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ABSTRACT 

Construction industry plays a leading role in the economies worldwide, and its performance is significantly 

related to the welfare of society which is a linear correlation in the developing countries. Obtaining a construction 

permit is a critical process in Malaysian building projects. The study result by a special focus group dealing with 

construction permit indicates that a number of procedures, time and cost required obtaining building construction 

permits have a negative effects over the construction industry performance. There is a need to reduce unnecessary 

procedures, time and costs in obtaining building construction permits. The focus group report shows that there are many 

factors and difficulties facing by the local government in the process of approving permits. 
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INTRODUCTION 

For many years, the issue of delay in construction permit has been phenomenal. Its impacts were so 

significant that it tends to decelerate the growth of economy. This paper presents a survey of comparison study on 

municipality in Malaysia. 

Malaysia attracted RM216.5 billion in approved direct investments, 29 per cent more than the RM167.9 

billion recorded in 2012 (Malaysia Performance Investment Reports, 2013). These investments were in 5,669 

projects that are expected to create 191,766 new jobs ranging between 2007 and 2013. The bulk of this investment 

came from domestic sources, which contributed RM157 billion to the total investments recorded in 2013                    

(72.5 per cent). Figure 1 shows the variations of Investment amount within year 2007 to 2013. This is consistent 

with the Government’s goal to have a domestic direct investment-to-foreign direct investment ratio of 73:27 by 

the year 2020 and reflects the confidence that investors have in the country’s future. It is also a clear sign that the 

country’s economic transformation is shifting into high gear. 

All these developments are in line with the Economic Transformation Programmed (ETP), which aims to 

turn Malaysia into a high-income nation with a Gross National Income (GNI) of RM1.7 trillion by 2020. For this 

to happen, the country needs to attract total investments of RM1.4 trillion during the period of 2011-2020, with 92 

per cent (RM1.3 trillion) coming from the private sector and the remaining eight per cent (RM108 billion) from 

the public sector.(MIDA, 2013) 
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(Source: Malaysia Investment Performance Report, 2014) 

Figure 1: the variations of Investment Amount within Year 2007 to 2014  

In construction industry there are many activities and players involved, which directly influence the construction 

performance, it is valuable to study the reasons that determine its performance. In construction project management, there 

are many parties involved either internal or external. All these parties influences the performance of the construction 

projects.(Páez & Vargas, n.d.) Theoretically, those factors represent the processes that take place in the early stage during 

project development. According to the empirical evidence, dealing with construction permit, directly give significant 

impact to construction performance. Without a proper building permit obtain, construction project can’t be performed 

legally.(D Business, 2010) 

 
                                 Source: World Bank doing business report 

Figure 2: Dealing with Construction Rank within Year 2006 to 2015 
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WORLD BANK METHODOLOGY 

Doing Business records all procedures required for a business in the construction industry to build a standardized 

warehouse. These procedures include submitting all relevant project specific documents (for example, building plans and 

site plans) to the authorities. The Principle Submitting person (PSP) have to obtain all necessary clearances, licenses, 

permits and certificates; completing all required notifications; and receiving all necessary inspections. Doing Business also 

records procedures for obtaining connections for electricity, water, sewerage and a fixed tele-communication line. 

Procedures necessary to register the property so that it can be used as collateral or transferred to another entity are also 

counted. The survey divides the process of building a warehouse into distinct procedures and calculates the time and cost 

of completing each procedure in practice under normal circumstances. (Business, 2009) 

 
Figure 3: What is the Time, Cost and Number of Procedures to Comply with Formalities to Build a Warehouse? 

 “If a builder builds a house and does not construct it properly, and if the house falls in and kills its owner, that 

builder shall be put to death.” So says the Code of Hammurabi, written around 1800 BC. This law made construction an 

unpopular business and housing in ancient Babylon expensive. Due to this approach the cost of constructions will be too 

high. Since then, the treatment of builders has softened considerably since Hammurabi’s time. Protecting the lives of 

people, including tenants, construction workers, owners and cost of building is the main concern. Most reforms of building 

codes are driven by concerns about safety. For example, the Great London Fire of 1666, which destroyed two-thirds of the 

city, led to stricter construction rules 2 years later. Similarly, the San Francisco earthquake of 1906 triggered new building 

legislation in California and 16 other U.S. states. (Doing Business in 2006, 2005) 

Good regulations ensure the safety standards that protect the public interest while making the permitting process 

efficient, transparent and affordable for Local government, agencies and the private professionals who use the regulations. 

If procedures are overly complicated or very costly, builders start the construction works without a permit. In an effort to 

achieve this balance between safety and cost, Bavaria introduced a differentiated permitting approach in 1994. Low risk 

projects require that the designing architects show proof of their qualifications and take liability for the construction. 

Medium risk ones require that an independent certified appraiser approve the plans. Only high risk, complex projects are 

fully reviewed by building authorities.(Doing Business, 2008) 
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MEASURES 

Malaysian government under the, Ministry of Urban Wellbeing, Housing and Local government and Ministry of 

International Trade and Industry together with special task force PEMUDAH form the Focus Group Dealing with 

Construction Permit (FGDCP) to look into the improvement of the rank of Dealing with construction permit. FGDCP been 

formed in year 2012 comprises of five Ministry, nine agencies and Private Professional (Architects, Engineers, Surveyor 

and Planners) 

Supported on the evidence above, this study proposes to address the analysis of the relationship between the 

variables that characterize the process of obtaining construction permits significant effects to the construction industry 

performance. To meet this purpose, Municipalities in every capital city has been chosen. 

Thus, obtaining a construction permit is a critical process in Malaysia building projects. From the previous study 

(FGDCP), it was found out that 16 Municipal Council of capital cities in Malaysia in relation with the number of 

procedure, time and cost required to complete building permits have gave a negative effects over the construction industry 

performance. However, the per capita Gross Domestic Product (GDP) and municipal transparency index have a positive 

influence in terms of bill collections. As a result, there is a need to reduce unnecessary time, procedures and costs in 

Malaysia building permits. This study contributes to the understanding of building permit process performance and to 

develop a new Model which is more efficient in dealing with construction permits. 

RESULTS 

Refer to the result based on FGDCP study in year 2012, each municipality in different state shows different time, 

procedure and cost. PETRONAS petrol station has been chosen for this case study for a simple reason, that data been taken 

based on single project owner at different locality. 

 
Figure 4: The Percentile Rank for Time, Procedure and Cost Taken at Municipality in Malaysia for Year 2012 
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From the result in figure 4, it shows that even though each local government using the same by laws, but on the 

ground each local government applies different time, procedure and cost to construct same design and size of a Petrol 

Station. 

Refer to the World Bank Doing Business Report year 2012; Malaysia dropped two levels from 111 in year 2011 

to 113 in year 2012 in dealing with construction permits. Governments around the world have been working hard on 

consolidating and improving permitting requirements, Malaysia having too many procedures and time taken to build a 

simple ware house. 

FGDCP taken pro-active approached to improved Malaysia rank because other countries, including our 

neighbours are all the time improving. FGDCP introduced and implemented substantive improvements in dealing with 

construction permits. In June 2012, for small scale non-residential projects, OSC 1 Submission has been introduced in 

Kuala Lumpur to make sure that the number of procedures and time reduced. The introduction of this new process, help 

Kuala Lumpur improved the rank from 113 to 96 and keep on going up to rank 28 in year 2015. There is no easy way out 

to climb up on the ranking nor can we take things for granted. 

DISCUSSION AND CONCLUSIONS 

Construction regulation matters for public safety. If procedures are too complicated or costly, builders tend to 

proceed without a permit. By some estimates 60–80% of building projects in developing economies are undertaken without 

the proper permits and approvals. According to a recent World Bank study, the construction industry accounts on average 

for 6.5% of GDP in OECD economies. World bank reported in Year 2012, Malaysia improved operational features of One 

Stop Centre services, introduced a risk-based and self-regulatory inspection system.(Enterprises, 2012) 

Good regulation of construction will assist to protect the public from faulty building practices. By enhancing the 

public safety, well-functioning building permitting and inspection systems can also strengthen property rights and 

contribute to the process of capital formation. Most of the local government introduce too many procedures or costly in 

term of getting permits, contractors tend to proceed construction without getting permit. Construction permitting process 

generally involves licensing requirements from several different agencies; those using the process are exposed to different 

bureaucracies, which create opportunities for rent seeking. 

In any situation, an increase in rent-seeking activity may make rent-seeking more (rather than less) attractive 

relative to productive activity. This can lead to multiple equilibrium in economy, with “bad” equilibrium exhibiting very 

high of rent-seeking and low output. Public rent-seeking by the government official, is preventing innovative activities 

more than daily productivity. Since innovative drives economy growth, public rent-seeking hampers growth more severely 

than production.(Kevin & Robert, 1993) 

One way to adopt sound regulation is by implementing risk-based inspection systems. Such systems can help 

ensure a safe, well-functioning approach that does not impose overly burdensome requirements on less complex buildings. 

Economies at all income levels are implementing these systems to account for the varying risk levels of different buildings. 

In fact, there has been growing awareness in the construction industry about the advantages of a system in which less risky 

structures are subject to fewer inspections than more complicated ones, which might need more inspections at various 

stages of construction.(Doing Business 2014:Understanding Regulations for Small and Medium-Size Enterprises, 2013) 
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June 2012, Kuala Lumpur city hall introduces OSC 1 Submission for small scale non-residential projects to 

enhance the dealing with construction process. By using this OSC 1 Submission, owner can submit planning, building and 

engineering submission concurrently. Beside this, OSC counter play comprehensive role to distribute documents to all 

technical agencies and to do monitoring work. Single window concept can help to reduce numbers of procedure. FGDCP 

believe that by eliminating and streamline certain procedures, time taken can be reduced. City Hall committed the number 

of procedures reduced from 22 to 10 reported by World Bank and time taken reduced from 260 to 100 days. 
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