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Abstract

This paper analyzes the regional distribution of foreign direct investment (FDI)
inflows into the manufacturing sector across 13 states and one federal territory
using data for the years 1990, 1995 and 2000. The empirical results indicate that
expanding market demand for output, higher labor roductivity,  more socio-
economic development and increasm

f”
the area of inBustrial  estates in the host

state are significant determinants o FDI inflows in the sector. Of the four
explanatory variables, FDI inflows are most sensitive to labor productivity. They
are highly insensitive to the level of social and economic development of a state.
Keywords: Regional development; foreign direct investment; manufacturing
sector.

1. Background of Analysis

Economic growth in Malaysia has not benefited all states and territories evenly. The issue
prompts the Government of Malaysia to devise ways of creating more balanced regional
development. Malaysia has 13 states and three federal territories. Perlis, Kedah, Penang,
Perak, Selangor, Negeri Sembilan, Melaka and Johor are the states located in the western
part of Peninsular Malaysia while Kelantan, Pahang  and Terengganu are located in the
east part of Peninsular Malaysia. Sabah and Sarawak, the other two states, are located on
Borneo Island. The three federal territories are Kuala Lumpur and Putrajaya, located in
the west part of Peninsular Malaysia, and Labuan Island, located near Sabah. Kuala
Lumpur and Labuan Island were proclaimed federal territories on 1 February 1974 and
16 April 1984, respectively. Putrajaya, the third federal territory, was declared on 1
February 2001.

One means of achieving the outcome of regional development policy is to create an
environment that encourages foreign firms to increase their investment heavily in less
developed states. A factor perpetuating uneven economic growth has been the regionally
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