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A. Introduction

Nearing to the close of each year, it is natural to look back and see if in fact the past year had
been a good year. We have all made our run, making achievements alongside the mistakes
that we wished we had avoided but resigned to them as important lessons learnt and
hopefully not to be repeated. We then become anxious about the year to come. In 2005,
individual taxpayers struggled for the first time to perform self-assessments on their income
and make out their cheques to the taxman. We must have all done well to the delight of the
inland-revenue department, because, even before the year is up, many of us have already
received our assessment forms (Borang BE) that are due for submission by April 30 2006.
Regardless, 2006 should start out with a bang. It may not be as festive as Kongsi-Raya that
the nation came to celebrate some years ago, but in 2006, both the Chinese New Year (Year
of the Dog) and the start of the new Muslim calendar will begin with the same new moon, at
the end of January.*

PENANG What will likely happen after that? Malaysia’s 2006 economy is perhaps a different one,
ECONOMIC bringing the old one to a close and beginning anew another. The official plans that the
MONTHLY government implemented for economic recovery from the 1997 East Asian financial crisis is
finally over. The central institutional mechanism Danaharta will cease operation as of January
1 2006. It had cost some RM23 hillion or 5.5 percent of the gross domestic product to
restructure bank debts.? From this, RM12.5 billion or so (made up of RM11 billion of
unrecoverable debt and RM1.5 billion of the Dana’s operating expenses) are to be borne by
taxpayers through public spending. Who these individuals are that the rest of all Malaysians
have to collectively bear the debt on their behalf will probably not be publicly disclosed.
However, criminal wrongdoings are already being pursued via the court of law. Banking
institutions in the country remains strapped with losses from the balance of close to RM10
billion after selling its combined non-performing loans that amounted to RM19.7 billion to
Danaharta (at 55 cents to the dollar) for RM10.8 billion.?

The other part of the official recovery plan is the pegged Ringgit, which was implemented in
September 1998 alongside capital controls. On April 1, 2005, capital controls were
dismantled, allowing Malaysian residents to hedge against currency risks over foreign
dealings and to perform outward investments. The Ringgit peg was taken off its dollar peg in
favour of a managed float in July 2005.

The other interesting feature of a the new economy is the long awaited AFTA mandated
reduction of import duties on car and car-part imports — not that cars will become cheaper as
many have mistakenly believe® but that the relative price between Malaysian and non-
Malaysian car brands becomes less noticeable. Malaysians can look forward to a wider
selection of makes without having to pay a large penalty on the tax differential if they opt for
non-Malaysian makes. Before, a prospective owner looking at a less than 1.8 litre passenger
car faced a combined import and excise duties totaling 85 percent, 95 percent, 130 percent
and 140 percent respectively for ASEAN completely knocked down, non-ASEAN completely
knocked down, ASEAN completely built and non-ASEAN completely built cars. The new rates
in effect are 80 percent, 90 percent, 95 percent and 110 percent respectively. These have
brought duties on ASEAN, non-ASEAN and completely knocked down and completely built
units much closer to one another.’

§ Dr. Chan Huan Chiang

...not that cars will
become cheaper...
but that the relative
price between
Malaysian and non-
Malaysian car
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less noticeable.

! Both will be celebrated on different days, however, because the Chinese New Moon being directly in line between

the earth and the sun is too far off the horizon to be seen during sunset. Muslims will wait a day or two until the

same new moon moves out of line and becomes observable at the horizon during sunset.

2 The IMF estimated when the scheme was introduced that debt restructuring through asset management, which is

an appropriate and legitimate action to take would cost Malaysia about 18% of its GDP.

® There are of course additional losses from unsold NPLs but the banks still own these, which they might attempt to

recover.

“ It would be socially irresponsible for the government to lower car prices because a downward demand curve for

cars will result in an increase of cars on the road in response to falling car prices. This will further aggravate the

already congested roads. Regardless, revenues from customs charges on car purchases are an important source

of public revenue targeted at the better off in Malaysia’s society who can afford cars.

® Import duties used to be as high as 200% for top-end cars. Today, Malaysia is more AFTA compliant by reducing

import duty to 0% for ASEAN completely knock downs to no more than 30% for the top-end cars. However, excise

duties have been raised from no more than 100% at the top end to 200%. Thus only marginal changes (some up
2 other down) have occurred in the on-the-road prices of cars.



B(i). The Global Economy

The world has enjoyed annual growth rates above the long-term trend of 3.7 percent

(averaged over the past 35 years) for five consecutive years, a feat that had not been seen

for nearly two decades. The global economy had edged up steadily from 4 percent to 4.3

percent and 4.4 percent y-0-y° in the first three quarters of 2005 from the year before. The  Global growth
last quarter will usually be on the up trend since the Northern hemisphere traditionally begins  rate is expected
a new fiscal year each September and is usually upbeat towards the Christmas season. to moderate to a
However, most observers expect the economy to soften and begin to downtrend following the 4.1 percent
expected swings in the business cycle towards 2007. Global growth rate is expected to average in 2006
moderate to a 4.1 percent average in 2006 and then soften down to 3.8 percent in 2007. This  and then soften
means the world will continue to enjoy growth above the long-term trend for yet a few more  down to 3.8
years. Global growth rates at or below 2.5 percent would be considered recessionary.” Many  percent in 2007.
factors contribute to the resiliency being experienced, among which is the much lower, albeit

rising, rate of inflation compared to years ago, a lower oil content in each GDP dollar earned,

that had allowed economies to weather the unprecedented surge in oil price, and the \
emergence of developing nations in evolving a new geography of trade and investments that ﬁ

appear to result from what UNCTAD? is referring to as the export profit investment nexus.

According to UNCTAD, global investments had been on a decline for several years straight
until 2004 when global investment inflows of US$612 billion was 6 percent higher than in
2003. From this amount, the US$255 billion that flowed into developing countries was 50
percent higher than in 2003. Better communication and transportation infrastructure, more
investment friendly regulatory changes within developing countries as well as more
competitiveness by way of the tradability of goods and services are among the factors cited.
The result is a capital-flows paradox in which instead of capital traditionally coming from the
North and into the South, there is also evidence of developing countries using their export
profits to invest abroad as well. This produces a changing landscape of where production and
R&D activities are taking place across the globe and which nations actually owns such
activities.

In the U.S., a new chairman has been appointed to the Federal Reserve. Ben Bernanke (a
former Fed governor) replaces Alan Greenspan who had held the position since June 1987
and served under both Democrat and Republican presidencies. When Paul Volcker stepped
down in 1987, the 30-year Treasury bond fell by 3 % points and the dollar fell by 2.6 percent
against the yen in one day. In contrast, the changing-of-the-guard at the Federal Reserve this
time round came and went without much excitement despite the long tenure of the former
chairman. Naturally, the twin deficits (budget and current account) have for years given rise to
concerns on the vulnerability of the dollar. The dollar continues to play a dominant role as an
anchor nominal currency through which most currencies across the developing world is
exchanged and is it also widely used as an invoicing currency. The dollar also forms a major
proportion of the foreign reserves of most nations and thus given a large weighting in the
currency intervention basket of most currencies.

The game that has been playing is the centre-periphery model®, in which the U.S. is the huge
consumer in the centre, buying the exports of the production oriented developing economies
in the periphery. The centre is impoverished in the process, spending beyond its means while
the periphery enjoyed newly found wealth. Realising this, the periphery continues to lend to
the centre, supporting the dollar, so that the buying can continue — technically indefinitely, but
producing a huge capital imbalance by way of an expanding U.S. current account deficit that
has become widely out of sync with the value of the dollar. How much longer this imbalance
can sustain continues to be a matter of much speculation. Regardless, China, the main
peripheral player is now the fourth largest economy on the globe after the U.S., Germany and
Japan, suggesting that so long as American appetite remains insatiable at the centre, there
will jobs, economic growth and wealth at the periphery.

® Y-0-y or year-on-year growth shows the quarterly performance of the economy with the same quarter the year
before. Calculating growth between two adjacent quarters makes no sense and is never done as the economy likely
faces seasonal effects brought by climatic changes, cultural traditions and festivities occurring at specific times of
the year.

" Numbers cited here are obtained from The Economist and The Edge Malaysia.

8 The United Nations Conference and Trade and Development discusses this in its recently released World Invest-
ment Report 2005: Transnational Corporations and the Internationalization of R&D. Geneva

® See Michael P Dooley, David Folkerts-Landau and Peter Garber (2003), An essay on the revised Bretton Woods
System, National Bureau of Economic Research Working Paper Series no. 9971, Cambridge, Massachusetts.



B(ii). The National Economy

The Finance Minister, who is also the Prime Minister, announced during the budget in
September that Malaysia's economy would grow by 5.5 percent in 2006, up from 5 percent in
2005 but down from 7.1 percent in 2004. The latest figures by the Malaysian Institute of
Economic Research (MIER) is more optimistic with 2005 suggesting 5.3 percent but its 2006
growth rates are in concurrence with the government’s at 5.5 percent. The forecast for 2007
is 5.8 percent even though MIER has often mentioned an expected business cycle induced
downtrend of the economy come 2007. What is equally important about economic numbers
are the structural changes that may or may not have been taking place in the economy. For
instance, Malaysia has long been looked upon as an investment driven economy in which
high domestic savings fuel investment funding to milk every dollar of growth. From figures,
shown in Chart 1 below, over the recent years, however, as the economy continues to grow,
fixed capital formation as a proportion of the gross domestic product has fallen steadily from
PENANG 30 percent down to 27 percent, between 2001 and the projections for 2006. In other words,

ECONOMIC when it used to cost 30 cents capital input per dollar of output we only now need 27 cents.
MONTHLY Chart 1: Sources of Growth of Malaysia's Economy 20 01 - 2006
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Meanwhile, the private consumption share within the GDP has risen steadily from 46 percent
up to 50 percent in the same period. Does this therefore suggest, that structurally, the
sources of growth has somewhat shifted from investment led to consumption led growth?

This is one indication of Malaysia moving towards developed country status given that the
consumption to GDP share among industrialized economies is about 60 percent, the level in
which Malaysia’'s economy appears to be heading. Exports has also appeared to also
expand in proportion relative to the GDP and projected to rise to as much as 125 percent in
2006 compared to only 108 percent in 2001. This, on the other hand, may not be the result of
structural change since exports performance has traditionally been prompted by external
circumstance. For instance, exports jumped during August 2005 by 12.5 percent y-0-y
compared to the more modest amount of 2.9 percent y-o-y in July 2005. The electronics and
electrical sector that had been down trending for some time had reversed its direction. E&E
today makes up half of Malaysian exports compared to only 35 percent in 1991. Palm oil
price has surged to the RM1,400 a tonne range. The much talked-about development of bio-
diesel fuel is still being looked upon with much anticipation but the location of the plants and
how will it be distributed will require policy that remains little understood. When these come to
past, a further 12 percent - 15 percent price rise may be expected over the next couple of
years. Meanwhile Malaysia’s crude oil called Tapis has been performing as well as or even
ahead of the more familiar New York West Texas Intermediate (NYWTI) price benchmark.

Malaysia’s total official reserve assets currently stands at around US$77.1 billion, which is

equivalent to 8.6 months of retained imports and 5.5 times short term external debt;

confirming that, without taking economic performance into consideration, the country’s
4 economy is in solid footing.



Two economically significant events by way of Malaysia’s economic management in the year

was the long anticipated release of the Ringgit's dollar peg on July 22 (after being held for

nearly seven years) and the similarly predicted upward revision of the overnight policy rate

(OPR), by 30 basis points, from 2.7 percent to 3.0 percent. There were no volatile

movements of the Ringgit's exchange rate, because Malaysia’'s currency remained non-

tradable in the forex. The Ringgit’'s rate is currently around 3.77 to the dollar, which is no way

near its undervalued-ness much talked about. Still many are still looking at the Ringgit

strengthening towards the 3.60 to the dollar value within a protracted time frame. That will

result in a ten percent revaluation from the long-time dollar peg of the Ringgit. Thus it appears

that Malaysia continues to go for non-internationalisation of its currency, similar to the

Singapore dollar. However, Singapore has an officially declared policy™® of non-intervention of

the domestic money market so that free cross border capital flows are achieved. Curiously, in

Malaysia with the OPR in place and fairly unrestricted cross-border flows given the

liberalization of capital controls, that came into effect as of April 1, 2005, and direct

intervention over the Ringgit's exchange rate via an undisclosed currency basket, the

impossible trinity of exchange rate controls, interest rate controls and free flow of capital (also \ §

referred to as the monetary policy trilemma) appears to be violated.* &

The efficacy of the OPR revision has spun some debate. The OPR was announced on April

23, 2004" in place of Bank Negara Malaysia’'s (BNM) three-month intervention rate as the

main monetary policy instrument. The OPR was then set at 2.7 percent which was the

prevailing overnight rate adopted by banks, a rate which remained unchanged until the

present revision made this December. Part of the aim for doing this is to foster inter-bank

competition considering that with banking mergers now complete the reduction in the number

of banks in the country might suggest an oligopoly situation. Even though commercial banks

are suppose to set their own base-lending rates vis-a-vis monetary liquidity, Malaysian banks

have traditionally been incredibly receptive of central banking signalling, like sheep hearing

the shepherd's horn, pegging their base lending rates in tandem with the three-month

intervention rate. By electing instead to affect the overnight policy rate, just as the American

Federal reserve does, banks will be forced to review their liquidity levels in pursuing their loan

growth targets while at the same time manage their immediate cash needs (basically to cover

the overnight clearing of cheques between banks) for which shortfalls will come at a cost by

way of the OPR. So far, there has been little excitement as most banks have revised their

base-lending rates by about the same margin. One begins to wonder if in fact there is ...a further upward

oligopoly-type price setting among Malaysian banks? rise of the OPR by
50 to 100 basis point

The new OPR of 3 percent is not tight monetary policy, because it is still well below the appears imminent.

neutral rate, which is widely accepted to be around 4 percent - 4.25 percent. The neutral rate

is the rate which will neither lead the economy upon an expansionary nor contracting path.

Given that inflation has edged up to 3.7 percent in August 2005 when it was only 2 percent in

2004, it is only expected that Bank Negara will at some point in the near future to at least rein

in the Malaysian economy back to at least a neutral path. For this reason a further upward

rise of the OPR by 50 to 100 basis point appears imminent.

Since October, the KLSE has been taking a beating, falling below the 900-point support level.
Outward movements of short-term capital have been observed. Part of the reason for this is
the influx of foreign short-term funds which had been occurring due to high expectations of
the Ringgit coming off its dollar peg. China’'s wide trade surplus over the U.S. had been
fuelling pressures for China’s more than a decade long Renminbi’s dollar peg to be released.
This was widely believed to trigger the same effect on the Ringgit's dollar peg. Nearly half a
year has gone by and foreign short-term investors have yet to make their expected killing on
the exchange rate differential. Thus of late, foreign funds have been slowly exiting. Another
reason is that the American Federal Reserve has raised interest rates twelve times since
June 2004. A year and a half ago, U.S. overnight rates was only one percent compared to
Malaysia’s 2.7, but after nudging up the overnight rate by a half percentage point each time
for twelve times, a wide interest rate differential, the U.S. overnight of 4 percent to Malaysia’s

10 See Singapore’s Exchange Rate Policy. Monetary Authority of Singapore, February 2001.

1 see official announcement made by Bank Negara Malaysia on 23 March 2005 in <www.bnm.com.my/index.php?

ch=8&page=14&ac=994>

12 Technically, one cannot officially fix both exchanged rates and domestic interest rates while allowing free cross

border capital flows because speculators would quickly arbitrage on the differential between local and foreign rates.

13 see official announcement made by Bank Negara Malaysia on 23 March 2005 in <www.bnm.com.my/index.php?

ch=8&page=14&ac=831> 5



overnight of 3 percent (i.e., 100 basis points), has resulted between the Ringgit and the
dollar. In other words, foreign investors would have done much better if they had kept their
money in dollars instead of the Ringgit during this period.

Without correction, Malaysia would be considered a low-return economy characterized by
outward investments as opposed to inward investments. In fact, 2005 has been regarded as
a year of negative returns given that inflation rates have overtaken even fixed deposit rates,
resulting in conservative folks, such as pensioners, seeing their asset values in real terms
dwindling even when money was not spent. § Dr. Chan Huan Chiang

C. Penang’s Economic Performance in 2005

2005 was a volatile year in which many risk factors took a turn for the better towards the end
of the year. Major risk factors for the year include spiralling crude oil prices, the economic
effects of mounting interest rates in the US, the economic effects of the Ringgit re-pegging,
PENANG the potential increase in Malaysian interest rates and the anticipated decline of demand in the
FCONOMIC gI(_)baI S(_ami(_:onductor cy_clg. In response to the spiralling oi_I prices, the Malay_sian government

MONTHLY raised oil prices twice within 2005, once in May and once in July. As the nation absorbed the
increase in petrol and diesel prices, the CPI jumped 3.1 percent in May (its highest Y-o0-Y
gain since February 1999) and 3.7 percent y-o0-y in August. In response, Bank Negara
Malaysia raised the OPR by 30 basis points to 3.0 percent. Going forward, the inflation rate
for the nation is expected to remain high due to the cumulative effects of the increase in
energy prices and Bank Negara is expected to continue increasing interest rates to curb the
potential of cost-push inflation.

The year 2005 was also a year in which the state, through the formulation of development
and strategic plans such as the Penang Structure Plan (2006-2020), the mid-term review of
the 2nd Penang Strategic Development Plan 2001-2010 (PSDP2) and the drafting of the
Rancangan Negeri Pulau Pinang 2 - 2006-2010, was able to review the success of present
strategies employed and assess the threats and challenges which lie ahead for the Penang
economy. The review of these existing strategies and formulation of new policies presents an
opportunity for Penang to reposition and launch itself forward in terms of growth and
development amidst a local population which feels that the state has lost its vitality and

Two salientissues...  direction to harness the next era of growth.

severe shortage of

requisite labour Two salient issues which arose in the formulation and review of these plans were the severe
force and the lack of shortage of requisite labour force and the lack of attention and assistance given to local
attention and industries in operation. Suggestions and recommendations proposed to overcome these
assistance given to issues have been put forth with the submission of these reports. The ability of Penang to
local industries in move forward towards its vision of a developed state now lies in the hands of the relevant
operation. authorities and ultimately in the “execution” rate of the proposed action plans.

A competitiveness study of Penang was also carried out as part of these reviews.** In this
competitiveness study, Penang ranked at par with, if not better than most competitor cities in
terms of infrastructure provided (with the exception of transportation and traffic congestion)
and the overall cost of business. However, Penang lost out in terms of public sector delivery
services. Non-accountability and the lack of standard operating procedures apparent within
the public sector need to be addressed as these have a significant bearing on the overall
competitiveness of Penang. Investors in Penang are frustrated with the slow response rate
and cumbersome approval processes in place. These are critical success factors for Penang
given the intense competition prevalent amongst Asian countries in the bid to attract foreign
direct investments.

The first quarter of 2005 saw many Penangites coming to terms with the aftermath of the
Tsunami disaster which struck on Boxing Day of 2004. The aquaculturists, fisherfolk and the
tourism sector were the hardest hit. Millions of ringgit and tonnes of fishes which were reared
and stock-piled for Chinese New Year exports to other Asian countries were wiped out.
Brackishwater cages recorded a 43.6 percent y-o-y decline in production for the quarter. The
tsunami was an added blow to the weakened Penang tourism sector. Average hotel
occupancy rates for both beach and city hotels fell as highlighted in the later part of this
report. However, having suffered the least damage in relation to the other countries which
were affected, Penang was the first to recover in terms of infrastructure.

1 For details of this study, please refer to the May 2005, Volume 7, Issue 5 of The Penang Economic Monthly.
e oo |



Table 1: Penang 2005 Economic Performance by Sector

Quarter 1 - 2005 Quarter 2 - 2005 Quarter 3 - 2005 Annual 2005 (f)
Sectors Sector Volume Sector Volume Sector Volume Sector Volum
Share Share Share Share e
Agriculture 1.50% 79 1.48% 78 1.48% 78 1.49% 314
gL”;rr‘gif]‘g 0.85% 45 0.85% 45 0.80% 42 0.85% 179
Manufacturing 42.55% 2,228 42.57% 2,231 42.60% 2,249 42.91% 9,043
Construction 1.70% 89 1.70% 89 1.55% 82 1.67% 352
Tertiary 53.40% 2,797 53.40% 2,798 53.57% 2,828 53.08% 11,186
Sum 100% 5,237 100% 5,240 100% 5,280 100% 21,074
GDP 5.9% 4.6% 5.2% 5.2%
Source: SERI
Table 2: Penang - Sectoral Growth Rates
Y-0-Y Sectoral Growth Rate
Sectors
Quarter 1 2005 Quarter 2 2005 Quarter 3 2005 Annual 2005 (f)
Agriculture 3.76% 0.55% 0.44% 1.60%
Mining & Quarrying -5.64% -2.27% -1.08% 0.36%
Manufacturing 6.23% 5.05% 5.43% 6.33%
Construction -8.53% -1.18% 1.92% 0.85%
Tertiary 6.45% 4.73% 5.32% 4.63%
GDP 5.9% 4.6% 5.2% 5.20%
Source: SERI
Table 3: Penang - Annual GDP
| 2004 | 2005() |  2006(p)
Value (RM Million in 1987 Prices)
Agriculture 309.0 314.0 327.1
Mining & Quarrying 178.5 179.1 186.9
Manufacturing 8,504.6 9,042.9 9,580.3
Construction 349.0 351.9 360.5
Tertiary 10,690.9 11,186.1 11,799.1
Overall GRP 20,032.0 21,074.0 22,254.0
Percentage Share
Agriculture 15 15 15
Mining & Quarrying 0.9 0.9 0.8
Manufacturing 42.5 42.9 43.1
Construction 1.7 1.7 1.6
Tertiary 53.4 53.1 53.0
Percentage Growth
Agriculture 4.5 1.6 4.2
Mining & Quarrying -7.4 0.4 4.4
Manufacturing 9.6 6.3 5.9
Construction -11.1 0.9 2.4
Tertiary 5.4 4.6 55
Overall GRP 6.6 5.2 5.6
Source: SERI

S



The tertiary sector in Penang is the largest contributor to the state economy and is estimated
to contribute 53 percent towards economic growth in 2005. Tourism and ICT are the two
largest propellants of tertiary sector growth. Tourist arrivals however were slow to pick up
over the duration of the year. The Penang tourism sector faces stiff competition from newer
tourism destinations within neighbouring countries which are better marketed and managed.
Destinations such as Phuket, Bali and the Maldives overtook Penang as a tourism destination
5 to 7 years ago. According to industry sources, the Penang tourism sector matured in the
90’s and peaked in 2000. Hence, as a product, the Penang tourism sector is in the declining
stage of its life cycle. An integrated management and marketing strategy is urgently needed
in order for Penang to reposition itself as a heritage and beach destination. In the course of
the last two years, the tourism sector of Penang has undergone massive revamp and
redesign activities to achieve that aim.

The ICT sector displays much potential for Penang. Based on the Software study carried out
by SERI for the Penang State Government this year, the software industry in Penang has
PENANG seen healthy growth in the last couple of years, particularly in 2003-2004 when sales rose by
ECONOMIC 64.3 percent. Export sales made up 46 percent, 34 percent and 40 percent of total sales for
MONTHLY the years 2002, 2003 and 2004 respectively. This trend is expected to carry on for 2005.

In the last five years, there was notable expansion in k-economy related activities such as
Design & Development (D&D) and Research & Development (R&D) in Penang. The k-
economy in Penang has progressed mostly as a result of local and private sector initiatives.
Many multinational companies have invested significantly in bringing R&D and D&D based
activities to Penang. These companies have indicated that Penang is a good base for their
R&D and D&D activities because of its proximity to their manufacturing arm, the impressive
infrastructure in place and the existing skilled workforce available. However, these plans for
expansion are hindered by the limited pool of skilled workers and the complicated

... the greatest : .
9 bureaucracy involved in approval processes.

challenge that
Penang faces in
achieving k-
economy status is
the shortage of
available skilled
workers.

Thus, the greatest challenge that Penang faces in achieving k-economy status is the
shortage of available skilled workers. The 2005 Penang Industrial Survey carried out by SERI
for investPenang revealed that a high percentage of respondents across various business
sectors are predominantly OEM manufacturers involved in basic manufacturing activities.
These firms do not engage in higher value-added activities such as R&D and D&D because
of human resource and financial constraints. As a result, many of these firms operate within
an overcrowded market, opting instead for cost cutting measures as opposed to engaging in
higher value-added activities to increase the value of their goods in aim to maintain profit
margins. This gives rise to a vicious cycle because staff are usually the first to feel the impact
of cost cutting measures. Low salary increments, unattractive remuneration packages and
limited scope for training and development are typical cost cutting measures within local
businesses. By comparison, this makes working within local businesses a lot less attractive
than in MNCs. Herein lies the main reason behind the inability of SMEs to attract the
appropriately skilled talent pool.

For 2005, the full potential of the services sector in Penang has not been realised. This is due
to two main reasons: firstly, the limited human resource pool available slowing down our
transition towards a k-economy and secondly, the underperformance of the tourism sector.

The manufacturing sector registered modest growth and outperformed market expectations
for 2005. It was initially expected that for the year 2005, the manufacturing sector would be
affected by the tapering demand in the global semiconductor cycle. However, performance of
the industry gathered momentum towards the second half of 2005 on the back of rising
demand for computing, mobile, wireless and disk storage products. Therefore, after a weak
first quarter of inventory rationalisation and sluggish sales growth; the industry turned around
on the back of increased global demand. Thus E&E firms ramped up production levels after
having cleared inventory build-up in the first quarter of 2005.

2005 also heralded positive investment results for Penang. Based on PDC figures, industrial
land purchase for 2005 has reached over RM500 million, which is more than the total figure
for the years 2001 to 2004 (RM 474 million). For the period of January to September 2005,
total manufacturing investments rose by 40.4 percent y-o-y to RM2.0 billion compared to
RM1.4 billion for the same period in 2004. This year, Foreign Direct Investment represented



74.5 percent of total investment into Penang as opposed to approximately 50 percent in
2004. Given the above circumstances, we therefore expect that the manufacturing sector will
outperform the services/tertiary sector in 2005.

This year, the construction sector in Penang has been given a boost with the launching and
commencement of several large projects such as Penang Times Square, the E&O Seri
Tanjung Pinang project, the Queensbay area and the IJM project along the Jelutong
Expressway. Penang has also withessed the mushrooming of various super-condominiums
along its coastal areas. In line with these positive developments, the construction sector in
Penang is expected to register marginal growth for 2005.

Despite its relatively small contribution to the Penang state economy, the agriculture, forestry
and fishing sector deserves special mention as it is a sector which hosts a large number of
local small to medium enterprises. In recent years, this sector has demonstrated positive
growth trends in economic value generated despite challenges such as land shortage, heavy

reliance on imported raw materials and vulnerability to the forces of nature and disease. For \ §
2005 this sector is expected to register growth of 1.6 percent. &

Table 4: Comparison - Penang GDP vs National GDP fo  r 2005

Penang Malaysia

Quarter 1 2005 5.90% 6.20%
Quarter 2 2005 4.60% 4.40%
Quarter 3 2005 5.20% 5.30%
Annual 2005 5.20% 5.00%

Source: SERI, BNM

Given the above, Penang is expected to register growth of approximately 5.2 percent for the
year 2005. § Poh Heem Heem

D. Performance of Major Economic Sectors
I. Agriculture

The main focus for agriculture in Penang is in the Seberang Prai Utara area under the
Seberang Perai Agriculture Masterplan mooted by our Prime Minister. Up to RM17 million
has been invested by the Federal Government to bring about more downstream value-added
agro-based activities and industries in the area. This covers a variety of activities ranging
from padi planting, fish rearing, animal husbandry and food processing.

Several aggressive initiatives have been undertaken by various departments as a result of
the Seberang Perai Agriculture Masterplan and the directive by the Prime Minister to make
Seberang Prai Utara an active agriculture-producing center.

For 2005, the Department of Fisheries has been focusing on several projects worth RM6.57
mil. These projects include downstream activities other than production such as establishing
prawn, marine and freshwater fish hatcheries, reactivating ponds in Sg. Chenaam in
Seberang Prai Selatan to rear chanos-chanos, a bait fish for the tuna industry, establishing
the Ornamental Fish and Aquatic Plants Industry in Kepala Batas, Mengkuang and the
Northeast district, establishing fish processing plants and market development for our local
aquaculture products.

For crop agriculture, the “Ten-Ton Padi Project” implemented by the Integrated Agriculture
Development Project (IADP) under the initiation of the Ministry of Agriculture aims to boost
padi yields up to 10 tonnes per hectare and to increase the livelihood of padi farmers. To
date, this project has been implemented in Seberang Perai Utara (SPU) and in Seberang
Perai Tengah (SPT) and has paid off to a certain extent. Average padi yields have been
steadily increasing from 4.87 tonnes per hectare before the project to over 5 tonnes per
hectare. It will take sometime before the target of 10 tonnes per hectare is met due to
continuous improvement of infrastructure, susceptibility to pests, diseases and natural
disasters as well as the human factor in slow adoption of technology. 9



Chart 2: Padi Yields of Phase 1 (Ton / Ha)
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To increase the attractiveness of farming as a livelihood, the rearing of poultry and fishes in
the padi fields and canals have been introduced by the IADP. These supplementary activities
are targeted at increasing the household income of padi farmers. To further complement
efforts to increase the farmers’ income from downstream activities, the State Agriculture
Department has organized development projects such as the cultivation of other economic
crops, processing of agro-based products, food based industries, direct selling of agro-
products and development of farmer groups in 2005 costing approximately RM2.3 million.

In the animal husbandry sector, the production of pork, chicken and eggs continue to
dominate the livestock commodities sector. The avian flu outbreak has affected chicken
prices despite an increase in production. The table below highlights this noticeable drop in
value for the year 2004 as compared to 2003. This drop in value is primarily due to export
ban of chicken meat to other countries especially Singapore. The production of chicken meat
is forecasted to be slightly lower for the year 2006 as avian flu continues to spread to other
countries in the region.

Table 5: Production of Livestock Commodities 2001-2 006 (‘000 metric tons)

Commodity 2001 2002 2003 2004 2005 | 2006 (1)
Beef 217 2.20 2.30 2.30 2.50 2.50

Goat Meat 0.001 0.001 0.001 0.001 0.001 0.045
Chicken 56.39 58.70 64.00 65.11 68.37 67.00
Pork 24.02 24.44 24.69 24.93 29.21 24.02
Eggs (Million) 42.21 42.21 35.36 33.41 32.41 32.99
:\i/tlrlg(nglmon 0.26 0.23 0.28 0.25 0.29 0.26

Source: Dept of Veterinary Services, Penang

Table 6: Value of Livestock Commodities 2001-2006 ( RM mil)

Commodity 2001 2002 2003 2004 2005
Beef 13.07 12.02 11.98 10.79 11.39
Goat Meat 0.49 0.34 0.35 0.26 0.25
Chicken 223.99 233.31 355.17 230.10 235.10
Pork 103.13 110.87 108.40 99.06 100.50
Eqgs (Million) 53.97 59.53 71.68 75.39 75.00
l'\i’t':g‘sg'\"i“io” 0.34 0.34 0.34 0.34 0.30
Total 396.00 417.20 548.08 418.48 422.54

10
Source: Dept of Veterinary Services, Penang



The occurrence of the avian flu worldwide is expected to affect the poultry export market. In
addition to Singapore, Japan has also stopped importing duck meat from Penang as a
precautionary measure. The Veterinary Department continues to keep very strict surveillance
on bird life including checking the nests of migratory birds for signs of the avian flu. The
Federal Government is very sensitive to this issue and has several contingency plans such as
vaccination, culling and banning the movement of chicken from one area to another should
there be an occurrence of avian flu.

Pig farming in Penang continues to be a lucrative business it remains the second highest
income earner after chicken raking in about RM100 million in for this year. The outbreak of
the Foot and Mouth Disease (FMD) on pigs and cattle at 25 farms in Seberang Prai Selatan in
early November affected prices and production of pork. This disease is, however, reported to
be under control with no further incidences. The temporary ban on the movement of animals
outside the State as well as out of the country may be lifted by the end of the year. The State
Government is in process of considering an area for a Pig Farming Area (PFA), to house all
pig farming activities. The PFA will have an integrated system that incorporates a feed mill,
veterinary services, abattoir, effluent treatment, biogas production and a management center.
It will be carried out in an environmentally friendly manner is a single self contained facility.

Swiftlet rearing for edible birds’ nest is also increasing in popularity in Penang especially in
places like Nibong Tebal. Penang’s contribution to the market is presently very small
compared to other states like Perak. About half of Malaysia’s products are consumed locally
whilst the rest of it is exported mainly to Singapore and Hong Kong. A kilogramme of white
birds’ nests cost between RM1,000 — RM6,000 depending on the quality.

Table 7: Production and Value of Marine/Capture Fis  heries 2001-2005

Capture 2001 2002 2003 2004 2005e
Fisheries
Production 35,069 31,994 32,207 30,761 31,808.62
(Metric Tons)
Value (RM) 139,269,296 | 130,100,830 | 147,482,780 | 121,476,265 | 120,599,887.27

Source: Department of Fisheries, Penang

The Department of Fisheries has estimated the amount of capture fisheries to hover around
31,000 metric tons for the year 2005 despite the tsunami effects in late 2004. The total value
for marine fisheries slid in 2005 due to a drop in consumption demand just after the tsunami
incident.

Table 8: Production and Value of Aquaculture 2001-2 005
Aquaculture 2001 2002 2003 2004 2005
Production 14,672 12,482 13,329 11,956 11,836
(Metric Tons)
Value (RM) 50,661,196 55,724,971 67,366,789 65,394,088 64,992,953

Source: Department of Fisheries, Penang

The estimate for aquaculture production and value for 2005 is also expected to be lower than
that of 2004. According the Fisheries Department, the production was affected by the tsunami
as aquaculturists took time to repair and rebuild their infrastructures. Due to this process,
production itself was delayed by 6 to 8 months as new fish fries need to mature to marketable
size.

The ornamental fish industry has also benefited from the Masterplan. For a start, 14 rearers
from various areas have been provided with aid for building ponds, tanks and other apparatus
in a bid to boost production levels. The Discus fish seems to be the main type of aquarium fish
cultivated and it takes a lion’s share of up to 90 percent of the production. A collecting centre
for Discus will be established to buy the products of rearers for the export market.

S

...estimate for
aquaculture
production and
value for 2005 is

also expected to be

lower than that of
2004.
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The primary sector
must evolve into one
that is infused with
technology, has a
steeper learning
curve and capable of
generating higher
value-add ... to re-
attract the younger
and higher educated
workforce back into
the sector.
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The occurrence of the tsunami on 26 December 2004 has impacted the local fisheries sector
and caused losses up to RM8.81 million involving over 2,777 fisherfolk. The tsunami disaster
has affected both the capture fisheries especially inshore fishing and the aquaculture sub-
sectors and its impact was of economic significance. However, it was reported that 90
percent of the aqua culturists have resumed operations. Victims of the tsunami faced
challenges like applying for loans and waiting for aid to come in. Some spare parts of
damaged equipment and boats have to be obtained from Thailand and delivery was late as
the Thais were unable to cope with demands and top priority was also given to their own
fishermen.

Challenges

Apart from the obvious land shortage issue, other challenges faced by the agriculture sector
in 2005 include the rising costs of inputs such as fuel, fertilizers, pesticides and labour.
Furthermore, as industrialisation takes place, the agriculture sector loses favour in terms of
employment options. The primary sector must evolve into one that is infused with technology,
has a steeper learning curve and capable of generating higher value-add in order to re-attract
the younger and higher educated workforce back into the sector. The Department of
Agriculture has indicated that the adoption rate of new technology by farmers is less than
satisfactory due to laggards and the lack of younger farmers who are willing to continue
agriculture activities of the older generation.

Prospects

The prospects for agriculture in general look brighter for 2006. Up to double the amount of
funds for 2005 has been allocated to boost agriculture production under the “Balance of
Trade” policy by the Ministry of Agriculture in its effort to minimize the multibillion-import bill
on food imports. The Ministry of Agriculture has agreed to maintain the existing agriculture
areas especially the padi growing areas in Penang. Zoning for food crops will be undertaken
and food processing activities will be greatly encouraged in the coming years. In line with
recent developments, officers interviewed expressed optimism for agriculture sector growth in
2006 as these plan take off.

In response to the call by the Prime Minister to make Kepala Batas a model for agro-based
industries, several food processing activities that have been identified for SMIs have started
and are aimed at the northern market. Several rice farmers have also successfully cultivated
the red tilapia, which is a fish of good quality and has a good market. The fish can be sold
fresh or processed as a value-added product (pekasam) to generate higher income for
farmers in the area. Some RM4 million of the special allocation for the 2004-2005 period is for
fish production alone.

In the promotion of agrotourism, MPSP will upgrade the Air Itam Dalam Forest Park in SPU.
The Park will be promoted as a nature park to both local and foreign visitors. The Malaysian
Nature Society (MNS) has volunteered to aid in the development of the Park.

Penang has its fair share of agro-based industries. There are approximately 60 agro-based
food-processing entities in the State of Penang. Penang shows a strong export presence for
the marine food sector compared to the livestock and crop sub-sectors, which are mainly for
local consumption. Interviews with marine product industrialists revealed that Penang is the
major export point for marine products in the country. For the next following years, Penang
should hinge on the strength of its food processing industry particularly the marine products
sector, which has gained reputation for quality. The next step is for these manufacturers to
obtain “halal” certification if it wishes to get a bigger proportion of the market share. The
Government needs to provide assistance in terms of financial aid, and in terms of marketing
to enable market penetration of the Europe and the Middle East.

The fisheries and livestock industry continue to rake in the highest income for the agriculture
sector. Actual figures of production and value including those of the downstream activities
such as food processing are not captured under the primary production sector. Downstream
activities are considered manufacturing activities. In this sense, the agriculture sector is
confined to primary production only. 8 Khor Hung Teik



ii. Manufacturing

This year, the manufacturing sector is expected to grow by 6.3 percent y-o-y. On the national
front, according to the Economic Report 2005/2006, the manufacturing sector is expected to
register 4.8 percent growth.

The electrical and electronics (E&E) sector accounts for approximately half of overseas sales.
In 2005, the exports of electrical and electronics goods, including semiconductors, registered a
6.6 percent gain in September nationwide. In Penang, semiconductor sales are expected to
rise by 5 to 6 percent this year. Demand for E&E products such as such semiconductors, disk
drives, consumer electronics and personal computers picked up towards the second half of
the year, fuelled by a sharp rebound in consumer confidence.

The steel (basic steel and fabricated steel) industry is the second biggest manufacturing sub-

sector in Penang in terms of paid-up capital.*® In 2005, most companies reported lower profits

or losses due to the fall in demand and the fall in price of steel. The underlying reason for this \

loss is the cost of raw material, namely steel. Steel prices have been fluctuating since 2004. ﬁ

By September 2005 prices had crumbled by 30 percent as compared to the peak registered in

March 2005. Prices are predicted to remain weak for 1H 2006. As a result, many companies

which bought steel at high prices are compelled to liquidate their stocks this year at prevailing  Going forward, steel

low prices, hence suffering low profit margin or losses. Going forward, steel makers will be  makers will be

facing tough competition locally and abroad, especially since China has recently become a net  facing tough

exporter of steel instead of a net importer. Hence, the export of Malaysia's steel abroad may competition locally

be negatively affected due to cheaper steel from China flooding the market. However, there is  and abroad,

still a glimmer of hope for the industry - with the advent of new construction projects under the  especially since

9th Malaysian Plan, demand for steel may indeed climb again. China has recently
become a net

The pulp and paper sub-sector is another significant contributor towards the Penang exporter of steel

manufacturing sector. The pulp and paper industry is divided into 4 categories - manufactured instead of a net

pulp, paper & paperboard; containers, boxes & paperboard; pulp, paper & paperboard articles;  importer.

and printing, publishing & allied industries. Pulp prices in 2005 have stabilized after a strong

surge in 2004 while newsprint prices continue to rise in 2005. Larger companies with

integrated mills may be able to pass the rising cost in raw material and production process to

customers as they are able to reflect the rise in pulp (raw material) prices in the their final

product, for instance a corrugated carton box. On the other hand, packaging companies which

use corrugated carton boxes as raw material will face difficulty in increasing the price of their

final product, for instance; custom-made packaging boxes; hence they may have to suffer

narrower profit margins. In any case, the long-term prospects of the pulp and paper industry is

positive as the country has vast source of raw materials and biomass products that can be

made into pulp. Furthermore, the Asia-Pacific region is the fastest-growing consumer of paper

and paper products and by 2013, it is expected to account for 50 percent of total global

consumption. The United Nations Food and Agriculture Organisation predicted that worldwide

demand for paper and paperboard will increase 3.1 percent annually to 2010.

SME Development

SMEs in Penang, particularly those involved in manufacturing activities, continue to be under
pressure from competitors in emerging Asian countries especially China. The cheaper
manufactured products from China have rendered locally produced ones uncompetitive and
the SME manufacturers are at a loss. The only strategy for survival is to cut costs.
Furthermore, SMEs are generally characterized by low levels of technological capabilities due
to inadequate capital investment and insignificant amounts of Research and Development
acivities. These factors prevent them from evolving into firms capable of higher value-added
activities.

Nevertheless, with the advent of SME Bank which was recently established in Oct 2005,
SMEs now have a venue to seek financial and advisory help. In addition to financial
assistance, part of the SME Bank mandate is also to encourage SMEs to venture into
overseas market. Currently, most SME are domestic market oriented, as reported by SMIDEC
in 2003). In addition, MATRADE has a scheme to sponsor marketing activities of SME, known
as the Market Development Grant (MDG). The grant objective is to provide a matching grant
to assist SME in undertaking activities for the development of export markets.

15 Annual Survey of The Manufacturing Industries in PDC Industrial Area, Jan — June 2004 13



It is also part of the SME Bank’s mandate to encourage SMEs to embrace ICT in order to
increase business effectiveness and increase cost savings. According to the 2003 SME
Performance Report by SMIDEC, only 10 percent of SMEs used enterprise resource planning
(ERP) and a further 10.1 percent used customer relationship software in Malaysia. In order to
increase the usage of ICT amongst SMEs, SMIDEC offers soft loans which used to be known
as ICT grants. According to SMIDEC, the number of applicants is still very low. Other
initiative includes encouraging SMEs to use RosettaNet - a common-message standard for
global supply chain management. As e-procurement becomes more common, companies
which do not embrace e-procurement may be left out of the supply chain.

The Global Semiconductor Industry

Due to the high proportion of E&E exports (i.e. greater than 50 percent of total Malaysian
exports), the performance of the global semiconductor industry has great bearing on the
performance of the local semiconductor market. According to the Semiconductor Industry
Association (SIA), semiconductor sales in Q3 '05 rose by 8.9 percent g-0-q to USD58.7 hillion
compared to USD55.6 billion in Q2 '05. Global chip sales increased by 5.6 percent y-o-y from
USD18.5 billion in Sept '04 to USD19.6 billion in Sept ‘05. Semiconductor sales for the first
nine months of 2005 totalled USD167.6 billion, an increase of 6.1 percent from the first nine
months of 2004. SIA is confident that total sales for 2005 will reach the targeted sales level of
$226 bhillion, an increase of 6 percent y-o-y.

PENANG
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Despite concerns that rising energy prices and declining consumer confidence may impact
sales of electronic products, semiconductor sales to date remain strong. Demand for chips
used in a wide array of consumer products accounted for much of the September increase.
Third quarter personal computer unit sales continued to surpass expectations, increasing by
17 percent over the same period of 2004, while unit sales of cell phones increased by 25
percent from the third quarter of 2004. Sales of consumer electronics continue to be strong
during the period.

The Industrial Production Index (IPI)

The IPI is the measure of the rate of change in the production of industrial commodities in
real terms over time. IPI in the third quarter rose by 3.2 percent y-0-y, an improvement over
the 2.3 percentage increase y-0-y charted in the second quarter. The IPI for the
manufacturing sector expanded by 2.9 percent y-o0-y in line with the positive changes attained
by the indices of the electricity sector (6.4 percent) and the mining sector (2.7 percent).
Outlook for the manufacturing sector is bright given the expectation of better performance in
the E&E sector going forward.

The IPI for the
manufacturing
sector expanded by
2.9 percent y-o0-y...

Manufacturing Projects in Penang
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Table 9: Approved Manufacturing Project (1995 — Sep  tember 2005)

Total Investments
Potential Domestic Foreign Total Capital
Number Employment Investment Investment Investment
Created (RM) (RM) (RM)
1995 89 13,779 966,038,566 640,612,977 1,606,651,543
1996 97 11,993 | 1,093,416,444 2,091,981,529 3,185,397,973
1997 90 9,736 | 1,030,768,091 418,289,617 1,449,057,708
1998 104 10,911 | 1,410,622,094 1,274,664,882 2,685,286,976
1999 95 14,928 180,805,342 4,596,996,721 4,777,802,063
2000 132 15,327 895,120,171 3,564,480,971 4,459,601,142
2001 124 14,630 259,528,810 3,5677,722,423 3,837,251,233
2002 110 13,487 411,357,967 1,986,962,688 2,398,320,656
2003 137 9,890 467,169,243 1,455,816,959 1,922,986,202
2004 144 9,235 | 1,014,409,409 1,015,738,016 2,030,147,425
CAGR 2000-2004 2.2 -11.9 3.2 -26.9 -17.9
2004 (Jan—Sept)* 102 6,801 532,255,951 873,120,165 1,405,376,116
2005 (Jan—Sept)* 106 14,018 503,567,954 1,467,729,254 1,971,297,208
ggﬁfﬁt&?iy) 3.9 106.1 5.4 68.1 40.3
Source: MIDA

* Data as at September. Data is subject to adjustments and revisions by MIDA.




In the period of January to September 2005, the total manufacturing investment rose by
40.4 percent y-0-y to RM2.0 billion compared to RM1.4 billion in the same period last year.
The growth rate of capital investment for 2005 is expected to exceed last year's figure of 5.6
percent y-o0-y. In 2004, the ratio of domestic and foreign investment was near 50:50. However,
this year round, year-to-date, FDI represented 74.5 percent of total investment.

Chart 3: Capital Investment by Sector (Jan-July 200  5)
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Table 10: Top 5 Sub-Sectors Within the Manufacturin g Sector

Top 5 Sub-Sectors in 2004 Top 5 Sub-Sectors in Jan-July 2005
Percentage of Percentage of
Sub-Sector Total Sub-Sector Total
Investment Investment

Electrical & Electronic 62.0 Electrical & Electronic 60.0

Machinery Manufacturing 6.9 Plastic Products 21.6

Food Manufacturing 6.8 Machinery Manufacturing 5.2

Chemicals & Chemical 6.4 Fabricated Metal Products 3.4
Products

Fabricated Metal 6.3 Basic Metal Products 3.3
Products

Source: MIDA

The E&E sector continues to be the main recipient of investments, cementing its position as
the main manufacturing sub-sector in Penang (Chart 3). The top five sub-sectors in terms of
investments in the period of Jan to July 2005 are E&E, plastic products, machinery
manufacturing, fabricated metal products and basic metal products. Compared to the top five
sub-sectors in 2004, two sub-sectors that were dropped from the list this year were food
manufacturing and chemicals & chemical products while the two new entrants in 2005 were

plastic products and basic metal products (Table 10). 15



Table 11: Foreign Investment By Country (Jan-July 2 005)
Country No. Employment e (Ig\lcle)stment Peré:ﬁg:gge
Netherlands 3 6,247 210 38.8
USA 2 1,696 97 18.0
Japan 4 213 67 12.3
Canada 1 38 39 7.2
Singapore 5 888 37 6.9
Taiwan 6 328 31 5.7
Cayman Islands 1 56 28 5.3
Others 7 298 16 3.0
EPCEONN%ﬂg Australia 2 16 9 1.6
MONTHLY Bermuda 1 19 3 0.5
e British Virgin Islands 2 3 2 0.4
Korea, Rep. 1 0 1 0.3
United Kingdom 1 3 0 0.1
China 1 53 0 0.0
Total 37 9,858 541 100.0
Source: MIDA
Chart 4: Total Capital Investment by Area (Jan-July ~ 2005)
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Table 12: Investment in Penang and Malaysia (Jan -  Sept 2005)

Malaysia Penang Percentage share
Number 761 106 13.9
Potential Employment 84,540 14,018 16.6
Total Capital Investment (RM million) 19,904 1,971 9.9
Domestic 9,510 504 5.3
Foreign 10,394 1,468 14.1

Source: MIDA

Table 13: Top 7 State in Terms of Investment Approv  ed in 2004 and 2005

Top 7 States in 2004 Top 7 States in 2005 (Jan —Jun)
States | Investment Perc?'gttzglge o States | Mvestment Perc?rr:)ttz?e o W
Rl il Investment R il Investment &
Selangor 6,050.3 21.0 Johor 4,289 33.1
Sarawak 5,901.2 20.5 Selangor 3,408 26.3
Kedah 5,245.4 18.2 Pahang 1,990 15.3
Johor 3,987.1 13.9 Penang 828 6.4
Penang 2,030.3 7.1 Sabah 545 4.2
Perak 1,316.0 4.6 Malacca 381 2.9
Malacca 1,194.1 4.1 Sarawak 372 2.9

Source: MIDA

Total capital investment in Penang accounted for 9.9 percent of total investment for the nation.
FDI in Penang represented 14.1 percent of total FDI for the nation. However, in terms of
employment generated, employment in Penang was 16.6 percent of total employment in
Malaysia. Penang is the 4th biggest receiver of total capital investment in January to June
2005, rising from the 5th position in 2004.

Issues & Challenges

The challenges of the manufacturing sector have been constantly discussed but we have yet
to see significant improvements in the shortcomings. To recap, some of the main challenges
of the manufacturing sector in Penang are:

1. Shortage of skilled manpower to move the sector up the value chain Penang has a long
2. Infrastructure problems such as poor transportation system way to go when

3. Low usage of ICT especially amongst SMEs compared to...

4. Competitiveness issues such as inefficiency within the public sector delivery system, Singapore, Taiwan

burdensome process and procedures by the government, rising cost of doing business and  and Hong Kong in
lack of incentives for R&D or D&D. terms of technology
and manpower

Future growth of the manufacturing sector hinges on its ability to withstand competition, lower  capabilities

its rising costs and further enhance production of its current E&E products through innovation

and ICT implementation. Competition from low cost manufacturers like China is a great

challenge to the local industry. Penang has expressed intention to concentrate more on value-

added activities instead of manufacturing (like Taiwan) but with our acute shortage of skilled

manpower this intention may not materialise. Penang has a long way to go when compared to

countries like Singapore, Taiwan and Hong Kong in terms of technology and manpower

capabilities.

On a brighter note, the state government through investPenang is actively promoting Penang
as foreign investment location. The fact that up till Sept 2005, FDI has expanded impressively
by 68.1 percent y-0-y is testimony that Penang is still an attractive spot for investment. The
state government is looking to attract investment in the biotech and pharmaceutical sectors as 17



these two areas have been identified as a viable source of growth for Penang going forward.
With focused efforts on the part of the government and greater cooperation between the
public and private sector, we believe that Penang will continue to move forward. After all,
Malaysia has been well-ranked by many international organizations, for instance, in the
Growth Competitiveness Index, our rankings rose from 31 to 24 and Malaysia remained the
third most attractive location in terms of outsourcing by AT Kearney.

2006 Outlook

With the expectation of stable global growth, especially in the US and Japan, there is
encouraging demand for Malaysian exports come 2006. As always, the E&E sub-sector is
expected to be the mainstay of the manufacturing sector. The sales of E&E products
generally mirror the expectations of SIA - SIA predicted that sales will expand by about 7
percent in 2006 and therefore, we have reason to believe that the E&E sector for Penang will
continue to expand next year. Nevertheless, we do not rule out uncertainties such as natural
PENANG disasters, epidemip diseases like the avian flu, and possible military conflicts by 'Fhe us With
ECONOMIC other countries which may thwart the expected course of growth. Other more predictable risks
include the eventual unwinding of the huge US current account deficit and the impact on
asset prices and economic growth on the whole and big movements in the prices of oil.

§ EI'millian Chew Saint Fey
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ii. Tertiary Sectors
Tourism

The tourism sector was badly affected by the tsunami tragedy in terms of hotel occupancy
rates, tourist arrivals and the performance of tourism related businesses during the 1st
quarter of 2005. Nonetheless, signs of recovery have been observed in the second and third
quarter. Chart 5 below highlights the gradual increase in the estimated total visitor arrivals to
Penang from January to September 2005.

Chart 5: Monthly Estimated Visitor Arrivals to Pen ang, January — September 2005
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Source: Monthly Estimated Visitor Survey 2005, SERI

Estimated Revenue of Penang Tourism Sector

Based on the findings of Visitor Profile Survey conducted by SERI for the Penang State

Government in the third quarter of 2005, it is estimated that the average revenue generated

by the tourism sector toward the Penang economy is approximately RM895 million for the first

nine months of 2005. Using the simple extrapolation method, we can assume that the tourism

sector is capable of generating revenue of approximately RM21.2billion for 2005. This amounts

to 6 percent of total Penang GDP for 2005 and makes up for 11 percent of tertiary sector
18 growth contribution.



Table 14: Estimated Revenue of Penang Tourism Secto

r, January — September 2005

Estimated Total Average Dail Estimated Tourism
Visitor Arrivals to 9 y Revenue
L Expenditure per i
Penang (in million) visitor (RM) (RM million),
Jan—Sept 2005 Jan-Sep 2005
Domestic Visitors 1.12 400 448.00
International Visitors 0.69 648 44712
Total 1.81 895.12
Source: SERI

Average Occupancy Rate (AOR) of Hotels

Table 15 illustrates the average occupancy rates for beach and city hotels in Penang. The
impact of the tsunami was greatest in Quarter 1 2005. Beach hotels bore the brunt of this fall.
In Quarter 2, the AOR gradually improved with the recovery of most city hotels. Unfortunately,
many beach hotels recorded AOR well below the 50 percent mark for the second quarter of
the year. The situation started to improve in Quarter 3 with the influx of Middle East visitors
who tend to favour beach hotels over city hotels. The AOR of beach hotels jumped nearly 20
percent from Quarter 2 to reach 67.2 percent in Quarter 3. City hotels also experienced a high
occupancy rate in Quarter 3.

S

Table 15: Penang: Average Hotel Occupancy Rate (%)

Beach Hotels City Hotels Total
Month 2003 2004 2005 2003 2004 2005 2003 2004 2005
Quarter 1 48.6 58.3 49.9 50.3 57.8 52.7 49.6 58.0 51.8
Quarter 2 31.8 54.5 48.7 43.7 59.3 58.7 38.8 57.2 55.5
Quarter 3 51.7 74.2 67.2 55.8 62.1 68.5 54.1 67.8 68.0
Quarter 4 55.4 56.6 58.3 62.6 57.1 60.2
Overall 46.7 60.5 51.9 60.0 49.8 60.2

Source: PDC Consultancy Sdn Bhd (Jan-Jun 2004 data), SERI (Jul-Dec 2004 & Jan-Sep 2005 data)

Market Mix
Table 16 shows the market mix for visitor arrivals in Jan-Sept 2004 and Jan-Sept 2005.
Table 16: Market Mix, January - September, 2004 & 2 005

Country Jan - Sept 2004 (in %) Jan - Sept 2005 (in %)
Malaysia (Domestic) 55.4 61.0
Middle East 6.1 6.8
United Kingdom 6.5 3.9
Singapore 4.7 3.9
Japan 4.0 3.0
Australia 3.7 2.9
Indonesia 4.2 2.8
Taiwan 1.3 2.2
USA 1.4 1.9
Thailand 1.8 1.6
Mainland China 1.7 15
Hong Kong 1.6 1.2
South Korea 0.8 1.0
Netherlands 1.4 1.0
Others 5.4 5.3
TOTAL 100.0 100.0
Source: PDC Consultancy Sdn Bhd (Jan-Jun 2004 data), SERI (Jul-Dec 2004 & Jan-Sep 2005 data) 19

Note: The market share may increase in percentage but not in absolute number.
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... a number of
repeat British
visitors have
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retain and attract
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Chart 6: Market Mix, January — September 2005
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Domestic visitors form the largest proportion of tourists in Penang. This has been the trend
for the past few years. Based on data gathered for the first three quarters of 2005, domestic
visitors made up for approximately 62 percent of the total market share .

In terms of international visitors, the Middle East, United Kingdom, Singapore, Japan and
Australia were the top five markets for Penang. These markets registered for more than 50
percent of total international arrivals for the first three quarters of 2005.

Middle East visitors, particularly from Saudi Arabia and United Arab Emirates, have emerged
as the top visitor market from January to September 2005. The third quarter was the peak
travel season for Arabs as they flee from the hot summer in their countries. Nevertheless,
market sources disclosed that Penang has faced stiff competition within. Quite a substantial
number of Arab tourists have been drawn to Kuala Lumpur and Langkawi; Langkawi for the
better beaches and Kuala Lumpur for the better shopping. Australia is another strong
contender that has pulled this category of visitors away.

Visitors from the United Kingdom ranked second among international arrivals to Penang for
the period of the survey. Penang should strengthen the efforts to draw and regain more
British visitors, by capitalizing on the current twice weekly London-Penang direct flight by
Malaysia Airlines. As indicated by a budget hotelier, many British visitors enjoy the heritage
facets of the State and are emotionally tied to the historical linkages between Penang and
Britain. Nonetheless, a number of repeat British visitors have highlighted that Penang lacks
new and interesting tourism products to retain and attract them in future. Industry sources
have also confirmed that the temporary closure of the five-star Rasa Sayang Beach Resort
for upgrading and refurbishment has resulted in a significant drop of British visitors into
Penang.

Another important group of international tourists are the Singaporeans. Singaporeans
accounted for nearly 4 percent of the total visitor arrivals to Penang in the first nine months.
The market share of Japanese visitors fell in the first nine months of 2005 as compared to the
corresponding period last year as a result of the lack of direct flights, the lack of attractive
tourism products and lingering negative impressions after their previous visit. The market
share of Australian visitors to Penang has also contracted from 3.7 percent (Jan-Sept 2004)



to 2.9 percent in the same period of this year. Tour operators indicated that Penang has lost
out to Bali due to proximity, traveling cost, abundance of sandy beaches and ideal surfing
spots. Furthermore, numerous Australian-owned pubs & restaurants in Bali have made the
Australian holiday makers feel at home.

The medical / healthcare and tertiary education sectors in Penang have managed to attract
substantial number of Indonesians. With the easy access of daily direct flights from Medan to
Penang by several airlines, namely Adam Air, Lion Air, and Jatayu Airlines, Penang stands
great advantage in further developing these two niche sectors in order to tap the vast potential
of our neighbouring market.

In January to September of this year, American visitors have accounted for bigger market
share compared to the same period last year. This improvement could be a positive sign of
renewed travel confidence among American visitors to the region. The East Asian markets,
namely Taiwan, Mainland China, Hong Kong and South Korea have recorded market share of

2.2 percent, 1.5 percent, 1.2 percent, and 1.0 percent respectively in January — September
2005. In many cases this is an improvement from the previous year. Thus, efforts should be §\w §
further intensified to tap these markets, especially with the availability of air accessibility from ﬁ
Taipei, Xiamen, Canton, Kunming, Hong Kong and Incheon.

Penang stands great
Main Purpose of Visit to Penang advantage in further
developing the
medical / healthcare
and tertiary
education sectors in
order to tap the vast
potential of our
neighbouring

As illustrated in Table 17, most of the international visitors choose Penang for leisure / holiday
purpose.’® Most Indonesians visit for medical / healthcare purposes, while Indians and
Singaporeans come here to visit their family, relatives and friends. Quite a number of visitors
from Thailand, South Korea, and China come to Penang for educational purposes. An
interesting finding of the survey was that almost a quarter of Chinese respondents, 15 percent
of Germans, and 12 percent of Hong Kong guests indicated that their presence in Penang

were for meeting / incentive / conference / exhibition (MICE) activities.

market.
Table 17: Main Purpose of Visit to Penang by Countr  ies (By Percentage)
Vi_siting _ Meeti_ng/
Leisure Business frlegds Religious ?Aﬁiﬁﬁ: Education Cl(r;r(]:fi Tgxi/e/ Others
relatives Exhibition

Australia 84.3% 5.7% 3.8% 0.0% 0.6% 2.5% 3.1% 0.0%
Hong Kong | 56.1% 9.8% 17.1% 0.0% 2.4% 2.4% 12.2% 0.0%
Indonesia 26.8% | 21.4% 12.5% 0.0% 33.9% 5.4% 0.0% 0.0%
Japan 79.7% 10.2% 5.1% 0.0% 0.0% 0.0% 5.1% 0.0%
paniand 37.8% | 162% | 81% | 00% | 0.0% 13.5% 243% | 0.0%
Netherlands | 82.2% 2.7% 6.8% 0.0% 0.0% 4.1% 2.7% 1.4%
Singapore 46.4% 10.1% 34.8% 0.0% 0.0% 4.3% 4.3% 0.0%
Saudi Arabia | 94.9% 2.5% 0.6% 0.0% 0.0% 0.6% 1.3% 0.0%
Taiwan 53.8% 7.7% 23.1% 5.1% 0.0% 0.0% 7.7% 2.6%
Thailand 35.0% 15.0% 25.0% 7.5% 0.0% 15.0% 2.5% 0.0%
nied Adb 1 9179 | s0% | 00% | 00% | 00% 3.3% 0.0% 0.0%
United 95.8% | 0.7% 0.7% 0.0% 0.7% 1.4% 0.7% 0.0%
Kingdom
USA 78.3% 2.9% 8.7% 0.0% 0.0% 4.3% 5.8% 0.0%
Germany 53.8% 7.7% 23.1% 0.0% 0.0% 0.0% 15.4% 0.0%
South Korea | 61.9% 9.5% 9.5% 0.0% 0.0% 14.3% 4.8% 0.0%
India 357% | 21.4% 35.7% 0.0% 0.0% 7.1% 0.0% 0.0%
Others 76.7% 6.2% 7.8% 0.0% 0.0% 7.8% 0.8% 0.8%

Source: Visitor Profile Survey, July — September 2005, by SERI
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Table 18: Summary of Top Three Attractions For Sele

cted Markets

Top 3 Attractions For Selected Markets
First Second Third
Countries - - -
Type of Attraction % Type of Attraction % Type of Attraction %
Saudi Beaches 53.5 Shoppin 47.8 Cultures / customs 38.2
Arabia ’ PPing ) ’
United Arab Architecture / .
Emirates Heritage Buildings 51.7 Beaches 50.0 Shopping 40.0
(i) Architecture /
United Local cuisine / Heritage buildings
Kingdom Beaches 48.3 hawker food 35.0 (i) Cultures/ 34.3
customs
PENANG Singapore Lr?;\?vlkg:lfscl)gzl 65.2 Shopping 37.7 Beaches 34.8
ECONOMIC Architecture /
MONTHLY Japan Cultures / customs | 47.5 Beaches 44.1 Heritage buildings 42.4
Australia Archltectgrg / 447 Cultures / customs 43.4 Beaches 415
Heritage buildings
(i) Local cuisine /
. . hawker food P
Indonesia Shopping 33.9 (i) Healthcare 32.1 Nightlife 30.4
facilities
. (i) Shopping (i) Architecture /
Taiwan Local cuisine / 43.6 | (ii) Cultures/ 41.0 | Heritage buildings 30.8
hawker food LS
customs (i) Nightlife
(i) Architecture /
USA Beaches 47.8 Cultures / customs 42.0 | Heritage Buildings 31.9
(i) Nightlife
(i) Cultures/
Hong Kong (i) Elcj)ig)lrgjisine/ 43.9 Beaches 36.6 Shopping 31.7
hawker food
Ma_lnland Beaches 40.5 Cultures / customs 32.4 Local cuisine / 29.7
China hawker food
(i) Local cuisine / (i) Architecture /
Thailand hawker food 45.0 Nightlife 30.0 | Heritage Buildings 20.0
(ii) Shopping (i) Beaches
Netherlands | Cultures / customs 53.4 A_rchltectgre_ / 46.6 Beaches 35.6
Heritage Buildings
(i) Beaches (i) Architecture /
South Korea (it) Shoppin 47.6 Cultures / customs 38.1 Heritage Buildings | 33.3
pping (ii) Arts / Crafts
... the strengths of _ _
the island lie within g)ef\{;ggegwlfde, rfgs
. . i uildi
the multi-ethnic (i) Beaches (i) Cultures /
facetS_Of its people, India Shopping 57.1 | (ii) Religious 35.7 customs 28.6
its various types of Buildings (iii) Local cuisine /
local cuisines and hawker food
the beauty of its (iv) Nightlife
beaches. () Cultures /
customs Architecture /
Germany (i) Religious 46.2 Heritage Buildings 38.5 Arts / Crafts 30.8
Buildings
Source: Visitor Profile Survey, July — September 2005, by SERI
Outlook for the Tourism Industry of Penang
To rejuvenate itself as a tourism destination, Penang must emphasize on its strengths by
taking on effective marketing strategies. As a tourism product, the strengths of the island lie
within the multi-ethnic facets of its people, its various types of local cuisines and the beauty of
its beaches. Over the last two years, the tourism industry of Penang has undergone much
29 change in terms of marketing and management strategies in a bid to regain its status and

standing as a popular tourism destination.
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The strategies undertaken to promote Penang as a tourism hub include'’:

Re-positioning Penang as tourism hub by the creation and adoption of destination “icon”
and “tagline” which are symbolic to Penang

Identification of the right / targeted markets

Identifying new areas of growth

- medical/health tourism, heritage tourism and MICE activities have been identified as
those with potential to kick-start the industry

Coordination and enhancement of medical / healthcare and education tourism products

Focus on joint tourism products’ development and enhancement between government and

private sectors

Undertake appropriate marketing and promotional efforts

To stage tourism events that are focused, selective, dynamic and of high quality

Ensure high visibility and effectiveness of security personnel in areas with high \
concentration of visitors and create public awareness of the importance of safety and ﬁ
security

Improve cleanliness and sanitary standards

Ensure improvement, upgrading and proper maintenance of existing infrastructure and

facilities

Lobbying for more direct flights

- air accessibility is an area that needs to be studied and addressed in the effort to regain
international traffic.

Improve transportation system in terms of network and standards
Reinforcement of related tourism service skill training

Recognition and awards for service excellence achievers

Provision of more and better quality of information service

To facilitate, encourage and motivate appropriate tourism related investments
Enhance and increase community awareness towards tourism industry

In tandem with these tourism strategies and initiatives, a medium to long-term communication
and marketing plan is acutely needed for the future growth of the Penang tourism industry.
This should include developing a destination brand for Penang, with effective strategies to
promote the brand and create awareness and recognition by all potential visitors, both local

and overseas, with the goal of positioning Penang as a premier tourist destination. L
It is time for

Penang... to identify
the areas for
upgrading and
expansion, in order
to cater for the
future needs of the
industry.

To further ensure success, these strategies need to be coupled with serious commitment from
the relevant authorities. The State has to effectively disseminate accurate information about
Penang as a safe, politically stable and attractive tourist destination through the international
travel media. Precise and timely information about Penang propagated effectively through a
well-designed and well-maintained website is very crucial in this information age.

The shortcomings apparent within the tourism industry also warrant urgent attention. Among
them are the lack of attractive and properly maintained tourism products, poor maintenance of
existing infrastructure / tourist facilities, poor hygiene of hawker stalls and food & beverage
outlets, traffic congestion and poor public transport systems, ineffective marketing and
promotional efforts, the lack of publicity and unattractive tourism events.

It is time for Penang to review the status and sustainability of the existing tourism products, to
evaluate the availability of infrastructure and tourist facilities, as well as to identify the areas for
upgrading and expansion, in order to cater for the future needs of the industry. The strategies
and action plans proposed should be constantly monitored to ensure the plans are effectively
implemented. Penang needs to prioritise and capitalize on its core areas of attraction, and
allocate efficiently the limited resources to the targeted niche sectors in order to yield
maximum growth in the near future. It should be the aim of Penang to regain its shine as Pearl
of the Orient on the world’s tourism map. § Lim Wei Seong

" penang Tourism Action Council 23
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Strong economic
expansion and
positive consumer
sentiments have
propelled higher
borrowings in
Penang.
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Finance

Loan Development

In the third quarter 2005, loan disbursed by the banking system remains healthy, growing at
30.3 percent on average. Meanwhile, loans repaid also expanded by an average rate of 3.3
percent in the third quarter. Hence total loans in the banking system stood at RM 547 996
million in the period ending September 2005, rising by 9.2 percent y-0-y.

Total loans in Penang account for 7.2 percent of total loans in Malaysia for the period ending
September 2005. As at end September 2005, total loans in Penang stood at RM 39,274
million as opposed to RM 36,573 million for the same period in 2004 — an increase of a
modest 7.4 percent y-0-y. Strong economic expansion and positive consumer sentiments
have propelled higher borrowings in Penang. As government spending becomes scarce, the
private sector has taken a more active role in boosting the overall economic growth.

Table 19: Growth Rate for Manufacturing Sector Loan s by Quarter

Q1 2004 vs Q1 2005 Q2 2004 vs Q2 2005 Q3 2004 vs Q3 2005

7.1% 7.4% 7.4%

Source: BNM

The biggest borrower in Penang is the property sector as seen in Figure 1. In end-September
2005, loans to the property sector surged by 8.9 percent y-o0-y. Property sales have been on
the uptrend and the low interest rate scenario has encouraged borrowings.

Chart 7: Loans By Sector in Penang (Q3 '04 versus Q 3 '05)
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Manufacturing loans is the second biggest borrower, growing by 5.7 percent y-o-y in end-
September 2005 compared to the same period last year. The manufacturing sector being the
second largest sector in Penang after the services sector; expanded by 5.4 percent y-0-y in
Q3 2005. Most of the loans extended are for the purpose of business expansion and financing
the rising cost of business.

Loan for purchase of transport vehicles continued to expand in the third quarter, rising by 14.4
percent. While there are no signs of the government dismantling the tariff barriers in the
automotive industry, consumers did not hold back their purchases. The de-pegging of the
Ringgit in July 2005 also encouraged more purchases of imported vehicles in August whereby
motor vehicle sales rose to 50,079 units - the second highest sales year-to-date 2005 after
March'’s sales of 50,564 (source: Malaysian Automotive Association).

Nevertheless, the MIER Consumer Sentiments Index (CSI) for 3Q 2005 showed a slight slip of
7.3 points from 109.8 in 2Q05 to 102.5 in 3Q05. The higher petrol prices and the subsequent
rise in transport costs have somewhat eroded consumer’s confidence. The higher oil prices
have also brought about higher costs to businesses, and hence, lower profit margins. On a
positive note, the index is still above the 100-points threshold, meaning that economic activity
would continue to expand, albeit at a slower pace.

Due to the nature in which loan figures are reported, i.e. on a cumulative basis, the high rate of
growth for loans registered by the State could mean either one of two things. It could mean
either a slow repayment rate of existing loans or a high disbursement rate of loans to these
sectors. In Penang, the loans for electricity, gas & water supply grew the most with 26.5
percent y-o0-y, followed by the purchase of transport vehicles at 14.4 percent y-o-y and thirdly,
credit cards at 13.6 percent y-o0-y. The increase in loans for the electricity, gas & water supply
sector could have been brought about by rising energy costs as well as the increase in
number of business establishments and this year to date. On the other hand, loans for finance,
insurance, real estate & business services recorded the biggest decline of 8.8 percent for the
third quarter 2005.

To strengthen the government’s effort to further develop the small and medium industries, The
SME Bank or Bank Perusahaan Kecil & Sederhana Malaysia Berhad was set up on October 3,
2005 as a one-stop financial centre to provide financing and business advisory services. A
wholly owned subsidiary of Bank Pembangunan Malaysia Berhad, the Bank operates through
its head office in Kuala Lumpur and has 15 branches nationwide including one in Penang.
Bank Pembangunan Malaysia Bhd (BPMB) will be allocating RM 2 billion to SME Bank to
finance the expansion of its lending activities.

Currently, most of the bank's clientele are involved in the manufacturing, logistics,
construction, real estate and the tourism businesses. In line with government policies, SME
Bank will also be focusing on new sectors such as the development of service providers,
strategic industries within the information and communications and technology (ICT), agro-
based manufacturing and biotechnology as well as programmes for regional development. It is
the aim that with the advent of SME bank, the local industries will be able to expand and
continue to contribute effectively to the growth of the state.

Chart 8: Total Loans in Penang, 1997-Sept 2005 (RM  million)
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In Penang, the loans
for electricity, gas &
water supply grew
the most with 26.5
percent y-0-y...
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2006 Outlook

The financial sector continued to display strong performance thanks to sturdy economic
growth. Currently, we face negative real interest rates whereby saving rate (3 months Fixed
Deposit rate) is 3 percent while inflation rate is 3.3 percent (as in Oct 2005) and therefore
people are not induced to save more. Spending is still prevalent despite the lower consumer
sentiment index as recorded by MIER. However, if inflation persists and interest rates
increase further, we may see a slowing down in spending and hence loans application. The
general consensus is another 25 basis point hike in interest rate next year.

§ EI'millian Chew Saint Fey

Trade, Wholesale & Retalil

The trade sector in Penang has had quite a promising year as the state yet again displayed a
sturdy expansion of its export and import capacity for the first 3 quarters of 2005.
PENANG

ECONCMIC Exports between January to September increased by 10.7 percent y-0-y from RM103.7 billion

MONTHLY in 2004 to RM114.8 billion in 2005 while imports rose by 6.4 percent from RM82.4 billion to
- RM87.7 billion within the same duration. Although this 10.7 percent increase in exports is not
has high as the 22.3 percent growth in the same period last year, this year's trade

... this year’s trade performance is noteworthy as it managed to remain buoyant amidst unfavourable economic
performance is conditions such as higher oil prices and volatile global demand for electrical and electronic
noteworthy as it products, especially in the first half of the year.'®

managed to remain

buoyant amidst As can be seen from Chart 9, the trade sector started the year on a decline with both the
unfavourable export and import sectors slowing down within the first 2 months after a good display in
economic December 2004. However, it rebounded strongly in March, with the strong increase due to
conditions. shipments carried forward from January and February arising from seasonal effect.*® Exports

peaked in August whereby the amount of goods exported surpassed the RM14-billion
threshold. Notable gains were also seen in May and June. Trade surplus has been relatively
stable and with exports growing consistently at a higher rate than imports, trade surplus has
widened to an average of RM3 billion per month for the first 9 months in 2005 compared to an
average of RM2.4 billion per month in the same time period last year.

Chart 9: Penang: Trade Balance of Trade, 2004 & 200 5 (as at September)
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As exhibited in Chart 10, export growth has remained relatively resilient throughout the year.
Apart from the month of January, the growth of exports has consistently been above 5
percent throughout the first 3 quarters of the year. Although export figures were at its all-year
low in February, the 18.8 percent y-o-y growth recorded in February was the highest growth

26 iz It should also be noted that the high growth rate in 2004 was also due to the lower base in 2003
MIER



rate this year but it is mainly due to a low February 2004 base. In terms of imports, y-o-y
growth was highest in May (15.2 percent). Growth rates for the year have been consistently
below 9.0 percent apart from the month of May and August. As can be seen on both Chart 11
and Chart 12, both exports and imports for Penang have grown in tandem with the nation’s
rate of growth.

Chart 10: Penang: Y-o0-Y Growth of Exports and Impor  ts, 2005
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Chart 11: Growth in Exports
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Chart 12: Growth in Imports
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According to Matrade, the strong growth momentum of the exporting trade was driven by
manufactured goods especially from the electrical and electronics, textile and garments and
machineries sector and processed food industries. Most of the demand for goods originate
from the US; the East Asian countries, China and Japan; ASEAN, namely from Singapore
and Thailand; and also from the European Union. In terms of import, most imports originate
from China, Thailand and Vietnam. Most of the goods imported are capital and intermediate
goods. Intermediate goods are typically parts and accessories of capital goods and industrial
supplies.

Data from the Department of Statistics show that there was a healthy upsurge in the amount
of capital goods imported in the 1st half of 2005 compared to the 1st half of 2004. The growth
in imports of capital goods is indicative of an expansion in domestic investment activities. On
the contrary, imports of consumption goods and intermediate goods have plummeted in
1HO5.

PENANG In the year to come, Matrade maintains a positive outlook on trade performance as it expects
FCONOMIC global demands for our export goods to continue to strengthen. The recent signing of a

MONTHLY bilateral free trade agreement with Japan at the sidelines of the ASEAN — Japan summit, will
- bring forth reduction or total elimination of tariffs on most products traded with Japan and this
is poised to boost trade between Malaysia and Japan. As trade is heavily reliant on external
demand, how the trade sector would perform next year is dependent upon the performance of
the global economy and the major importing countries. With the expectation that the US
market will be more resilient and a positive outlook for expansion in global sales of
semiconductors and electronic items, there is good reason for optimism within the trade
sector.

... a positive outlook
on trade
performance as
Matrade expects
global demands for

our export goods to Meanwhile, it has been a year of mixed fortunes for the retail industry. Certain quarters have

continue to seen many good days this year while to many others, it has been a long and somewhat,

strengthen. dreary year. Chinese New Year festivities earlier this year did not spur significant consumer
spending activities®, and the absence of the Mega Sale Carnival in the first half of the year
has in some ways put a damper on sales growth. The Retail Trade Index (RTI) based on
MIER’s Retail Sector Survey in Quarter 3 showed that although quarter-on-quarter
performance had improved, the Quarter 3 index reading was 25 points short of what was
recorded in the same quarter last year. The Malaysia Mega Sales Carnival in August and
September, coupled with the seasonal influx of Middle Eastern tourist arrivals contributed to
better sales performance in the third Quarter while in Quarter 4, sales have seemed to have
softened again despite the Deepa-raya and Christmas celebrations.

In 2005 two major supermarkets in Penang, namely Super Komtar and Super Tanjung
ceased operations. The cessation of these two major anchor tenants had in some ways
affected the other standalone retail businesses at their respective malls. 2005 also saw the
inception of Metrojaya’s northern region branch in Penang in the month of September and the
reemergence of Super Komtar as it reopened for business in November, albeit just as a
reorganization sale at this point in time. There are, at the moment, no new shopping
complexes but several new centres, including Queensbay Mall, are expected to be ready
circa end of 2006 and in 2007.

The retail industry has been affected by a moderating economy, sky-rocketing oil prices,
higher cost of living, escalating prices of goods and the sluggish stock market this year.
These factors have in some ways affected their spending confidence as disposable income
dwindles and their spending power weakens. Amidst growing economic uncertainties and the
fear of a possible reduction in petrol subsidy, most consumers are generally more prudent
with their spending these days.

The Malaysia Mega Sales Carnival may have helped raised sales and turnover but profit
margins have been severely slashed in order to attract buyers. Apart from dealing with
forfeited profits due to prices cuts, heightening competition among retailers and shopping
complexes have ignited aggressive price wars. Competing malls are trying to enlarge their
customer base by improving facilities and raising service standards to attract more patrons.

28 2 The Star, Retail Industry Growth Rate Slower in First Quarter, 4 June 2005



Stand-alone stores in places like Campbell Street and the inner city, and other smaller malls
are losing out to hypermarkets and larger departmental and specialty stores. The performance
of the retail industry has also been affected by the dwindling number of tourists visiting
Penang.

With the provision of cost of living allowance among civil servants, bonus disbursements due
and major festivities coming up, it is very much hoped spending among consumers would
escalate, if not sustained. The overall general lacklustre performance in 2005 leaves much to
be desired but retailers and wholesalers have little choice but remain optimistic that there will
be brighter days ahead in the retail and wholesale market in 2006. The growing population
and affluence among the people in Penang is expected to help push the retail and wholesale
market to rebound from its current humdrum condition. § Tan Yin Hooi

Property Development

Judging by the number of new developments being planned and launched, 2005 has certainly
not been a slow year for property development in Penang. And with such a myriad of projects
being developed, purchasers are in a good position to “cherry pick” and choose the kind of
property which best suits their budget and criteria. This, coupled with the current low returns
on fixed deposits and dismal performance of the equity market, has fueled the demand for the
residential property market. However, the recent interest rate hike and escalating fuel prices
may bring about a different landscape in 2006.

A Comparison: 2004 versus 2005
Chart 13: Penang: Value of Property Transactions by Sector (RM Million)

1800

1600

1400 +—
1200 -

1000 + ® 1H 2005

800 - @ 1H 2004

RM million

600 +—

400 +—

200 | it
0 FHH H ﬁ e |

Residential Commercial Industrial Agricultural  Development Others

T

Source: NAPIC

Table 20: Penang - Value and Volume of Property Tra nsaction by Sector, 1H04 and 1HO5

Year Residential Commercial Industrial | Agricultural Development | Others | Total

Number of units

1H 2005 9,294 1,150 248 468 797 30 11,987
1H 2004 8,108 931 231 151 986 31 10,438
% y-0-y 14.6% 23.5% 7.4% 209.9% -19.2% -3.2% 14.8%

Value, RM million

1H 2005 1,592 401 142 76 535 7 2,754
1H 2004 1,370 297 201 45 545 9 2,468
% y-0-y 16.2% 35.1% -29.2% 66.8% -1.8% -23.0% | 11.6%

Source: NAPIC 29



2005 saw an increase in the value of property transactions in all sectors except industrial and
development. Residential property continues to be the most transacted type of property,
rising by 14.6 percent y-o-y in 1H 2005 as compared to the same period last year. In terms of
value, the residential property sector expanded by 16.2 percent y-o-y to RM1.6 billion in 1H
2005 compared to RM1.4 billion in 1H 2004. This increase in both volume and value signals
healthy growth within the residential property sector. However, because these figures are a
composite of both new and existing properties, it is difficult to determine whether this increase
is attributed to the sale of newly launched units or of existing properties.

Having said that, it appears that there were less new developments launched within the first
half of 2005 as compared to the first half of 2004. This was a trend throughout the country,
with data indicating that there were half as many units launched throughout Malaysia within
the first half of 2005 as compared to the first half of 2004. Developers might have been
reluctant to launch new properties at the beginning of this year due to speculation of a higher
PENANG interest rate scenario, which will likely dampen consumer purchases. However, investors did
ECONCMIC not seem to be fazed by the speculative interest rate hike, as they continued to invest in real

MONTHLY estate, boosting the sales performance of newly launched residential units by 24.6 percent
within the first half of 2005 as compared to the first half of 2004. This is especially the case
for landed property and high-end condominiums.

General public perception is that the property market may burst at some point in the very near
future, given that prices continue to increase significantly each year. Interestingly, demand for
property shows no signs of ebbing. On the secondary market, demand for landed property
improved in Quarter 2 of 2005, especially for double-storey terraced homes.?* Demand for
semi-detached units also rose, as much as 10 percent to 15 percent in favoured locations.
High-rise residential properties, especially those in more central locations, are also very much
in demand. Higher-end condominiums with prices starting at RM1 million are attracting more
foreign buyers, especially those from Singapore, Hong Kong and Indonesia. This is hardly
surprising if one considers the price range. In the Klang Valley, prices for high-end condos
start from RM500 to RM1,000 per square foot or higher, and Singapore’s Housing
Development Board (HDB) flats easily cost S$500,000 per unit.

Considering this, prices for super-condominums in Penang are relatively affordable. The high-
rise condominiums scattered along Gurney Drive and Tanjung Bungah, are the most popular,
with the beach and the accessibility to the city as its biggest pull factors. Also, capital
appreciation of these types of property is high. The Silverton condominiums — with a built up
of 4,000 sq ft, were launched in 1997, at RM800,000 per unit but are now going for between
RM1.2 million to RM1.5 million. In spite of traffic woes along the Gurney Drive stretch, these
properties are still popular due to the prestige and convenience of the locality.

One of the major
issues at the Current Issues

moment is the One of the major issues at the moment is the oversupply of office building space in

oversupply of office Georgetown.?” In 2004, there was an estimated 30 percent oversupply and a 67.9 percent

building space in occupancy rate. (Although statistics for 2005 are unavailable, it is assumed that the current

Georgetown. figure hovers around the same region.) This low occupancy is especially prevalent in office
buildings in the suburbs such as the Krystal Point Corporate Park and the E-Gate project
near the Penang Bridge. These purpose-built office buildings face competition from shop
offices and residential houses, which are convertible for commercial use, as well as pre-war
houses in Georgetown which offer unique advantages such as visible signboards and main
road access.

Retail space in Penang is also experiencing an oversupply. Construction of the 2.5 million
square feet Queensbay Mall in Bayan Lepas is already well under way and other shopping
centers being planned include Billion in Seberang Jaya and Farlim Megamall. With a
population of 1.4 million people, eventually the supply of retail properties will exceed demand.
There has been an oversupply situation in shopping centres since the economic crisis in 1997
and since then, occupancy in shopping centres has not been able to return to the pre-crisis
levels. Penang does not have much land area; therefore it is important that these issues be
reviewed, so as to not waste the limited space available on the island.

2L Chin, Diana; Penang Property Market Still Active, The Edge, September 26, 2005
30 22 Based on data from National Property Information Center (NAPIC)



Outlook for 2006

2006 looks to be a more challenging year, with the main question being whether or not
Penang will continue to enjoy the benefits of an active property market. There are some
factors which may weigh down current optimism and dampen consumer sentiment, one of
them being the threat of higher interest rates as authorities try to counter inflation. Amidst
intense competition for market share and pressure from the Central Bank in terms of
maintaining a healthy proportion of loan disbursements, banks could continue with the
aggressive interest rate pricing strategy currently in place. Should this happen, it is likely that
the current performance of the property sector will continue. In the absence of affordable
financing schemes, buyers and investors alike can be expected to be more lukewarm towards
big-ticket item purchases such as property.

Nevertheless, despite these headwinds, and with economists indicating cautious optimism
towards continued growth of the national economy through 20086, it is unlikely that the demand
for property in Penang will cool off abruptly. It will hopefully continue to be sustained by the
attractive credit terms given by banks, the increasing number of the young working population
who are buying properties, the up-grader market which are seeking larger properties as the
family expands, the increasing affluence of the younger generation, and foreigners looking to
settle down in Penang under the Malaysia My Second Home scheme.

§ Saovanee Chan Somchit

E. K- Economy

The Penang Knowledge — Information and Communication Technology (K-ICT) Blueprint was
launched in September 2002. Three years has sailed past since the five Strategic K-Economy
Initiatives (SKEIs) Steering Committees were established to execute and implement the action
plans and programmes of the blueprint. The blueprint was revised in 2004 in order to meet the
ever changing needs of an enabled environment for knowledge economy.

The five Strategic K-Economy Initatives (SKEIs) are as follows:

SKEI Electronic Economy Steering Committee  — ensure that the private sector will be
in the vanguard, driving the development of the k-economy by expanding the
manufacturing sector into higher valued-added activities such as R&D, design, software
applications, e-Tourism, e-Logistics, bio-informatics, BPO, etc; using e-business and e-
commerce in all sectors, and creating new knowledge-based industries.

SKEI Electronic Good Governance Steering Committee — ensure that the entire state
government will be re-invented, with its structure and mindset transformed through a fully
networked e-government that is client-focused, efficient and transparent.

SKEI Electronic Community Development Steering Comm ittee — Create conditions
and real opportunities for residents of Penang to reduce social exclusion by increasing
access to ICT resources and public information and to bridge the digital divide between
rural and urban areas, promote new local content development as well as to
promote online community delivery systems for the welfare of the citizens.

SKEI Connectivity Steering Committee  — ensure that Penang is fully connected state
with reliable, fast and affordable broadband network infrastructures and ICT products.

SKEI Knowledge Worker Development Steering Committe e — ensure that sufficient
knowledge workers will be trained, retrained and recruited to power the k-economy,
beginning from the schools and extending to a life-long journey of learning.
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Some of the initiatives and programmes of the K-ICT blueprint which are in progress are:

eR2B: an Integrated Flood Management System that utilizes ICT to deliver transparent,
efficient and trustworthy public service to communities affected by flood.

Penang Libraries Network Portal: http:/pln.penanglib.gov.my is a state virtual library
network that has been developed to cater for the needs of knowledge acquisition using
Information Technology. PLN is a network of library resources. It is a “knowledge
warehouse” of public and private libraries in the state.

eLAMS by MPPP: is the Electronic Local Authority Management System. It is an
electronic tool used by the local authority to ensures systematic and coordinated
procedures in its day-to-day operations, processes and practices. This system is in
PENANG accordance to ISO9001 and 1ISO14001 standards.

FCONOMIC
MONTHLY - State Government’'s Portal and e-payment facility: A one-stop State Government portal
accessible at www.penang.gov.my. This new portal comprises 5 main channels namely:

Info Penang (Penang Info), Kerajaan Negeri (State Government), Penang Maju (On the
Move), E-Khidmat (E-Services) which includes e-payment facilities and Pusat Media
(Media Center).

E-Homestay Portal by Penang State Secretariat and MDC. This is a portal to assist the
Penang rural community of the Homestay programme to promote, market, communicate
and transact online with their customers as well as to provide access to information of
potential tourists worldwide.

Sutra D’Bank: a Penang State Government Subterranean Data Bank that maintains
database of underground Utility Networks. It is managed by Equarater (Penang) Sdn Bhd.

RosettaNet Malaysia and RosettaNet Asia Engineering Team: to promote common
messaging platform for on-line real-time management of materials, parts and processes
within factories and in global supply chain management link-ups with vendors and
marketing functions.

Penang Tourism Website: www.tourismpenang.gov.my was developed to be a hub of
information on Penang in order to effectively promote the state as a tourist destination.

Software Consortium of Penang (SCoPe): www.scope.org.my is an alliance of Penang-
based software companies to promote cooperation and synergy amongst local Penang
Software companies to enhance competency and competitiveness to take on the global
market collectively.

E-Integrasi Pilot Project by Yayasan Sosial Malaysia to promote racial integration among
students of national and national-type schools through virtual and offline joint activities.

PenangCares: www.penangcares.net is a one-stop portal for community-based
organizations (CBOs) in Penang as a form of communication between public and the
CBOs. It also provides service to the community by compiling a database of volunteers
and CBOs.

Job-Matching for the Disabled: http://jobs4disabled.jobstreet.com - is a jobsite for the
disabled community in Penang that aims to provide information resources to the disabled
community by promoting the abilities and needs of jobseekers to employers.

ICT Centres for the Disabled: Two ICT-based knowledge centres were set up at Penang
George Town Library and St Nicholas Home for the Blind to train the disabled and
provide access to the internet.



Empowering Penang Community with K-ICT Tools: a community learning training session
to promote lifelong learning by using IT as a tool to seek and acquire knowledge and skills.

GETT RosettaNet e-Business Hub project by Penang Network Services' subsidiary —
Global Electronic Trade Technologies Sdn Bhd (GETT) utilises RosettaNet e-Supply
Chain Management application services enabling electronic supply chain collaboration for
the manufacturing community in Malaysia.

Penang Broadband Plan by MCMC to collect information regarding the demand for
broadband requirements throughout Penang. The information obtained from the web-
portal will be used to create a supply and demand model for the roll out of the National
Broadband Plan for the northern hub comprising Penang, Kedah and Perlis.

Penang elLearning Community Website: aims to create an electronic community to
stimulate collaboration and communication in e-learning; to provide a common platform
where ideas and knowledge can be shared, stored and expanded; and to provide equality
and accessibility to all e-learning community participants.

K-Community Centres in Penang: Set up by either private sector or public sector, the
centres are equipped with computers and internet facilities to ensure that the community in
Penang will not be marginalised and every group has the opportunity to be part of the k-
economy development. The idea is to create awareness as well as bridge digital divide for
different communities such as the disabled, senior citizens, single mothers, children and
other groups. It envisions encouraging and promoting lifelong learning via use of the
Internet as a knowledge tool.

The Penang Cyber City

The Penang Cybercity was set up to act as a catalyst for companies and multinationals
(MNCs) in Penang to venture into more value-added activities and move up the value chain. It
also aims to attract the world’'s leading MNCs and their knowledge workers. The Penang
Cybercity will be a year-old come this January 29, 2006. As of October 30, 2005, there were
66 MSC status companies recorded.?® This exceeds the target of 60 MSC status companies
by the end of 2005. Majority of these companies are from the software development industry.
Penang is also home to one MSC status incubator (USAINS Holding Sdn Bhd) and one
institution of higher learning (School of Computer Sciences, Universiti Sains Malaysia).

Issues

The concept of Cybercity among Penangites is unclear. Many are uncertain of its role and
function, much less the benefits it brings. The Bayan Lepas Free Trade Zone or Bayan Baru
Town Centre is part of the Penang Cybercity. Unfortunately, not many are able to point out the
boundaries of the Cybercity in Penang. A signage or gateway would help to promote the
existence of the Cybercity status. It is a petty issue at hand but makes great difference in the
marketing and promotion of Penang as a Cybercity.

The other dilemma for start-ups is the marketing of their ideas. These firms will benefit from
the set up of more incubators. These incubation centers will assist in turning innovative ideas
into marketable products. As such, more incubation centers should be set up for budding
entrepreneurs especially software developers and programmers who want to have a piece of
the IT market share.

The blueprint charts the roadmap for the development of the knowledge-based economy and
culminates with the establishment of Penang i-Land (intelligent land) which practices life-long
learning, is an informative, innovative, vibrant, well networked and dynamic land.

2 Mr Lee So Cheran, Presentation on “InvestPenang & Penang Cybercity” at Talk on SME Bank on 9 December
2005.
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The initiatives and programmes which have been identified and carried out as highlighted
earlier are only the tip of the iceberg. There remains a lot more that needs to be done in
terms of building a knowledge-based economy, especially education (human resource
development) and research and development (innovativeness). These two factors, among
others, are the key drivers of knowledge-based industries and are relatively intensive in their
inputs of technology and human capital.

On another note, Mobility, Globalization, Convergence and Security will be the key words of
the day as the technology industry continues to expand and grow. As such, wireless
technology, speedy business processes, ever changing mindset of IT buyers and users,
convergence of IT vendors, network infrastructure providers and telcos, the need for stringent
security and outsourcing would be the agenda of the day.

Preparations need to be put in place to create a capable and expandable workforce and to
create an enabling environment in terms of funding and facilities to allow for research and
development activities to take place.

The Ireland case study highlights the fundamental importance of human capital as the key
driver of growth for a knowledge-based economy, whilst Korea’s effort in opening up its
education system to be more flexible and adaptable to the current needs is worth further
study.

The state has recognized that its main asset is its people and is seeking ways to address the
shortage of skilled human capital while the Federal Government reviews the existing
education system. As pointed out in the case of Korea, an inflexible education system that is
not easily adaptable to reformation is an impediment to the progress of developing skilled
human capital for the proliferation of knowledge-based economy. Korea had highly
centralized government control and rigid guidelines for the introduction of different types of
education and training schemes; has since learnt its lesson. Today, it practices a deregulated
education system, permitting flexibility in curricula development and training.

It must also be noted that changes made in terms of education should be inclusive of long-
term planning in addition to short-term strategies such as providing training schemes to
upgrade the skill sets of the current knowledge workers. The case of Ireland is worth
mentioning here. Ireland underwent dramatic change through the reformation of its education
system. It offered free secondary education and enhanced its tertiary and technical education
which laid the groundwork for the development of its current knowledge-based industries.

On the other hand the task of education should not only fall solely on the shoulders of the
government. The private sector should also play its role through the creation of an enabling
environment which fosters learning.

Meanwhile, being innovative calls for the need of intensive research and development. This
has been demonstrated in Finland whereby consistent investment was dumped into research
and development which led to the rise of a nation synonymous with innovation.

A knowledge-based economy is one where knowledge is created, captured, delivered, and
utilized efficiently by firms, organizations, individuals, and communities and where outdated
knowledge is continually replaced. As such, the 21st century economy calls for life-long
learning, adaptation towards continuous change for an enabling environment, new business
processes, reformation of education that emphasises on flexibility and be open to new
opportunities. A far sighted approach indeed but at the end of the day, it is all about
“execution”. § Fatimah Hassan



F. Education

Higher education is the key to ensure competitiveness of a nation within the global market that
emphasizes on knowledge, science and technology. Higher education, in this context, is thus
a means to develop human capital. In this sense, it would be safe to assume that there should
always be a steady increase in demand for higher education worldwide. This would make
higher education itself a significant industry which potential should not be underestimated.

Education & Higher Education in Malaysia

In view of this potential, Malaysia aspires to be the centre of education excellence in the
region. This is clearly evident with the allocation of the 2006 Budget and with the target set by
the Ministry of Higher Education for 2010. The Malaysian Government announced that RM29
billion or one-fifth of the 2006 Budget allocation is provided for the operation (RM24 billion)
and development (RM5 billion) of education and training. Meanwhile the Ministry of Higher
Education seeks to get 100,000 foreign students to study in local institutes of higher education
by 2010. The Private Institutes of Higher Education or Institusi Pengajian Tinggi Swasta
(IPTS) are expected to absorb the majority of these foreign students; while the percentage of
foreign students in the 17 Public Institutions of Higher Learning (IPTA, Institut Pengajian
Tinggi Awam) will be maintained at 5.0 percent of the total enrolment in IPTA.

Currently there are about 25,000 foreign students studying in 592 IPTS nationwide (7,000
foreign students in IPTA), which include 559 private colleges, 19 private universities, 9
university colleges and 5 branch campuses of renowned foreign universities. Based on the
target of the ministry, these IPTS are expected to provide at least another 50,000 places for
foreign students by 2010.

According to National Economic Action Council (NEAC), the foreign students sector in
Malaysia is poised to contribute RM3 billion in direct and indirect foreign exchange earnings in
2007. This revenue is expected to be higher in 2010 as more foreign students are expected to
study in Malaysia.

Chart 14: Number of Foreign Students Enrolled in IP TS & IPTA in 2005

IPTA

7,000 (22%)

TN IPTS
LN 25,000 (78%)

Source: Ministry of Higher Education, 2005

IPTS in Penang

Similarly, Penang also wishes to establish herself as a centre of excellence in education within
the northern region. In order to achieve this aim, IPTS in Penang find themselves competing
with the IPTS within the Klang Valley for greater market share. Based on the surveys
conducted by SERI for the Penang State Government in 2001 and 2004, there is a worrying
trend of declining enrolment within the IPTS of Penang. Even though there was a drop in
enrolment in IPTS at the national level of 5.91 percent, the rate of decrease in enrolment in
IPTS within Penang was much higher (7.13 percent) for the same period.
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The current enrolment of IPTS in Penang is less than 5 percent (15,000) of the total
enrolment in IPTS throughout the nation (322,000 enrolment including 25,000 foreign
students). Foreign student enrolment in Penang is under 3 percent of the total foreign student
population in Malaysia. If this rate persists, Penang will garner marginal revenue of about
RM90 million of the total RM3 billion foreign exchange earnings expected in 2007.

In addition, it was found in the 2004 survey that majority (64 percent) of the student enrolment
within IPTS in Penang are locals; 30.5 percent come from other states in Malaysia and only
5.5 percent are made up of foreign students. This highlights that Penang has not been able to
achieve its aspirations to become a regional education hub.

It is generally believed that the cause of Penang’s failure as an education hub is the stiff
competition from IPTS in Klang Valley. According to statistics from the Ministry of Higher
Education, there are 161 IPTS in Klang Valley compared to 32 IPTS in Penang (see Table
21). Moreover, among the IPTS in Klang Valley, 23 are private universities or university
colleges. There are no private universities or university colleges in Penang. The exciting
metropolitan environment found in Kuala Lumpur, is also perceived as a major pull factor for
the college-bound generation.

Table 21: Number of IPTS in Penang and Klang Valley

IPTS Penang Klang Valley
College 32 138
University College - 9
University - 14
Total 32 161

Source: Ministry of Higher Education, 2005

The Countermeasures for The Declining Trend in IPTS ~ within Penang

Based on the recommendations collated in the 2004 survey, it has been suggested that:

1. IPTS with enrolment less than 500 students to be merged in order to be viable and to
provide quality academic staff and facilities.

2. IPTS in Penang should strive to specialize in at least one field to gain recognition as
providers of quality higher education.

3. IPTS should offer courses that are tied up with local, national and international industries
to produce employable graduates in response to the need of the latest technology
required in information and manufacturing industries.

4. IPTS should upgrade the teaching qualification/skills of their lecturers through joint
workshops/seminars/courses in pedagogy.

5. IPTS need to work closely to share their human and physical resources.

6. IPTS need to work closely with the State Government for joint local and international
educational exhibitions or fairs in order to attract more local and foreign students to study
in Penang.

Meanwhile the State Government needs to continue its effort in upgrading public
infrastructure and amenities, to provide auxiliary educational facilities such as student
accommodation/hostel for outstation or foreign students, better public transportation and
educational resource networking.

In response to the sixth suggestion above, Education@Penang, a sub committee of Tertiary
Education Committee under the umbrella of The Penang Educational Consultative Council
(PECC) was mooted to facilitate and coordinate activities and events that promote Penang as
a regional centre of excellence of higher education. So far, Education@Penang had
participated in two international education fair in Beijing (2004) and South Korea (2005).
However, there is no indicative outcome of this promotion exercise as yet. Nevertheless, it is
expected that Education@Penang will be participating in more international education fairs
and will be holding local education road shows in 2006.



In addition, the Penang State Executive Committee for Education had also commissioned
SERI to undertake a Study on the Competitiveness of Private Institutions of Higher Learning
(IPTS) in Penang in 2005. This study seeks to obtain a comprehensive assessment and
understanding of the competitiveness of IPTS in Penang in comparison to Klang Valley; and to
seek the necessary redress to improve the competitiveness of IPTS in Penang. The findings of
this study indicate that the IPTS in Penang are, in general, comparable to IPTS of the same
kind®* in Klang Valley; and Penang has advantages in offering more affordable education and
a healthier living environment. However, Penang continues to lose out to Klang Valley on the
basis of the greater number or choice of IPTS found in the Klang Valley, and the attraction of
the bright lights in the big city.

To conclude, the IPTS in Penang need to improve the quality of education while maintaining
its affordability in order to maintain Penang’s competitiveness within the higher education
sector. It is also time to establish greater collaboration between the IPTS and the State
Government to boost Penang's competitiveness vis-a-vis Klang Valley within the higher

education market; and also to strengthen Penang’s position as the hub for higher education in \ §
the region. § Chua Hang Kuen &
G. Human Resource

Retrenchment and Employment Trends

Malaysia's economic recovery has resulted in a major turn-around for the human resource
sector in Penang in these past few years. This is reflected in Penang’s retrenchment figures
which this year recorded a drop of 85 percent from 2001’s major retrenchment exercise. The
2,547 retrenchments recorded from January to October of this year is also a marked 21
percent decrease from the number of retrenchments during the same period last year. This
persistent downward trend is indicative of Penang’s economic stability.

Chart 15: Penang — Total Retrenchments
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Given the structural make-up of the state in which manufacturing is the main economic and

employment generator, it is thus not surprising to see the manufacturing industry accounting

for the largest amount of retrenchments. In this case, it accounts for 90 percent of the total

retrenchments recorded in Penang between January and October of this year. Data reveals

that it was the professional, technical and production workers who got hit the hardest by the

cost-cutting bug (Refer Table 25). Some MNCs, under increasing pressure to cut costs,

offered attractive Voluntary Separation Schemes (VSS) to their senior employees.

% Since there is no private university college or university in Penang, only private colleges in Klang Valley were
selected for the study. 37



Chart 16: Penang — Retrenched Workers by Sector (Ja  nuary—October 2005)
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Source: Labour Department, Penang

Table 25: Penang-Retrenched Workers by Job Category , 2003 - 2005 (January-October)

2005

Job Categor 2003 2004
gory Jan Feb Mar Apr May | June Jul Aug Sep Oct Total

Administration

277 | 104 8 22 14 | 18 | 15 11 | 23 8 43 17 | 179
& Management
Professional,
Technical & 1173 | 358 | 24 | 121 | & 10 | 15 12 | 40 4 77 4 313
Related
Clerical & 487 | 306 | s 23 | 79 | =4 8 7 4 | 11 | 208 | 39 | s31
Related
Sales 94 155 3 2 33 15 | 13 3 3 1 41 | 22 | 136
Services & 154 | 454 0 2 10 3 0 11 0 3 0 114 | 143
Related

Production &
Related,
Transport
Equipment
Operators &
Labourers

2,014 | 2,914 165 561 94 21 23 278 14 12 46 31 1,245

Source: Labour Department, Penang

Chart 17: Penang — Retrenched Workers, January—Octob  er 2005
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Overall, 2005 recorded 21 percent less retrenchments than the year before. This is largely

attributed to the lower number of retrenchments this year (a 20 percent decrease) from the

manufacturing sector. Retrenchment numbers throughout the year were relatively low and

stable with the exception of February. (Refer to Chart 17) This could be attributed to the fact ]

that the retrenchment exercises were only carried out after the festive period. e (SO eSS
looking to re-invest

In the early 70’s, Penang became a popular destination for foreign investors looking to In Penang to expand

offshore the production side of their businesses. It offered low labour costs, relatively their R&D and D&D

developed infrastructure, a stable government, and other favorable incentives. Now, 30 years ~ capabilities.

later, the wave of foreign investment has hit once again. This time, companies are looking to

re-invest in Penang to expand their R&D and D&D capabilities. Motorola has already

established an Asia Design Centre in Penang, and Komag is planning to invest RM500 million

within the next few years to expand the manufacturing and research and development (R&D)

capacity of its two plants in Penang. This in turn has generated and will continue to generate a

larger demand for k-workers, particularly engineers. The 2004 PDC Industrial Survey,

conducted with a sample size of 709 firms, showed that there is a strong demand for \ §
engineers, technical workers and production workers within the PDC Industrial Area for 2004. &
Table 26: Additional Manpower Requirement in PDC In  dustrial Area, 2004 & 2005
(January — June 2004 Survey)

ADDITIONAL WORKERS YEAR 2004 YEAR 2005

ENGINEERS

Electronics Engineer 224 94
Mechanical Engineer 194 150
Industrial Engineer 42 39
Chemical Engineer 29 23
QC Engineer 79 65
Other Engineer 98 62
TOTAL 666 433

IT PROFESSIONALS

System Analyst 36 17
Computer Programmer 29 30
TOTAL 65 47

TECHNICAL STAFF

Technician 706 470
Mechanics 127 29
Draughtsmen 24 16
Boilermen 3 0
Tool & Die Makers 85 44
TOTAL 945 559
Production Workers 5,211 3,565
Others 43 22
TOTAL 6,930 4,626
No. of Firms that require additional manpower 183 134
Source: PDC Industrial Survey 2004 39



Data from Jobstreet.com, a leading internet recruitment website in the Asia-Pacific also
indicated that 21 percent of the jobs posted in Penang were for engineers. 35 percent of
those postings were for electronics/communications engineers, 34 percent for mechanical
engineers, 24 percent for electrical engineers and the remaining 7 percent were postings for
engineers with other field specializations.

Table 27: Number of Jobs Posted by Specialization in 2005 on Jobstreet.com

Number of PG Jobs Posted
Specialization 2004 2005
Actuarial Science / Statistics 45 10
Advertising Client Servicing / Media Planning 17 13
Agriculture / Forestry / Fisheries 6 1
Architecture / Interior Design 18 21
PENANG Arts / Creative / Graphics Design 61 74
FCONOMIC Aviation 2 0
SMONTHLY Banking / Financial Services 17 29
Biotechnology 3 7
Chemistry 22 40
Clerical / General Administration 439 535
Customer Service 233 371
Education 118 42
Engineering - Chemical 39 45
Engineering - Civil / Construction 55 70
Engineering - Electrical 610 463
Engineering - Electronics / Communication 677 663
Engineering - Environmental, Health & Safety 18 28
Engineering - Mechanical 568 653
Engineering - Oil / Gas 2 1
Engineering - Others 54 40
Entertainment / Media 3 1
Finance - Audit / Taxation / Professional Services 186 214
Finance - Corporate Finance / Investment Banking 136 118
Finance - General / Cost Accounting 474 625
Food Technology / Nutritionist 11 22
Food / Beverage / Restaurant Service 49 18
Freight / Shipping / Logistics 80 146
General Work 92 29
Geology / Geophysics 3 2
Healthcare - Diagnosis / Others 79 9
Healthcare - Pharmacy 20 8
Healthcare - Practitioner / Nurses / Medical Asst 71 12
Hotel / Tourism 24 29
Human Resources 146 218
IT / Computer - Hardware 106 115
IT / Computer - Network / System / Database Admin 380 409
IT / Computer - Software 408 480
Journalist / Editor 6 10
Lawyer & Legal Assistants 56 29
Maintenance / Repair (Facilities & Machinery) 134 196
Manufacturing / Production Operations 464 728
Marketing / Business Development 424 505
Others / Category not available 35 53
Personal Care / Service 21 7
Process Control & Instrumentation 108 167




Public Relations / Communications 19 27
Publishing & Printing 9 14
Purchasing / Inventory / Material Management 333 440
Quality Control / Assurance / Inspection 300 496
Quantity Surveying 9 32
Sales - Corporate / Wholesale / Trading / Merchandising 232 378
Sales - Engineering / Technical / IT 283 465
Sales - Insurance 50 52
Sales - Retail / General 151 154
Science & Technology / Laboratory 11 31
Secretarial 87 100
Security / Armed Forces / Protective Services 16 14
Social Services 0 2
Training & Development 36 86 W g$§

Source: Jobstreet.com
Note: 2005 data is based on advertisements by 1032 companies.

Due to the nature of Penang’s industry, the most number of job postings were for
manufacturing/production operations. This year, there was a 57 percent increase in these job
postings compared to 2004. This could be due to high demand for certain products in the
market that have resulted in companies increasing their production capacity. One such
example is the thin-film media used in computers and consumer appliances that is
manufactured by Komag, which is one of the companies that have increased their production
capacity in Penang.

The banking and finance sector also saw a 20 percent increase in job postings this year. The
establishment of a CIMB branch in Penang, offering its full slate of financial services, created
new jobs in this sector. There was a general increase in the number of sales jobs this year,
particularly sales jobs in the engineering and IT field which saw a 64 percent increase from
last year. In a market that is becoming increasingly competitive, companies are now
aggressively increasing their sales and marketing capabilities in order to target higher profits.

Issues and Challenges

Although statistics suggest that there is sufficient post-secondary training capacity in the state,
this is only true for the low and mid level skills.®® When it comes to the training crucial in
developing the human capital for the future, such as training in advanced science, engineering
and high-tech skills, we have little or no capacity at all. Most of the high level technical training
is done at Multi-National Corporations (MNCSs) using their own in-house programs or affiliates
overseas. The Penang Skills Development Center (PSDC) is one organization that does
provide some training in these areas but it too, does not offer leading edge and high
technology programs. There have been efforts taken by the PSDC (in collaboration with the
industry) to develop training programs for emerging technologies such as RF technology,
RFID and Advanced Mechanical Design Lab but according to the PSDC, there has been
limited success due to the lack of resources, both in infrastructure and competence.

The existing training system in Penang is geared only for current needs. There lacks a A major challenge
mechanism to identify future retraining needs, especially for advanced industry. This is  for the state will be
reflected in the re-training demands at the moment. There is little demand for workforce  tO train and create a
transformation programs as opposed to programs aimed at improving productivity and ~ New category of
efficiency.?® According to the PSDC, more companies are interested in programs such as [T~ Workers for

training, quality programs, and teambuilding rather than workforce transformation programs  téchnology-

i.e. from operators to technicians, technicians to assistant engineers. A major challenge for the  intensive work.
state will be to train and create a new category of workers for technology-intensive work.

However, any initiative to push forward with this will have to be policy-driven and backed up by

sufficient funding.

2 The 2004 IPTS Survey shows that there is excess capacity for low and mid-level training courses in public
institutions
% pSDC enrolment data 2005 41
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There is much potential for Penang to transform into a major R&D hub. Major foreign
investments have indicated the confidence that MNCs have in Penang’s future capabilities.
Initiatives such as the Collaborative Research Resource Center (CRRC), although not
successful, prove that there are avenues for collaboration between universities and industry.
Therefore, the next logical step for Penang would be to create the resources that would fuel
further development. One recommendation is to invest in a world-class industrial technology
research facility similar to the Industrial Technology Research Institute (ITRI) in Taiwan. The
infrastructure would inadvertently attract the best brains from around Malaysia and overseas,
and this, will provide the catalyst to drive a new R&D culture. A notable example to consider
is Singapore. Faced with increasing competition initially from Malaysia and subsequently
China in manufacturing, the country more than doubled its investment in biotechnology for the
next 5 years. Their efforts to promote biotechnology revolve around a $300 million research
park built by the government.

Looking back, it is evident that the state has had some success in terms of human resource
development. Through the collaborative efforts of industry, government training institutions
and private sector training providers, the severe shortage of technical workers in the early
90s was significantly reduced. One of the major contributing factors to this success was the
introduction of re-skilling technical programs. As we look to the future, the efforts that Penang
take to transform its’ workforce from skilled to highly-skilled, will determine the success of its
next move, towards a high-tech and knowledge-intensive economy. If we are truly committed
to this move, the state needs to have more political will to drive the HRD initiatives stated in
its Strategic Development Plan 2. § Saovanee Chan Somchit

H. OUTLOOK FOR 2006

As at 2005, the manufacturing and services sector accounts for 42.9 percent and 53.1
percent of the Penang economy respectively. This trend is not likely to change come 2006.
The manufacturing sector is expected to register growth of 5.9 percent for 2006, followed by
the tertiary sector at 5.5 percent.

The high expectations of the manufacturing sector are based on increasing evidence of a
tech recovery (especially for E&E products - as highlighted in Table 28) and improved global
demand conditions. The sectoral share for the Penang manufacturing sector is not expected
to increase much for 2006 due to the emergence of other low cost competitor countries
offering more attractive operating environments for basic manufacturing, fabrication and
assembly activities and Penang'’s visible but somewhat sluggish progress as a k-economy.

The same can be said for the tertiary sector in terms of sectoral share i.e. that the sectoral
share for the tertiary sector is not expected to increase much for 2006. The full potential of k-
based growth within the manufacturing and services sector is limited by shortage of available
skilled resource.

This potential can only be realised if Penang is able to re-look existing policies and embrace
new strategies to revive its tourism sector and to remain competitive and attractive as a
higher value-added business centre and manufacturing services related hub. Growth for 2006
within the tertiary sector is dependent upon three main factors. Firstly, an increase in the
number of tourist arrivals; secondly, that Penang continues to attract more companies, both
international and local with its MSC status to invest in more k-based activities and thirdly, its
ability to overcome its human resource shortage issue. Penang as a K-economy must be
reflected by widespread application of IT, higher technology application, greater levels of
R&D and greater product and process innovation.

To ensure sustainable growth for 2006 and beyond, Penang must seek productivity gains
through human development, more widespread implementation of ICT and greater focus on
research and development. At the same time, it must look to reduce unnecessary red tape,
improve the delivery system and service levels to complement the existing infrastructure.
These will enable Penang to counter balance the looming issue of its rising cost base and
stem the erosion of competitiveness.



The formulation of development and strategic plans such as the Penang Structure Plan (2006-
2020), the mid-term review of the 2nd Penang Strategic Development Plan 2001-2010
(PSDP2) and the drafting of the Rancangan Negeri Pulau Pinang 2 - 2006-2010 in the year
2005 recommended several strategies for Penang to pursue in order to achieve sustainable
growth. The strategies identified are:

1. Identification of New Areas of Growth
New areas of growth for Penang are the higher end spin-off manufacturing acitivities
such as D&D and R&D, IC design, photonics, automation, medical devices and
instruments, ICT and software development. Within the service related fields, growth
areas include biotechnology, pharmaceuticals, e-business applications, supply chain
management activities and shared services outsourcing.

2. Enhance existing niches
Penang is well positioned to leverage on its strong manufacturing experience, its
strong ICT base and its educated workforce.

3. Nurture and develop indigenous companies across ethnic bases
The development of SMEs allow for broader base of revenue generation for the state.
It also reduces our reliance on FDI for growth. Many SMEs possess high levels of
product knowledge and expertise and are capable of evolving into global market
players. Penang has the potential to capitalise on its existing infrastructure to further
nurture the growth of these companies.

4. Human resource development
The severe shortage of skilled workers in Penang has been mentioned various times
in this report. This is a serious problem which warrants immediate action as it is
presently the key obstacle in Penang’s progression from a p-economy to a k-economy.
Penang will not be able to tap into the identified areas of growth if this shortage of
resource is not urgently rectified.

Most importantly, in pursuing growth, Penang should not lose focus of its core strengths and
be spread too thin. It was also recommended that Penang reprioritize its strategies in the
following order. Firstly to promote SME growth; secondly, to resolve the human resource
shortage issue; thirdly, to strike a balance between FDI and local industry needs and fourthly
to upgrade and maintain its supporting infrastructure. The creation of business opportunities
for existing businesses will help in building a resilient domestic economy.

All that being said, growth is dependent on external as much as internal factors. Major risk
factors for 2006 are the direction of crude oil prices and the ability of the Malaysian economy
in absorbing further interest rate increases. Despite BNM assurances that the interest rate
adjustments are below the neutral rate, we feel that domestic business and consumer
sentiments may wane. The fuel price increases have translated into higher cost of businesses
and may dampen the rate of consumer spending.

Table 28: Global Semiconductor Sales Growth Forecas t

2005(e) 2006(f)
Semiconductor Industry Association (SIA) +6.8% +7.9%
World Semiconductor Trade Statistics (WSTS) +6.6% +8.0%

S
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Table 29: Penang Sectoral Growth for 2006

Sectoral Growth for 2006
Penang Malaysia
Agriculture 4.20% 5.00%
Mining & Quarrying 4.40% 4.70%
Manufacturing 5.90% 4.90%
Construction 2.40% 3.00%
Tertiary 5.50% 6.10%
GDP 5.60% 5.50%
PENANG Source: SERI
FCONOMIC
MONTHLY All in all, 2006 is expected to herald a better year for both the Penang and Malaysian

economy. For Penang, growth is expected to be fuelled by an increase in semiconductor
components and a corresponding increase in export performance. However, it is also a year
in which we feel the resilience of the domestic demand will be tested. Whilst export-oriented
companies are expected to benefit from the upsurge in global demand, domestic-oriented
businesses will continue to grapple with rising costs and weakened consumer sentiments.
2006 is a year in which a more positive external outlook is expected to outweigh a slight
moderation in domestic demand. § Poh Heem Heem



|. Conclusion

Pessimistic? Optimistic? Each will have to make one’s own choice about what is to be
expected of the economy in 2006 and beyond. On the one hand, many see the economy
nearing the end of its own growth cycle and inevitably a downtrend is only to be expected
within the next couple of years. But, on the other hand, it is not always wise to judge the future
by looking only at the past. Economic circumstance by way of technological capabilities,
societal make-up both within and between nations and constantly evolving business models
between what is being experienced and those in the past, have become very different. There
have been pleasant surprises. Oil prices although soared, did not bring global recession that
previous oil shocks did. And smaller developing nations have been observed to be investing
overseas even though these continue to look at foreign direct investments as a source for
economic growth.

Thus looking at the same numbers, including those that have been put up in the preceding
pages, different people will see them as if the cup is either half empty or half full. Many of the
numbers do give rise to optimism, while some others raise concerns. The important thing is,
2006 is in many ways beyond the threshold of a new era in the economy. The time has come
to forget about 1997 and the work it took to pull out of the crisis that it brought. The economy
is at present on an even keel, though as a result of the storm we all passed though, it is at a
different position than before. The time has come to steer the desired course. If the 2020
target remains the choice destination, then we have to plot this course. In 2006, the Ninth
Malaysia Plan, 2006-2010, will be launched and while the thrust of what it is meant to do will
be much the same as before — development and growth, we should expect that the flavour
would have changed in many ways. The reason is most people including policy makers look at
the world around us very differently now compared to the past. Once, many people talk about
nationalism and national identity against possible external adversities. Today, people are
talking about the global marketplace and the opportunities it offers. Given these opportunities,
we begin to imagine the many possibilities from which, strategies, plans and actions are
founded.

In this year-end report, we have looked at various sectors in the Penang economy and discuss
their current circumstance as well as various plans and actions that have been put in place to
add vibrancy to them. Way back in the early 70s, the Robert Nathan Plan was put together by
the Penang state government to address the development needs but with the passing in 1976
of the Local Government Act and the Town and Country Planning Act, the process of structure
planning overseen by the State Planning Committee became the formal planning instrument.
However, to extend the planning framework beyond the scope of what can be usually found in
town (physical) plans, the Penang state government have had introduced both the Penang
Strategic Development Plans | and Il (PSDP | and PSDP Il) in 1992 and 2001. Because
economic circumstances change rapidly, PSDP IlI, which is to run through the year 2010 has
to be a soft plan, that is, it has to come under constant review and adjustments. Unfortunately,
under the system of fiscal federalism, development funding has to come only from Kuala
Lumpur, where all our tax money went. In other words, development in planning in Penang
has to be not just putting heads together to achieve what is best for the state but it will also
require a mechanism for parliamentary lobbying by both state and federal representatives
whom Penangites have voted for. Put to work such a mechanism will be a fine display of
democracy in action, because plans will not be just the fruits of government officers but also
those of political moderation brought by the voice of the electorate echoed through the mouths
of the honourable parliamentarians and state assemblypersons representing the people.
Someone might then ask, shouldn’'t you be bracing for an impending recession instead?
Recession? You don’t plan for one. You plan so that if all goes well, recession will stay away.
This is why we only have business cycles today but never, a genuine recession. Using the
right terminology will fool the economy already on an upswing into forgetting that it is time to
go the other way. 8 Dr. Chan Huan Chiang
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SERI Publications

No Publications Izlglf/le)
1 | Older Persons: The Challenge for the 21% Century 8.00
5 The Sustainable Penang Initiative (SPI) 15.00
Penang People’s Report 1999

5 | oy e, cuide z000| NRARN

4 Water Watch Penang . 10.00
- Learning About Water — A Training Manual

5 Disability Issues: 'A Guidebook foi Disabled People 3.00
and Their Carers in Penang (English)

6 Disability Issues: _A Guidebook f_or Disabled People 3.00
and Their Carers in Penang (Chinese)

7 | Asia: Seeking the Competitive Edge 20.00

8 | Household Composting Manual 3.00

9 [ Training of Trainers (English) 3.00

10 | Training of Trainers (BM) 3.00
11 | Training of Trainers (Chinese) 3.00
To purchase any of these publications, please conta  ct

Pn. Rohana at 04-228 3306.
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