ACCCIM SURVEY REPORT ON ECONOMIC SITUATION OF MALAYSIA
FOR THE 15T HALF OF 2013

1.1

1.2

INTRODUCTION

THE PURPOSE OF THIS SURVEY

In Malaysia, due to the wide participation of the Chinese businessmen in
the economic activities throughout the country, Chinese's businessmen
play an important role within the economy. A survey (part of an exercise
carried out twice a year) has recently been carried out to gather feedback
and opinions from Chinese businessmen. This survey can be viewed as a
means to gauge the economic situation facing the Chinese business
community in the 1st half of 2013. This survey covers four major areas in
relation with the Chinese business community, namely:

i The Malaysian economic situation in the 1st half of 2013;

ii. Major factors affecting business performance;

iii. Malaysian economic outlook; and

iv. Current issues facing the Chinese businessmen in relation to trade,

investment and industrial development in Malaysia.

SIGNIFICANCE OF THE SURVEY

Most of the data and statistics in relation to the economic situation
available today are collected by the Government through Statistical
Department of Bank Negara Malaysia and its agencies. The Malaysian
Institute of Economic Research (MIER) has conducted surveys on the
economic recovery in the past but has thus far, focused on the
consumers and the manufacturing sector.

Given that the Chinese business community plays an important role in
the Malaysian economy, ACCCIM, as a national organisation
representing the Chinese business community, take the task to assist
the Government in gauging the economic situation facing the
Chinese business community. It also attempts to collect feedback
and opinion on various measures undertaken by the Government to
enable them to evaluate the effectiveness of those measures. This
would be helpful to the Government either in making adjustments
to the existing policies or in the formulation of new policies.

The results from the survey also provide a basis for ACCCIM to
submit relevant memoranda to the Government and serve as a
reference for the business community and foreign investors in
formulating investment plan and strategy.
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SURVEY METHODOLOGY

The purpose of this survey was to collate information in relation to the
economic situation facing the Chinese business community in the 1st half
of 2013. The questionnaire was constructed based on the current
economic issues faced by the country and the business community, and
the various measures undertaken by the Government to address the
issues concerned.

ACCCIM represents around 30,000 Chinese businessmen and trade
associations in Malaysia. As most of the prominent Chinese businessmen
are the committee members of ACCCIM either at the national or state
levels, these committee members could be taken to represent the Chinese
business community. The total questionnaires sent out were 717.

A total of 392 questionnaires was returned, making it a response rate of
54.7% of the total questionnaires sent. These 392 respondents made up
the sample of this survey. The 54.7% response rate was reasonable, as
other surveys conducted by other organisations have also experienced
low response rates.

The questionnaires were distributed to Chinese's businessmen across all
sectors and industries. In terms of breakdown of distribution, the
respondents were mainly from wholesale and retail (32.7%), manufacturing
(20.4%), professional and business services (10.7%), construction (6.9%),
finance and insurance (5.4%), real estate (5.1%), and tourism, shopping, hotels,
restaurants, recreation and entertainment (5.1%) as well as others (13.8%).
These sectors concerned are said to represent the major sectors of the
economy. The breakdown of responses may be depicted as follows:

Sector Percentage (%)

Wholesale & retail trade 32.7
Manufacturing 20.4
Professional & business services 10.7
Construction 6.9
Finance and insurance 54
Real estate 51
Tourism, shopping, hotels, restaurants,

recreation and entertainment 51
Others 13.8
Total 100.0
(Sample Size) (392)
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About 19% of the respondents were from Non-SMEs (according to annual
turnover and full time employees)

SME vs Non_SME

The National SME Development Council has provided a definition for
small and medium enterprises with regard to manufacturing (including
agro-based) & manufacturing related services, primary agriculture and
service's sector (including information and communications technology,
ICT), as described below.

Primary Agriculture

A small and medium enterprise in primary agriculture is an enterprise with full-
time employees not exceeding 50 or annual sales turnover not exceeding Ringgit
Malaysia (RM) 5 million.

The agriculture, forestry & fishery sectors have been classified in this category in
this report.

Manufacturing (including Agro-Based) and Manufacturing-Related
Services (MRS)

A small and medium enterprise in manufacturing (including agro-based) and
MRS is an enterprise with full-time employees not exceeding 150 or with the
annual sales turnover not exceeding RM 25 million.

The manufacturing, mining and construction sectors have been classified in this
category in this report.
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Services Sector (including information and communications technology,
ICT)

A small and medium enterprise in services is an enterprise with full-time
employees not exceeding 50 or annual sales turnover not exceeding RM 5 million.

The real estate, transportation, forwarding and warehousing,
telecommunications, information technology, wholesale and retail trade,
international trade, tourism, hotels, restaurants, recreation and entertainment,
finance and insurance, professional and business services have been classified
under this category in this report.

For the manufacturing based business, 43.8% of the respondents employed 5-50
employees, with another 30.1% employing 51-150 employees, whereas 7.5% of
the respondents claimed that they employed more than 150 employees.

For the services based businesses, 36.6% of the respondents employed 5-19

employees and 28.5% employed less than 5 employees. On the other hand, about
14.6% of the respondents claimed that they employed more than 50 employees.

Full-Time Employees

Manufacturing Services

Number of Percentage | Number of Percentage
employees (%) employees (%)
Less than 5 18.5 Less than 5 28.5
5~50 43.8 5~19 36.6

51 ~ 100 16.4 20~ 35 10.6
101 ~ 150 13.7 36 ~ 50 9.8
More than 150 7.5 More than 50 14.6
Total 100.0 Total 100.0
(Sample Size) (146) (Sample Size) (246)

In the case of turnover achieved annually, for the manufacturing based
businesses, nearly 27.4% of the respondents reported that their
companies’ annual turnover exceeded RM10 million. About 9.6% of the
companies surveyed reported having an annual turnover that exceeded
RM25 million.
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For the services based businesses, about 32.5% of the respondents had
an annual turnover of between RM1.0 million to RMS5.0 million.
Additionally, about 18.7% of the companies had an annual turnover of more

than RM5 million.

Annual Turnover

Manufacturing Services
in Ringgit Malaysia Percentage | in Ringgit Malaysia Percentage
(o) (o)

Less than 250,000 8.2 Less than 200,000 16.3
250,000 ~ 999,999 21.2 200,000 ~ 999,999 32.5
1,000,000 ~ 4,999,999 30.1 1,000,000 ~ 2,499,999 18.7
5,000,000 ~ 9,999,999 13.0 2,500,000 ~ 5,000,000 13.8
10,000,000 - 25,000,000 17.8 More than 5 million 18.7
More than 25 million 9.6

Total 100.0 Total 100.0
(Sample Size) (146) (Sample Size) (246)

About 83% of the respondents were domestic market oriented whereas the
remaining 17% focused on “both domestic and export” markets (11%) or

‘export’ markets (6%).

Both domestic
and export
markets
11%

Export
market
6%
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3.1

3.1.1

SURVEY FINDINGS

THE MALAYSIAN ECONOMIC SITUATION IN THE 1ST HALF OF 2013

Sales performance

Slight Deterioration in Sales Performance

From the survey, about 82% of the respondents replied that their firms’
sales performances were either good or satisfactory. This represents a
slight drop in % points of respondents in the ‘good’ or ‘satisfactory’
categories when compared with the period in 2»d half 2012, where 85% of
respondents reported similar outcomes.

When analysed in terms of ‘sub-categories’, similar changes were noted
with respect to the sales performances for both the manufacturing and
the wholesale and retail sectors.

In the case of the manufacturing sector, the biggest change was noted in
the ‘satisfactory’ sales performance category which recorded a drop of
12% points. In turn, there was an 8% points increase in the ‘poor’ sales
category and 4% points increase in ‘good’ sales performance category.

A similar pattern of change was also noted for the wholesale and retail
sector entities where there was a 13% points drop in the ‘satisfactory’
sales performance category. The ‘poor’ sales performance category
recorded an increase of 11% points whereas the category of ‘good’ sales
performance only recorded a 2% points increase.

On the whole, the drop in good and satisfactory sales performance
experienced by the majority of businesses surveyed for the 1st half of
2013 is a reflective of the moderation of the performance of the
Malaysian economy. This was mainly due to the continued contraction of
the external sector and to a certain extent, a decelerating private
investment. The country’s domestic is expected to continue to be the
source of growth. The Malaysian economy is expected to report a growth
of around 5% or thereabouts for 2013.

In the case of future sales outlook, the majority of the respondents (76%)
believe that the ‘good’ and ‘satisfactory’ sales levels experienced in the
first half of 2013 would continue into the 6-months period of 2nd half of
2013.
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The survey results showed that businesses continue to be optimistic
going into the 2nd half of 2013 as the % of respondents being pessimistic
of the future sales of their businesses showed only a slight increase of
3% points compared to the results in the last survey.

Sales Performance

Sales 2nd Half 2012 1st Half 2013 Total
Performance (%) (%) (%)

Mfg | WRT | Mfg | WRT | 2nd“12 | 1st“13 2nd “13

(Forecast)

Good 9 9 13 11 8 12 13
Satisfactory 76 77 65 64 77 70 63
Poor 15 14 23 25 15 18 24
Total 100 100 100 100 100 100 100
(Sample Size) (88) (99) (80) (128) (395) (392) (385)
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3.1.2

Production volumes

Slower Increase in Production Volumes

In line with the slight dip in sales performances, the supply side also saw
similar trend where there were more manufacturers and businesses that
reported ‘decrease’ in production volumes.

During this period of the survey, it was noted that 10% (2rd half 2012:
12%) of respondents reported ‘ncreased’ productions volumes while
another 63% (2nd half 2012: 77%) saw no change in the production
volumes of their businesses.

Notwithstanding the drop in sales performance, businesses appear
upbeat, with 19% of respondents expecting production volumes to
increase for the 2nd half of 2013, while 21% of respondents believing that
their production volume would experience a reduction.

Production volume

Production volume | 2nd Half 2012 | 1st Half 2013 Total

(%) (%) (%)

Mfg Mfg 2nd “12 | 1st“13 2nd “13

(Forecast)

Increased 14 11 12 10 19
Remained
unchanged 71 67 77 63 61
Decreased 15 22 11 27 21
Total 100 100 100 100 100
(Sample Size) (78) (72) (201) (232) (194)
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3.13

Stocks

Inventory levels somewhat unchanged, albeit lower

85% of the respondents reported that their stock levels were largely in
the ‘increased’ and ‘remained unchanged’ categories for the 1st half 2013
surveyed (this is slight decrease when compared to the result reported in
2nd half 2012: 88%)).

There were minor shifts in the breakdown of respondents in both the
‘manufacturing’ and ‘wholesale and retailers’ sectors. Once again,
majority of the respondents in these two sectors reported ‘unchanged’
inventory levels, with minor shifts in the other categories (‘increased’ and
‘decreased’ inventory levels).

Going forward for the next six months in 1st half of 2013, 20% of
respondents expect to increase the level of inventories while another 13%
of respondents anticipate to hold lower level of inventories.

Stocks
Stocks 2nd Half 2012 1st Half 2013 Total
(%) (%) (%)
Mfg | WRT | Mfg | WRT | 2012 [ 1st“13 | 2nd“13
(Forecast)
Increased 10 6 6 11 9 11 20
Remained
unchanged 75 82 74 77 79 74 67
Decreased 15 12 21 12 12 16 13
Total 100 100 100 100 100 100 100
(Sample Size) (78) (82) (73) (84) (273) (231) (245)




ACCCIM SURVEY REPORT ON ECONOMIC SITUATION OF MALAYSIA
FOR THE 15T HALF OF 2013

3.14

Collections

Slightly Poorer Collections from Customers

For the 1st half of 2013, there were fewer respondents that reported
‘satisfactory’ collection for payment of debt (66%) and this represents a
decrease of 6% points from that reported in the previous period (2»d half
2012: 72%). The change was in turn spread out between the ‘good’ and
‘poor’ collections categories. Overall, the majority of businesses continue
to be satisfied with the collections efforts.

However, when analysed between the different sectors, it was noted that
businesses in the manufacturing sector experienced deterioration in the
collections of debt, as there was a 13% points increase in the ‘poor’
collections category. Contrastingly, businesses in the wholesale and
retail sector saw an improvement in collections as there was a 7% points
drop in the ‘poor’ collections category of response.

Forecasting into the future, some 13% of respondents believed that their
collections would be ‘good’, while 24% of respondents were concerned
that their collections would be ‘poor’. Of concern perhaps is the
continued slight increase in the % of respondents that forecast poor
collections in the future. Businesses are advised to be cautious and to
step up efforts to better control their collections so as not to run into
cash flow problems in the future.

Collection for Payment of Debt

Collection for 2nd Half 2012 | 1st Half 2013 Total

Payment of (%) (%) (%)

Debts Mfg | WRT | Mfg | WRT | 2nd“12 | 1st“13 2nd “13
(Forecast)

Good 12 10 7 13 9 12 13

Satisfactory 68 67 60 69 72 66 63

Poor 20 23 33 18 19 22 24

Total 100 100 100 100 100 100 100

(Sample Size) (80) (95) (75) (127) | (370) | (369) (361)

10
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3.1.5

New orders from overseas market

Decrease in New Orders from Overseas Markets

There was a larger percentage of the respondents reported ‘decreased’
new orders from foreign markets, which was matched by a corresponding
drop in the ‘increased’ new orders category. Overall, this represents a
reversal of trend compared to the last survey that had shown improved
performance in terms of new orders from overseas markets. The current
response pattern may be attributed to the continued weak global growth
and correspondingly, weak external demand.

In the manufacturing sector, none of the respondents reported ‘increase’
in new orders from overseas markets. Instead, a bigger majority of
respondents reported sustained / unchanged level of new orders from
overseas markets. In the case of wholesale and retail sector, there was a
10% points increase in the number of respondents that reported
‘decreased’ new orders from overseas markets (with the change coming
from the ‘unchanged’ category).

Overall, majority of the respondents (71% of respondents) were still
hopeful that for the next six-months ending December 2013, their
businesses would experience ‘increased’ and ‘unchanged’ levels of orders
from foreign markets.

New Orders of Goods and Services from Foreign Markets

New Orders 2nd Half 2012 | 1st Half 2013 Total
(%) (%) (%)

Mfg | WRT | Mfg | WRT | 2nd“12 | 1st“13 2nd ‘13
(Forecast)

Increased 21 0 13 13 17 12 15

Remained 47 68 57 47
unchanged 55 55 56

Decreased 32 32 30 40 28 33 29

Total 100 | 100 | 100 | 100 | 100 | 100 100
(Sample Size) 62) | (22 | @4 | (38 | (157) | (146) | (138)

11
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3.1.6 New orders from local market

New Local Orders Inch Up

83% (‘increased> 8%; and ‘remained unchanged” 75%) of the
businessmen responded that the local market showed a sustained
performance in the 1st half of 2013 in respect of new local orders
received. This is an improvement in overall results (albeit slightly) relative
to that in 2nd half of 2012 (‘increased” 11% and ‘remained unchanged’,
70%; giving an overall total of 81%) with more businesses reported
‘unchanged’ position. This is in line with the state of the Malaysian
economy at present that is still relatively driven by internal demand.

The majority of the respondents believe that the level of new local orders
forecast for the 6 months period ending December 2013 would remain
unchanged, with fewer % of respondents fearing ‘decrease’ in such new
local orders. This is an improved situation as in the last survey period,
23% of the respondents then had forecast ‘decreased’ future local orders.
On the other hand, there was also a slight drop in those forecasting
‘increased’ local orders (drop of 4% points).

New Local Orders of Goods and Services from Local Market

New Local 2nd Half 2012 1st Half 2013 Total
Orders (%) (%) (%)

Mfg | WRT | Mfg | WRT | 2012 [ 113 | 2nd“13

(Forecast)

Increased 14 8 8 8 11 8 12
Remained
unchanged 59 78 72 71 70 75 70
Decreased 27 14 21 21 19 17 18
Total 100 100 100 100 100 100 100
(Sample Size) (80) (94) (78) (126) (375) (369) (362)

In the breakdown by sectors, the major change was seen in the wholesale
and retail trade sector as more businesses in this sector concerned
reported ‘decreased’ new local orders. Businesses in the manufacturing
sector saw more firms reporting ‘unchanged’ new local orders.

12
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3.1.7 Sales prices

Slight deterioration in Local Sales Prices Performance

Overall, businesses were still able to sustain their local sales prices for
the 1st half 2013 period. However, it is noted that the pattern of results
for the period under review represents a slight deterioration relative to
that reported for 2nd half of 2012.

There were more businesses that reported the need to reduce sales prices
(an increase of 5% points over the previous survey period). There was a
slight drop in the percentage of respondents that reported being able to
keep their selling prices unchanged. Additionally, some 19% of
businesses forecast that they would need to reduce selling prices in the
next 6 months ending December 2013 and 11% of businesses were
confident that they could increase their selling prices for the same
forecast period.

Businesses in the manufacturing sector saw an increase of 8% points in
respect of respondents advising of their need to lower their selling prices.
They may have been forced to do so as they sought to support their sales
level.

In the case of businesses in the ‘wholesale and retail’ sector, the
combined percentage of respondents that reported being able to increase
their sales price of goods / services or keep their sales prices unchanged
remain relatively unchanged. Nonetheless, the % number of respondents
that reported being able to increase their sales prices saw a 7% points
increase.

The overall results reflect the continued significant challenges that

businesses faced, with the majority of businesses having to keep their
sales prices unchanged to sustain their sales performance.

Local Sales Prices of Goods and Services

Local Sales 2nd Half 2012 1st Half 2013 Total
Prices (%) (%) (%)

Mfg | WRT | Mfg | WRT | 2nd“12 | 1st“13 2nd ‘13

(Forecast)

Increased 13 3 7 10 8 9 11
Remained
unchanged 59 82 57 73 74 69 71
Decreased 28 15 36 17 17 22 19
Total 100 100 100 100 100 100 100
(Sample Size) (78) (88) (69) (92) (350) (290) (350)

13



ACCCIM SURVEY REPORT ON ECONOMIC SITUATION OF MALAYSIA
FOR THE 15T HALF OF 2013

3.1.8

Number of emplovyees

Employment Market Relatively Unchanged

The employment market showed a relatively unchanged position with no
major swings in the percentage respondents for all categories of
responses.

However, in the case of the ‘manufacturing’ sector, there was a 10%
points increase in businesses reporting ‘decreased’ number of employees.
In contrast, the ‘wholesale and retail trade’ sector, the number of
respondents claiming to have increased or kept their number of
employees relatively improved over the previous survey period. Perhaps,
there may be a change in trend of the manpower needs in the
‘manufacturing’ sector versus that in the ‘wholesale and retail trade’
sector.

Overall, the majority of businesses are expected to maintain their
capacity level in terms of human resource requirements for the next 6
months ending December 2013.

Number of Employees
Number of 2nd Half 2012 1st Half 2013 Total
Employees (%) (%) (%)
Mfg | WRT | Mfg | WRT | 2nd“12 | 1st“13 2nd “13
(Forecast)
Increased 9 4 10 8 11 9 11
Remained
unchanged 66 74 57 76 69 72 69
Decreased 24 22 34 16 20 19 20
Total 100 100 100 100 100 100 100
(Sample Size) (86) (95) (74) (127) | (387) | (372) (377)

14
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3.1.9

Wage cost per unit of output

Wage costs per unit of output Were Generally Stable

Businesses advised that the wage cost per unit of output for the whole of
1st half of 2013 largely remained constant, indicating that businesses
had strived hard to keep wage costs per unit of goods and services
constant. A total of 74% of responses indicated that their wage costs
remained unchanged in 1st half of 2013 compared 72% recorded in the
2nd half of 2012.

It is noted that there was a 5% increase in respondents in the
‘manufacturing’ sector reported a reduction in wages per unit of goods or
services. Taking into account of the fact that there were more firms in
this sector having reported ‘decreased’ number of employees, it may be a
case of more firms using less workers just to keep overall wage costs low.

In contrast, there was an increase of 8% points in respect of businesses
in the ‘wholesale and retail trade’ sector that reported having experienced
increase in wage costs per unit of goods and services.

Looking into six months ahead, some 69% of the respondents believed
that wage costs would remain unchanged for the period of 2nd half 2013.
However, there were 13% of respondents who felt that wage costs would
increase in the same period, the minimum wage for SMEs has been
delayed until 1 Jan 2014.

Wage Costs per Unit of Goods and Services

Wage Costs 2nd Half 2012 1st Half 2013 Total

per unit (%) (%) (%)

Mfg | WRT | Mfg | WRT | 2nd“12 | 1st“13 | 20d“13
(Forecast)

Increased 16 3 15 11 13 11 13

Remained
unchanged 69 78 65 81 72 74 69

Decreased 15 19 20 9 15 15 18

Total 00 | 100 | 100 | 100 | 100 | 100 100
(Sample Size) | (81) | (89) | (74) | (124) | (361) | (366) (364)

15



ACCCIM SURVEY REPORT ON ECONOMIC SITUATION OF MALAYSIA
FOR THE 15T HALF OF 2013

3.1.10 Capacity utilisation

Relatively unchanged Capacity Utilization

Overall, 63% of respondents claimed that their businesses were
operating at more than 60% capacity in the 1st half of 2013 (unchanged
from last survey period of 2»d half 2012). The capacity utilisation rate,
however, continues to be well below the desired level of more than 80%.
As noted in the previous surveys, there exist businesses that operated at
low capacity levels with 9% of respondents reporting that their
businesses operated at less than 40% capacity (there was a slight
improvement with respect of capacity utilization as the % of respondents
in this category decreased by 2% points). On the whole, this means that
businesses still faced a situation of significant excess capacity. To reduce
the excess capacity, efforts are likely to be continued to be channelled
into areas such as marketing and promotional exercises, introduction of
new products and more innovative business measures to increase sales.

Capacity Utilisation Level

Capacity 2nd Half 2012 1st Half 2013 Total
Utilisation (%) (%) (%)

Level Mfg WRT Mfg WRT 2nd “12 1st 13
81 ~ 100% 17 9 13 6 10 9
61 ~ 80% 48 55 48 63 53 54
41 ~ 60% 28 23 35 22 27 28
0 ~ 40% 8 13 5 9 11 9
Total 100 100 100 100 100 100
(Sample Size) (90) (100) (80) (128) (408) (392)

16
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3.1.11 Investment in new resources or plant

Wait-and-see in Investment in New Resources or Plant

Given the high level of unutilised capacities available, many businesses
decided to continue to adopt a wait-and-see approach in respect of their
decision to invest in new resources / plants for 1st half of 2013.

There was a 11% points increase in the % of respondents in the
‘manufacturing’ sector that would investment Ilevels unchanged.
Consistent with the earlier paragraphs, this may be due to slight
reduction in new orders from foreign markets and more firms reporting
unchanged new local sales. Furthermore, as noted in the earlier
paragraph, there continues to be sufficient capacities to absorb new
orders.

Moving forward, 11% of respondents advised that they planned to
increase such investments during the period of 2»d half 2013 but some
38% stated that they are considering reducing their investment in new
resources or plant for the period concerned. The latter could be due to
the excess capacity and rising costs of doing business.

Investment in New Resources or Plant

Investment 2nd Half 2012 1st Half 2013 Total
(%) (%) (%)
Mfg | WRT | Mfg | WRT | 2nd“12 | 1st“13 2nd “13
(Forecast)
Increased 12 4 12 8 11 11 11
Remained
unchanged 51 58 62 58 57 60 52
Decreased 37 38 26 34 32 28 38
Total 100 100 100 100 100 100 100
(Sample Size) (81) (76) (73) (119) (319) (351) (337)

17
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3.1.12 Economic Situation in Malaysia

The Malaysian economy was seen to have experienced little growth in
the 1t half of 2013

At the macro level, some 49% of respondents had the perception that the
Malaysian economy remained relatively stable in the 1st half of 2013. The
percentage of respondents under this category of response decreased by
7% points from a level of 56% for the last survey period.

The change noted in the earlier paragraph was almost matched by an
increase of 5% points in respect of respondents in the ‘deteriorated’
response category (1st half of 2013: 35%; 2nd half of 2012: 30%). This
shows that there were slightly more respondents who believed that there
was some weakening in the growth rate of the Malaysian economy in 1H
2013. The perception of an economic slowdown is consistent with the
weak external economies outside Malaysia and their corresponding
effects on Malaysia.

Certainly, Malaysian businesses wish to see more robust economic
growth, and hope that such growth could filter down more significantly
to their businesses.

The Malaysian Economy in the 1st Half 2013 was

18
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3.2 MAJOR FACTORS ADVERSELY AFFECTING BUSINESS
PERFORMANCE

Factors Affecting Business Performance for 1st Half 2013 (%)

Government policies

Manpower shortage

Domestic competition

Increase in operating cost and price of raw materials
Management style

Lack of capital

Dropin foreign and domestic demand

Insufficient training

Domestic political situation

Technological disadvantage

Foreign competition

Lack of confidence

Excess capacity of the foreign and domestic production
Insufficient infrastructure

International political situation

For the period six months ended June 2013, the greatest concern among
businesses was the need for friendly government policies that promote and
support businesses activities.

Some 43% of the respondents cited Government policies as the most important
factor affecting the performance of businesses during this period of survey. As
noted in the past, Malaysian businesses continue to look towards the
Government to introduce and implement economic policies that are business
friendly, improve efforts to increase speed and efficiency of Government /
regulatory related processes and in turn, reduce cost of doing business. The
Government is also looked upon to implement efficient public projects and
expenditure that can spur greater economic growth. This is gaining greater
importance given the weak external economic environment, uneven economic
growth in advanced countries and concerns about the sustainability of the world
economies in the near term.

The business community sees the implementation of business friendly policies as
imperative and necessary to boost private investment and spur the Malaysia
economy. It should also be noted that despite efforts to transform the Malaysian
economy, the effects and benefits appear not to have filtered down meaningfully
and significantly to the SMEs.

Businesses have also expressed concern about new rules that were recently
implemented such as the minimum wage policy, the extension of retirement age,

19
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increased EPF contributions to cite a few, leading to an increase in the cost of
doing business.

Manpower shortage

Concern was expressed by the respondents in respect of this factor with close to
39% of respondents feeling this was the second most important factor during the
1st of 2013’s survey.

Businesses and employers in Malaysia have long complained of shortage of
suitably qualified workers and the problem of supply of foreign workers as well
as lack of job-fit and job-readiness Malaysians (in particular, job readiness and
employable graduates) that are likely to have impacts on their businesses.

Domestic competition

There was a greater concern with regard to ‘domestic competition” among
respondents this time round. For this period of survey at 39%, it was ranked joint
second most important factor affecting business performance (up two places).

As noted in the past, business challenges have steadily increased and have forced
the SMEs to compete with each other more fiercely. Also, more businesses
continue to be set up and this pressure has intensified due to the adverse effects
of the weak global economy. This also explains why respondents continue to
perceive that the Malaysian did not experience a robust economic growth in the
period under review.

Increase in operating cost and price of raw materials

Increase in operating costs and price of raw materials continues to be a concern
among businesses in Malaysia, although this factor dropped in the level of
importance during this period of survey (compared to the last survey period) by
one position to become the fourth most important factor.

The rising operating costs experienced by businesses stems from areas such as
the 1% point increase in EPF contribution (for workers earned RM5,000 and
below), the implementation of the Competition Act 2010, the implementation of
the minimum wage and the increase in costs of utilities and fuel prices (which
shall continue to rise in the future). There is the added pressure given the
mandatory extension of retirement age to 60 for the private sector and the follow-
on unchanged EPF contribution rates by employers until the age of 60. There
continues to exist fluctuations in prices of raw materials, which in turn have had
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some impact on businesses’ operating costs. Further more, the low capacity
utilisation might have contributed to higher costs per unit of output, for a given
fixed operating costs.

Overall, government policies, manpower shortage, increase in
domestic competition and increase in operating cost and price of
raw materials were the four (4) major factors that affected the
business performances in the 1st half of 2013.
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3.3

MALAYSIAN ECONOMIC OUTLOOK

The Chinese business community is generally optimistic about the
economic outlook for 2013, 2014 and 2015.

About 55% of the respondents expressed confidence about the performance of
the Malaysian economy and businesses outlook for the year 2013. This represents
a drop in confidence from the last survey, where then, some 59% of respondents
expressed similar sentiments, suggesting that businesses have turned slightly
less optimistic in view of various challenges faced by them. The slight decrease in
business confidence may be due to factors discussed earlier (such as poorer sales,
poorer collections, decrease in new orders from overseas markets and
deterioration in sales prices).

Although Malaysia continues to be susceptible to the effects of weak global
economies, majority of businesses continue to appear confident, as external
economic conditions are showing signs of improvement and the Malaysian
economy is generally resilient.

Going forward into 2014 and 2015, the majority of the respondents continue to be
positive in terms of outlook and sentiments with regards to the Malaysian
economy.

Overall, the Chinese business community is generally optimistic
about the economic outlook for Malaysia for 2013, 2014 and
2015.

Malaysian Economic Outlook 2013-2015

W Pessimistic ™ Somewhat pessimistic ® Somewhat optimistic m Optimistic

—
2015 390
17.6
84
2014 41.3
16.1
74
2013 41.1
13.8
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3.4 EMPLOYEES’ PROVIDENT FUND (EPF)

(@) The EPF has proposed that given the increase in retirement age to 60 years,
the EPF contributions should revert back to the original 11% (employee) and
12 % (employer). The pervious requirement is that employees above 55 years
of age need only contribute half the amount. How would this proposal affect
your firm’s performance?

(b) Do you feel that your business would need ample time to comply with this
EPF proposal?

58.4

No
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The minimum retirement age of 60 years for the private sector came into
force on 1 July 2013. At the time of the conduct of the survey, the
Employees Provident Fund (EPF) had proposed that given the increase in
retirement age as mentioned earlier, the EPF contribution ought to revert
back to the original 11% contribution rate by employees and 12%
contribution rate by employers.

Effective August 2013 however, it has been made official given the
announcement by EPF that those still employment up till the age of 60
would see the same rates of EPF contributions, being 11% for employees
and 12% for employers (13% contribution rate for employees earning
RMS5,000 per month or below).

The rates of contribution by employers for employees aged between 60
and 75 have been set at half the rate, being at 6% (or 6.5%), whereas the
employees in this age category would contribute at 5.5% rate.

The results of the survey show that the majority of businesses have
accepted the need to make such adjustments in the EPF
contribution rate, given the change in the retirement age to 60 for
the private sector.

Nonetheless, some 58% of businesses have express their desire for
the authorities to provide them ample time to make adjustments to
comply with this new requirement as they believe that their costs
would be impacted.
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3.5 PROPERTY SECTOR

(a) Budget 2013 includes increase in tax rates under Real Property Gains Tax
(RPGT) for disposals of real properties within five years of acquisitions. Given
the events that have taken thus far since the Budget 2013 announcement, do
you think this change is sufficient to curb speculative activities in the property

sector ?

m No effect M Positive effect ™ Negative effect

52.3

2nd Half 2012 1st Half 2013

The majority of the respondents believe that the increase in tax rates for RPGT
is a step in the right direction and would have positive effect in controlling

speculation
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(b) Do you think the price of properties in Malaysia will continue its upward
trend ?

H No - it is likely to come down

H Yes - price of property will continue to increase

725 722

275

2nd Half 2012 1st Half 2013

Property prices likely to continue its upward trend

Malaysians have often complained about inflation and rising prices of
properties in the country are indeed one of the often cited examples. As
part of the government’s efforts to curb property bubble from building up
in Malaysia, several measures were introduced in the past, including:

¢ Increasing the tax rate from 5% to 10% for properties disposed of
within two (2) years of purchase, under Real Property Gains Tax (RPGT)

e My First Home Scheme

e Tightening of rules on 3rd house financing facility and the responsible
lending guidelines

e 1Malaysia People’s Housing Programme (PR1MA)

Under the Budget 2013 announcements, further increase in tax rates
under RPGT was noted, as the government continues to seek to curb

speculative activities in the property market. The revised tax rates are
summarized below:
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RPGT rates

Disposal period Companies Individuals | Individuals

(citizens and (non-

permanent citizens)

residents)

Within 2 years 15% 15% 15%

In the 3rd to the 5th 10% 10% 10%
year

In the 6th year onwards 0% 0% 0%

Based on survey undertaken, the results show that 52.3% of
respondents were of the opinion that the change in RPGT rates were
likely to be able to curb speculative activities, whereas 25.8% of
respondents opined that the change in tax rate would have no effect
whatsoever.

Despite the various measures (including those mentioned above), many
respondents (72.2%) did not foresee that property prices would
trend downwards in the near future, as noted in the graph above.
Similar sentiments were noted in the last survey.

However, many critics have commented on what the price increases
mean to the young generation (in particular, the extent of affordability of
properties for the young generation) and the implication on their debt
financing position.
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3.6 CHEQUE PROCESSING FEE

(a) Bank Negara Malaysia announced in March 2013 that effective 1st April 2014,
banks will charge a cheque processing fee of 50 sen on the issuer of the
cheque. Are you supportive of the move ?

An announcement was made in March 2013 that banks in Malaysia would

impose a cheque processing fee of 50 sen on the issuer of the cheque
effective 1st April 2014.

This fee would be in addition to the current stamp duty of 15 sen per
cheque leaf.

Bank Negara Malaysia had explained that the charge for cheques had to be
progressively increased to reduce the cost and inefficiencies associated with
the use of cheques, and that there was also a need to reflect the production
costs of cheques, which was said to be RM3 currently.

Businesses (88%) however have responded that they were not in favour
of such a move and have expressed their regret that they would be
forced to absorb such cost. Already, banks have imposed a wide range of
fees for their services and such imposition of cheque processing fee was not
welcomed.
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3.7 GOODS & SERVICES TAX (GST)

(@) The Malaysian government has plans to implement the GST. What rate of
GST do you think is the most appropriate?

554

12

41

3% 4% 5% 6%

In May 2013, Datuk Seri Idris Jala, Minister in the Prime Minister’s
Department had commented that Malaysia would be able to derive
additional income of up to RM27 billion if the proposed Goods and Services
Tax (GST) was implemented at a rate of 7%. The Minister explained that the
GST would provide the Government with extra funds that could then be

spent on the well-being of Malaysians.

Businesses in Malaysia have now begun to accept the inevitability of the
implementation of GST in Malaysia. This is mainly due to the publicity and
coverage that has taken place surrounding the topic of GST over the years

since 2005.

Nonetheless, majority of businesses advocate to start the GST from a
low rate, with some 55% of respondents preferred a rate of 3%. This
would result in a lesser burden on consumers and inanticipation of hiccups

of the GST at the initial phase of implementation.
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(b) What learning period should be provided to the firms before any punitive
action is taken?

444
4.6
1year 1.5 years 2 years More than 2 years

Businesses have also asked for time to familiarize themselves with the GST
system. They believe that there would be mistakes made at the initial stage
and seek understanding from the authorities. The majority of
respondents (close to 50%) prefer a familiarization period of two (2)
years or more before the authorities start to take steps to ensure
compliance with the GST requirements.
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3.8 INTERNATIONALISATION ISSUES

(a) Does your firm have plans to expand business abroad ?

60.2

No Yes

The ASEAN ECONOMIC COMMUNITY (AEC) represents a regional economic
integration goal of the ASEAN countries by 2015. AEC embodies the
following characteristics:

(a) Single market and production base

(b) Highly competitive economic region

(c) Region of equitable economic development

(d) Region that is fully integrated into the global economy

The AEC is expected to transform the ASEAN region into a free movement of
goods, services, investment and skilled labour, plus a freer flow of capital.

In view of this expected development in the future, entities of all sizes are
encouraged to be prepared to take advantage of the benefits that may
accrue from the expanded economic region that businesses may explore.

The survey notes that some 40% of respondents have indicated that
they have plans to spread their business activities abroad. This serves
as an indication that a sizeable group of businesses are interested in
expanding operations out of Malaysia. Accordingly, more efforts ought to be
carried out by the Government to explain matters to businesses about this
potential benefits that business can take advantage of, so that the
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businesses concerned may be better prepared when the economic region
finally opens up in 2015.

For discussions of effects of trade arrangements / agreements in general,
refer to next section below.

(b) Have you benefited from the Free Trade Agreements signed by Malaysia
with other countries, such as ASEAN FTA, ASEAN-CHINA FTA & etc. ?

67.1

No Yes

International trade contributes significantly to Malaysia’s economic growth
and development. Malaysia has put in significant effort to create a more
liberalized and fair global trading environment. This has resulted in
Malaysia pursuing regional and bilateral trading arrangements to
complement the multilateral approach to trade liberalisation.

Free Trade Agreements (FTAs) are generally aimed at providing the means
to achieve quicker and higher levels of liberalisation that would create
effective market access between the participants of the FTA.

FTAs entered into by Malaysia are comprehensive in nature and coverage,
and it include investment, trade facilitation, intellectual property rights
(IPR) as well as economic cooperation in areas such as:

e Competition policy;

e Standards and conformity assessment;
¢ Information and communication technology;
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e Science and technology;

e Education and training;

e Research and development;

e Financial cooperation;

¢ Small and Medium Enterprises (SMEs) development; and
e Paperless trading.

The following has been touted to be the benefits that accrue to Malaysian
exporters arising from the various FTAs entered into by Malaysia :

FTAs create an integrated market that offer increased business opportunities for trade in goods,
services and investment between Malaysia or ASEAN and its FTA partner.

Products: increase competitiveness of products from Malaysia / ASEAN in the FTA partner market as
import tariffs would be reduced or eliminated.

Services: liberalisation of the services sector and removal of market access limitations

Investment: create a liberal investment regime and serve as a production base for regional and
international markets
(Source: www.matrade.gov.my)

While the Government has put in much effort to negotiate trade deals and
enter into FTAs in the hope of realizing the expected benefits, the survey
results show that the majority of the businesses (67.1%) have not
benefited from the FTAs concerned.

This finding should not come as a surprise as the benefits that many hail to
arise from FTAs are based on various assumptions that may not necessary
benefit the small players. Also, many of ACCCIM’s members are domestic-
market oriented companies.

Nonetheless, this should not stop the Malaysian government from
continuing to pursue such initiatives. The government should however
intensify its efforts to hold more dialogues with the stakeholders involved
in business, in particular through Chambers of Commerce such as the
ACCCIM to explain policy matters and seek more input on a timely basis
from the members of the Chambers of Commerce.
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(c) Myanmar & Cambodia have opened their market. Do you have plans to
expand to these markets ?

64.8

2.0

No Yes Already in these countries

In line with developments in many other countries, Cambodia and
Myanmar have taken various initiatives to open up their economies to
external investors.

Based on the survey results, it is noted that some 33% of respondents
have indicated interest to expand businesses into these two
countries, with a few group already having some form of presence in
the countries concerned.

This demonstrates that the two countries are attractive to businesses.
Perhaps then, the government may wish to undertake dialogues with the
business community to identify areas in which the government may look
into when discussing trade issues with their counterparts in these
countries. As mentioned earlier, dialogues may be held through the
assistance that may be provided by various Chambers of Commerce, such
as the ACCCIM.
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(d) Do you support Malaysia signing Trans-Pacific Partnership Agreement

(TPPA) ?
52.3
349
12.8
No Yes Don't know what is TPP
Agreement

The Trans-Pacific Partnership (TPP) is an FTA initiative involving eleven
(11) countries. These countries are Australia, Brunei, Canada, Chile,
Malaysia, Mexico, New Zealand, Peru, Singapore, United States and Viet
Nam.

The objective of the negotiations is to develop an FTA agreement which
will be able to adapt and incorporate current issues, concerns and
interests. Working groups have been established in the following areas:

Market Access;

Technical Barriers to Trade;
Sanitary and Phytosanitary Measures;
Rules of Origin;

Customs Cooperation;
Investment;

Services;

Non-Conforming Measures;
Financial Services;
Telecommunications;
E-Commerce;

Business Mobility;
Government Procurement;
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e Competition;

¢ Intellectual Property;

e Labour;

e Environment;

e Capacity building;

e Trade Remedies; and

e Legal and Institutional

This trade arrangement is also said to be focussed on cross-cutting
"horizontal issues" such as regulatory coherence, competitiveness and
business facilitation, development and Small and Medium Enterprises
(SMEs).

Based on the survey results, around 35% of respondents have
indicated their support for TPPA, while 13% of respondents did not
agree that Malaysia ought to be part of TPPA arrangement. The
majority of respondents (52% of respondents) claimed that they
were not aware or was not familiar with TPPA.

Of late, there has been much outcry against TPPA. Many of the grouses
stems from the fact that there has been a lack of transparency as to the
contents and wordings of the items contained in the TPPA. Chief concern
is that the signatories to the agreement are bound to secrecy and that
the agreement to secrecy shall continue for another four years after the
deal has been signed.

There are fears that the agreement would result in:

a) Greater restrictions on foreign investment

b) Legal suits by bigger organisations against governments of countries
that participate in TPPA, for example in the areas of intellectual
property and copyrights

c) Negative effects on SMEs and agriculture, and so on.

Its is therefore imperative that the government continuous dialogues and
discussion sessions with all stakeholders to explain Malaysia’s role and
stand in the TPPA, understand the concerns of the business community
and explain issues and matters with all stakeholders to allay fears and
promote better understanding of what shall be in store for all businesses.
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