Aerospace in Selangor – Growing
Potential in Manufacturing 2012
Selangor’s Aviation Cluster
With two airports and the highest air traffic in the country,
Selangor provides a most conducive environment and
infrastructure for a vibrant aviation cluster. More than 50% of
all aerospace activities are located in the state, which finally
amounts to 78% of all related operations including Kuala
Lumpur.
The total turnover of the industry grew to RM 30.3bn in 2012
from RM 27.7 in 2011 and reflects the optimistic sentiment in
the industry. In this context, Malaysia also received
encouraging signals from investors, which will materialise in
projects worth RM 2.3bn. The majority of these investments
(68.9%) will be located in Selangor.
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Report on Aerospace Industry in Selangor - Summary 2012
Malaysia
Population
GDP (2010)

5.6m
128,815m
(23.03%)
10.8%

1
1

41 (100%)

11.7 (28.5%)

1

13.1 million (100%)

2.82 million (21.5%)

230

121

1
Percentage of Total in
Malaysia
52.6 %

30.3 billion

23.6 billion (estimate)

78 %

2349.35 million

1619.20 million

68.9 %

65,000

50.700 (estimate)

78 %

67.2 million

41.2 million

61.3%

Aerospace and related
Companies
Turnover (2012)
RM
Confirmed Investment
(2012)
Workforce
Air Traffic 2012
(Passenger)
Air Traffic in 2012
(Passenger
Throughput - Airports)
Investment Incentives
for Aerospace

KLIA: 39.8 million

•
•
•

Useful Contacts

Rank in Malaysia

29m
559,554m
(100%)
7.2%

GDP Growth (2010)
Investment Volume
(2012, RM bn)
Workforce (2012)

Selangor

•
•
•
•
•

1

Subang: 1.4 million

Income Tax Exemption of 100 % (stat. income) for up to 10 years
Income Tax Exemption of 100 % for conversion, upgrading,
refurbishment etc.
Investment Tax Allowance of up to 60 % for 5 years for companies
already invested in Malaysia but expanding, modernising etc.
o More details on page 13-14
Ministry of Transport: http://www.mot.gov.my/my/Pages/Default.aspx
Department of Civil Aviation: http://www.dca.gov.my
Outsourcing Malaysia: http://www.outsourcingmalaysia.org.my
Malaysian Industry-Government Group for High Technology:
http://www.might.org.my
Aerospace Malaysia Innovation Centre: http://www.ami.net.my
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1.

Aerospace in ASEAN

ASEAN is a thriving region for air travelling and air transportation, but also has
to catch up with bigger neighbours such as China. Being resilient even in
times of economic and financial crisis, statistics for air travelling show similar

Figure 1 Passenger Throughput ASEAN Airports 2011-2014, Source: Frost & Sullivan 2012

trends for several countries and consistent strength for the whole regional
market. Frost & Sullivan recently forecasted a regional growth rate of at least
3 % during the next years, which would further support the demand for
commercial air transport, new aircrafts and related services. Similar
developments have emerged globally, where ASEAN will play a bigger role in
the future. The global market is estimated at about US $44 billion in 2011 and
experiencing a steady growth rate of 4 %. In this context, Asia is believed to
contribute more than US $11 billion, still lagging behind US and Europe.
Generally, Frost & Sullivan forecasts a shift of air fleets to the Asia Pacific
region, which will comprise 40 % of the global air traffic within two decades.
For Malaysia and Selangor a promising perspective.
In this context, Oliver Wyman has researched the global maintenance, repair
and overhaul market in regard to the growing demand. The charts below give
a very brief insight into potential orders for additional airplanes as well as
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Boeings expectations for fleet replacements and expansions globally. These
statistics point at expansion of existing capacities in air-fleets as well as
aircraft maintenance, repair and overhaul companies.

Chart 1 Source: Boeing and Airbus websites, Boeing CMO 2011-2030 and Oliver Wyman analysis

Based on above observations and the growth potentials in ASEAN, Malaysia
has certainly a good position in the centre of ASEAN and with already wellestablished aerospace companies expanding continuously.

1.1

Industry Outlook Malaysia

The Malaysian Aerospace industry has been developed according to four
main focus areas, which were targeted to streamline all efforts instead of a
broad approach:
• Maintenance, Repair and Overhaul (MRO)
• Parts and Components Manufacturing
• Avionics and Systems
• Global Centre for Training and Education
Some key developments in this context are often related to the state of
Selangor with its excellent infrastructure and facilities. One of the numerous
examples refers to revamping and transforming of the Subang International
Airport into the Malaysia International Aerospace Centre, which became a hub
for MRO activities. However, the Malaysian government embarked into
several projects focusing on human resources (Leader Aerospace or
Advanced Composite Training) as well as targeting research via the new
Aerospace Malaysia Innovation Centre. The List of projects is long and the
activities cover civil as well as military projects alike. Geographically, the
industry is concentrated in the Klang Valley, which comprises Selangor
and Kuala Lumpur. Besides, some projects are also located in the northern
state of Penang. The diagram below shows the exact distribution, while the
majority of companies chose to be located around Subang Airport or the new
international airport Kuala Lumpur International Airport (KLIA).
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Diagram 2 Source: MIGHT 2012

Apart from geographic distribution, especially the industry performance is able
to draw a vibrant picture and outlook for Malaysia’s growing aerospace sector.
The Malaysian Industry-Government Group for High Technology (MIGHT)
proudly presented a report on the thriving aerospace sector growing by 9.4%
in 2012, which would translate into a contribution of 3.23% to the national
gross domestic product. Aerospace is currently achieving a turnover of RM
30.3bn and forecasted to reach RM 32.7bn in 2013. Looking back at 2006
with a RM 21.5bn turnover, the growth was stable and only slumped in 2009.
Some key elements of this development are investment promotion activities
by MIGHT and the Malaysian Investment Development Authority (MIDA),
which resulted in a number of quality projects from Europe, Japan or
Singapore. Big names are EADS, RUAG, Rolls-Royce or Safran Group’s
Messier-Bugatti-Dowty, which can be found in Subang, Selangor or the
Kuala Lumpur.
With just a brief look at investments, the aerospace industry saw a strong year
in 2012 with a volume of RM 2.3bn invested. This pushed the industry to a 30
% share of all transport equipment related investments, which is much higher
than the shipbuilding industry with 5%. Certainly, automotive still leads the
group with 65 %, but recognising the international importance of air travelling
and trends of ever emerging budget airlines seems to offer a bright future to
transport equipment and aerospace in particular.
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Diagram 3 Source: MIGHT 2012

For Malaysia it is about economic gains, technology transfer as much as
creating highly qualified jobs. Employment is significant for such a relatively
young sector and only a number of players available. The total has reached
about 65,000 people of which until today most are working in aviation. Based
on the immense success of corporations such as AirAsia, this notion does not
come as a surprise. Furthermore, MRO has been catching up with 16%, while
manufacturing is seen as the next subsector taking off soon. The government
was planning further incentives and might embark into additional programs to
focus the growth of manufacturing of components and parts, which could be
announced in 2013.
Finally, asking why the government is pushing manufacturing is easily
explained analysing the current export statistics. MRO might require a lot of
import activities, since not all components or parts are readily available in
Malaysia. This again is affecting Malaysia’s trade balance. The chart below
shows that import values have been rising ever since, which makes sense in
regard to the economic activities. However, exports so far have not performed
in the same way, which made the industry a strong performer in turnover, but
a weak contributor in regard to export statistics. This imbalance has become
even worse in 2012, where market observers quote a surge in imports up to
RM 13.2bn, while exports remain low at RM 2.2bn. Analysing this data against
the turnover, the imports become an extremely significant figure. It is very
prudent to strengthen manufacturing, which already forms the bulk of exports
and high-value products would easily raise the export statistics.
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Diagram 4 Source: Dept. of Statistics Malaysia 2012

1.2

Booming Subsectors in Malaysia’s Aerospace Industry

Malaysia is boasting a number of different aerospace subsectors, including
commercial aviation, MRO, aero-structure manufacturing and avionic &
system integration. Probably the most mature subsector would be aviation,
while it is also experiencing some of the most dramatic changes in recent
history. This refers mainly to the tremendous growth and success of budget
airlines in Malaysia and finally ASEAN. This maturity as well as certain recent
developments are reflected in the strong growth of the sector as shown in the
next chart. With approximately RM 20.5bn turnover in Malaysia, the aviation
sector holds the largest share within the sector. Some developments have
been shaping the continuous growth as well as creating a more competitive
environment. On the one hand, the industry saw the surge of AirAsia and
more recently Firefly as well as the Indonesian Malindo Air, which are
competing increasingly in and outside of Malaysia. These low-cost carriers
have broken the monopolistic price structure, which dominated the market for
many years. However, those arrivals might also have accelerated the everrising amount of air travellers in Malaysia. Passenger movement at all
Malaysian Airports surpassed 68 million passengers in 2012 coming from
about 40 million in 2005, which would be a compounded annual growth rate of
6.88% per annum. As for air-cargo, the trends indicate a further decline of
2.86%, which was certainly also due to the global business climate. However,
the main reason seems to be an on-going shift to maritime transport, which is
more cost-efficient.
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The overall strength of aviation can be seen in a huge wave of aircraft orders,
which begins with a first order of 12 Boeing B737-900ER for Malindo, while
AirAsia just recently ordered additionally 100 Airbus A320 increasing its total
order to 475 single aisle aircrafts from Airbus.
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Diagram 5 Source: MIGHT 2012

While aviation continuous a successful drive in turnover, mainly due to
passenger travel, other subsectors have been successful as well. Invest
Selangor dedicated another report to the MRO sector in Malaysia, since this
sector has grown to a significant level already. With approximately RM 5bn in
turnover, it is the second largest sector and expected to experience moderate
growth. MRO is even said to have a lower potential but several new
investments in 2012 speak a different language. (Read more in our report on
the MRO landscape in Selangor)
In earlier chapters, the aerostructure manufacturing has been mentioned as
the main driving force of export growth for the whole sector, but turnover also
shows a certain reluctance to take off. With less than RM 1bn in 2010 and just
about RM 1.1bn in 2012, manufacturers had a hard time during these three
years. Looking back at 2009, growth rates are more promising coming from
only RM 0.6bn. Globally reputable companies such as Spirit Aerosystems
have already started successful manufacturing operations, while other players
in the market produce components and packages for the A400M military
aircraft and engage in projects with other large players such as Eurocopter.
Recent investments of the SAM Group will bring another company into
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Malaysia, which is capable of providing engine components and parts. This
specific expertise was high on the agenda of the Malaysian government and
will widen the footprint of the local manufacturing landscape. For this purpose,
the Malaysian Aerospace Council introduced already years ago the
Aerospace Innovation Centre with several programs to develop talents and
knowledge. Foreign investors can be assured that sufficient and qualified
workforce is available.
The last subsector to be mentioned is rather young, but achieved already
substantial growth rates in only a few years. Avionic and Systems integration
is manly driven by Honeywell Aerospace, but also supported by multinationals
such as Celectica and Plexus closing gaps in the supply chain. With currently
a turnover of about RM 1.34bn, the sector seems to overtake aero-structures
and gain a bigger share of exports for Malaysia. To further enhance and
support these growth tendencies, the government installed CTRM Integration
Sdn Bhd, which shall promote and develop capability programs focused on
avionics.

2.

Why to invest in Selangor?

Picture 1 Key Benefits to Invest in Selangor, Source: Invest Selangor 2013
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3.

Selangor’s Aerospace Cluster – Qualities of a Regional
Hub

One of the key advantages of Selangor as the central state in Malaysia is
simply the availability of exceptional infrastructure. In this case, the state
can rely on two airports, which include the Kuala Lumpur International
Airport (KLIA) as well as the more domestic-oriented Sultan Abdul Aziz
Shah Airport or Subang Skypark. Both airports have been expanding
steadily in regard to passenger throughput, but also show strength in cargo
transportation.
Subang Airport
Direction
15/33

m
3,780

Runways
Length
Ft
12,401

Surface
Asphalt

Statistics (2012)
Passenger movements
1,442,514
Airfreight movements in tonnes
22,680
Aircraft movements
Source: official web site and DAFIF

74,008

Table 1 Source: Subang Airport & DAFIF 2012

In particular, Subang Skypark represents a very ambitious approach to extend
existing facilities to become a full-fledged aerospace city by 2015. Even
though being the older airport operating since 1965, Subang Skypark features
more than 3,000m of asphalt runway and is home to MRO operations of
companies such as Eurocopter. Besides, the low-cost carrier Firefly and
Berjaya Air operate from Subang as well as some VIP and cargo services. It
is run by Malaysia Airports Holdings Bhd as well as Subang Skypark Sdn
Bhd. Further expansion plans comprise investments of RM 420mil and
almost 5 hectare of land, which include also a development called
Skypark Nexus with retail, hospitality, museum and theme park facilities.
However, more importantly 5 new hangars are soon to be completed, which
mark the commitment to grow with demand and requirements of the industry.
This extension has a value of approximately RM 70mil.
Besides positive expansion and developments in Subang, KLIA also acted on
rising demand. Passenger throughput grew to 39.8mil in 2012 as well as
recovery could be seen in air-cargo with more than 670,000 tonnes
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Kuala Lumpur International Airport (KLIA)
Runways
Directi
on
14L/32
R
14R/32
L

Length

Surface

ft
13,530

M
4,124

Concrete

13,288

4,056

Concrete

Statistics (2012)
Passenger movements
39,887,866
Airfreight movements in tonnes
673,107
Aircraft movements

283,352

Table 2 Source: KLIA 2012

KLIA has been in full operation since 1999 and took over from Subang
International Airport due to capacity problems. Currently, the airports spans
100 km2 and is hub to Malaysian Airlines and MASKargo, AirAsia, AirAsia X
and Malindo Airlines. As of now, the main terminal 1 and contact pier with
336,000m2, Satellite Terminal A with more than 143,000m2 and the low-cost
carrier terminal with more than 35,000m2 can serve about 40m passengers
annually. Expansions are planned and should be finalised by 2013, which
would increase the capacity to about 75m passengers. The new KLIA2 would
mainly serve low-cost carriers with a capacity of about 40m to 45m
passengers, while other terminals or expansions are planned and could lift the
total capacity to 100m by latest 2020. More recent investments have reached
almost RM 1bn and provide a state of the art airport, hangars and facilities for
MRO as well as aviation.
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Picture 2 Map of Selangor 2012, Source: Invest Selangor 2013

At this point of time, the Malaysian Airlines subsidiary MAS aerospace
engineering as well as Rolls Royce can be found at KLIA with its purpose-built
services hub for aerospace customers, while other market leaders are
evaluating the potential.
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From this perspective, Selangor has much to offer. Two airports with
substantial expansions in implementation, the heaviest air traffic in Malaysia
covering more than 60% of the total passenger traffic in the country and a
large share of the total air-cargo. Furthermore, there are several related
organisations located in Selangor, which create a certain competitive
advantage. This includes not only research and education, but also regulators
and development agencies such as the Department of Civil Aviation, the
National Space Agency or the Aerospace Malaysia Innovation Centre.
Organisation

Core
Business

Contact
Person

Contact

Aerospace
Malaysia
Innovation Centre

Research
and
liaising
with
universities
and
research
institutions
Search
and
Rescue
in
Malaysi’s maritime
sphere
Education

Azmi Omar

www.amic.my

Admiral Maritime
Datuk
Mohd
Amdan Kurish

www.mmea.gov.my

Capt.
Abdul
Manan Mansor

www.kolej.edu.my

Technical
Provider

Assoc. Prof.
Abu Hanifah

www.caed.com.my

Regulator

Dato’ Azharuddin
Abdul Rahma
Lt. Col. Mohd.
Yassin Yahya
Tan Sri Bashir
Ahmad
Abdul
Majid
Dr. Mustafa Din
Subari

www.dca.gov.my

Abdul Aziz Ismail
Effandi

www.uniklmiat.com.my

Aerospace
Education

Prof. Dr. Mohd
Marzuki Mustafa

www.angkasa.ukm.my

Education

Dr Azmi Syakrine
Mohd Rafie
Prof. Ir. D. Ahmed
Jaffar

www.eng.upm.edu.my

Agensi
Penguatkuasaan
Maritim Malaysia
Aviation
Management
College
Centre
for
Aerospace Design
Sdn Bhd
Department
of
Civil Aviation
Fire and Rescue
Dept. Malaysia
Malaysia Airports
Holdings Berhad
National
Space
Agency
of
Malaysia
UniKL Malaysian
Institute
of
Aviation
Technology
Universiti
Kebangsaan
Malaysia
Universiti
Putra
Malaysia
Universiti
Teknologi Mara

Airborne Fire and
Rescue
Airport Services
Space
related
science
and
development
Basic
and
advanced aviation
training

Education
(Engineering and
Research)

Ir.

www.bomba.gov.my
www.malaysiaairports.com.my
www.angkasa.gov.my

www.fkm.uitm.edu.my

Table 3 Source: MIGHT 2012

Since Selangor provides the infrastructure and ecosystem for a strong
aerospace cluster, it does not come as a surprise that more than 50% of
all related organisations are located in Selangor and including Kuala
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Lumpur even about 78 %. In addition, analysing investments into different
aerospace sectors amounting to RM 2.3bn in 2012, Selangor received about
RM 1.6 bn or 68.9%.
Considering all developments and trends, corporations in the aerospace
sector will find in Selangor a strong destination with suitable infrastructure and
partners to develop their business. Another advantage is the relatively central
location within Malaysia and ASEAN, which offers easy access to all regional
markets. The ASEAN Economic Community and further agreements on
investment policies such as ACIA will standardise requirements to enter
neighbouring markets, trade and invest. Selangor can be a springboard and
regional hub due to a stable political environment, infrastructure and welleducated multi-lingual workforce.

4.

Incentives –
Investors?

How

does

the

Government

support

Effective January 2010, the industry is eligible for a comprehensive tax
incentive with the objective to make Malaysia a global centre for aerospace
industry in Asia Pacific. The incentive package will be focusing on design,
manufacturing and assembling, operator group, support and monitoring
group.
•

•

•

Design, manufacturing and assembling group of activities consisting of
research, design and development and system integration are eligible
for:
o Income tax exemption for a period of five to 15 years depending
on the investment level, value-added, technology and other
criteria.
Operator group consisting of general aviation such as helicopter
operation, charter, business jet operation to air recreational (e.g. Flying
School, Flying Club and Hornbill Skyway Helicopter) are eligible for:
o Investment Tax Allowance (ITA) of 100% on the qualifying
capital expenditure within a period of 10 years subject to the
investment in fixed assets exceeding RM150 million within five
years.
Support group consisting of maintenance, repair and overhaul activities
(MRO) and training in aerospace, certification and maintenance are
eligible for:
o Income tax exemption of 100% of statutory income for a period
up to 10 years for companies which offer MRO services and
services related to the production of aerospace finished
products;
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•

•

o Income tax exemption of 100% of statutory income for a period
up to 15 years for companies involved in conversion, upgrading
and refurbishment or remanufacture of aerospace finished
products;
o ITA of 60% on the qualifying capital expenditure incurred within
a period of five years for MRO companies operating in Malaysia
which undertake expansion, modernisation or automation of
current business or diversification of current business for related
products in the same industry; or
o Double deduction on expenses incurred by employers providing
pilot conversion and pilot instructor training
Pilot conversion and instructor pilot courses are eligible for double
deduction on expenses incurred by the employers in training their
employees.
Regulatory group consisting of companies undertaking aerospace
related certification, standard development, testing and evaluation and
licensing activities are eligible for:
o Pioneer Status with income tax exemption of 100% of statutory
income for five years; or
o ITA of 60% on qualifying capital expenditure incurred within five
years

These incentives are effective for applications received by MIDA from 1
January 2010 until 31 December 2014.

5.

Trends and Developments – Asia Pacific and India/China

Promising investment projects focused on aerospace activities have been
mentioned earlier and surged to RM 1.6bn in 2012. The infrastructure in
Selangor will be extended and provides a platform for more air-traffic as well
as related manufacturing business. Investing corporations have clearly
chosen Malaysia because of the strategic location, expansion potential within
the region and an advantageous infrastructure. These benefits are a great
opportunity to grow and locate regional headquarters within the state.
Apart from many existing investment projects within the industry, there are
also encouraging signs from the demand side. In general, the major trend of
the low-cost carrier model continues to shape the air transport industry as well
as developments in major neighbouring markets such as China and India.
While Malaysia Airlines starts to consolidate its business, the low-cost carrier
movement has caught steam in Malaysia and the whole ASEAN region.
AirAsia was the first player in the market and has been constantly expanding
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its operations. Just in December 2012, AirAsia
CEO Tony Fernandes unveiled an order of
another 100 Airbus A320 jets valued at USD 9.4
billion, which will expand and not replace the
current AirAsia fleet. Including this latest order,
AirAsia alone is expecting 475 new single-aisle
aircrafts in the coming years to maintain a
dominant position in its main markets. This
strategy comes at a time, when competitors
Picture 3 Low-cost model to
expand in ASEAN
announced to enter the Malaysian market and
finally in 2013 started operation. Indonesia’s
market leader Lion Air is pushing forward with plans to introduce their own
low-cost carrier called Malindo in March 2013, which will increase the airline
activities in Malaysia and finally also in Asia- Pacific, as similar set ups are
expected in other markets. Lion Air’s CEO Rushi Kirana explained in an
interview with the Malaysian newspaper The Star that his expansions plans
are likely to increase the passenger throughput of KLIA using the airport as a
potential hub for international flights. Malaysia and especially the MRO sector,
is set to profit from this development, since new low-cost carrier will look into
cost-efficient maintenance partners with sufficient experience and capacities.
While the low-cost carrier expansion is an
obvious trend in Asia-Pacific and a great
opportunity for the whole aerospace sector,
developments in other regions might
contribute as well. India’s airlines have
been suffering in recent years, but even in
this context AirAsia just announced to open
flights to India again as well as a joint
venture with the Tata Group to enter India’s
low-cost passenger transportation market. Picture 4 China and India will influence
ASEAN MRO market
Besides, only the Indian MRO market is
estimated at USD 1.6 billion and will grow further amid rising living standards
and a travel-willing middle class. A recent estimate of Boeing indicated a
certain rise of demand for aircrafts to more than 1,400 units worth USD
175bn. While unsuccessful and inefficient business models such as Air India
and Kingfisher might finally be candidates for M&As or insolvency, the lowcost carrier model survives with AirAsia and its Indian business partners from
Tata Group.
The growth potentials in India are likely to be similar to China, perhaps at a
slower growth rate. China’s MRO market is currently valued at USD 4.4 billion
and growing at a fast pace. Even though China has a stronger domestic air
travel market, international flights are catching up and increasing demand for
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airplanes, manufacturers and MRO alike. Boeing just recently increased the
demand estimate to 5,000 planes worth USD 670bn.
Malaysia Airports Holdings (MAH) also recently announced an initial package
of RM70m in incentives in an effort to attract new airlines to fly to Malaysian
airports. Among other incentives, new operators will be given 3 years of free
landing, which is meant in part to counter a recent tax hike on airlines
operating in Malaysia’s airports. This again denotes increasing future demand
in MRO services. As of mid 2012, around 60 airlines offer service into
Malaysia.

6.

Main Sources

•
•
•

Frost & Sullivan (2012): http://www.frost.com/
Department of Civil Aviation (2012): http://www.dca.gov.my
Malaysian Industry-Government Group for High Technology (2010/12):
http://www.might.org.my
Malaysian
Investment
Development
Authority
(2012):
http://www.mida.gov.my
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Holdings
Bhd
(2012):
http://www.malaysiaairports.com.my
Subang Skypark (2012): http://www.subangskypark.com/terminal/
Outsourcing Malaysia (2012): http://www.outsourcingmalaysia.org.my
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•
•
•
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