
Effective from June 1, 2017, 

the states of Sabah, Sara-

wak and Labuan will be 

exempted from Cabotage 

Policy but the exemption 

will not apply to freight 

transport between the 

named regions.   

 

Implemented in January 

1980, Cabotage Policy re-

quires the domestic 

transport of goods to be 

conducted by Malaysian-

registered or Malaysian-

flagged vessels, aimed to 

protect and promote the 

national ship-owning in-

dustry. It was then partially 

liberalized in 2009, where 

the carriage of container-

ized transshipment cargo 

between certain ports in 

East Malaysia was allowed. 

 

Cabotage Policy has been 

constantly blamed for high-

er prices in Sabah and Sara-

wak as compared to Penin-

sular Malaysia due to mis-

conceptions of requiring 

foreign ships to transship 

at Port Klang rather than 

having direct calls at Sabah 

and Sarawak ports, which 

was believed to have re-

sulted in twice the handling 

and twice the costs.  

 

This is the perception that 

politicians have but in fact,  

containerized carriers and 

other cargo ships from Chi-

na, Hong Kong, Middle East 

and other countries have 

been making direct calls in 

Sabah and Sarawak instead 

of having to transship in 

Port Klang.  

Sarawak and Sabah Ship-

owners Association (SSSA) 

and Sarawak Shipping As-

sociation (SSA) both said 

that the partial liberaliza-

tion has allowed foreign 

vessels to carry transship-

ment cargo from major 

ports in West Malaysia such 

as Port Klang and Tanjung 

Pelepas Port to Kuching, 

Bintulu and Sapangar Bay 

without applying for do-

mestic shipping license.  

 

During Sabah Ports Forum 

early this year, Datuk Seri 

Liow Tiong Lai admitted 

that the Cabotage policy is 

not the culprit of causing 

higher costs in East Malay-

sia but it is due to weak 

distribution channels, high 

handling charges and ineffi-

cient inland transport as 

well as traders in the state 

seeking higher margins due 

to lower volumes; veteran 

Sabah politican Datuk Dr 

Jeffrey Kitingan stated that 

the manufacturing sector 

contributed less than 8% of 

Sabah’s GDP.  

 

With the abolishment of 

cabotage policy, all of the 

foreign vessels will be al-

lowed to transport cargoes 

from West Malaysia to Sa-

bah and Sarawak, affecting 

the already depressed local 

shipping industries.  

 

Local shipping companies 

revealed that the cost of 

freight from Port Klang to 

Kota Kinabalu has always 

been kept low, 34% cheap-

er than the freight cost 

from ports in Singapore, 

Hong Kong and Kaohsiung 

despite being further in 

terms of nautical miles. 

These depressed rates have 

resulted in the demise and 

elimination of local ship-

ping companies such as 

Swee Joo Bhd, Hubline Bhd 

and PDZ Holding as they 

were unable to compete in 

the ever stagnant market. 

When foreign shipping 

companies come into the 

picture, the overhead costs, 

taxes and other charges to 

transport goods from Port 

Klang to the three states 

may be the same or higher. 

It must also be highlighted 

that main line operators 

that have existing calls to 

East Malaysia will be al-

lowed to pick up local car-

go, increasing their profit 

margins, hence lining the 

pockets of international 

companies and taking away 

business from local Malay-

sian operators.  

 

Politics Won, Economics Lost and 
National Security Compromised 
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“The World Bank in No-
vember 2016 concluded a 
study on the National Port 
Strategy commissioned by 
the Economic Planning 
Unit. Based on the re-
search, the World Bank 
has concluded that the 
Cabotage Policy and ship-
ping costs were not the 
main cause of the high 
prices of goods in Sabah.” 

-Datuk Seri Liow Tiong Lai 
Malaysian Minister of 

Transport 
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Today is a sad day for the Malaysian Maritime Industry. A day when Politics won, Economic lost and our National Se-

curity contingencies have been compromised.  

 

As one of the lowest cost operators, we are not concerned about prices going down further as there is not much room 

left for further reductions, unless it is predatory pricing.  

 

 What we are concerned about is the fragmentation and dilution of volumes as a result of more foreign players enter-

ing the domestic trade which will definitely erode the economies of scale that are necessary to sustain our service 

deployment at the present market rates.  

 

It appears that the fate of the local Malaysian shipping companies are left entirely in the hands of Malaysian Shippers 

and Consignees who can preserve the industry by keeping it local in the absence of Cabotage restrictions. Local opera-

tors have been carrying out an efficient model of the distribution of essential consumer goods to every corner of East 

Malaysia despite the poorer port and transport infrastructure.   

 

The impact on the existing efficient model of supply chain will be negative due to the disruption caused by the en-

trance of foreign operators into the domestic trade. Unlike the local operators, foreign operators without any form of 

responsibility towards the nation will only call larger ports instead of ports at remote areas, thereby increasing the 

distribution time of essential consumer goods to remote areas of East Malaysia. 

 

Mr. Ooi Lean Hin 

Managing Director of MTT Shipping Sdn. Bhd. 

The injection of foreign tonnage into 

the domestic shipping market, will 

result in the fragmentation of the 

local industry. This will result in a 

negative multiplier effect within the 

industry as local companies will no 

longer be able to benefit from econo-

mies of scale; a key factor that has 

enabled the said companies to oper-

ate at a small surplus margin. If local 

companies are to bear the brunt of 

increased costs, this may result in 

the demise of the local industry.  

 

“So, after our local companies leave 

the business, what guarantee is there 

that they will not increase the 

price?” former Port Klang Authority 

Chairman Datuk Lee Hwa Beng ques-

tioned, referring to foreign shipping 

companies.  

 

Managing Director of MTT Shipping,  

Mr. Ooi Lean Hin said the move by 

the government is similar to allow-

ing Singapore Airlines to compete 

with AirAsia for domestic routes, 

which is clearly unfair to the domes-

tic carriers.  

Moreover, the announcement was 

only made three weeks before the 

realization of exemption of the Cabo-

tage Policy. Sabah’s Parti Keadilan 

Rakyat (PKR) chairperson, Christina 

Liew said that the terms for abolition 

are uncertain and the Transport 

Ministry has yet to put in place any 

new mechanism for the implementa-

tion.  

 

Similar concerns were brought up by 

Warisan Vice President Junz Wong 

as he expects the authorities to ex-

plain how the abolishment will be 

implemented or else it will be anoth-

er empty promise, to fish for votes 

among Sabahans in a possible snap 

poll. 

 

In addition, Malaysia’s cabotage poli-

cy requires all domestic transship-

ment of goods to be made using Ma-

laysian vessels to protect the sover-

eignty of the country from potential 

threats.  

 

“For instance, if there is a large Sulu 

invasion in Sabah, Malaysian-flagged 

ships cannot say no to the govern-

ment’s call to supply necessities to 

the people there under the cabotage 

policy, but foreign vessels can de-

cline,” Mr. Ooi explained. 

 

The final and most crucial oversight 

of the abolishment is the severe im-

pact on the maritime workforce. 

There are currently 3,000 ships reg-

istered in Sarawak and manned by 

18,000 workers, according to SSSA 

and SSA. Sarawak DAP leader, Chong 

Chieng Jen highlighted half of the 

Sarawakians working in the shipping 

industry and as forwarding agents 

will lose their jobs within a year up-

on the abolishment.  

Statement by the Managing Director of MTT Shipping 

“So, after our local companies leave the 
business, what guarantee is there that 
they will not increase the price? 

 
-Datuk Lee Hwa Beng 

Former Port Klang Authority Chairman 

M O V IN G Y O U R B US IN ESS  F O R W A R D |  M AY  1 7,  201 7  Page 2 


