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DEFINITION OF SMI

MANUFACTURING COMPANIES WITH
AN ANNUAL SALES TURNOVER
NOT EXCEEDING RM25 MILLION

AND FULL TIME EMPLOYEES

NOT EXCEEDING 150



DOMESTIC INVESTMENT

* Incentives and facilities, R&D institutions local & overseas
(including biotechnology and nano-technology) can b e tapped.

e Tax incentives include:
a) Pioneer Status - 5 year partial exemption
b) Investment Tax Allowance (ITA)

- Allowance 60% - 80% of qualifying capital expenditure
(factory, plant, machinery, etc)

c) Reinvestment Allowance

- In operation at least 12 months
- To expand capacity, modernize or upgrade production facilities
- 60% of qualifying capital expenditure incurred

d) SMI Development Grants — SMIDEC

e) SMI Soft Loans — ICT Adoptions/Plant Relocation

f) SMI Grant - Halal Products

g) Market Development Grants — MATRADE
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Profile of SMIs in Manufacturing

« SMiIs constitute 90% of manufacturing sector
 Number of SMI companies in operation - 18,271

SMI
90%

10%

Micro - 7,171, Small -9,445, Medium - 1,655, Large - 2,090
Source: Department of Statistics Census 2000
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Contribution of SMls
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Sector Distribution

PR

Vialaysian Manufacturers

(top 6 Industry sectors)

Food &
Beverages
14%
Textiles &
Apparels
17%

Others
29%

Metal & Metal
Products
14%

Wood & Wood
Products
14%
‘Paper, Printing,
Publishing
6%

Machinery &
Engineering
6%

Source: Department of Statistics Census 2000



FACTORS AFFECTING PENANG SMiIs

Since the financial crisis in 1997/98, there has be en a reduction of
Foreign Direct Investment (FDI) into Malaysia, asw  ell as into other
ASEAN countries.(monetary constraints)

China & India has attracted a lot of FDI, largely d ue to lower labour &
manufacturing cost and huge domestic market.

China & India has also dominated the global Hardwar e & Software
respectively.

Some multinational & local companies have relocate  d some of their
labour intensive operations from Malaysia to China/ India.

Products/components (SKD) which is labour intensive by nature
previously sourced from Malaysia are now being sour ced from
China.



In addition, our current manufacturing costs are Hi GH (ie-
salaries, benefits, utilities, transportation of co mponents, raw
materials and services, not to mention exchange rat e and other
hidden costs)

Our productivity has not gone up and this makes our Penang
less competitive.( ie: benchmaking against Singapore & Taiwan
SMis)

Limited capital - would rather lease properties/capi tal assets to
reduce capital investments

Bureacratic delays add to manufacturing costs for SM Is - too
many ministries/government agencies to obtain licen ces
& would prefer dealing with one-stop agency

Market Liberalisation and Globalisation - Increasing global
competition resulting from trade liberalisation mea sures;
AFTA, WTO, Bilateral FTAs



Productivity and Quality Requirements - Lack of capa  city to
absorb new technologies in the manufacturing floor and
management processes

Access to domestic and export markets - Lack of expo sure,
knowledge and experience in accessing and expandng in to new
global markets

Knowledge and Technology Acquisition - Keeping abrea st with
the development in ICT, internet, e-commerce & agil e to ICT
developments

Availability and access to financial facilities - SM | need to be
competent in managing finances and controlling cost S. On the
other hand, we have Banks who are not fully support ing SMI
business proposals for new fundings



Lack of Awareness on the Importance of Information and
Communication Technology (ICT), its applications & adpotion.

Many organisation adpots conventional platforms but fail to look
into OSS.
Complacency or remaining in “comfort zone” with few cu stomers

& happy with what they have. Not much effort put i n to explore
new global business relationship.

Minimal Knowledge on Modern Management Techniques & lack
interest to acquire new knowledge, design capabilit es, artificial
intelligence knowledge, Intellectual Properties & k eeping abreast
with technological changes

We are domestic market-oriented and lack marketing skills to
promote new products for global market demand

Shortage of skilled workers (staff pinching) - SMls are facing
difficulties in developing/setting up RnD & DnD acti vities



STRATEGIES

Some propose strategies to stimulate and sustain Pe nang economic
growth can be formulated in the following areas of

Tourism

Services - Education, Healthcare, Professional services, Knowledge-
based services.

Agro-based and resource based value-added down stream activities

Develop high-tech value added components / products to reduce
MNCs imports

Pg Cyber City — Software Development/ ICT Ventures
Suntech Center — ICT Incubator Center

Developing precision automation systems /RFID activities
Developing high precision tool & die for exports
Manufacturing high precision engineering plastics for export
Call Centers / Shared Services / BPO



Con’t

 Domestic investment can also be in the areas of
agro-based and resource-based value added
products, e.g

Palm oil based product - more than 30 types researched by
PORLA

Oil palm bio-mass - from fibres, tree trunks, even ash
Rubber based - industrial and commercial

Cocoa based — food base

Timber based — housing,floor panels and furniture
Food Services - Processing/Packaging/Repacking
Fruit Plantation — Local fruits for export
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POTENTIAL GROWTH AREA
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 Manufacturing Sector

— Optoelectronic Displays

— Optoelectronic Storage & Communication Devices
— Digital Camera Modules/ PDAs/LCD/Camera Phones
— Image Sensors/Camera Flash

— SMT Cleaning Equipments(Leadfree)

— Optolens Molds/Tools

— Semicon Molds/Tools

— Harddisk Drive Componenets

— Progressive Precision Metal Stamping (fine Pitch)
— Progressive Precision Metal Stamping Die Sets

— Automation Systems (RFID Compliance)

— Precision Engineering Plastic Molding- wafer
trays/camera gear wheels/connectors/lens
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e CEM Sector

— Fine Pitch Components Assembly Lines (leadfree)

— Increasing Testing Output & Enhance Engineering
Productivity

— Lowering Total Cost of Ownership

— Adoption of Flexible Software & Hardware to reduce
labour, cost & time

— Capabilities - Acquire Best Engineering,Research,
Design & Test Engineers

— Implement Good ERP & SCM systems link with
RosettaNet, TradeLink & DagangNet
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e |CT Sector

— Software Development & Integration Solutions
 Commercial software & Open Source Software

— |IC Design Houses with Embedded Graphic Technologies

— Next Generation Wireless Network Software

— Penang ICT companies jointly develop Penang OS.
o Offer to local GLCs/ LSC / Global CEM Coy
— Acquiring CMMi Certification
— MSC Status — ICT companies should apply
— ICT Information Assistance
* Penang Cyber City Center
« MDec — Cyberjaya
« ScOPe
« FMM ICT Committee



CROSS BORDER INVESTMENT -
AFTA

« Cross border investments include exporting our niche
technology products in form of joint ventures,turnkey
projects, outsourcing or importing semi finish products
within AFTA .Including agro base products too.

o Supply of goods and services for export - construction &
Infrastructure, prefabrications, metal fabrication, TnD,
precision plastic molding, automation systems & RFID
projects by Malaysians.

o Supply of goods and services for traditional market
under the government’s overseas assistance projects
for HALAL food (e.g. UN- Lebanon, Irag,Bandar Aceh)



CONCLUSION

Penang entrepreneurs must possess the Technopreneuri al
spirit to look for new opportunities, the stamina, creativeness
& Innovativeness to adapt to new challenges.

We believe Penang SMis possess all level of qualitie s to offset
falling FDIs by going into domestic and cross border

Investments to maintain our pace of economic develo pment
and making our Penang very competitive.

Here, we are honoured to have current & new MNCstoi  nvest,
reinvest, expand & some repositioning their manufac turing
pattern in Penang by adding value & technology.

We thank the Penang State Government, our Chief Mini  ster
YAB Tan Sri Dr Koh Tsu Koon with the assistance & supp ort
of InvestPenang, PDC, MATRADE,SMIDEC & MIDA
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THANK YOU

For Details Contact :
Branch Manager

FMM Northern Branch
Wisma FMM

2767,Mukim 1,

Lebuh Tenggiri 2,

Bandar Seberang Jaya,
13700 SPT,Penang

Tel: 604-3992057

Fax: 604-3994863

Email: fmmpng@fmm.jaring.my
Visit us at: www.fmm.org.my




WISH YOU ALL

MERRY CHRISTMAS
&
HAPPY NEW YEAR 2007/






