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Preface 

Justice is absent when you became a convenience rather than a part of a whole.  

This is where Sabah gets itself into ever since it was tempted to form Malaysia 

in 1963.  Sabah becomes a convenience when it comes to seeking new sources 

of funds for Malaysia’s extravagant spending; or when the incumbent wants to 

continue clinging to political power.  Malaysians in Sabah should not be 

discriminated; this is the core concerns outline in the Cobbold Commission 

Report 1962, The Inter-Government Report 19621 and the safeguards provided 

for in the Malaysia Agreement 1963. 

In the Inter-Governmental Committee Report whose term of reference is to 

work out the Constitutional arrangements is very clear that even when 

something is a Federal function, such function cannot be carried out at the 

expense of Sabah and Sarawak.  Take for example Shipping and Navigation, 

the IGC reports in Annex A (9) page 21 states that: 

“(a)(i) Shipping and navigation on the high seas and in tidal and inland waters, 

other than shipping under fifteen registered ton” 

Is a Federal function, this includes ports declared as Federal Ports.  The 

undeclared Ports come under the state jurisdiction.  It is in this context that the 

IGC reports provide safeguards and caveats where it clearly provides that: 

“The Federal Government will not interfere with the present policy which aims 

at administration of ports by port authorities.  In respect of port fees and 

dues, discriminations should not be introduced designed to divert 

shipping from current trade routes. 

This is subject to the over-riding requirements of defense.  The Borneo 

Government undertook that their legislation should provide that the foreshores 

are either alienated or State land.” 

Even when Shipping, navigation and ports are Federal subject matter, the 

Federal government cannot simply over write the state government.  As Federal 
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function the Federal government is not allowed to interfere in port 

administration and the Federal government cannot discriminate by diverting the 

shipping from current trade routes.  In the 1960’s Sabah had direct access to 

international ports such as Hong Kong.  This safeguards and caveats can only 

be override by defense need – not the need to help the domestic shipping 

industries. 

The whole point of forming the Federation of Malaysia was to ensure that the 

interest of each individual component of the Federation is protected and 

safeguarded.  In the process of building a Nation, compromises are made but 

decision is always based on consensus and negotiations between the periphery 

and the center.  Deviating from this doctrine of nation building means that the 

nation which is the Federation of Malaysia is build based on conceit and 

betrayal. 

I have gone through a lot of debate about Sabah’s position in the Malaysian 

Federation.  There exists still a lot of misconception as to the reason how it is 

possible Sabah is discriminated, disenfranchised and marginalized from the 

national mainstream development when they are supposed to enjoy the benefit 

as one nation? 

Perhaps it is because of people’s own ignorance; perhaps it is because the 

leaders perpetuate the beliefs that a state so rich in resources and natural 

endowment cannot be poor at the same time; or perhaps the vanity of the local 

leaders, who cannot understand the concept of the Dutch Disease; or perhaps it 

is no coincidence at all but rather a systematic conscious effort to plunder and 

siphon the wealth from Sabah for the benefit of the metropolis.2 

Zainnal Ajamain 

Kota Kinabalu 

Date 
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Prologue 

I believe Sabah can develop better than any other states in Malaysia if Sabah is 

allowed to clear a path towards its own destiny and has the freedom to use its 

rights over its own wealth.  Sabah has its strategic location in this region and in 

Asia; Sabah has a bigger virgin hinterland compared to Singapore; Sabah has 

its resources that it can exploit.  The BERJAYA government has shown us the 

way that it is feasible, viable and possible.  The BERJAYA government started a 

lot of things in Sabah; from commercializing agriculture to heavy-

industrialization unfortunately as soon as the regime was changed all was 

wasted and dismantled.  The problem today is that the wealth in Sabah is no 

longer its own to manage but is the wealth of the nation controlled by the 

center.  When it comes to development or the welfare of the people, Sabah is 

just the corner of the country that is always conveniently forgotten3. 

The National Cabotage policy is a concern put forward to establish this very 

case, that since 1980, Sabah has undergone 33 years of discrimination, 

disfranchisement and marginalized by Kuala Lumpur with a help from the 

ignorant, subservient and passive local leadership4.  The National Cabotage 

policy is the one subject that has impact our lives since then and may well 

jeopardizes the future of our children. 

There exist 3 schools of thoughts pertaining to the National Cabotage Policy.  

The first, Sabah’s economy is never integrated with the rest of Malaysia, it has 

therefore been discriminated, disenfranchises and marginalized from 

mainstream national development, which from 1981 to 2009, and Malaysia 

development focus was emphasizing Export Oriented Industrialization strategies 

whilst Sabah was forced to focus on extractive timber activities and developing 

its agriculture sector. 

Today Malaysia’s focus is shifting to developing the service sector which the 

government hopes will eventually replace the manufacturing and electronic 
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sector as the main contributor to the national Gross Domestic Products (GDP).  

Unfortunately, once again Sabah may be neglected. 

The second, for those controlling domestic shipping and feeder ships who wants 

to maintain the National Cabotage policy for their own benefit even at the 

expense of impoverishing Malaysians in Sabah; and the 

Third, to allow Sabah to exploit its full economic potential by opening up its 

hinterland the Brunei, Indonesia, Malaysia and Philippines – East Asia 

Growth Areas or in short BIMP-EAGA, but this will also may mean the 

possible demise of Klang Valley primacy. 

I may forgive those who are ignorant of these issues, but I cannot accept those 

ignorant scholars who made shallow analysis, presented myopic view and 

sweeping statements on the effect of the National Cabotage Policy to 

Sabah’s economy, the people and its future.  This is one of the reasons I am 

determine to write this piece.  The aim is to make all Malaysian especially those 

in Sabah aware of this issue and make them realize that it is not the market 

forces that are causing the high cost of living in Sabah or that the local 

businessmen are making a killing in profits.  It is the National Cabotage 

Policy that legitimizes the few to rob the many. 

However, before we discuss further into the National Cabotage Policy, allow 

me to digress a bit and highlight the importance of Sabah Strategic Position as 

well as its crucial role in BIMP-EAGA and Asia. 
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Sabah strategic location and intrinsic Strength 

 

Figure 1: Sabah Strategic Position 

Sabah is strategically located within Asia, the home of not less than 3 billion 

people.  Based on the current development and the rapid growth of countries 

such as China, Korea, Vietnam and Cambodia, Indonesia, Thailand and India 

the 21st Century is said to be the Asian Century. 

Sabah is fortunate to be located in the center of these high growth areas.  In 

typical working day, Sabah is located 3 hours before actual daily working hours 

and 3 hours after actual daily working hours.  Therefore, Sabah can provide the 

all the necessary financial, banking and trades services for more than 8 hours 

daily to more than 3 billion people. 

Sabah is already left behind in terms of developing through its stages of 

industrialization.  Sabah’s dependence on extractive timber industries and on 

agriculture commodities with limited downstream activities was exploited 
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especially in the 1980’s for its own development, with little funding from Kuala 

Lumpur.  As the result, other supporting industries could not grow in tandem. 

The National Cabotage Policy introduced in the 1980’s was the result of 

Merchant Shipping Ordinance of Malaya merged with similar Ordinances from 

Sabah and Sarawak.  Once merged, it becomes an Act of Parliament, 

subsequently under this Act, a rule was introduced requiring all ships plying 

Malaysia ports must be registered in Malaysia.  This also means that any foreign 

registered vessels cannot on-load and off-load cargoes at Malaysia ports. 

The National Cabotage Policy exists because of this rule.  This rule was not 

passed by Parliament, it was approved and gazette by the Malaysia 

Minister of Transport.  This is the reason many people are unaware of this 

policy.  Firstly, for those in Malaya they are not affected by the price increase 

due to the Cabotage Policy – therefore they have no need to pressure their MPs 

to abolish such policy.  Secondly, Malaya has alternative means of transporting 

goods from Port Klang to every part of Malaya – they can send goods via 

railways or haulage by good highways.  Sabah and Sarawak has no cargo trains 

or good highways to haul goods from ports to recipients, it dependent on feeder 

ships from Port Klang – NO SHIPS NO GOODS. 

As the result, Sabah’s and Sarawak’s economy is legitimately strangled by 

ensuring all imports and exports is at the mercy of the Malaysia registered ships 

plying Port Klang as the HUB and the Sabah and Sarawak Ports as destinations.  

This effectively kills any initiatives develop any type of industries in Sabah for 

the last 33 years. 

“The next 10 years might well be a ‘golden age’ for Asia, and the region could even 

become a new source of prosperity and stability for the world, …….…...But success will 

depend on the skill of Asian policymakers in dealing with the economic risks ahead, 

warned Dr Tony Tan, deputy chairman of the Government of Singapore Investment 

Corporation (GIC), predicted yesterday January 18, 2010.” (Dr Tony Tan, Deputy 

Chairman, 2010) 
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Figure 2: Sabah can exploit the time zone 

The service sector does not mean focusing and developing the tourism sector.  

These types of industries does not offer the type security needed in times of 

crisis.  Greece, Portugal, Spain, France, Ireland provides ample evidence of the 

flaws in adopting these strategies.  The service sector is not limited to only 

mean the tourism sector.  The service sector also includes trade and its 

ancillary supporting activities, the financial system and the Information 

Communication and Telecommunication (ICT) is within the meaning of the 

Service Sector. 

Therefore, it is not enough for Malaysia to simply emphasizing the shift from 

Export Oriented Industrialization towards expanding the Service Sector 

contribution to the Gross Domestic Products (GDP).  The Government 

Transformation programs and the New Economic Model must be geared towards 

this end. 
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It is unfortunate that the present government Transformation programs as well 

as the New Economic model is mainly focusing on physical development (The 

Star, 2013) rather than strengthening the foundation for a more conducive and 

vibrant Service Sector to flourish. 

As an example, the Labuan Offshore Financial Services Authority (LOFSA) is 

already a step towards this direction, but there appear insufficient creativity in 

both the regulators as well as players in making Labuan International Offshore 

Financial (IOFC) Services of choice for this region.  For example the Labuan 

IOFC appears to wait for walk-in customers rather than aggressively pursuing 

customers to come to Labuan IOFC. 

It is viable therefore; Malaysia transformation efforts could also mean turning 

Sabah as the trading powerhouse by taking advantage of the IOFC to service 

Brunei, Indonesia, Malaysia, Philippines – East Asia Growth Areas or in 

short BIMP-EAGA, Southeast Asia and eventually to cover the whole of ASIA.  

There is a high probability however; Sabah may gain enormously from this 

advantage but it may be at the expense of the metropolis. 

Before Sabah can actively participate to provide financial and trade services 

in ASIA, it is sensible to develop and establish a financial and trading system 

closer at home specifically to provide for the business need in BIMP-EAGA.  

This approach can provide the opportunity for Sabah to learn the necessary pre-

requisites and take advantage of its intrinsic strength and perhaps deal with the 

unique ways to manage business in BIMP-EAGA. 
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The Root is Trade 

The objective of any development effort is to achieve economic growth.  

However, there is no economic growth if there is no increase in value, value 

may increase if there are transactions and transactions will only happened when 

there is exchange.  This is the basic nature of trade. 

The crux of the development issue in BIMP-EAGA and everywhere else is to 

facilitate and encourage trade.  The more trade there is the more value is put 

into the economy.  As the result, more value means increase in economic 

growth.  Trade and international relations are often decisions made at the 

center and not by periphery states, especially in the case of Malaysia5. 

The situation is further exacerbated when trade laws need to be promulgated 

and trading infrastructure need to be built.  Trading environment at the 

periphery may not be similar to those at the center as such a nation will not 

establish two sets of laws or two sets of environments just to satisfy the need 

of its periphery.  However in the case of Malaysia, all these can be adjusted by 

taking into account the proximity of Labuan IOFC as well as Brunei Darussalam 

to Sabah. 

Peripheral states only have limited powers in developing any cross border trade 

and inter-country negotiations.  This is perhaps the reason until today; the 

volume of trade in BIMP-EAGA is insignificant and the method is still based on 

the old system of barter rather than adopting the conventional trading 

mechanism. 

The importance of trade therefore cannot be understated.  Trade is critical if 

progress is one of the nation’s objectives especially in this uncertain and inter-

dependent world.  Historically, trade is the corner-stone for nations to evolve.  

This is especially so for countries in South East Asia, Sabah is no exception. 
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Brunei Influence and Trade 

At the heights of its influence, Brunei was a thalassocracy (Wikipedia), which 

means “rule of the sea” or those who control the sea.  This is often done by 

means of a strong naval fleet.  Chua Ju Ka a Chinese traveler mentions in his 

1225 writings that Brunei (Po Ni) has a flotilla of about 100 warships (Zainnal 

Ajamain). 

The Ming Dynasty period produces 2 things which may have benefitted 

Southeast Asia and specifically Brunei.  The first was the introduction of 

firearms.  Vietnam gained significant 

Chinese Military Technology during that 

time and manages to build up an army 

of craftsmen who are experts in 

weapon foundry.  The second was a 

Trading Systems for which some of 

the practices still being maintained 

today when bartering. 

Therefore, it is possible that perhaps 

during these periods Brunei have 

Hulubalangs who are courageous and experts in naval warfare and having fire 

power unmatched in those eras.  This fire power comes in the form of the 

famous “Bedil” in its arsenal which can be mounted and fired from ships. 

Whatever is the case, Brunei wields 

control over the sea in the form of 

commercial and political influence.  

During this time whoever controls 

the sea also controls incoming and 

outgoing trade within and this region 

especially for forest produce and 

Figure 4: Brunei Canon or Bedil 

Figure 3: Warships such as these may be used 
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spices.  As the result, the commercial and political influence forms the 

foundation of Brunei’s prosperity and wealth for more than 300 years. 

Trade and the Rise of Britain 

As in the case of Great Britain, wealth did 

not come from simply plundering the 

empire, British history is littered with 

examples.  The argument that Britain 

becomes prosperous because of its 

colonies is debunked.  This is an old and 

tired excuse still used by leaders of 

former colonies for not having the ability 

to deliver better results to the people 

after many years of independence.  The 

prosperity Britain enjoys comes mainly 

from its main trading partners such as 

the United States, Canada and Australia.  

These countries were its former colonies, 

which have both having affluent population and economic strength to buy goods 

from British industries. 

The real secret to the British power was based mainly on it having a vibrant 

commercial culture, the creation of modern financial system through the 

Bank of England and the Industrial revolution, which became a success for 

the empire. 

Independence and Economic Growth 

India as a former colony, for example, did not prosper after it gained 

independence in 1947.  Jawaharlal Nehru using the Stalinist central planning did 

not bring about the desired changes to the Indian economy even up to the 

1980’s.  It is only now that India is starting to show progress once it fully 

embraces and accepted the concept of capitalism and international trade. 

Figure 5: Britannia 
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Malaysia is another good example, until today the developed country status still 

eludes Malaysia.  Similar to India, Malaysia has established central economic 

planning and its famous affirmative policies since the 70’s still Malaysia remain 

a middle income country.  The Vision 2020 and the Middle Income Trap are just 

excuses made by the leaders to earn respite from the people for not being able 

to deliver its promises after gaining independence for 50 years. 

Unlike Britain, Malaysia has fully exploited the periphery states for the benefit of 

the center and its surroundings – particularly the Klang Valley.  Even with all 

the resources available at its disposal, Malaysia has yet to overtake Singapore 

in many aspects. 

Singapore on the other hand, has risen from its humble beginning as an 

entrepot and basic industries to a develop nation status overtaking Malaysia by 

a big margin.  The irony is that Singapore does not have the resources available 

from its peripheries unlike Malaysia.  Yet Singapore has ideas, the creative 

ability to innovate, and a strong will to make it happened.  But most 

importantly, Singapore manages to make Malaya and Indonesia as its economic 

hinterland and actually benefitted from it for many years. 

Large population alone does not translate directly into economic wealth and 

power.  Singapore has smaller population compared to Malaya and Indonesia 

yet having a developed nation status well before Malaya and Indonesia.  India 

and China have large population, in fact the largest in the World, yet they 

cannot take advantage of their population.  Population alone is not the only 

criteria to development or achieving the economics of scale. 

Therefore for those scholars who argue that Sabah needs large population to be 

economically viable to lower the cost of shipping, need to rethink their 

arguments and must refocus their views not just for the area in study but must 

be inclusive of its hinterland. 

In addition, the Malaysian government spent billions of public funds to build 

highway and railways crisscrossing Malaya which provide them the alternative 
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mode of transport to distribute their goods, compared to Sabah which has to 

use its own funds to build and maintain the 7 ports.  The only main 

transportation system in Sabah is by sea, the major trunk roads in Sabah are 

sub-standard at best. 

 

Figure 6: Federal and State Ports 

The BIMP-EAGA 

The BIMP-EAGA is a sub-regional economic cooperation initiative which was 

started in 1994.  BIMP-EAGA consist of different sovereign countries namely 

Brunei, Indonesia, Malaysia, and the Philippines.  Except for Brunei which is a 

sovereign nation, the rest of member countries consist of periphery states. 

The discoveries of petroleum and gas reserves in these areas are attracting 

major global players.  The European, Japanese, Koreans and China demand for 

fossil fuel is equally interested to get their hands on this energy source.  In 

addition to petroleum and gas, China, Japan and Korea are also interested in 

ensuring that that BIMP-EAGA can be a source of for sustainable food 

production and steady supply of food to their growing population. 

 



July 2, 2013 

[33 YEARS OF DISCRIMINATION, DISFRANCHISING AND 
MARGINALIZING MALAYSIANS IN SABAH] 

 

 
 

C o p y r i g h t  Z a i n n a l  A j a m a i n  2 0 1 3  
 

Page 17 

“Private sector organization to catalyst the private sector of EAGA into undertaking 

economic cooperation activities in the region, and play a lead role in the region’s 

economic development” 

From the BEBC website 

The establishment of BIMP-EAGA as a sub-regional economic grouping was 

brilliant.  However, its initial basic assumption was too simplistic and naive.  

Perhaps it’s because the announcement was made by politicians and these 

politicians assume details will be worked out by the implementers and players.  

After 19 years this is not to be, BIMP-EAGA looks the same as it was 19 years 

ago – No Progress.  The Lahad Datu intrusion in February 2013 by armed 

groups from the Philippines into Sabah is perhaps a symptom of this failure. 

After analyzing the evolution of BIMP-EAGA in the last 19 years using available 

documents from the Sabah chapter of the BIMP Business and Economic Council, 

perhaps the creation of BIMP-EAGA to the present is based on a set of 

mistaken assumptions. 

People who are responsible in planning and developing for BIMP-EAGA assume 

that: 

 BIMP-EAGA already having a formal financial and trading system is 

already in place; 

 Cross Border Trading is not a major issue because this type of trading 

based on Barter have exist for centuries; 

 Assuming that the existing exchange rate regime can be used as medium 

of transactions without understanding that it can be abused; 

 There is no common set of laws for BIMP-EAGA and the difficulty in 

addressing dispute resolutions or arbitrations; 

 There exist international accessibility issues, into and going out of BIMP-

EAGA; 

 Putting the Private Sector to lead the economic development of BIMP-

EAGA suggest the governments of member states is not interested to 

promote and develop this economic growth areas; 
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These are some of the assumptions, there could be many more other reasons 

and not limited to just the above.  To address and resolve these issues, it takes 

the will of a government not just the private sector.  The work of 

synthesizing different needs, priorities and perspectives then hammering them 

into one consolidating rules and regulation is not a job for the businessmen but 

the government. 

After 19 years of establishing the BIMP-EAGA, it is unfortunate calls to make 

BIMP-EAGA as the “food basket” for Asia is not making much headway. 

It is not because there is a lack of ideas and enthusiasm from the members to 

develop BIMP-EAGA; but due to the lack of trading rules and mechanisms 

that can provide confidence to business and investments in these areas.  

In addition, if the private sector are to take the lead in developing the BIMP-

EAGA, their domestic political and economic structure limits their roles in 

developing BIMP-EAGA beyond the present. 

Brunei Darussalam is an exception; each of the member country in BIMP-

EAGA is actually holding the economy of the affected BIMP-EAGA areas in 

bondage.  The respective metropolis determines policies at the periphery.  As 

the result, the economy of BIMP-EAGA is not integrated with the metropolis or 

into the global economy.  It appears the economy of the periphery states is to 

serve the metropolis.  As the result, the affected areas in BIMP-EAGA will 

remain perpetually poor and in bondage to the metropolis.  There are wide 

trade imbalance between the Malaysian Borneo states and Malaya.  Similarly, 

between Mindanao and Manila; and the same can be seen between Kalimantan 

and Sulawesi and Jakarta.  Unless and until this economic bondage imposed 

politically can be broken, the economic potential of the BIMP-EAGA can never 

be realize. 

Depending on the private sector alone to take the initiative and lead in 

developing the BIMP-EAGA is not a sound strategy.  They may hold strings of 
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meetings, deliberations and business exhibitions in the past 19 years, but their 

inability to execute decisions is reflecting in the lack of tangible outcome. 

Business in BIMP-EAGA requires confidence and confidence derived from 

financial system that conforms to international standards, rules and norms are 

in place.  The private sector is good in running or expanding an existing 

business, but they do not have the ability to create conducive business 

environment or in creating new business.  Creating a new business will require 

a conducive business environment.  In this context creating a conducive 

business environment requires the roles of the government because it involves 

inter alia management of fiscal policy, rules, and regulations and probably 

changes in business and investments related laws. 

Creating new business are roles for entrepreneurs and entrepreneurship.  It is 

something that only years of experience and hard work can produce.  It is not 

something that anyone can duplicate easily.  Putting the future of BIMP-EAGA 

in the hands of typical businessmen for example, the BIMP Economic and 

Business Council (BEBC) may never achieve the aspired results. 

The BIMP-EAGA may have Ministers of the respective country members at the 

top of its decision making structure, but each Minister represents a nation, and 

each nation may give lower priority to the development of periphery states such 

as those in the BIMP-EAGA compared to the metropolis. 

BIMP-EAGA and Barter Trade 

Trading in the BIMP-EAGA today is still based on Barter.  This type of trading 

is appropriate if the volume for trading is small and the speed, security of 

transaction and delivery is not important.  Most of the barter trade transaction 

is using cash as the medium to trade.  The Filipinos will use their Pesos, the 

Indonesians will use their Rupiah and the Malaysian will use their Ringgit. 
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Barter Trading in Sabah often depend on the value of exchange rate of these 

currencies as issued by their respective central bank.  Trading therefore is not 

based on the market price of goods rather on the exchange rate being offered.  

When there are wide fluctuations in the exchange rate, sellers gain additional 

profit through arbitrage and often the buyers are on the losing side.  In this 

situation, Barter Trading in Sabah is the same as buying sundry goods off the 

shelf (i.e. ready cash, ready stock). 

This is not an efficient way to do business and not good for the buyers or sellers 

where their goods are perishable.  The buyer’s or seller’s position becomes 

stronger when the entire buyers or seller, group together to form a cartels.  The 

buyers or sellers become the victim rather than a trading partner.  This is how 

the Barter Trade system can be abused, which in the long-term not good for 

business. 

This is perhaps one of the main reasons; barter trade players especially those in 

Sabah want to maintain the present status quos.  They make better profit 

margin, however, trading in the BIMP-EAGA will suffer especially in the long 

term, eventually stagnate and decline.  In the absence of a proper system of 

trade, those outside the system will eventually resorting to smuggling in order 

to trade.  Once conventional trade is pushed underground and became 

illegitimate, then not only goods that are being traded, illicit goods become part 

of the smuggled goods.  This will eventually create a whole new social order 

especially in the squatter colonies at the urban fringes. 

Those involved in smuggling often prefer to live in squatter areas where houses 

are built on stilts over water.  These houses may become their “bonded 

warehouse” where goods especially the government “controlled items” are kept 

before they are smuggled out into the Kumpits or Tora-Tora outside the formal 

Barter Trade areas. 

Often the license barter traders from Sabah will maintain a legitimate “bonded 

warehouse”.  Goods stored in a “bonded warehouse” are not required to pay 
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government duties and tariffs.  When these goods are purchased by the barter 

traders, goods are merely transferred from the “bonded warehouse” to the 

waiting Kumpits or Tora Tora.  Again government duties and tariffs are not paid 

because these goods are not for domestic consumption rather to be re-exported 

to a foreign country. 

The present Barter Trading system is therefore inefficient and may not provide 

the confidence to serious traders to trade goods in large volume and in a 

consistent and sustainable manner.  As the result, trading in the BIMP-EAGA 

will never be able to expand beyond what it is today and the economic potential 

of BIMP-EAGA shall never be realized.  This will undoubtedly create a vicious 

cycle of impoverishment and poverty instead of creating a vibrant, sustainable 

and expanding business environment. 

Labuan International Financial Center 

It is very clear therefore, for the last 19 years, the BIMP-EAGA failed to 

establish an appropriate financial and trading mechanism for it to expand its 

business activities beyond Barter Trading. 

The Asian Development Bank (ADB) in their various reports has not highlighted 

nor establishes any strategies to move away from the old system of Barter 

Trading into the Modern Financial and Trading systems.  There are discussions 

in the BIMP-EAGA about trade facilitations, but the terms used are just too 

vague and does not address the critical issue of establishing a modern financial 

trading structure. 

The Labuan Offshore Financial Center (LOFC) was not established for developing 

banking, finance and trade for the BIMP-EAGA.  It was established to provide 

offshore facilities and business structures for tax-purposes; there is nothing in 

LOFC that may facilitate trades in BIMP-EAGA.  It is for this reason that LOFC 

since 1994 was never used for trading in the BIMP-EAGA; instead Labuan was 

used as part of the Barter Trade Centre in Sabah. ## 
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The Barter Trade 

In order to circumvent these restricting National Cabotage Policy, trade 

amongst BIMP-EAGA members still depend on the 1,000 years old system of 

Barter and goods are still being sent from 

one place to the other using their old 

rickety kumpits or tora-tora. 

The Sabah state government constructed 

a RM315 million Sandakan Integrated 

Trade Exchange Terminal (SITExT) for 

Barter Traders is a good example of this 

emphasis.  This is a reflection that the 

Sabah state government still preserving the use of Barter Trade in BIMP-EAGA 

instead of moving to establishing formal trading.  As stated by the Chief 

Minister of Sabah during the SITExT ground breaking ceremony that this 

Exchange “will regulate and facilitate the different trading and business 

activities” (Sabah State Government).  But the state government only has 

authority over the issuance of the Trade Licensing Ordinance 1948 which is 

used to regulate the Barter Trade.  The Trade Licensing Ordinance 1948 is to 

regulate the informal sector; basically it cannot go beyond petty trade or sole 

proprietor.  Therefore, there is no way that a statues such as this can be used 

to establish Banking, Insurance, Foreign Exchange and Shipping in BIMP-

EAGA. 

At present, the SITEXT is not being fully utilized by the Barter Trade players, it 

is not being used as a “Trade Exchange” rather it is just a jetty to on-load and 

off-loads bulk cargoes.  It consists of CIQ (Custom, Immigration, Quarantine 

and Security Complex).  However, at their convenience, the traders continue to 

trade outside the authorized entry point and smuggling of goods is still 

rampant. 

Figure 7: Example of Kumpit or Tora-Tora 
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Infrastructure is not the main obstacle to promoting trade in the BIMP-EAGA.  

It is the Trading system, rules and regulations which must be 

addressed. 

As have been highlighted earlier in the main part of this paper, trades including 

commerce, industries and shipping are under the purview of the various central 

governments.  The issue of shipping is not just limited to building infrastructure 

such as ports or warehouses but inclusive of building the ships, registration of 

ships, the regulating the flags it uses, the composition of its deckhands, the 

qualification of the captain of ships, standards and rules of governance to be 

used, safety and security etc. 

Obviously there are so many things involved and at every level of 

implementation, the type of laws, rules and regulations and the politics of the 

shipping industry itself must be understood before any changes can be 

instituted. 

It is unfortunate an in-depth study could not be carried on the stakeholders in 

other member country in BIMP-EAGA.  Perhaps from this partial study of 

players in BIMP-EAGA may have many similarities or they may be able to 

identify conflicts.  Whatever are the findings from the study will obviously give 

insights to the BIMP-EAGA secretariat to make better decision pertaining to the 

development of BIMP-EAGA. 

Before proceeding into the details about shipping sector, perhaps it is prudent 

to understand a little bit about shipping in BIMP-EAGA especially from the 

Malaysian perspective. 

BIMP-EAGA Trade: Malaysian Perspective 

Looking at Barter Trade from the Federal government perspective is not the 

same as looking at it from Sabah viewpoint.  Trade per se comes under the 

purview of the Federal Ministry of International Trade and Industries.  The 
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Ministry’s priority is in promoting the Manufacturing and Electronic sector.  Their 

focus is in Malaya specifically along the Industrial Belt on the Western part of 

Malaya stretching from Kedah in the North to Johor in the South. 

This industrial belt was planned since 1970’s to address the problem of excess 

labor migrating from the rural areas into the urban areas seeking employment 

as well as better opportunities.  Malaya need to accelerate its industrialization 

programs to absorb this excess labor, at the same time diversifying its 

dependence on commodities such as tin and rubber 

 

Figure 8: Emphasis on Industrial Development in Malaysia 

It was 1987 that industrialization specifically Export Oriented Industrialization 

Policy really took off in Malaysia.  This is the result of the Plaza Accord rather 

than brilliance or foresight on the part of the Malaysian economic planners.  

This Accord was signed by Japan and Germany to support the United States 

economic recovery due to their excesses in Vietnam and the escalations of the 

global oil price by Oil Producing Economic Caucus (OPEC).  As the result of the 

Plaza Accord, production cost in Japan and Germany escalate, Foreign Direct 

Investments especially from Japan and Germany starts moving south to 

Indonesia, Thailand, Malaysia and Singapore. 

In as far as Export Oriented Industrialization policy initiative is concern, 

Malaysia was willing to sacrifice at least RM4 billion yearly on “invisibles”.  
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Invisibles are income that the country stands to lose on incentives, foreign 

professional service such as accounting, lawyers, freights, insurance etc.  These 

are concessions given to foreign investors who have operations in Malaysia, and 

in return these foreign investors will create employment opportunities for the 

people in Malaysia.  Therefore the main objective of the Export Oriented 

Industrialization policy was to provide employment for the growing labor force 

whilst products from these investments are mainly for the export market. 

However, in order to secure Foreign Direct Investments to the intended areas 

especially the Free Trade Zones, other supporting infrastructure need to be 

built.  These include the upgrades of the Kereta Api Tanah Melayu (KTM) 

railway links, construction of Highways and bigger airports for easier handling 

and speedy transportation of goods; better port handling facilities and 

capacities; and a modern National Capital to provide the all the necessary 

supporting services. 

All these development is important to ensure Malaysia as a country remains 

relevant regionally and globally.  However, it does not mean that to achieve all 

these means the progress and prosperity of periphery states is compromised or 

that the periphery states are impoverished. 

It cannot be denied that these developments also have negative impact on 

Sabah.  It all began with the development of Port Klang as a “load centre” and 

the introduction of the Cabotage Policy. 
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BIMP-EAGA and the Cabotage Policy  

If ICT is the modern nervous system for Trade, then shipping is the life blood 

for commerce, this has been the case for Southeast Asia for centuries.  

Similarly for BIMP-EAGA where a large part of its area is made up of the sea, 

highly efficient and reliable shipping must exist to manage the commercial link 

between the land masses.  The importance of shipping in this regional grouping 

cannot be understated, it must be considered as an integral part of BIMP-EAGA 

success. 

The simple reason is that, formal trade cannot exist in BIMP-EAGA.  It may 

need the political will of a nation to make it happened.  The same National 

Figure 9: National Cabotage Policy 
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Cabotage policy as Malaysia, the Philippines is also adopting such policy to 

protect its shipping industries.  Therefore even when the priority of periphery 

states is for trade, the national need to protect their domestic shipping may not 

allow such effort from happening. 

 

Figure 10: Sending goods from Zambonga to Sabah 

For example, goods or produce from Southern Philippines must be exported via 

Manila for export outside the country.  This means goods from Southern 

Philippines cannot go directly to Kota Kinabalu or Muara Port which is closer 

compared to Manila and Port Klang.  To export goods from Zamboanga to Kota 

Kinabalu, it must first go to Manila before going to Port Klang then to Kota 

Kinabalu port or to Muara Port and vice versa. 

The only exception is Indonesia, which did not practice the Cabotage Policy.  

The situation however may change soon. 
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The Cabotage Policy 

 

A National Cabotage Policy was instituted with the idea of protecting the 

national shipping sector.  In Malaysia Maritime policy, one thing is clear that at 

the National level the priority is to protect the domestic shipping industry and to 

make Malaysia a maritime nation.  Decision makers at the center still held to 

the belief that in time of wars, the domestic merchant fleet may be used to 

carry provisions, war materials, and troops from the center to their 

destinations.  Especially for a country such as Malaysia which is physically 

divided by the South China Sea.  As such, protecting the growth of domestic 

shipping industry is important. 

Prior to 1980, laws pertaining to shipping and its licensing were under the 

respective purview of Sabah and Sarawak state government.  However, the 

Federal government wants to integrate all Malaysia maritime laws so that all 
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maritime laws come under the purview of the Ministry of Transport.  This was 

looked upon from the administrative point of view rather than the economic 

point of views of the states’ affected by such policy.  Very little thought was 

given to the long-term effect of such policy in relation to Sabah’s trade, 

industry, and commerce.  As compensation, each state was given small shares 

(insufficient to protect even minority interest) in the Malaysian International 

Shipping Corporation (MISC), the Federal government GLC.  These shares were 

later swapped by the Sabah state government for some useless (junk) equities. 

Since 1980 when the maritime laws of Malaysia was streamlined and 

integrated, very little of the merchant fleet being develop for war time 

purposes.  Malaysian International Shipping Corporation (MISC) governments 

GLC specifically established for this purpose has ships with very limited cargo 

handling capability.  Currently, for example, MISC have a total of 109 ships, but 

78.8% of their ships are specialized ships only used for the Oil and Gas 

industries i.e. transporting LNG, petroleum and chemical.  MISC has 19 

container carrying ships most are used in international trade and only 2 being 

used to ply between Port Klang and Kota Kinabalu with a carrying capacity of 

736 teus (1 teu is equal to 1, 20 ton container) each. 

In addition to protecting the domestic shipping industry, the Cabotage Policy 

was also to make Port Klang as the container hub for Malaysia which was 

termed as the Malaysian “Load Centre” and obviously increasing its volume.  

This will be in direct competition to Singapore Ports. 

As a “load centre” means that any containers to and from international 

destinations must go through port Klang before proceeding to its next 

destination within the country.  Any containers to and from Port Klang to any 

Malaysian ports must be carried by Malaysian registered ships as feeder ships.  

Amongst all the states in Malaysia, Sabah and Sarawak are the only states 

requiring the services of feeder ships.  The rest of the states in Peninsular 

Malaysia can either use container trucks or railways to transport their goods. 
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Partial Liberalization of the National Cabotage Policy 

In June 2009 after so many complaints made by business associations, Non-

Governmental Organizations and individuals in Sabah, the Minister of Transport 

Datuk Ong Tee Keat announces the partial liberalization of the National 

Cabotage Policy.  In this context, the government is allowing foreign vessels 

to carry containerized transshipment cargo directly to Sabah and Sarawak 

without a need for domestic shipping license. 

Often in arguing the government stand, the word containerized 

transshipment cargo is never properly explained.  The government only 

provides half-truths i.e. foreign ships are allowed to off-load and on-load 

containerized transshipment cargo in Kota Kinabalu.  What this means is 

that these containers are off-load in Kota Kinabalu for storage only i.e it is for 

container in-transit to another destination.  These containers are not allowed to 

be opened; therefore, no goods are allowed to be distributed in Kota Kinabalu 

from these containers.  More often than not, these ships are from Hong Kong, 

storing their containers in Kota Kinabalu before proceeding to Tanjung Pelepas 

or Port Klang.  Perhaps this is because it is cheaper to store their containers in 

Kota Kinabalu than in Tanjung Pelepas or Port Klang. 

As the result, Kota Kinabalu gains nothing from this partial liberalization6. 

The Shipping Institutions and Laws in Malaysia 

The Ports and Harbor Department under the Ministry of Infrastructure Sabah is 

allowed to administer the Ports and Harbor Enactment 2002.  This means “to 

control and regulate traffic by water in ports and harbours or on rivers and in 

the foreshores within the limits of Sabah”.  They are also given the 

mandate through the Enactment to regulate and licensing of vessels of not 

exceeding 15 Net Registered Tonnes (NRT).  In addition they are also 

responsible to regulate landing rights in Sabah as well as the maintenance of 

navigational equipment along the Sabah coastal waters. 
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The Federal government presence in Sabah is represented by the Marine 

Department which is under the purview of the Malaysian Ministry of Transport.  

Their main function is to regulate and license vessels exceeding 15 NRT.  Their 

authority comes from the Merchant Shipping Act of 1998. 

The Domestic Shipping Licensing Board (DSLB), established under the Domestic 

Shipping Licensing Regulations is a body under the Federal Ministry of Transport 

(MOT) is responsible to issue license to ships operating along the coastal waters 

off Sabah.  The exceptions are for ships which are less than 15 NRT or barges.  

These types of ships less than 15 NRT are only the size of fishing trawlers, the 

kumpits or the Tora Tora.  They are not suitable to carry containers.  Unless 

these laws are changed or some other shipping alternative is found, then 

shipping in BIMP-EAGA will continue using the rickety Kumpits and the Tora 

Tora. 

Even when there is a clear delineation of powers between the State and Federal 

Departments, there are areas where they overlapped.  As the result, the 

overlapped areas often create confusions amongst the players.  The type of 

duplications of laws and functions includes the licensing of vessels, rights of 

landings and navigations. 

The confusions are further exacerbated by the passing of the Regional 

Maritime Act 2012.  This Act wanted to have power over the seas as well as 

anything on and under the seabeds.  This Act however may be in conflict with 

the Sabah Land Ordinance Cap 68 and the North Borneo (Alteration of 

Boundaries) Order in Council 1954. 

 

 

Laws Governing Barter Trade in Sabah 
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There is no specific law governing Barter Trade in Sabah.  Licenses however are 

issued through the Sabah Minister of Finance by conventions rather than based 

on a set of laws created by the State Legislative Assembly. 

Perhaps the Federal government may have given Sabah some relaxation 

pertaining to the law due to the fact that Barter Trading has existed well before 

independence.  Perhaps also the Federal government has not repeal the Trade 

Licensing Ordinance 1948 which is still being applied by Sabah state 

government through the local authorities.  This is because licensing of Barter 

Trade comes under this ordinance but directly controlled by the State Ministry 

of Finance and not by the Local Authorities. 

In the context of Malaysia, the Federal Constitution as the supreme law in 

the land, it delineates powers within the Federation.  It consists of the Federal 

List which includes the power under the Federal government purview, The State 

List which contain the powers allocated to the state and a Concurrent list for 

which the power can lay with the Federal government or the State government.  

Conventional Trade is listed under the Federal List, it is however silent on 

Barter Trade.  Just because it is not mentioned in Schedule 9 of the Malaysia 

Constitution, it does not mean that Barter Trade should not be regulated. 

As the result, the Sabah initiative in BIMP-EAGA is only within the limit of the 

Sabah state powers as provided under the Constitution.  Sabah cannot 

supersede the power of the Federal government as spelt out under the Federal 

List in Schedule 9 of the Malaysia Constitution provided that its 

implementation does not contravene the caveats and spirit of the Inter-

Government Committee Reports (IGC). 

In this context, this does not mean that the Federal government has exclusive 

power over Schedule 9 of the Malaysia Constitution.  In the event that a 

regulation is to be created based on Schedule 9 of the Constitution, references 

should be made to the Inter-Governmental Committee Report (IGC).  As an 

example Shipping and Navigation in Schedule 9 is under the Federal List, 
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however, the Inter-Government Committee Report (IGC) provides a caveat to 

this power: 

 “The Federal Government will not interfere with the present policy which 

administration of ports by port authorities.  In respect of port fees and dues, 

discrimination should not be introduced designed to divert shipping from current 

trade routes” (emphasis added) IGC Report page 21. 

Even though the intention of the National Cabotage Policy may be good for the 

country’s shipping industries.  Its outcome discriminate and impoverished 

Malaysians in Sabah.  The law governing shipping is does not give the 

necessary powers to the regulators and loop holes in the law is subject to abuse 

by the players.  This is the reason the Merchant Shipping Act and the Domestic 

Licensing Board (regulations) is being used to legitimize the discrimination of 

Malaysians in Sabah. 

The law did not provide the powers for the central government to determine the 

freight charges to send goods from Port Klang to Kota Kinabalu.  It is the ship 

owners that determine the quantum for freight charges.  Compared to the toll-

charges for highways in Malaysia, which the government has the right to 

determine the toll-charges not the road concessionaires. 

Looking at the spirit and caveat provided for in the IGC Report, it is very clear 

that there is an element of “discrimination” introduced by the Domestic 

Shipping Licensing Board and that the purpose of licensing feeder ships is to 

divert shipping from the trade routes before the National Cabotage Policy was 

introduced. 

As such the whole idea of the National Cabotage Policy comes into question, 

was the National Cabotage Policy created to protect and establish a vibrant 

shipping industry in Malaysia which is part and parcel of the nation’s maritime 

objectives? Or was the National Cabotage Policy purposely created to 

discriminate Malaysians in Sabah and designed to divert shipping from its 

original trade routes?  Whatever is the case one thing is certain; the National 

Cabotage Policy protects Port Klang and Singapore. 
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Ships Registrations 

The National Cabotage Policy requires that only Malaysian registered ships 

flying Malaysia flags are allowed loading and offloading of goods in Malaysian 

ports.  The National Cabotage Policy therefore is enforced through the 

registration of Malaysia flag-ships.  This is done through the Domestic Ship 

Licensing Board (DSLB) under the Ministry of transport. 

No foreign registered ships are allowed to load and offload their cargoes in any 

of the Malaysian ports except for Port Klang which is a “load center”.  A Foreign 

registered ship is only allowed to load and unload cargoes between Malaysian 

ports with special permission from the Ministry of Transport.  Such special 

permission will only be given after the Malaysia Ship Owner Association (MASA) 

has declared that they have no such ship available.  Often Roll-on Roll-Off 

(RORO) ships are given this permission.  The reason being RORO ships are the 

only type of ships used to transport vehicles from Port Klang to Kota Kinabalu.  

Perhaps MASA finds registering such ship is not profitable. 

Analyzing the statistics of Ship registry in Table 1, from the Marine Department 

between 2001 - 2007 shows a very interesting picture: 

Table 1: Source Marine Department Malaysia 

Statistics of Permanent Registered Ships between 2001- 
2007 

TAHUN 

PORT 

KELANG PENANG KUCHING 

KOTA 

KINABALU LABUAN 

2001 35 4 85 8 13 

2002 31 11 92 5 39 

2003 51 2 121 0 32 

2004 56 7 87 4 23 

2005 62 11 72 4 21 

2006 54 14 89 7 11 

2007 77 21 100 7 12 

 

Based on the policy of protecting national shipping industry with the basic aim 

of ensuring national security, the number of ship registered in Malaysia total 
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only 269 ships in 2010 and about 11.5% of these ships are for LNG, petroleum 

and chemicals i.e. specially build ships compared to only 1.85% for general 

cargo and container ships.  This also means that only a small number ships in 

the Malaysia merchant fleet is capable of transporting goods and heavy 

equipment.  Obviously in times of emergency the merchant fleet in Malaysia can 

only have limited roles with its limited capacity. 

Based on this registry there are more ships registered in Kucing than in any 

other state in Malaysia.  This suggests that Kuching plays an important role in 

determining the national policy on shipping in the country.  The registration of 

ships in Kota Kinabalu is so insignificant and the lowest in the whole of 

Malaysia.  This firmly suggests that Sabah does not play a significant role in 

determining the policy direction for the shipping industry in Malaysia. 

Who Control the National Cabotage Policy 

Unlike the road toll along the Malaysian highway where the government 

regulate to price imposed by concessioner on road users, pricing of freight 

charges by feeder ships are not regulated by the government.  The ship owners 

are free to determine their freight charges.  They may even delay the ships 

from off-loading and loading in Sabah ports by blaming the ports for being 

inefficient whilst at the same time charging their clients delay fees such as 

Bunkering Charges. 

It is not uncommon to see the cost of shipping a 20 foot container from Port 

Klang to Kota Kinabalu (RM2,436.00), Sandakan (RM3,236.00), Tawau 

(RM3,336.00), Lahad Datu via Sandakan (RM4,168.00), Lahad Datu via Tawau 

(RM4,386.00).  Discounts are offered to loyal customers amounting to +/- 

RM200.00.  The reason given for this exorbitant freight cost is because the 

container coming to Sabah is fully laden while on a return trip the containers 

are empty. 
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Obviously this is just a lame excuse which the ship’s owners have always 

maintained.  Their claim is often echoed and given support by the Federal 

government and the Malaysia Ship Owners’ Association (MASA).  This implies 

that the Federal government supports the ship owners’ claim whilst denying the 

call made by Malaysians in Sabah to reduce freight charges. 

Port Klang is more than 1,500 km from Kota Kinabalu and by law the people in 

Sabah are forced to use Malaysian registered and licensed feeder ships to 

transport goods from Klang to Kota Kinabalu.  Foreign registered vessels for 

example from Vietnam or Hong Kong is not allowed to load and offload goods in 

Sabah Ports even when Vietnam or Hong Kong is closer to Kota Kinabalu.  This 

is the gist of the National Cabotage Policy in Malaysia – a legal 

instrument to discriminate against all Malaysians in Sabah in violating the 

caveat provided for in the IGC report to protect Sabah. 

Things get worse when these unregulated pricing is determine and controlled by 

a shipping cartel such as MASA.  For the last 33 years, the Federal government 

has repeatedly asked the people in Sabah to be patient.  They assure the 

people that studies after studies were being made to find the solution to the 

vast difference in prices between Peninsular Malaysia, Sabah and Sarawak.  

Until today the Federal government has yet to come up with any solution. 

Actually the solution to this predicament is very simple.  All the government 

need to do is to allow any foreign registered vessel to load and unload in Sabah 

ports before proceeding to their next destination.  Their next destination can be 

Singapore, Tanjung Pelepas or even Port Klang. 

The ship owner is against this idea and has been adamant to maintain the 

present status quos.  They claim that foreign shipping lines will start “dumping” 

the rates low that it becomes no viable for the present ship owners to operate 

and maintain their fleet.  Obviously this is good for Sabah; the same thing 

cannot be said about the ship owner and the cartel. 
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For the last 33 years ship owners are exempted from paying income tax, in 

addition they are given a number of tax incentives.  The Malaysia government 

has given more perks to the shipping industry than any other industry in 

Malaysia.  Yet after all these perks, they still cannot compete with ships 

registered in Singapore and Hong Kong.  Their very existence therefore is not to 

develop the shipping industry in Malaysia, rather to take advantage and enjoy 

the incentives given by the government. 

As asserted by Steve Chia in his Shipping Industry – Sink or Float “As of today 

75% to 80% of total Malaysia trades still carried by foreign shippers and 

PETRONAS is looking elsewhere to carry their Liquefied Natural Gas (LNG) from 

Bintulu.  The reason inefficiency of MISC and pricing. 

The more pertinent question is how it that there are less than 50 ship owners is 

yet they dictate and are more powerful than the Malaysian government? 

The Effect of Cabotage Policy to Sabah Economy 

Perhaps the National Cabotage Policy is good for national prestige or the 

success of the Export Oriented Industrialization in Malaya; for Sabah the same 

policy is chocking the economy and restricting Sabah from realizing its true 

economic potentials.  With hindsight the policy which has been carried on for 

the last 33 years is not showing the effect aspired by the Federal government. 

After 33 years Port Klang is still number 12 ranking as the busiest port in the 

World.  Port Klang still could not overtake the Ports in Singapore in terms of the 

number of ships and volume of containers that is using their facilities.  Even 

with the development of Tanjong Pelepas in Johor did not make any impression 

in Singapore’s port operations.  Therefore, the Federal government must now 

realize that competing with Singapore for the last 33 years is a futile exercise. 

In Sabah the National Cabotage policy is one single cause for the difference of 

prices between Sabah and Peninsular Malaysia.  Imagine the United States a 
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country which has 8 time zones have standardized the price for goods from one 

coast to the other.  A double Cheeseburger in New York will cost the same in 

Los Angeles.  Sabah and Malaya is within less than 1 hour time zone, yet the 

goods having huge price difference.  This can only mean that there is no serious 

and concerted effort to integrate the economy between Sabah and Peninsular 

Malaysia even after being independent for 50 years. 

It also means that spending RM1.00 in Kuala Lumpur gets goods value at 

RM1.00 but the same RM1.00 spend in Kota Kinabalu is only worth RM0.70 

cents.  The price of goods between Sabah and Malaya differ between 20 to 30% 

- a very good example the price of Newspaper such as the New Strait Times, 

Berita Harian and the Star. 

In some consumer packages it is always printed the West Malaysia price and 

the East Malaysia price.  The price difference therefore is not a fantasy or the 

result of some frustrated mind, it is real. 
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Figure 11:Sending Goods from Hong Kong to Sabah today 

At the heart of this price difference is the National Cabotage policy.  It is no 

secret that a container from Port Klang to Hong Kong only cost RM200.00 

similarly from Hong Kong to Port Klang.  However, the cost of transporting the 

same container from Port Klang to Kota Kinabalu is RM2,436.00.  The reason 

given is always that that there are not enough containers going to Kota 

Kinabalu or that container coming out of Kota Kinabalu is mostly empty is lame 

and over used. 
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Figure 12: Goods Sent Directly from Hong Kong to Sabah 

All the Federal government need to do is to allow ships from Hong Kong to stop 

over in Kota Kinabalu before proceeding to Port Klang and vice versa.  The price 

of container can drop from RM2,436.00 to less than RM200.00 which means 

Sabah can reduce the price of its goods and have money left for other 

productive activities. 

Apart from the price of daily consumer goods, the National Cabotage policy has 

single handedly stopped the industrialization process in Sabah.  It is not 

surprising therefore, foreign investors are unwilling to come to Sabah and open 
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their factories.  Their products which are assembled in Sabah can be 4 times 

more expensive than the same product assembled in Malaya.  This has nothing 

to do with the higher land price in Sabah, or more expensive labor cost or the 

higher rate imposed by the utility companies; or the infrastructure in Sabah is 

under-develop or sub-standard.  Based on this argument then it is the fault of 

the government for failing to provide all these basic nacessities.  All these 

contribute to the high cost of living in Sabah.  As the result, this is 

translated to higher cost of doing business in Sabah. 

 

Figure 13: Better margin to Export Timber to Vietnam 

Take the case of the timber industry in Sabah.  It is really sad, Sabah produces 

most of the Tropical hardwood in the world market today, yet whatever effort 

that Sabah does to develop its downstream industry to value add timber 

products always fail. 
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Sabah cannot even develop its own furniture industry because Sabah cannot 

compete with the price Vietnam offered in the US and European market.  Most 

of the Vietnamese factories are actually importing timber from Sabah.  It gives 

better margin to export timber from Sabah than to invest into a downstream 

process, value add them and export the finish products such as furniture.  This 

is because the price difference in the transportation cost between Sabah and 

Europe and between Vietnam and Europe. 

On the 13th May 2010 Daily Express, again calls are made to the Federal 

government to do something about the high freight charges.  After more than 

27 years of asking, the answer will remain the same, the Federal government is 

still studying it.  The plights of the Sabah Furniture Association reflect the plight 

of Sabah: 

“…shipping one 40ft container from Sabah to Europe costs approximately USD700 and is 

more expensive than exporting from Port Klang or Ports in China or Vietnam to Europe.  

The cost of shipping 40ft container from Sabah to Port Klang is RM1,000.00 (USD300.00)  

this is one of the reasons foreign buyers view products manufactured in Sabah as very 

expensive….” 

Sharon Tsang, President Sabah Furniture Association, Daily Express 13th May 2010 

Typically, it will cost a Sabah factory more than RM4,000.00 to transport a 

container from Sabah to Europe or the US.  The same container will cost less 

than RM2,000.00 if it were transported from Vietnam to Europe or the US.  As 

the result, it is cheaper and makes more business sense to sell the timber to 

Vietnam and let them make and sell the furniture to Europe and US. 

It is not a question of Sabah does not want to sell its timber to Malaya.  The 

problem was and still is the transport cost to Malaya.  It is still profitable to 

charter a ship to carry sawn timber to Vietnam than to use the weekly ships 

going to port Klang.  In this context, even when Sabah was rich in timber any 

value added or downstream industry became too expensive.  As the result, it 

affects both Sabah and specifically the National furniture industry from growing 
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to its full potential.  This is one of the consequences of the National Cabotage 

Policy. 

Assembly line factories also will not make business sense to locate in Kota 

Kinabalu.  Apart from the frequent black out plaguing Sabah, the National 

Cabotage Policy is also the culprit that makes it impossible to run a profitable 

vehicle assembly line in Sabah.  This is because components have to be 

imported and finish products need to be exported.  A similar product 

made in Klang Valley will cost four times cheaper.  A very good example, the 

SEDCO owned Kinabalu Motor Assembly (KMA) Plant which assembles Isuzu 

Vehicles eventually has to close down because it cannot compete with imported 

trucks.  It is due to this one simple reason that Sabah cannot even compete 

with states such as Melaka or Negeri Sembilan in terms of products for export-

oriented industries.  The irony is that Melaka and Negeri Sembilan have no 

natural resource, or plentiful of cheap labor compared to Sabah. 

Therefore in the heights of the Export Oriented Industrialization frenzy between 

mid-80 to mid-90’s, Sabah was never a priority state to implement any Export 

Oriented Industrialization strategies.  During this period, Sabah was therefore 

forced to develop the agriculture sector.  As the result, no such industries exist 

in Sabah even today.  Similarly, the downstream industries that are currently 

being implemented such as the Palm Oil Industrial Cluster (POIC) in Sandakan 

and Lahad Datu will meet the same fate as the Furniture or the Assembly line 

industries in Sabah.  It gives better margin to export crude palm oil (CPO) than 

to process it downstream and create products for export – all because of the 

National Cabotage Policy. 

Beneficiaries to the Cabotage Policy 

A beneficiary to the National Cabotage Policy is not the Federal government, 

because as highlighted earlier after 33 years the number of ships in the 

merchant fleet is still insignificant.  Therefore it is not about protecting the 
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shipping industry.  An annual fee from the shipping registry is insignificant, 

freight forwarders and shipping agents are just working for the ship owners and 

their numbers are small.  The number of jobs created directly and indirectly by 

this industry is also too insignificant.  The port operators’ base their fees based 

on movement of containers and the speed they load and offload the containers, 

the fees are also too insignificant. 

Obviously the beneficiary is not Malaysians in Sabah, they are the victims.  The 

price of goods is expensive in Sabah mainly due to the shipping cost.  The pace 

of development in Sabah slows down because the cost of development is too 

high.  Often the leaders in Sabah are accused as corrupt because of the high 

cost of development but the reality is that apart from labor, sand and 

aggregates everything else has to be imported.  Building materials such as 

cement, steel and plant and equipment need to be imported, and the cost of 

freight are too expensive 

The National Cabotage Policy is about using the law through the Federal 

Ministry of Transport to the benefit a few ship owners at the expense of the 

Malaysians in Sabah.  The Malaysians in Sabah have no choice but to use their 

services, otherwise, basic necessities such as food will not be available to the 

people.  In addition, Malaysians in Sabah do not have any alternative means of 

transporting goods compared to what is available in Malaya – good highways 

and railways. 

The Federal government by now must realize that is the consequence of the 

National Cabotage Policy is a deliberate and conscious discrimination against 

Malaysians in Sabah which not only affect their daily lives but also denying the 

people the full extent of the national development efforts. 

Therefore the only beneficiaries from the Cabotage Policy are obviously the ship 

owners, not the Federal government, not the state government, not the 

Malaysians in Sabah and never the future generations. 



July 2, 2013 

[33 YEARS OF DISCRIMINATION, DISFRANCHISING AND 
MARGINALIZING MALAYSIANS IN SABAH] 

 

 
 

C o p y r i g h t  Z a i n n a l  A j a m a i n  2 0 1 3  
 

Page 45 

Circumventing the Cabotage Policy 

Clearly after 33 years of the National Cabotage Policy, it is plain and obvious 

that the people in Sabah cannot depend on the State or Federal government to 

find amicable solution to this perennial problem.  The only option and choice is 

for the people to take these matters into their own hands and resolve the issue 

by themselves. 

Actually an alternative is available to lower the cost of goods in Sabah as well 

as improving trade in the BIMP-EAGA.  The KEY is to utilize the port at Muara, 

Brunei Darussalam.  Muara Port is the only port in West coast of Borneo which 

is not affected by the National Cabotage Policy, this means Muara Port can 

accept ships of any flag to load and offload any number of containers. 

Some may argue that the ships from Hong Kong, China, Vietnam, Korea and 

Japan are not interested to come to Brunei because of the low volume of 
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containers for Brunei.  This argument may be true if Muara was designed to 

cater for the needs in Brunei only.  However, if Brunei is to provide services to 

BIMP-EAGA, then Muara is in the most strategic location for a successful 

entrepot which may even compete with Singapore. 

This objective can easily be achieved if Brunei is to initially build up the demand 

by cooperating closely with Sabah and its 7 ports before extending its services 

to other ports in BIMP-EAGA. 

The National Cabotage policies clearly have negative economic impact on 

Sabah.  The existing 300,000 teus annually is the limit that Sabah can absorb.  

To increase the number of containers means Sabah has 2 choices.  Firstly, by 

expanding the existing economic hinterland, which will include Mindanao, 

Kalimantan and Sulawesi, it is viable for Sabah to become the service hub for 

BIMP-EAGA.  Secondly, by reducing the freight charges of container arriving in 

Sabah, the lower cost may translate to more container volume.  The 2nd choice 

is possible if container services from Muara to Kota Kinabalu are established. 

Container ships can be those 

that ply between China, 

Vietnam, Hong Kong, Korea and 

Japan ports stopping over in 

Brunei before proceeding to 

Singapore, Port Klang or Jakarta.  

The same ships can do the same 

thing on its return trip.  It is 

possible for them to unload 

laden container which 

subsequently transferred to any 

of the Sabah ports and on their return voyage to pick up any empty container 

which can then be off-loaded in their stop overs such as Vietnam. 

Figure 14: Example of Container Barge 
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Some of the containers transit for Sabah can then be barge in from Muara to 

their destination ports such as Kota Kinabalu, Sandakan, Lahad Datu and 

Tawau.  Annual container volume for Sabah is 300,000 teus per year perhaps 

this number may increase if the shipping cost is reduced. 

There are already indications that some importers from Sabah is chartering 

ships from Hong Kong and bringing the goods directly to Kota Kinabalu.  

Chartering from Hong Kong appears to cost less than waiting for the regular 

service from port Klang. 

In addition significant volumes of goods distained for Tawau are being shipped 

out to Tarakan, Sumerenda and to Macassar through the inefficient Barter 

Trade system.  Surely the volume of trade will increase tremendously if a 

proper system can be established. 

BIMP-EAGA the Last Economic Frontier 

The total population in BIMP-EAGA in 2010 is more than 70 million people.  This 

numbers has enormous economic potential as both the producer as well as 

consumers of goods.  Its vast track of under-utilized land promised boundless 

varieties of commodities that can be grown can easily feed not just the region 

but ASIA as well. 

It has been estimated that the trading potential of BIMP-EAGA may exceed 

USD400 billion a year.  This numbers is significant; the value is almost the 

same as the Malaysian Trade to the United States and Europe, its biggest 

traditional trading partner. 

Malaysia must realize the demands for manufacturing and electronics goods in 

its traditional market such as the United States and Europe is declining and 

recovery will take time.  At the same time, transformation efforts to shift the 

Service Sector to take over from the manufacturing and electronics as the main 

contributor to the country’s GDP will also take time.  The transition is not going 
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to be easy; it is difficult to redeploy workers used to the assembly lines to the 

Service Sectors. 

Malaysia must seek new market especially for its manufacturing and electronics 

sector.  BIMP-EAGA offers a population base of 70 million people which are 

increasingly becoming affluent due to the demand and price of commodity such 

as palm oil. 

In order for any of the BIMP-EAGA member countries to take advantage of the 

market potentials, this market must be exposed to international trading norms.  

The necessary infra-info-structure must be in place.  Laws and regulations that 

restrict trade must change to those that is business friendly.  The main issue is 

how these excess productive capacities and economic potential can be realized 

when the efforts of the BEBC for the last 19 years has not be encouraging. 

Apart from antique method of trading in BIMP-EAGA, all the members of the 

BIMP-EAGA must refer to their respective capitals to determine priorities for any 

type of decisions in their respective areas.  For example, Mindanao must refer 

to Manila, Sabah, Sarawak must refer to Kuala Lumpur, and Kalimantan and 

Sulawesi must refer to Jakarta. 

The only exception to this rule is Brunei that does not need to refer to anyone 

to make any decision especially it is for the good of the country and the security 

and sustainability of its future. 
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Strategies for the way forward 

Developing a comprehensive 

commercial and political blueprint 

and to position Sabah amongst the 

BIMP-EAGA not just as a member 

but also as the main catalyst 

and development driver is 

therefore vitally needed. 

To put it simply, Sabah must 

consider itself as the capital of 

BIMP-EAGA and the rest of BIMP-

EAGA as its hinterland.  Sabah 

must be able to think of itself as 

the center and having the capacity 

and capability to provide all the 

necessary services that will ensure 

economic and commercial activities 

in its hinterland prosper through 

business and political conduits it 

provide.  Unfortunately, since 1994 

when the idea of the BIMP-EAGA 

was first mooted, there appear no 

serious effort being made to 

establish a formal structure which 

establish and develop a shipping 

industry for this region. 

In reality, this is the Singapore model which has used Malaya and Indonesia as 

its hinterland and has been proven successful for the last 50 years.  As the 

Trading Currency 

Most trading in the BIMP EAGA today is 

based on Barter.  This type of trading is 

well and good if the volume required to 

trade is small and the consistency and 

speed is not important.  In Sabah for 

example, most of the barter trade is using 

cash as the medium to trade.  The 

Filipinos will use their Pesos, the 

Indonesians will use their Rupiah and the 

Malaysian will use their Ringgit.  This is 

inefficient and traders do not have the 

confidence to trade in large volume. 

For the last 19 years, the BIMP EAGA does 

not have the appropriate trading 

mechanism for it to expand its business 

activities.  The Asian Development Bank 

(ADB) has never highlighted nor 

establishes any strategies to move from 

the old system of Barter Trading into the 

modern Trading systems.  Money in 

today’s world is moving at the speed of 

light crisscrossing around the globe.  

BIMP EAGA still depends on a thousand 

years old system to trade. 
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result, it has propelled Singapore to achieve a develop nation status much 

sooner than its neighbors. 

It is not rocket science to be successful.  The Singapore story is just a lot of 

“common sense” strategies and the sense of urgency and empathy to achieve 

self-security.  However, most important of all is their undeclared and unwritten 

strategies in achieving their goals.  Singapore’s include its “hinterland” as part 

of its economic planning purposes.  This strategy enables Singapore to tap on 

the vast resource of its closest neighbor such as Malaya and Indonesia to 

maintain and sustain its dynamic economic growth momentum. 
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Epilogue 

This paper is an attempt to establish that even when the original intention for 

the National Cabotage Policy is to protect and grow the domestic shipping 

industry; and making Malaysia a maritime nation, the 33 years since it was 

introduced did not achieve its desired objective.  It is therefore time the 

decision makers at the center must review and decide what the next step 

forward is. 

To continue with the present course will give Malaysians in Sabah no other 

choice but to take up legal recourse which may involve evoking the Malaysia 

Agreement 1963.  The outcome can be messy, whoever wins actually lose.  The 

possibility of Malaysia as a nation disintegrating is high. 

It is also pointed out that manufacturing and electronic sector which contribute 

65% of the national GDP is on the decline, this is mainly due to the decline in 

demands from traditional market such as the United States and Europe.  In this 

context, Malaysia must seek fresh and new market for its manufacturing and 

electronic sector.  Efforts are being made to transform the Malaysia economy 

from dependent on manufacturing and electronic sector to shift to the service 

sector.  The transition towards the service sector is going to be long and 

difficult.  This situation offers an alternative action that can be taken to 

ensure Malaysia’s survival as a nation. 

The BIMP-EAGA with a population of more than 70 million people offers 

a market value of not less than USD400 billion per year.  These are the 

newly affluent population as the result of good price and demand for their 

commodities.  They are hungry for consumer goods.  If this market can be 

captured by Malaysia, the market value may off-set the declining demand from 

its traditional market such as the United States and Europe. 

This is the best hope for the Malaysia manufacturing and electronic sector to 

sustain itself; at the very least a respite during the transition to the service 
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sector.  However, to open the BIMP-EAGA consumer market, Sabah must be 

made the service hub for BIMP-EAGA because of its strategic location and 

intrinsic strength. 

The BIMP-EAGA market is just the first part of the whole design.  Once the 

BIMP-EAGA market is established, Sabah as the leading service hub must look 

at the larger picture of the regional and Asia market which consist of not less 

than 3 billion people.  Sabah can be the catalyst which will stimulate trades in 

this region as well as Asia. 

However, choosing this alternative may have 2 possible outcomes.  Firstly, by 

making Sabah a service hub for BIMP-EAGA and Asia may compete and 

overshadow the importance of Port Klang and Singapore.  Secondly, in order to 

make Sabah a service hub for BIMP-EAGA and Asia the National Cabotage 

Policy must first be abolished. 

 

Endnotes 

                                                           
1
 Both the Cobbold Commission Report 1962 and the Inter-Government Committee Report is available in the internet 

http://en.wikipedia.org/wiki/Cobbold_Commission .  The Inter-Government Committee Report is also available from 
the Kota Kinabalu government printer office at RM3.00 a copy. 

2
 All we need to do is just read the local newspaper and we started to see that there is absolutely no problem in Sabah.  

Everything is as if under control, this are the picture being painted by the local leadership.  Not many people in Sabah 
have the ability to see beyond what is reported.  Take a good look at the Acts that is being discussed and debated in 
Parliament, many MPs from Sabah or the Opposition Parties over-look issues that can have dire consequences for 
Sabah.  Issues related to religion recently was an exception, please see 
http://www.freemalaysiatoday.com/category/nation/2013/07/08/parlimen-tiga-rang-undang-undang-ditarik-balik/.  
There are Parliament Acts such as http://www.parlimen.gov.my/files/billindex/pdf/2012/DR132012.pdf which has 
greater consequences to Sabah but was totally over-looked. 

3
 This is further elaborated in forthcoming book titled “Closing the Economic Divide” by the same author. 

4
 The National Cabotage Policy as an issue has been brought-up so many times by the Federation of Sabah 

Manufacturers (FSM), the Sabah Housing and Real Estate Developers Association (SHAREDA), the Sabah Furniture 
Association, Non-Governmental Organizations (NGOs), individuals and Public Forums – there is yet any concrete 
response from the government. 

5
 Please refer to Malaysia Constitution, schedule 9 – Federal List – item 8 Trade, Commerce and Industry. 

6
 Datu Ong Tee Keat announced the partial liberalization of the National Cabotage Policy in June 2009; he was however 

removed from the Cabinet in 3
rd

 June 2010 after being ousted as MCA President in 28
th

 March 2010.  Apart from the 
National Cabotage Policy, Datuk Ong Tee Keat was also advocating that people involved in the Port Klang Free Zone 
scandal be brought to justice.  This scandal cost Malaysian RM12.5 billion. 
 

http://en.wikipedia.org/wiki/Cobbold_Commission
http://www.freemalaysiatoday.com/category/nation/2013/07/08/parlimen-tiga-rang-undang-undang-ditarik-balik/
http://www.parlimen.gov.my/files/billindex/pdf/2012/DR132012.pdf
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