. Palm oil 
has developed from the production and 
export of sole crude palm oil into a more 
diversified industry. Now it is the fastest 
growing agro-industry of the state and a 
major contributor to the state’s economy. 

fIshIng
Sabah is a net exporter of fish and 

is self-sufficient to meet the demands 
for high quality seafood to cater for its 
population of over two million people. 
The aquaculture industry in Sabah has 
good potential for development. 

AgRO-bAsEd IndustRy
The agro-industry mainly comprises of 

the post-harvest activities of processing 
and preserving agricultural products 
for intermediate or final consumption. 
To support and sustain growth in the 
agriculture sector, the integration and 
linkages between the agriculture sector 
and the manufacturing sector are being 
improved. 

fOREstRy
The National Timber Industry 

Policy (NATIP) was launched in 2009, 
is formulated for the Malaysian timber 
industry, and sets policy until the 
year 2020. This policy envisages new 
directions for the Malaysian timber 
industry to remain sustainable and 
competitive in the challenging global 
environment, and to meet the target of 
RM53 billion in annual export earnings 
by 2020.

fIguRE 1: ImplEmEntAtIOn phAsEs tO AchIEVE AgRIcultuRAl gROWth
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Sabah Forest 
Industries Sdn Bhd
Sabah Forest Industries Sdn 
Bhd produces printing and 
writing papers. It also offers 
duplicating and uncoated 
woodfree papers. In addition, 
the company makes solid 
wood-related products, such 
as rough and chemically 
treated sawntimber and panel-
based products, including 
dried veneer and raw plywood. 
Sabah Forest Industries 
exports its products to Iran, 
Syria, Yemen, South Africa, 
Jordan and Saudi Arabia. 
The company was founded in 
1988 and is based in Sipitang, 
Malaysia.

Sapulut Forest 
Development Bhd
Sapulut Forest Development 
Sdn Bhd, fondly known as 
Sapulut, is a sustainable 
forestry company located 
in the State of Sabah, 
Malaysia. The company is 
headquartered in Tawau 
and is involved in timber 
harvesting, re-forestation and 
sawmilling. The company’s 
mission is to bring back the 
natural forest and manage 
it sustainably. This involves 
environment protection, social 
development and economic 
development together with 
rural communities, as well as 
reforestation.

TSH Forestry Bhd 
TSH has been involved 
in oil palm plantations in 
Sabah since the late 1980s 
and expanded its plantation 
activities to West Sumatra and 
Kalimantan, Indonesia in 2003. 
The planted areas in Sabah 
and Indonesia comprise more 
than 20,000 hectares. TSH 
holds approximately 60,000 
hectares of land bank in 
Indonesia  and is continuously 
seeking opportunities to 
increase its plantation size 
in Indonesia. Plantation 
development work has 
commenced on the land bank 
in Indonesia.

Sabah Softwood Bhd
Sabah Softwoods Berhad 
(SSB) was incorporated 
in 1973 and commenced 
operations the subsequent 
year. SSB was originally 
owned by Yayasan Sabah 
(now Innoprise Corporation 
Sdn Bhd - ICSB) and North 
Borneo Timbers Bhd (NBT) 
with equity at 60 and 40 per 
cent, respectively. In 2002, SSB 
entered into a joint venture 
for the construction and 
operation of a Crude Palm Oil 
mill with equity participation 
of 40 per cent in Regional 
Harvest Sdn Bhd. Another 
subsidiary is Tawau Plywood 
Manufacturing Bhd.

Zhang Agriculture 
Development
Zhang Agriculture 
Development (Sabah) Sdn 
Bhd owns and operates 
poultry farming services. The 
Malaysia-based company 
was founded in 1972 and, as 
of October 13, 2010, operated 
as a subsidiary of CCK 
Consolidated Holdings Bhd. 
CCK Consolidated Holdings is 
engaged in investment holding 
and provision of management 
services. Through its 
subsidiaries, the company 
operates in various segments: 
poultry, prawn, seafood, food 
trading and others. 

KTS Plantation
KTS Plantation is part of 
the KTS Group based in 
Sarawak and one of the larger 
plantation operators in Sabah. 
The company had heavily 
invested in tree plantation 
projects in Sabah and Sarawak 
since the 1990s. Set up in 
1962, the group started out 
with businesses in swamp 
logging, saw-milling and log 
trading with the Japanese. 
Owing to its sizeable logging 
concessions, the group has 
since flourished into a timber 
giant and a full-fledged 
manufacturer in downstream 
wood products and large-scale 
oil palm cultivation.

Cymao Holdings Bhd
Cymao Holdings Berhad 
(CHB) is a Forest Stewardship 
Council (FSC) certified 
manufacturer of downstream 
wood products in Sandakan, 
Sabah. Its product lines 
consist of conventional 
plywood, decorative plywood, 
specialty plywood and veneer. 
The US is the group’s largest 
export market, accounting for 
62.6 per cent of total turnover. 
Middle East and Mexico are 
the second and third largest 
customers, respectively. The 
group was established in 1991 
and originated from Formosa 
Plastics Group, a Taiwanese 
conglomerate.

Timberwell Bhd
Timberwell Berhad is a Sabah-
based company engaged in 
investment holding, forest 
management, harvesting 
and trading of timber. The 
company operates in five 
divisions. The forestry 
division includes timber 
harvesting and forest 
regeneration activities. The 
plantation division involves 
the cultivation of industrial 
trees while the manufacturing 
division includes wood 
manufacturing. The 
trading and service division 
emphasises timber marketing 
and trading.

Benta Wawasan Bhd
Benta Wawasan is based in 
the Tawau district of Sabah. It 
is a wholly owned subsidiary 
company of Innoprise 
Corporation Sdn Bhd (ICSB), 
a commercial arm of the 
Sabah Foundation that was 
incorporated in 1996 under 
the Benta Wawasan group of 
companies. Sister companies 
include Samel Plantation 
Sdn Bhd, Srijaya Industries 
Sdn Bhd and Ratus Awansari 
Sdn Bhd. The company is 
responsible for developing an 
agro-forestry plantation of up 
to 45,600 hectares. Its current 
holding comprises of 14,807 
hectares of tree plantation.

Bornion Timber Bhd
Bornion Timber is engaged 
in timber production and 
rubber plantations. It is in 
the process of planting 35,000 
hectares of rubber trees in a 
private-partnership initiative 
by the Sabah government. 
The Malaysian Timber 
Industry Board, through its 
subsidiary Forest Plantation 
Development Sdn Bhd 
(FPDSB), had given out loans 
amounting to more than 
RM608 million to 47 companies 
involved in forest plantations. 
Bornion is also engaged in 
latex production.

tOp 10
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OVERVIEW

The Indonesian banking system is 
on a quite stable path, given the current 
favourable economic environment in 
the country and the healthy economic 
growth the nations has shown over the 
past years despite volatilities on the 
global financial markets.

Indonesia received a series of rating 
upgrades by global agencies Moody's, 
Standard & Poors and Fitch in 2012, which 
helped restore confidence in Southeast 
Asia's most populous nation. Furthermore, 
seven domestic banks received a better 
rating from Fitch only recently.

However, the banking and financial 
services sector has not seen an immediate 
boost from the upgrades, and is supposed 
to grow only at a moderate rate in 2012, 
according to an outlook by the country's 
central bank Bank Indonesia.

Growth in the banking sector is closely 
tied to GDP growth, Bank Indonesia 
Deputy Governor for Banking Regulation, 
Muliaman Darmansyah Hadad said in an 
interview in July 2012.

Lending growth is expected to reach 
approximately 25 per cent in 2012, he said.

“If gross domestic product is up by the 
projected 6.7 per cent, banking industry 
growth will be similar to 2011. The GDP 
will boost credit, so that credit will be 
equal to 2011 at 25 per cent.”

Nevertheless, he continued, it 
will greatly depend on Indonesia's 
macroeconomic conditions, and how the 
government and the private sector utilise 
the investment grade status.

International accountancy firm 
PricewaterhouseCoopers found out in 
a research on the Indonesian banking 
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rating upgrades restore 
confidence in banking sector
indonesia's financial service industry is quite fragmented, and the share of islamic 
banking is comparably small. recent rating upgrades from international rating 
agencies are likely to help the sector achieve stable growth in the mid-term, analysts 
say. However, much depends on indonesia's macroeconomic conditions.

indonesia received a 
series of upgrades by 
international rating 
agencies this year.
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system conducted earlier in 2012 that 95 
per cent of the executives  in 30 major 
banks in the country expected a double-
digit percentage growth in both lending 
and desposits in the coming years

Economic growth in Indonesia is 
largely tied to the ability of banks to fulfil 
the credit needs of the industry, trade and 
service sectors.

Thus the central bank has said it will 
strengthen banking supervision to ensure 
that lenders stay insulated from fallout 
from Europe’s crisis.

Currently, commercial banks in 
Indonesia have about 154 trillion rupiah 
($16 billion) of exposure to Europe, 
according to Bloomberg, through 
channels including trade finance and 
money markets, a fraction of their more 
than 3,000 trillion rupiah in assets.

A national financial regulator will 
start operating in January 2013. The 
new regulator, known in the Indonesian 
language as Otoritas Jasa Keuangan, 
or OJK, will supervise capital markets, 
insurers, pension funds and other 
nonbank institutions next year and 
oversee commercial lenders.

 Lending growth in Southeast Asia’s 
biggest economy mopved at an annual 28 
per cent in May, underscoring domestic 
strength,  Muliaman Hadad, a central 
bank deputy governor, said according to 
the newswire. 

REtAIl bAnkIng
Recently, there has been more trust in 

the retail banking sytem in Indonesia as 
compared to earlier years. Banks gained 
more customers over time as more people 
deposited money and felt the benefit of 
the facilities that banks offered to them, 
a survey conducted by Nielsen Indonesia 
said in May 2012.

According to the market research firm, 
the number of local banking customers 
rose 20 per cent to 9.5 million in nine big 
cities in 2011, up from 8 million a year 
before.

Nielsen Indonesia director for financial 
services Dena Firmayuansyah said 
that the jump in the number of savings 
accounts showed that “consumers’ trust 
in banking institution has been increasing 
over the years”.

“We expect to see more growth as 
banks continue promoting themselves 
through advertising,” he said.

He added that customers’ habits 
had changed over time in line with the 
development of banking services.

“In the 80’s, people would put money in 
banks just to save money. In the 90’s, the 
bank industry started to introduce ATMs 
that gave customers more convenience,” 
Dena said.

IslAmIc bAnkIng
The share of Islamic banking in the 

entire financial services industry in 
Indonesia is still small. In January 2012, 
the assets of Indonesia’s banking industry 
reached 3,6 trillion rupiahs, while the 
assets of Islamic banking at the same 
period only reached 144 billion rupiahs, or 
a share of only 4 per cent.

One of the reasons behind this is the 
limited existence of an Islamic banking 
office network. An office network - which 

consists of a branch office, sub-branch 
offices and cash offices - is the center of 
banking transactions, and the proximity 
of the bank becomes the dominant factor 
for using banking services. 

In January 2012, the office network 
of national banking was up to 14,820 
branches, while that of the Islamic 
banking only reached 1,943 branches.

Islamic banks in Indonesia can 
implement certain regulations which 
allow them to perform Islamic banking 
services within their parent bank - which 
is a conventional bank -, helping to 

increase their market share. The Shariah 
service of conventional banks follows 
the Islamic windows system in Malaysia, 
where the Islamic bank’s product is sold 
through the parent bank. Even though 
Islamic banking products can be sold in 
the parent bank,  the Islamic bank cannot 
sell their parent bank’s products.

By early 2012, Shariah services 
counters in the form of office 
channeling existed in 1,277 bank 
branches in Indonesia. Whereas a 
separate delivery channel - for example 
at BRI and BNI Shariah - was already in 
existence in around 700 branches.

The growth of Islamic banking 
assets is still dominated by organic 
factors, mainly is the establishment of 
Islamic banks themselves. But it can’t 
be denied that the existence of Shariah 
banking services of conventional banks 
is instrumental in increasing the market 
share of Islamic banking in Indonesia.

bAnk busInEss plAn
Every bank in Indonesia has to submit 

a Bank Business Plan (RBB) to the central 
bank, with requirements that are set 
periodically by Bank Indonesia, especially 
when mergers and acquisitions or major 
bond issues are planned. 

Basically,  the RBB is a medium term 
plan covering a three-year period with 
annual rolling adjustment. It contains the 
bank's business and management plan to 
be implemented in the short term (over 
one year), including the objectives and 
strategy to achieve such objectives, as well 
as plans to improve business performance 
and plans to fulfil prudent banking 
regulation. The RBB also contains three-
year financial projections and it serves 
mainly as planning document that 
contains work plans and budgets and 
ensures compliance to Bank Indonesia 
requirements.

The RBB is even a requirement for 
Bank Indonesia setting interbank interest 
rates, as well as for institutions issuing 
bonds or sukuks, or for stock listings, 
takeovers, and larger investments. 

One submitted, revisions to the bank’s 
business plan can only be done if "specific 
situations" occur, which is seen as a 
control instrument for Indonesian banks. 

The Shariah service of 
conventional banks follows 
the islamic windows 
system in Malaysia, where 
the islamic bank’s product 
is sold through the parent 
bank. The islamic bank 
cannot sell their parent 
bank’s products.
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After having recovered from the 
Asian financial crisis, the Indonesian 
banking system has undergone a period 
of consolidation.

Today, the upper end of the 
Indonesian banking sector is relatively 
concentrated, with the top 10 banks 
accounting for more than 60 per cent 

regulations maturing, 
prospects improving
indonesia is moving on the radar of international financial institutions as interest rates 
decline, bad debts come under control and credit demand begins to accelerate. For 
investors, there are various options for entry and strategic ventures developing.

After a period of consolidation, the Indonesian banking sector today is still fragmented, but with concentration towards the upper end.

of total assets and credit. However, 
with about 130 banks in the country, 
the sector as a whole is still seen to be 
overcrowded while many of the smaller 
institutions remain poorly capitalised.

The government is therefore 
seeking to promote consolidation and 
strengthen capitalisation through 
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policy frameworks. The Indonesian 
government and Bank Indonesia 
also recognise the importance of 
improved transparency, governance 
and risk management in winning the 
confidence of investors. Reforms include 
tighter controls on lending, greater 
nonexecutive scrutiny, the requirement 
to have formal risk committees in 
place and mandatory good corporate 
governance standards, along with 
curbs on the number of related 
family members that can hold board-
level positions and the requirement 
to present a Bank Business Plan 
periodically.

With these measures, confidence in 
the Indonesian economy and finance 
sector has been rising. A recent World 
Bank and IMF assessment of Indonesia’s 
financial system concluded that it is 
generally healthy. In the private sector, 
aspirations for the country’s banking 
industry are high. 

“I am very optimistic about 
Indonesia’s economic future,” said Gatot 
Suwondo, president director of Bank 
Negara Indonesia (BNI).

“Even though the financial and 
banking industry was mildly shaken 
during 2007 and 2008, as you can see 
today Indonesia’s banks are solid and 
highly liquid,” Suwondo said.

 “Indonesia’s banking industry is 
strong mainly because we have been 
able to overcome and learn the lessons 
from the Asian crisis of 1998.

“Also, Indonesian banking methods 
are still very traditional. Most banks in 
the Western world play with derivative 
products with high risks and high 
yields; we don’t have those types of 
practices here in Indonesia,” he added.

For foreign investors, Indonesia 
is not an unknown territory. Foreign 
institutions hold significant stakes in 
a number of the top 10 banks. Much of 
this investment stems from the sale of 
stakes in nationalised banks between 
2002 and 2005.

International groups that have 
banking subsidiaries in Indonesia 
include Rabobank, DBS Bank, 
Commonwealth Bank of Australia and 
the Australia and New Zealand Banking 

Group. A number of international 
groups, including HSBC, Citibank, ABN 
Amro and Standard Chartered have also 
established branch operations.

fOREIgn OWnERshIp
Foreign investors are allowed to hold 

up top 99 per cent of an Indonesia-based  
bank of financial institution, be it as a 
greenfielder or under a joint-venture, 
though this rule has been in discussion 
lately.

As of July 2012, foreign institutional 
investors were still allowed to own more 
than 50 per cent of a local bank even 
after the issuance of a new ownership 
regulation draft.

According to Bank Indonesia deputy 
governor Muliaman Hadad, investors 
would be allowed to own more than a 
50 per cent of a bank if they fulfilled 
specific requirements defined by 
the central bank by "a very selective 
approval."

Under the regulation Bank Indonesia 
has been drafting, financial institutions 
would still be allowed to own majority 
stakes in domestic banks while an 
ownership cap for investors outside of 
the financial sector would be imposed.

However, Bank Indonesia has 
proposed that the investment-limit 
rule cover only banks that the central 
bank deems have substandard 
financial performance. Bank Indonesia 
has announced plans to conduct 
three audits of local banks within 
an 18-month period to assess their 
performance.

Banks not making the cut will be 
obliged to seek capital funding from 
new investors. Individual investors will 
be allowed to hold a maximum 20-per 
cent stake, non-financial institutions 
will be allowed a 30-per cent stake and 
financial institutions 40-per cent stakes.

The plan has so far created 
confusion within the industry. It was 
unveiled just after the DBS Group of 
Singapore announced its $7 billion bid 
for Danamon Bank, Indonesia’s sixth-
largest bank in term of assets.

The central bank later said that 
the new regulation would apply to 
unhealthy banks that needed to find 

strategic investors to improve their 
financial condition.

At least three foreign banks halted 
their plans to acquire local banks last 
year while awaiting the upcoming 
ownership rules, including Malaysia’s 
Bank Affin, which was interested 
in Bank Ina Perdana; Malaysia’s 
RHB Capital, which was interested 
in Bank Mestika Dharma; and the 
China Construction Bank, which was 
interested in Bank Maspion.

IslAmIc bAnkIng pROmOtIOns
The development of Islamic 

banking in Indonesia, still 
comparably underrepresented, has 
been implemented under a dual 
banking system between Islamic and 
conventional banking in compliance 
with the Indonesian Banking 
Architecture (API). 

This system will give priorities 
to aspects related to fairness in 
transaction and ethical investment by 
underlining the values of togetherness 
and partnership in production, and by 
avoiding any speculative activity in 
financial transaction. 

Recent banking acts have provided 
a more adequate legal base to the 
development of Islamic banking in 
Indonesia and are expected to drive 
the growth of the industry. With 
developmental progress reaching an 
annual average asset growth of more 
than 65 per cent in the last five years, 
it is expected that the Islamic banking 
industry will have a more significant role 
in supporting the national economy.

Indonesia has the target to achieve 
a significant market share of Islamic 
banking over the next 10 years in the 
national, regional and international 
financial activities. Subsequently, the 
Islamic banking system envisioned by 
Bank Indonesia is a modern Islamic 
banking with universal characteristics 
and inclusive to all Indonesian people 
with no exception, the bank says.

of financial institutions in 
indonesia can be foreign owned, 
though the rule is being debated

99%
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Bank Mandiri
Bank Mandiri, headquartered 
in Jakarta, is the largest 
bank in Indonesia in term of 
assets, loans and deposits. 
By March 2012, the bank had 
1544 branches spread across 
three different time zones in 
the Indonesian archipelago, 
six branches abroad and six 
principal subsidiaries: Bank 
Syariah Mandiri, Mandiri 
Sekuritas, Mandiri Tunas 
Finance, AXA Mandiri 
Financial Services, Bank Sinar 
Harapan Bali, and Mandiri 
AXA General Insurance. 
Bank Mandiri is the result 
of the merger of four older 
government-owned banks 
that failed in 1998.

Bank Negara Indonesia 
Bank Negara Indonesia (or 
Indonesian State Bank in 
English), commonly known as 
BNI, has branches primarily 
in Indonesia, but it can also 
be found in Singapore, Hong 
Kong, Tokyo, London and New 
York. It has been listed on the 
Indonesia Stock Exchange 
and has a current market 
capitalisation of approximately 
$2.8 billion. BNI managed to 
complete two restructuring 
phases, and entered the final 
transformation phase which 
is to be conducted gradually 
during a period of 15 years. The 
time frame is set in compliance 
with the central bank.

CIMB Niaga
PT Bank CIMB Niaga TBK, 
CIMB Niaga, is Indonesia's 
fifth largest bank by assets. It 
was established in 1955. CIMB 
Niaga, which is majority-
owned by CIMB Group, is the 
largest payment bank in terms 
of transaction value under the 
Indonesian Central Securities 
Depository. With 11 per cent 
market share, CIMB Niaga is 
also the third largest mortgage 
provider in Indonesia. In 
2002, CIMB Group acquired 
Bank Niaga, which was re-
branded in 2008 to PT Bank 
CIMB Niaga Tbk. In 2008, it 
was merged with another 
Indonesian bank, Lippo Bank.

Bank Danamon
Bank Danamon, one of the 
major banks in Indonesia, 
was a takeover target for 
Singapore's DBS bank at the 
time of research. The bank 
was established in 1956. Bank 
Danamon was among the 
first foreign exchange banks 
in Indonesia, and became a 
public company listed on the 
Jakarta Stock Exchange.
Today, Danamon is the brand 
name of Indonesia’s largest 
financial institution by number 
of employees – almost 62,000 at 
the end of 2011. DBS's takeover 
attempt has triggered Bank 
Indonesia to review its M&A 
rules in the sector.

Bank Pernata 
PT Bank Permata Tbk 
(formerly PT Bank Bali Tbk) 
was established in Indonesia 
in 1954. In 2002, it merged 
with four other banks under 
Indonesia's financial market 
restructuring act. These banks 
were PT Bank Universal 
Tbk, PT Bank Prima Express 
(Primex), PT Bank Artamedia 
and PT Bank Patriot (Patriot).
Today, Bank Pernata offers 
the full range of conventional 
banking services as well as 
Shariah banking services. 
Major shareholders of the 
bank are Standard Chartered 
and Astra International, the 
rest are free-floating shares.

Bank Central Asia
Bank Central Asia, or BCA, 
is an Indonesian bank 
founded in 1955. After the 
Asian monetary crisis in 
1997, the Indonesian Bank 
Restructuring Agency took 
over control of the bank in 
1998. Public confidence in 
BCA was fully restored in 
1999. Subsequently, BCA took 
a major step by going public. 
The IPO took place in 2000, a 
second public offering of 10 
per cent took place in June 
and July 2001. In 2002, BCA 
offered another 51 per cent 
of shares through a strategic 
private placement tender. 
The Mauritius-based Farindo 
Investment won the tender.

Bank Rakyat Indonesia
PT Bank Rakyat Indonesia 
(Persero) Tbk is a Jakarta-
based financial institution. 
It is engaged in banking 
activities and its products 
and services include savings, 
loans, consumer products 
and investment banking. 
The bank is supported by 18 
regional offices, 14 inspection 
offices, 409 domestic branch 
offices, one special branch 
office, three overseas offices, 
470 cash offices and 4,649 BRI 
units as of 2011. The bank 
has an international branch 
in Cayman Islands and two 
representative offices in New 
York and Hong Kong.

Citibank Indonesia
Citibank has had a presence 
in Indonesia in one form or 
another since 1918 when its 
precursor, the International 
Banking Corporation, set up 
branches in Batavia (present-
day Jakarta) and Surabaya. 
The International Banking 
Corporation withdrew from 
Indonesia in the late 1920s, but 
Citibank reopened in Jakarta 
in 1968. Today, Citibank 
Indonesia offers retail banking 
in 19 branch offices and 102 
ATMs in the cities of Jakarta, 
Surabaya, Bandung, Medan, 
Semarang and Denpasar. 
Citibank also offers mobile 
and online banking.

Bank Internasional 
Indonesia
Bank Internasional Indonesia 
(BII) is the 8th largest 
Indonesian bank by assets as 
of 2011. It is 97.4 per cent owned 
by Maybank of Malaysia. 
BII offers general banking 
services and other banking 
activities based on sharia 
principles. The bank's primary 
products and services include 
divisions in small & medium 
enterprises, commercial and 
consumer services, credit card 
services, loans, deposits, wealth 
management, mutual funds, 
trade finance, loans, investment 
banking, cash management, 
and more.

Panin Bank
Panin Bank was established 
in 1971 as a merger of three 
private national banks, 
subsequently increasing its 
capital structure through 
the acquisition of a further 
four private national banks. 
The bank has successfully 
established itself as one of 
the leading providers for 
innovative consumer and 
SME banking products and 
services. It has earned market 
recognition for its competitive 
housing and car financing, as 
well as multi-purpose personal 
loans.  Panin Bank also 
provides loan opportunities to 
young professionals. 
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unIlEVER IndOnEsIA 
Unilever's subsidiary in Indonesia 

represents one of the largest 
branches of a foreign consumer 
goods multinational in the country. 
PT Unilever Indonesia Tbk was 
established as early as 1933 as 
Zeepfabrieken N.V., a subsidiary of 
Lever Brothers which initially operated 
a soap factory in Jakarta. The name 
was changed to Unilever Indonesia 
in 1980. Unilever Indonesia has two 
subsidiaries, PT Anugrah Lever (which 
has been liquidated), and PT Technopia 
Lever, a joint venture company with 
Technopia Singapore Pte. Ltd. PT Knorr 
Indonesia, another Unilever company, 
was absorbed into Unilever Indonesia 
through a merger in 2004. Unilever 
Indonesia won an Energy Globe Award 
for their waste management scheme 
in villages near the river Brantas 
in Surabaya. The scheme involves 
compost organic waste and recycling, 
and has resulted in improved local 
water quality on the river. In 2011, PT 
Unilever Indonesia said it will invest 

Unearthing huge potential

at least $427 million) in two years to 
expand factories in Java. Currently, 
the company operates eight company-
owned factories and three central 
distribution centers.

 
At&t IndOnEsIA

AT&T in 2011 became the first foreign 
telecom operator to secure a multimedia 
services operator license in Indonesia 
through its joint venture PT AT&T 
Global Network Services Indonesia 
(AT&T Indonesia). The entrance of the 
US telecom giant was made possible 
by the Indonesian government’s policy 
permitting up to 95 per cent foreign 
ownership for communications services 
in the country. AT&T owns 95 per cent 
of the joint venture. The license enables 
AT&T to directly deliver services to 
multinational customers in Indonesia.
AT&T currently offers a virtual private 
network and other data services to 
multinational corporations that have 
locations in Indonesia working with 
existing locally licensed Indonesian 
service providers. 

chEVROn & OthER OIl mAjORs
Indonesia’s oil sector is dominated 

by several international oil companies. 
The single largest oil producer is 
Chevron, which controls Caltex Pacific 
and Unocal’s former Indonesian assets. 
BP, ConocoPhillips, ExxonMobil, 
and Total are also significant oil 
producers in the country, with China’s 
state-owned companies PetroChina 
and China National Offshore Oil 
Corporation also having a considerable 
presence. In particular, BP Migas and 
the Indonesian government have 
introduced policies aimed at increasing 
investment in the country’s upstream 
sector. 

PetroChina entered Indonesia 
in 2002. Indonesia was the first of 
PetroChina's international oil and 
gas exploration and production 
operations, with fields in Jabung, 
Irian Jaya, and East Java. Together, 
these fields account for approximately 
63,000 barrels per day.  PetroChina also 
signed a 20-year agreement to supply 
Indonesian natural gas to Singapore.

indonesia, with its strong economy and large population is a major draw for multinational 
companies from many sectors. international presence can be found in the consumer goods 
sector, in manufacturing, services, and, of course, in the lucrative oil and gas business.
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