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I INTRODUCTION

The slowdown in the world economy
resulting from the financial crisis that
began in the USA in 2007 continued
to adversely affect the world economy
in 2009, particularly export-oriented
economies including Malaysia. Until the
US financial crisis, Malaysia had enjoyed
a decade of growth with economic
expansion driven by the manufacturing
and services sectors. However, given the
economic pressures which accompanied
the sharp deterioration in the global
economic and international financial
environment, the Malaysian economy
contracted by 3.8 per cent in the first three

quarters of 2009'.

During the January-September 2009
period, the services sector sustained its
expansion (1.6%) while the manufacturing
sector contracted by 13.7 per cent due
mainly to weakness in the export-oriented
Given the
external environment, growth in 2009

industries. less favourable

was supported mainly by activities in the
services sector.

Manufacturing

Manufacturing remained an important
sector in the economy. During the first

! Department of Statistics.

nine months of 2009, value-added of the
manufacturing sector declined by 13.7
per cent given the less favourable external
The
accounted for 26.8 per cent of gross
domestic product (GDP) during this

economic environment. sector

period. Exports of manufactured products
decreased by 14.1 per cent from RM432.6
billion in 2008 (January-November) to
RM371.5 billion in 2009
November), accounting for 74.5 per cent

(January-

of Malaysia’s total exports for the period
January-November 2009. Employment in
the manufacturing sector was estimated at
3.3 million persons or 28.4 per cent of
total employment in 20092

The performance of the manufacturing
sector was also reflected in the sector’s
industrial output (as measured by the
industrial production index), sales value
and productivity. The production index
of the sector shrank by 11.6 per cent in
2009 (January-November) while sales of
manufactured products declined by 21.2
per cent to RM426.9 billion in 2009
(January-November). Productivity in the
sector, as measured by sales value per
employee contracted by 7.5 per cent® for
the period January-October 2009 following
slowdown in the external demand.

2 Economic Report 2009/2010, Ministry of Finance, Malaysia.

3 Malaysia Productivity Corporation.
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Services

The services sector encompasses broad
and diverse activities such as transport,
telecommunications, financial services
(banking, insurance, and capital markets),
real estate, business and professional
services, utilities, distributive trade, hotels
and tourism, education and health
services.

The services sector accounted for the
largest share of Malaysia’s GDP. For the
first nine months of 2009, it accounted for
57.3 per cent of GDP. The services sector
recorded a growth of 1.6 per cent in
value-added for the period January-
September 2009. Employment in the
services sector was estimated at 6.1
million persons or 52.6 per cent of total
employment in 2009.

For the period January-September 2009,
wholesale and retail trade maintained its
position as the leading sub-sector,
contributing to 13.0 per cent of GDP
(RM49.7 billion). This was followed by the
finance and insurance sub-sector (11.7%
or RM44.7 billion). Productivity in the
services sub-sectors recorded a positive
growth ranging from 1.2 per cent to 3.5
per cent in 20094.

4 Malaysia Productivity Corporation.
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;, GLOBAL INVESTMENT SCENARIO

FDI Inflows

Amid the global financial and economic
crisis, world foreign direct investment
(FDI)> inflows fell from a record high of
US$1.97 trillion in 2007 to US$1.69
trillion in 2008, according to the World
Investment Report by the United Nations
Conference of Trade and Development
(UNCTAD).

Graph 1
FDI Inflows by Region, 2000-2008
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The USA maintained its position as the
largest recipient of FDI inflows (US$316.1
billion) in 2008, followed by France
(US$117.5 billion), the People’s Republic
of China (US$108.3 billion) and the
United Kingdom (US$96.9 billion).

FDI inflows to developed countries in
2008 decreased by 29.2 per cent to
US$962.3 billion from US$1.4 trillion in
2007. This was mainly due to a decline in
cross-border M&As. FDI
developing countries were less affected
than those into developed countries as

inflows into

their financial systems were less closely
interlinked with the banking systems in
the USA and Europe. Their FDI inflows
continued to grow, but at a slower pace,
posting an increase of 17.3 per cent
to US$620.7 billion in 2008 from
US$529.3 billion in 2007.

Asia received the largest amount of FDI
inflows among the developing countries
with an increase of 17.0 per cent in 2008
to US$387.8 billion.
Republic of China was the largest
recipient of FDI in Asia (US$108.3
billion), followed by Hong Kong
(US$63.0 billion), India (US$41.5 billion)
and Singapore (US$22.7 billion)-

The People’s

> FDI is defined by UNCTAD as an international investment made with the objective of a lasting interest by a

resident entity in one economy in an entity resident in another economy. It comprises equity capital, reinvested

earnings and inter-company debt transactions and is largely based on national balance of payment statistics.
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The total FDI inflows to the East Asia
region rose by 24.4 per cent reaching
US$186.9 billion in 2008 from US$150.3
billion in 2007. The largest recipients of
FDI in East Asia were the People’s
Republic of China (US$108.3 billion),
Hong Kong (US$63.0 billion), Republic of
Korea (US$7.6 billion)
(US$5.4 billion).

and Taiwan

Graph 2
FDI Inflows to East Asia, 2008
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FDI inflows to ASEAN declined by 13.8
per cent from US$69.5 billion in 2007 to
US$59.9 billion in 2008. In comparison,
FDI inflows into ASEAN have been
increasing over the period 2002-2007,
with 2007 recording the highest level.

Developments in the global and regional
economy continued to influence FDI

Malaysia: Performance of the Manufacturing and Services Sectors 2009

inflows into open economies such as
Malaysia, Thailand and Singapore, all of
which had been affected by the impact of
the global financial crisis in 2008.

FDI inflows to Malaysia fell slightly by 4.8
per cent from US$8.4 billion in 2007 to
US$8.0 billion in 2008. FDI inflows into
Singapore dropped by 28.2 per cent from
US$31.6 billion in 2007 to US$22.7
billion in 2008, while FDI inflows into
Thailand declined by 10.7 per cent from
US$11.2 billion to US$10 billion in 2008.
The decline in FDI inflows to Malaysia
was largely due to loan repayments to
parent companies which were in need of
funds due to the global financial crisis.
Malaysia was the third largest recipient
among ASEAN countries in 2008, after
Singapore and Thailand.

Although FDI inflows into Malaysia
decreased in 2008, Malaysia continues to
be a cost competitive location for FDI
inflows into the manufacturing sector. FDI
inflows into the manufacturing sector rose
by 22.6 per cent from US$3.1 billion in
2007 to US$3.8 billion in 2008. The
significant increase in FDI inflows was
largely due to expansion by the E&E
industry, which upgraded their equipment
and technology as well as the introduction
of new production lines. There were also
sizeable inflows of FDI into niche and
higher value-added activities, particularly
in solar cells, modules and panels as well
as testing and measuring instruments.
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Graph 3
FDI Inflows to Asian Countries, 2008
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FDI Outflows

Reflecting the trend for FDI inflows, global
FDI outflows decreased by 9.5 per cent
from US$2.1 trillion in 2007 to US$1.9
trillion in 2008.

FDI outflows from developed countries
declined by 16.7 per cent to
US$1.5 trillion in 2008 due to decrease
in reinvested earnings. Nevertheless,
developed countries remained the largest
net outward investor group.

FDI outflows from developing countries
rose by 2.5 per cent from US$285.5
billion in 2007 to US$292.7 billion in
2008. Transnational corporations (TNCs)

as well as sovereign wealth funds (SWFs)
from West Asian countries continued to
invest abroad. Developing countries’
TNCs accounted for 16.0 per cent of total
global FDI outflows in 2008 from 13.0 per
cent in 2007.

Graph 4
FDI Outflows by Region, 2000-2008
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In 2008, FDI outflows from the South, East
and South-East Asia region rose 6.8 per
cent to US$186.5 billion. The main
sources of FDI outflows were Hong
Kong (US$59.9 billion), the People’s
Republic of China (US$52.2 billion),
India (US$17.7  billion), Malaysia
(US$14.1 billion) and Republic of Korea
(US$12.8 billion).
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In South-East Asia, Malaysia was the
largest source of FDI outflows in 2008
with  US$14.1 billion followed by
Singapore with US$8.9 billion.

Future Prospects

According to  UNCTAD’s  World
Investment Prospects Survey 2009-2011
(WIPS), FDI inflows in 2009 will continue
to be affected by the economic and
financial crisis. Based on WIPS, among
the global risks that could potentially
affect TNCs’ FDI plans for the next three
years are deepening of the global
economic downturn, increase in financial
instability, and rise in protectionism
involving a change in foreign investment
regimes. Major TNCs are expected to
reduce their FDI expenditure in 2009 with
58.0 per cent of respondents intending to
reduce their FDI abroad and nearly one-
third expecting a large decrease from
2008 onwards.

Based on UNCTAD’s latest quarterly
publication, global FDI inflows declined
by about 40 per cent to US$1 trillion in
2009 from US$1.7 trillion in 2008.
Similarly, FDI inflows to developing and
transition economies decreased by 39.0
per cent in 2009. Nevertheless, response
from WIPS suggests that a progressive
rebound of FDI could be expected by
2011.

TNCs are generally more optimistic about
the medium term outlook for the global
economy and expected to continue
investing globally. As such, there should
be a moderate recovery in global FDI
flows in 2010, before gaining momentum
in 2011,

Malaysia: Performance of the Manufacturing and Services Sectors 2009
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INVESTMENT PERFORMANCE OF THE
MANUFACTURING SECTOR

A. PROJECTS APPROVED

OVERVIEW

The investment trend in Malaysia is
strongly influenced by global economic
developments which turned negative
towards the end of 2008 and in 2009. In
line with the sharp decline in global FDI
inflows in 2009, the total investments in
approved manufacturing projects in
Malaysia amounted to RM32.6 billion in
2009 compared with RM62.8 billion in
2008. A total of 766 manufacturing
projects were approved in 2009.

The total investments approved in 2009
exceeded the average annual investment
target of RM27.5 billion set under the
Third Industrial Master Plan (IMP3). This
indicates that Malaysia
attractive investment destination.

remains an

Investments and Employment in

I Graph 5
Projects Approved, 2004-2009
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Foreign investments in 2009 amounted to
RM22.1 billion and accounted for 67.8
per cent of the total investments approved
for the year. The balance of RM10.5
billion or 32.2 per cent were investments
from domestic sources.

Graph 6
Sources of Investments in Projects Approved, 2009 and 2008
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Graph?7
Investments in New Projects by Industry, 2009 and 2008
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Despite the global slowdown, Malaysia
continued to receive a significant amount
of new investments. In 2009, investments
in new projects amounted to RM22.1
billion (471 projects), constituting 67.8
per cent of the total investments approved.
Of this, RM5.7 billion or 25.8 per cent
was domestic investments while RM16.4
billion or 74.2 per cent was from foreign
sources.

Existing companies continue to expand
and diversify their operations in the
country. A total of 295 projects with
investments amounting to RM10.5 billion
were approved in 2009, accounting for
32.2 per cent of the total investments
approved.

It is significant to note that the investments
approved in 2009 helped to develop and
strengthen specific industry clusters in the

country. Malaysia’s strength in the

Malaysia: Performance of the Manufacturing and Services Sectors 2009

electrical and electronics (E&E) industry
continued to provide the platform for
developing other clusters especially
clusters in the solar, medical devices and
machinery & equipment (M&E) industries.

Capital-Intensive Projects

Capital intensity of projects is measured
by the capital investment per employee
(CIPE) ratio. The CIPE ratio for projects
approved In 2009 was RM507,335
compared with RM620,571 in 2008. In
2009, the industry with the highest CIPE
ratio was the petroleum products industry
(RM6,777,326), followed by the non-
metallic mineral products (RM2,242,994)
and the chemicals and chemical products
(RM2,104,889) industries.

The higher CIPE ratio in the three
preceding years (2006-2008) was partly
due to the approval of several capital

13




Investments in Expansion/Diversification Projects by Industry, 2009 and 2008
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intensive projects. For instance, in 2008, a
total of 12 projects with investments of at
least RM1 billion each were approved,
with total investments of RM38.3 billion.

Graph 9
CIPE Ratio of Projects Approved,
2003-2009
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In comparison, there were five projects
which recorded investments of at least
RMT1 billion each in 2009. The total
investments approved in these projects
amounted to RM14.5 billion.

In 2009, there were 50 projects
approved which recorded investments
of at least RM100 million each. Total
investments in these projects amounted
to RM23.8 billion or 73.0 per cent of
total investments approved in 2009.
These 50 projects were mainly in the
chemicals and chemical products
(RM7.3 billion), non-metallic mineral
products (RM6.1 billion), electrical and
electronic products (RM3.3 billion),
basic metal products (RM2.0 billion),
petroleum products (RM1.1 billion) and
transport equipment (RM923.4 million)
industries.
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The projects approved with investments of
at least RM1 billion each were:

e A new foreign-owned project with
investments of RM5.5 billion for the
production of polycrystalline silicon,
fumed silica and trichlorosilane;

e A new wholly foreign-owned project
with investments of RM5.2 billion
to manufacture solar glass (coated,
tempered, etc) and solar mirror;

e A majority Malaysian-owned expansion
project with investments of RM1.6
billion to manufacture aluminium
ingots, aluminium alloy ingots and
aluminium billets;

e A new joint-venture project with
of RMT.1 billion to
produce petrochemical feedstocks and
fuels; and

investments

e An expansion project by a wholly
company  with
of RMT1.0 billion to
produce advanced integrated circuits.

foreign-owned
investments

These projects are expected to create
substantial impact to the economy and
industry through various multiplier effects
such as development of supporting
industries, transfer of technology, research
and development, creation of high
income employment opportunities, skills
development and generation of foreign

exchange earnings.

Malaysia: Performance of the Manufacturing and Services Sectors 2009

Projects Approved by Industry

The chemicals and chemical products
industry recorded the highest investments
approved in 2009 with RM8.4 billion
(77 projects). This was mainly attributed to
the approval of a large project with
investments of RM5.5 billion to produce
polycrystalline silicon, mixed acid,
hydrogen, fume silica, trichlor-silane,
silicon tetrachloride and hydrofluoric
acid. The project is expected to strengthen
the solar industry cluster as polycrystalline
silicon is a significant component for the
solar industry.

The non-metallic mineral products
industry registered the second highest
amount of investments. A total of 27
projects were approved with investments
amounting to RM6.4 billion. This was
largely due to the approval of a new
project for the manufacture of solar glass
(coated, tempered, etc) and solar mirror
with investments of RM5.2 billion. The
electrical and electronics (E&E) industry
ranked third with total investments of

RM4.7 billion (115 projects).

Other industries which attracted significant
investments were basic metal products
with investments of RM2.6 billion (30
projects) and food manufacturing with
investments amounting to RM2.0 billion
(69 projects). The total investments in
these five industries amounted to RM24.1
billion or 73.9 per cent of the total
investments approved in 2009.
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Investments in Projects Approved by

I Graph 10
Major Industry, 2009 and 2008
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Export-Oriented Projects

In 2009, a total 251 projects approved
involving investments of RM8.6 billion
proposed to export at least 80 per cent of
their output. Of the total investments
approved, foreign investments amounted
to RM6.8 billion or 79.1 per cent while
the remaining RM1.8 billion or 20.9 per
cent was from domestic sources.

The main industries with export-oriented
projects were:

e E&E products (RM3.5 billion/57
projects);

e Fabricated metal products (RM764.3
million/28 projects);

e Food manufacturing (RM693.1

million/16 projects);

e M&E (RM671.0 million/35 projects);
and

e Chemicals and chemical products
(RM662.0 million/12 projects).

The favourable investment environment in
Malaysia, including the availability of
supporting industries as well as a pool of
skilled and trainable workforce, has made
Malaysia an attractive investment location
to serve the global and regional markets.

Employment Opportunities

The projects approved in 2009 were
expected to create
opportunities for 64,330 people. Of this,

21.2 per cent was in the managerial,

employment

technical and supervisory (MTS) category
while another 43.7 per cent was in the
category of skilled workers. There was an
increase in the MTS index of projects
approved from 18.7 per cent in 2008 to
21.2 per cent in 2009.

Most of the employment opportunities
were in the E&E industry with 16,757
jobs, followed by the fabricated metal
products (5,873) and M&E (5,613)

industries.
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Expatriate Posts

The Government continues to grant
approvals for expatriate posts, particularly
managerial and technical posts to
Malaysian as well as foreign-owned
companies. This is to facilitate technology
transfer and to supplement the local pool
of managerial and technical skills. A total
of 1,852 expatriate posts were approved
in 2009, of which 356 were key posts
which could be permanently filled by
foreigners. The remaining 1,496 were term
posts generally granted for 3-5 vyears
where

Malaysians are trained to

eventually take over the posts.

APPROVED PROJECTS BY
OWNERSHIP

DOMESTIC INVESTMENTS

Domestic investments approved in 2009
amounted to RM10.5 billion, accounting
for 32.2 per cent of the total investments
approved during the year.  Though
domestic investments declined from
RM16.7 billion in 2008 to RM10.5 billion
in 2009, as a percentage of total
investments, it increased from 26.6 per
cent in 2008 to 32.2 per cent in 2009.

Domestic investments were mainly in the
basic metal products industry with RM2.2
billion or 20.9 per cent of total domestic
investments approved in 2009. Other
industries  which recorded significant
domestic investments were chemicals &

Malaysia: Performance of the Manufacturing and Services Sectors 2009

Domestic Investments in Projects

I Graph 11
Approved by Major Industry, 2009
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chemical products (RM1.3 billion), non-
metallic mineral products (RM1.1 billion),
food manufacturing (RM1.0 billion),
transport equipment (RM864.9 million),
E&E products (RM770.0 million)
and petroleum products
petrochemicals (RM719.1 million).

including

FOREIGN INVESTMENTS

Malaysia remained a competitive
destination for FDI in the region and
continued to attract encouraging levels of
foreign investments in the manufacturing
sector despite the global economic
Foreign
approved manufacturing projects in 2009

amounted to RM22.1 billion, returning to

slowdown. investments in
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the levels prior to the record foreign
investments registered in the last two
years. Of the RM22.1 billion in foreign
investments, RM16.4 billion or 74.2 per
cent was in new projects while the
remaining RM5.7 billion or 25.8 per cent
was in expansion/diversification projects.

Graph 12
Foreign Investments in Projects
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The chemicals and chemical products
industry accounted for the largest amount
of foreign investments totalling RM7.0
billion. The high foreign investments in
this industry was largely attributed to a
project with investments of RM5.5 billion
for the manufacture of polycrystalline

silicon, mixed acid, hydrogen, fumed
silica, trichlor-silane, silicon tetrachloride
& hydrofluoric acid. Other industries
with high levels of foreign investments
were the non-metallic mineral products
(RM5.3 billion), E&E (RM4.0 billion), food
(RM934.2  million),
fabricated metal products (RM775.0
million), M&E (RM637.2 million) and
plastic products (RM549.8 million)
industries.

manufacturing

Major Sources of Foreign
Investments

Five countries accounted for RM17.3
billion or 77.0 per cent of the total foreign
investments in 2009. The five countries
were Japan (RM7.0 billion), Hong Kong
(RM5.3 billion), the USA (RM2.3 billion),
Singapore (RM2.0 billion) and Taiwan
(RM716.1 million).

Major Sources of Foreign Investments

I Graph 13
in Projects Approved, 2009
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Japan

The leading source of foreign investments
in 2009 was Japan with investments
totalling RM7.0 billion in 54 approved
projects. A major new project approved
with of RM5.5 billion
involved the manufacture of polycrystalline

investments

silicon, mixed acid, hydrogen, fumed
silica, trichlor-silane, silicon tetrachloride
& hydrofluoric acid.

Of the projects approved, 12 were new
projects with investments of RM5.7 billion
while 42 were expansion/diversification

projects with investments of RMT1.3

billion.
Graph 14
Japanese Investments in Approved
Projects, 2004 — 2009
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with
mainly in

Projects  approved Japanese
the
chemicals and chemical products (4
projects with investments of RM5.6
billion), E&E (13 projects/RM1.1 billion),
and transport equipment (8 projects/

RM220.8 million) industries.

participation  were

Hong Kong

Hong Kong was the second largest source
of foreign investments in 2009 with
RM5.3 billion in seven approved projects.
This was primarily due to a major new
project with investments amounting to
RM5.2 billion for the manufacture solar
glass (coated, tempered, etc) and solar
mirror.

The investments approved were mainly in
the non-metallic mineral products
(RM5.2 billion), E&E (RM103.4 million)
and food manufacturing (RM6.1 million)
industries. Of the projects approved, six
were new projects with investments of
RM5.3  billion
expansion/diversification project with an
investment of RMO0.5 million.

while one was an

USA

The USA continued to be a major source
of foreign investments with investments
amounting to RM2.3 billion in 19 projects
approved during the year. Of this, 10 were
expansion/diversification projects with
investments of RM2.0 billion accounting
for 87.0 per cent of the investments
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approved. The remaining nine projects
with investments of RM306.3 million
were by new companies.

Investments from the USA were mainly
in the E&E industry with investments
totalling  RM1.5 billion (5 projects).
Other industries with significant US
investments were food manufacturing (1
project/RM380.1  million),  transport
equipment (1 project/RM155.2 million)
and plastic products (1 project/RM103.2
million).

The high level of investments from the
USA in the E&E industry was mainly due
to an expansion/diversification project
with investments of RM1.0 billion for the
manufacture of integrated circuits.

Graph 15
US Investments in Approved Projects,
2004 - 2009

Singapore

Singapore was the fourth largest source of
foreign investments in 2009. Singapore
continued to account for the highest
number of projects approved with 92
projects in 2009. Investments in these
projects amounted to RM2.0 billion or 9.5
per cent of the foreign investments approved
during the year. Of the projects approved,
42 were new projects with investments of
RM1.3 billion and 50 were expansion/
diversification projects (RM690.0 million).

Investments  from  Singapore were
mainly in the E&E (RM619.1 million),
petroleum products (RM454.9 million)
and fabricated metal products (RM256.9
million) industries.

Graph 16
Singapore Investments in Approved

Projects, 2004 — 2009

RM billion

2004
2005
2006
2007
2008
2009

Il New Projects

Expansion/Diversification Projects

4

RM billion

2004
2005
2006
2007
2008
2009

B New Projects

Expansion/Diversification Projects

Malaysia: Performance of the Manufacturing and Services Sectors 2009



Taiwan

Taiwan was the fifth largest foreign
investor with investments amounting to
RM716.1 million in 32 projects approved
in 2009. Investments approved were
mainly in the chemicals and chemical
products industry with investments
amounting to RM419.6 million (3
projects) followed by the scientific and
measuring equipment (2 projects/
RM103.0 million), E&E (7 projects/
RM58.8 million), transport equipment
(2 projects/RM44.3 million) and food
manufacturing (1 project/RM42.5 million)
industries.

Of the projects approved, 11 were new
projects with investments of RM521.7
million while 21 were expansion and
diversification projects with investments
totalling RM194.4 million.

APPROVED PROJECTS BY
LOCATION

During the year, the states of Selangor,
Johor, Penang, Perak and Kedah continued
to record the highest number of projects
approved. The approvals in these five
states totalled 619 projects or 80.8 per
cent of the total number of projects
approved in 2009. The breakdown of the
approvals is as follows:

e Selangor - 278 projects

e Johor - 150 projects

Malaysia: Performance of the Manufacturing and Services Sectors 2009

* Penang - 104 projects
e Perak - 47 projects
e Kedah - 40 projects

In terms of investments approved, Sarawak
largest with
investments amounting to RM8.5 billion.
This is attributed to a RM5.5 billion
manufacture  of

received the amount,

project for the

polycrystalline silicon, mixed acid,
hydrogen, fumed silica, trichlor-silane,
silicon tetrachloride & hydrofluoric acid.
Selangor ranked second with investments
of RM6.8 billion, followed by Sabah
(RM5.7 billion), Johor (RM4.1 billion) and

Penang (RM2.2 billion).

Investments in Approved Projects by

I Graph 17
Location, 2009
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B. PERFORMANCE OF THE
MANUFACTURING
SECTOR BY INDUSTRY

ELECTRICAL AND
ELECTRONIC PRODUCTS

(E&E)
industry continued to be the leading
industry in the manufacturing sector
contributing 55.1 per cent of the country’s
total export of manufactured products for

The electrical and electronics

the period January-November 2009.
Output of the industry accounted for 33.9
per cent of the total output of the
manufacturing sector for the period
January-November 2009. Over the same
period, employment accounted for 32.5
per cent, making the E&E industry the
largest employer in the manufacturing
sector.

For the period January-November 2009,
exports of E&E products amounted to
RM204.9 billion compared with
RM238.3 billion for the corresponding
period in 2008, a decline of 14.0
per cent. This decline was attributed
to the slowdown in the global economy
especially in the exports of electronic
data
semiconductor

products such as automatic
processing machines,
devices and telecommunication equipment.
The top five export destinations for E&E
products were Singapore, the People’s
Republic of China, the USA, Japan and

Thailand.

The Nielsen Global Consumer Confidence
Survey conducted in June 2009 reported
that consumer sentiments around the
world was improving. Growing consumer
optimism led to a turnaround of the E&E
industry in the second half of 2009.
Similarly, international research houses
had forecasted:

- An expected turnaround in the global
E&E industry by 2010 with demand
picking up in personal computers, disc
storage systems and mobile phones;

- Worldwide consolidation of activities
by MNCs;

- Inventory correction; and

- Anticipated increase in sales in the Asia
Pacific region.

In Malaysia, the E&E industry is expected
to evolve and contribute significantly to
the country’s industrial progress and
transformation. It will leverage upon its
strength in semiconductors, information &
communication technology (ICT) and
supporting industries to develop new
products, based on new and emerging
technologies. The trend towards extensive
application of electronics in industries
and with  the
development of multimedia ICT, will
provide growth opportunities which will
pave the way to attract new investments

services, together

into the industry.
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Outsourcing is expected to continue as
MNCs strive to remain competitive in their
core businesses. The industry is expected
to strengthen its linkages with other
sectors such as automotive, medical,
defense and aerospace. The supporting
industries and services are also expected
to expand in tandem with these
developments. Domestic companies are
expected to benefit from this trend as
MNCs shift their outsourcing activities to

the Asia Pacific region.

The future development of the E&E
industry in Malaysia will be driven by
technology in order to stimulate the
cluster development. Among the clusters
identified are semiconductor, solar, ICT
and light emitting diodes (LEDs) lighting

Table 1
Structure of E&E Industry

clusters. In addition, new products such as
advanced integrated circuits, high
brightness light emitting diodes (HBLEDs);
radio frequency (RF) and MEMS devices
are also given emphasis due to their
growth potential.

The E&E industry can be classified
into four sub-sectors, namely, electronic

components, consumer electronics,
industrial electronics and electrical
products.

Projects Approved in 2009

A total of 115 projects with investments of
RM4.7 billion were approved in 2009.
Foreign  investments continued to

dominate with investments of RM4.0

Semiconductors, passive components, printed circuit

boards, metal stamped parts and precision plastic parts

Audio visual products such as television receivers,

portable multimedia players (PMP), speakers,
cameras and electronic games

Multimedia and information technology products such

as computers and computer peripherals,

telecommunications equipment and office equipment

Distribution boards, control panels, switching apparatus and
industrial lightings, transformers, cables & wires, primary

Components
Consumer
Electronics
Industrial
Electrical Electrical

cells & batteries, solar cells and modules, air conditioners,

vacuum cleaners, microwave ovens, washing machines
and water heaters
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billion (85.1%), signifying that Malaysia is
still an attractive offshore location for
foreign investors. Domestic investments
amounted to RM0.7 billion or 14.9 per
cent of total investments. Of the 115
projects approved, 57 were new projects
with investments of RM1.6 billion while
58 were expansion/diversification projects
with investments of RM3.1 billion.
Approved investments were mainly in the
electronic components sub-sector, such as
integrated circuits, substrates and LEDs.
The projects approved are expected to
generate employment opportunities for
16,780 persons.

Graph 18
Investments in Projects Approved in

the E&E Industry by Sub-sector, 2009
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Electronic Components

Electronic components cover a wide
range of products, from semiconductor
devices which include fabricated wafers
and integrated circuits (ICs) to passive

components such as capacitors, resistors,
connectors, inductors, crystal quartz and
oscillators as well as other components
such as storage media, disk drive parts,
printed circuit boards (PCB) and metal
and plastic parts/components for E&E
applications.

Malaysia is currently among the world’s
leading sites for semiconductor assembly,
testing and packaging operations. Exports
for the period January—November 2009
amounted to RM84.1 billion or 44.6 per
cent of total electronics exports.

To date, more than 70 companies are in

operation undertaking silicon wafer
processing  (e.g. MEMC,  S.E.H.
Hamadatec and Sapphire), wafer

fabrication (e.g. Infineon, X-Fab, SilTerra,
and Fuji Electric), IC packaging and
testing (e.g. AMD, Intel, Texas Instruments
and Freescale) and IC design (e.g. Altera,
eASIC, SyMMID and SiRES LABS).

Projects Approved in 2009

In 2009, a total of 32 projects were
approved in the electronic components
sub-sector with investments of RM3.0
Of these,
projects with investments of RM717.1

billion. 13 were new
million (23.9%) and 19 were expansion/
diversification projects with investments
of RM2.3 billion (76.1%). Foreign
investments amounted to RM2.8 billion
(93%), while domestic investments
totalled RM209.4 million (7.0%).
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Among the significant projects approved
were:

e An expansion project by a wholly
foreign-owned company with investments
of RM1.0 billion to produce advanced
integrated circuits. The company plans
to expand its R&D activities for MEMS
applications and to be a major player
in the MEMS sensor business. The R&D
activities are expected to contribute
towards technology development, product
and manufacturing development;

e An expansion and

upgrading project by a wholly foreign-

owned company with investments of

RM421.3 million to produce hard disk

media and substrates;

technology

* An expansion project to upgrade its
Malaysian operations as a global
manufacturing hub as well as to
undertake activities such as design and
development of advanced ICs, supply
chain management and R&D with
investments of RM391.0 million.

e A diversification project by a wholly
foreign-owned company to produce
LED chips, LED lamps and wireless
diodes with investments of RM110.7
million.

Consumer Electronics

Consumer electronics is one of the

important sub-sectors in the electronics

Malaysia: Performance of the Manufacturing and Services Sectors 2009

industry. Major products include cameras
and audio visual products such as flat
panel television receivers, video compact
disc (VCD) players, digital versatile disc
(DVD) players/recorders, walkman, blu-
ray, mini discs, and electronic games
consoles. Among the major players are
Panasonic, Samsung, Sharp, Sony, Hitachi
and Clarion.

This sub-sector is mainly dominated
by Japanese and Korean companies
and continues to contribute significantly
to the rapid growth of the industry.
Several companies have relocated their
low-end activities to other countries while
their high
operations such as design and development

maintaining value-added

of audio-visual equipment in Malaysia.
Projects Approved in 2009

Seven projects were approved in the
consumer electronics sub-sector with
investments of RM417.4 million in 2009.
Of these, three were new projects with
investments of RM41.0 million (9.8%)
and four were expansion/diversification
projects with investments of RM376.5
million (90.2%). Foreign investments
amounted to RM370.6 million (88.8%)
while domestic investments totalled

RM46.8 million (11.2%).
Industrial Electronics

The industrial electronics sub-sector

includes office equipment,
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telecommunication equipment, wireless
devices, navigational apparatus, computers
and computing products, multimedia and
information technology products and
photonics devices. Among the major
companies are Agilent, Xyratex, Motorola,
Dell and Kyocera that manufacture a wide
range of products including testing
equipment, mobile phones, computers,
laptops and wireless devices.

Electronics manufacturing services (EMS)
companies such as Celestica, Plexus and
Jabil also play a pivotal
transforming the electronics sector in
Malaysia. Traditionally, EMS companies
undertook assembly operations such as
printed circuit board assemblies (PCBA).

role in

Today, EMS companies are increasingly
providing total solutions from product
designing to fully integrated systems (box-
built) for aerospace,
telecommunication applications.

medical and

Projects Approved in 2009

In 2009, a total of 25 projects were
approved in the industrial electronics sub-
investments of RM412.2
million. Of these, 12 were new projects
with investments of RM326.3 million
(79.2%)
diversification projects with investments

sector with

and 13 were expansion/

of RM85.9 million (20.8%). Foreign
investments amounted to RM222.9
million  (54.1%) while  domestic

investments totalled RM189.3 million
(45.9%).

Among the significant projects approved
were:

e Three new wholly foreign-owned
projects with total investments of
RM153.5 million to produce RFID
transponders, smart tags and components.
The products are mainly for the export
market; and

* A new wholly foreign-owned project
with investments of RM31.9 million to
manufacture LED lighting products,
parts & accessories. The products are
mainly for the export market.

Electrical Products

The electrical products sub-sector
encompasses electrical components,
industrial  electrical and consumer

electrical segments. Investments in this
sub-sector amounted to RM911.6 million
or 19.2 per cent of the total approved
investments in the E&E industry.

Over the years, this sub-sector has
steadily evolved with the emergence
of new products and technologies.
Among the products are intelligent
household appliances and energy
saving and photovoltaic devices. The
presence of renowned global players in
this sub-sector has significant impact on
the economy especially in enhancing
technologies of domestic companies to

meet international standards.
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Projects Approved in 2009

A total of 51 projects with investments
of RM911.6 million were approved in

2009. Foreign investments totalled
RM587.1 million (64.4%) while domestic
investments amounted to RM324.5

million (35.6%).
Of the projects approved:

e 22 were in the electrical components
segment with investments of RM417.6
million (45.8%);

e 20 were in the industrial electrical
segment with investments of RM466.9
million (51.2%); and

e Nine projects were in the consumer
electrical segment with investments of
RM27.1 million (3.0%).

Graph 19
Investments in Projects Approved in

the Electrical Products Sub-sector,
2009

Electrical
Components

Industrial 417.6 (45.8%)
—

Electrical
466.9 (51.2%)
\

\

Consumer

Electrical
27.1 (3.0%)
RM million

Of the 51 projects approved, 29 were
new projects with investments of
RM544.9 million (59.8%) and 22 were
expansion/diversification projects with
investments of RM366.8 million (40.2 %).

Industrial Electrical

This segment covers a number of key

electrical ~ products  ranging  from
conventional and intelligent electrical
apparatus for switching/signalling/

monitoring, power distribution, electrical
connection and circuit protection to
illumination and lighting products as well
as domestic and industrial energy saving
devices/equipment/systems. This segment
is mainly dominated by Malaysian-owned
companies such as Ancom Components,
AM SGB and EPE Power.

Projects Approved in 2009

In 2009, a total of 20 projects were
approved with investments of RM466.9
of which RM419.6 million
(89.9%) were foreign investments and
RM47.3 million (10.1%) were domestic
investments. Of the projects approved, 12

million

were new projects with investments of
RM190.5 million or 40.8 per cent and
eight were expansion/diversification
projects with investments of RM276.4
million (59.2%). These projects are
expected to create job opportunities for

1,112 persons.
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Among the significant projects approved
were:

e A wholly foreign-owned expansion
project with investments of RM207.5
million to undertake the development
and production of renewable energy
harvesters. The establishment of this
project is expected to further promote
the renewable energy industry in the
country;

* A new wholly foreign-owned project
with investments amounting to RM71.2
million to manufacture miniature

circuit breakers, distribution boards

and switches; and

* A wholly foreign-owned diversification
project with investments of RM61.5
million to manufacture mail facilitating
devices and parts.

Electrical Components

The products under this segment include
wires, cables and solar panels and cells.
Electrical power cable and wire production
is dominated by local companies such as
Leader Cable, Universal Cable and Tenaga
Cable. These companies mainly supply
the domestic market while MNCs such as
Hitachi Cable and Fujikura cater mainly
for the export market.

Projects Approved in 2009

In 2009, a total of 22 projects were
approved with investments of RM417.6
million. Domestic investments in these
projects amounted to RM275.0 million
(65.9%) while foreign investments totalled
RM142.6 million (34.1%). Fourteen of the
projects approved were new projects with
investments of RM341.2 million while
eight expansion/diversification
projects with investments of RM76.4

were
million.

Among the significant projects approved
were:

* A new majority Malaysian-owned
project with investments of RM192.0
million  to  undertake  design,

development and manufacture of

lithium-ion cells and battery packs;

e A
project with investments of RM59.0

new wholly Malaysian-owned

million to  manufacture  solar

photovoltaic panels; and

e A Malaysian-owned
expansion/ diversification project with

majority

investments amounting to RM31.5
million to manufacture single core,
multi cores and aluminium power
cables.
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Consumer Electrical

Products covered under this segment are
mainly household appliances or ‘white
goods’ washing machines,
refrigerators, cleaners
microwave ovens. Among the major

such as
vacuum and
existing foreign companies involved in
this segment are OYL,
Samsung and Dyson while domestic
companies include Pensonic and Khind.

Panasonic,

Projects Approved in 2009

In 2009, nine projects were approved with
investments of RM27.1
Foreign investments amounted to
RM24.9 million (91.9%) while domestic
totalled RM2.2  million
(8.1%). Of the projects approved, three
were new projects with investments of
RM13.2
expansion/diversification projects with
investments of RM13.9 million.

total million.

investments

million  while six were

Among the significant projects approved
were:

e A wholly foreign-owned expansion
project with investments amounting to
RM10.0 million to undertake design,
development and manufacture of

These

export

coander air-flow products.
products are
destinations such as Europe, the USA

and Japan; and

meant for
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* A new majority foreign-owned project
with investments amounting to RM5.0
million to manufacture high precision
& high efficiency particulate (HEPA)
filters/sterilisers.

The high level of foreign investments in
E&E projects approved in 2009 signifies
that Malaysia is still a competitive offshore

location ~ for  foreign investors.
Multinational companies such as National
Semiconductor, Hitachi, Rohm-Wako,

Freescale and Panasonic continue to
expand and diversify their operations in
Malaysia.

The emergence of major solar companies
in Malaysia such as First Solar, Q-Cells
and Sunpower, has spurred the growth of
the solar value chain, opening up new
opportunities for both local and foreign
investors in developing the solar cluster.
Cluster development
operation between MNCs and Malaysian

increases co-

companies in sharing knowledge and
technical expertise as MNCs outsource
certain activities as well as parts and
components manufacture to Malaysian
companies.

Malaysia is also home to five of the
leading EMS companies in the world i.e

Flextronics, Jabil  Circuits, Plexus,
Celestica and Sanmina-SCIl. These
companies have moved away from

traditional operations to providing total
solutions.
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Malaysia also encourages R&D in E&E.
Strong support by Government with the
establishment of MIMOS in
fabrication facilities as well as collaboration

wafer

between industry, the IC design association
and local universities in R&D through the
establishment of the Collaboration Micro-
Electronic Design Excellence Centre
(CEDEC) and the Malaysia IC Design
Association (MICDA) enable the industry
to keep with  the
technologies. Many MNCs have also set

abreast latest
up R&D centres in Malaysia to undertake
R&D in areas such as design and
development of chip semiconductor
devices, wafer fabrication, LED and display
products, as well as IC packaging
technology.

Green technology is also at the forefront
of Malaysia’s initiatives as Government
encourages the  manufacture  of
environmental friendly products with
energy saving capabilities. This is evident
through the Government’s efforts such as
the introduction of funding and various
programs related to the promotion of this

initiative.
TRANSPORT EQUIPMENT

The equipment  industry

comprises the automotive, aerospace and

transport

shipbuilding & ship repairing sub-sectors.
The automotive sub-sector is the largest
sub-sector in this industry.

For the period January-November 2009,
exports of transport equipment totalled
RM9.5 billion, with
RM8.7 billion for the corresponding
period in 2008. Exports of road vehicles
(comprising passenger
commercial  vehicles,

compared

vehicles,
motorcycles/
scooters, trailers/semi-trailers, bicycles/
other cycles and parts and components)
amounted to RM3.5 billion. Exports of
aircraft and associated equipment and
parts totalled RM3.3 billion while exports
of ships, boats and floating structures
amounted to RM2.7 billion.

Automotive
The automotive sub-sector comprises:

e manufacture/assembly of motor vehicles,
including motorised two-wheelers;

e reconditioning/reassembling/
rebuilding/conversion ~ of  motor

vehicles; and

e manufacture of parts and components,
including coach and vehicle bodies.

There are currently four National Projects
and nine assemblers in the motor vehicle
sector, with an annual installed capacity
of 963,300 units. In addition, there are 11
manufacturers/assemblers of motorcycles
and scooters with an installed capacity of
1,069,700 units per year. There are also
three body

composite sports  car

manufacturers.
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According to the Malaysian Automotive
(MAA), production of
motor vehicles in 2009 totalled
489,269 units (comprising 447,002
units of passenger vehicles and 42,267

Association

units of commercial vehicles). Sales of
motor vehicles amounted to 536,905 units
in 2009, consisting of 486,342 units of
passenger vehicles and 50,563 units of
commercial vehicles.

Based on estimates by the Motorcycle and
Scooter and Distributors
(MASSAM),
production of motorcycles and scooters is
expected to reach 440,000 units in 2009,
a decrease of 18.0 per cent compared

with the actual production volume in 2008.

Assemblers
Association of Malaysia

Domestic sales of motorcycles and scooters
are expected to decrease by 19.0 per cent
from 532,697 units (actual sales in 2008)
to 430,000 units (estimated) in 2009.

Exports of motor vehicles and parts and
components in 2009 (January-November)
amounted to RM3.3 billion, compared
with RM3.7 billion for the corresponding
period in 2008. The major share of the
exports comprised motor vehicle parts.

Imports of motor vehicles and parts and
components in 2009 (January-November)
totalled RM9.9 billion, compared with
RM10.0 billion for the corresponding
period in 2008. The major share of the
imports comprised automotive components/
parts and passenger vehicles (including
CKD parts).
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As at November 2009, the automotive
sub-sector employed 52,133 persons.
PROTON and PERODUA together
employed 22,106 persons, constituting
40.4 per cent of the total employment in
the sub-sector. The local content achieved
by motor vehicle manufacturers is about
60 per cent while for assemblers, it is
about 40 per cent.
As at December 2009, there were
more than 690 automotive component
manufacturers and about 110 motorcycle/
scooter component manufacturers. The
automotive component industry produces
over 5,000 components.

More than 75 per cent of the automotive
component manufacturers are Malaysian-
owned. A number of these companies
have technical collaborations with global
automotive component companies. More
than 60 per cent of the component
manufacturers have acquired international
standards such as ISO 9000, TS16949
ISO 14000. Global
component manufacturers operating in
Malaysia include Bosch, GKN, Denso,
Delphi, Nippon Wiper Blade, Toyota
Auto Body and ZF Steering. They are

and automotive

producing automotive air conditioner
systems, security systems and other
automotive body and part modules.

About 75 of the automotive component
manufacturers are presently exporting
their
replacement market. Major components

components, mainly for the
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exported include steering wheels, rims,
bumpers, brakes, batteries, radiators,
shock absorbers, clutches, exhausts and
Total
automotive components and accessories
in 2009 (January-November) amounted to

accessories. sales value of

RM5.2 billion. Total export value of motor
vehicle components and parts for the
period January-November 2009 was
RM1.8 billion.

The automotive component industry has
today achieved the capabilities and
competency to design and develop
components both for the original equipment
and replacement markets. Most of the
local component manufacturers are aware
of the need to penetrate the global supply
chain. They have therefore acquired
international procurement standards, thus
enabling them to penetrate the regional
and global markets.

Review of
National Automotive Policy

The Government reviewed the National
Automotive Policy (NAP) in October 2009
with the objectives of:

e ensuring orderly development as well
as long term competitiveness and
capability of the domestic automotive
industry as a result of market liberalisation;

e creating a conducive environment to
attract new investments and expand
existing opportunities;

* enhancing the competitiveness of the
national car manufacturer through
strategic partnership;

e fostering the development of the latest,
more sophisticated technology in the
domestic automotive industry;

e developing  high  value-added

manufacturing activities in niche areas;

* enhancing Bumiputera participation in
the domestic automotive industry;

e improving standards  for

consumers and promoting environment-

friendly opportunities; and

safety

e enhancing the implementation of

current NAP’s policy instruments.

in the NAP
(effective 1 January 2010):

New Measures review

* Companies manufacturing transmission
systems, brake systems, airbag systems
and steering systems (critical and high
value-added parts and components)
will be eligible for better fiscal
incentives.

e Investments in the assembly or

manufacture of hybrid and electric

vehicles will be granted:
- 100 per cent ITA or PS for 10 years;

- Customised training and R&D grants;
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e The

- 50 per cent exemption on excise duty
[for locally assembled/manufactured
vehicles or grants under the Industrial
Adjustment Fund (IAF)];

- PS with 100 per cent tax exemption
of statutory income for a period of 10
years or ITA of 100 per cent on the
qualifying capital expenditure incurred
within a period of 5 years for the
manufacture of selected critical

components supporting hybrid and

electric vehicles; and

- Customised incentives based on
proposed activities.
Ministry of Energy, Green

Technology and Water will draw up a
roadmap to develop the infrastructure
for electric vehicles.

e New manufacturing licences will be
issued for selected segments namely:

- luxury passenger vehicles with engine
capacity of 1,800 c.c and above and
on the road price not less than
RM150,000;

- hybrid and electric vehicles;

- pickup trucks;

- commercial vehicles; and

- motorcycles with engine capacity of
200 c.c and above.
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Tax exemption on statutory income for

manufacturers in the automotive

industry is enhanced:

- from 10 per cent to 30 per cent of the
value of increased exports provided
the vehicles and parts/components
attain at least 30 per cent value-
added; and

- from 15 per cent to 50 per cent of the
value of increased exports provided
that the goods attain at least 50 per
cent value-added.

For complete built-up (CBU) and
complete knocked down (CKD), import
and excise duty rates will be maintained;

Gazetted prices of imported used CBU
motor vehicles will be established by
the Government in order to address
under declaration;

Import duty will be removed/reduced
in compliance with trade agreements;
Competitiveness ~ of  parts  and
components manufacturers will be
improved through the continuation of
Automotive Development Fund (ADF)

and IAF;

Under the NAP Review, the Ministry
of Transport (MOT) will accord priority
in the 10th Malaysia Plan for full

the VTA (Full
of Vehicle Type

establishment  of
Implementation
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Approval) standards and testing

facilities;

e The Ministry of Science, Technology
and Innovation will coordinate and
formulate a roadmap for the

introduction and enforcement of

mandatory standards for automotive

products;

* A mechanism to prohibit imports of
used parts and components will be
introduced by the Government, with
effect from June 2011;

e Imports of used commercial vehicles
will be prohibited, effective 1 January
2016 in line with the gradual phase-out
of imports of used parts/components;
and the termination of Approved
Permits (AP) system for used vehicles;

* The Government has set clear targets of
implementing EURO 4M specifications
for petrol and diesel by 2011 and the
Ministry of Natural Resources and
Environment will establish a roadmap
for fuel standards and quality;

e The Open AP system will be terminated
by 31 December 2015, while the
Franchise AP will be phased out by 31
December 2020;

* A charge of RM10,000 for each unit of
open AP issued will be imposed and
the collection will be used to establish
a Bumiputera Automotive Fund to assist

Bumiputera companies venturing into
the automotive and other businesses,
effective 1 January 2010;

* A strategic partnership for Proton and a

globally established original equipment
(OEM)

enhance

manufacturer will  be
established to
competitiveness in the global market

and its long term viability; and

Proton’s

* The freeze on manufacturing licence
(ML) for
reassembling (rebuilt) activities will be

reconditioning  and

maintained.

The new policies and measures under the
NAP Review are expected to contribute
significantly to the growth of the industry
and the country. Emphasis will be given
on attracting investments in high value-
added manufacturing activities using
latest and high technology. The lifting of
the freeze on ML for manufacturing and
assembling activities in selected segments,
particularly ~ for luxury cars and
hybrid/electric vehicles will encourage
investments and expansion of
existing investments in the country.

Currently, the hybrid/electric segment is

new

still very new and has the potential to be
promoted and developed in this region.
With the appropriate incentives offered by
the Government, Malaysia would be able
OEMs  to their
operations to the country.

to attract relocate
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The emphasis on safety and environment
aspects under the NAP Review will ensure
the continued development of the
domestic industry.  The
phasing-out of imported used automotive
products and introduction of mandatory

automotive

standards for parts and components and
standards for fuel and quality will spur the
development of the automotive industry in
the long run.

The Automotive Industry in
ASEAN

Sales of passenger cars in the ASEAN main
six countries (namely Indonesia, Thailand,
Philippines, Singapore, Vietnam and
Malaysia) totalled 1,257,897 units in 2009.

Malaysia remained the largest market for
passenger cars, accounting for 38.7 per

cent of the market. Thailand remained the
largest market for commercial vehicles,
accounting for 49.6 per cent of the
commercial vehicle segment.

Projects Approved in 2009

In 2009, a total of 44 projects were
approved in the automotive industry with
investments of RM702.6 million. Domestic
to RM405.6
million (58.0%), while foreign investments
totalled RM297.0 million (42.0%).

investments amounted

Of the total projects approved, 21
were new projects while 23 were
expansion/diversification projects. The
new projects accounted for RM183.1
million or 26.0 per cent of the investments
while expansion/diversification projects
accounted for RM519.5 million (74.0%).

Table 2
Motor Vehicles Sales in the ASEAN Main Six Countries

Countries

Indonesia 359,384 124,164
Thailand 230,037 318,834
Philippines 46,228 86,216
Singapore 73,183 6,320
Vietnam 62,723 56,737
Malaysia 486,342 50,563
ASEAN 6 1,257,897 642,834

483,548 425,267 178,507 603,774
548,871 226,805 388,465 615,270
132,444 44,428 80,021 124,449
79,503 100,979 9,595 110,574
119,460 49,356 60,830 110,186
536,905 497,459 50,656 548,115
1,900,731 1,344,294 768,074 2,112,368

Note: PC - Passenger Car CV - Commercial Vehicle

Source:

TIV - Total Industry Volume

Indonesian Automotive Industries (IAl); Malaysian Automotive Association (MAA); Chamber of Automotive Manufacturers of the
Philippines, Inc. (CAMPI); Thai Automotive Industry Association (TAIA); Motor Traders Association of Singapore (MTAS); Vietnam
Automotive Manufacturers Association (VAMA)
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Major projects approved included:

* An expansion project by a majority
Malaysian-owned
investments of RM381.6 million to

company  with

manufacture multi-purpose vehicles
(MPV);

e A new majority Malaysian-owned
project with investments of RM38.5
million to manufacture steering columns;

* A new foreign-owned project with
investments of RM36.0 million to
and

manufacture  battery plates

automobile batteries;

* A new foreign-owned project with
investments of RM34.0 million to
manufacture disc pads, bonded brake
shoes, brake linings, disc pad metals,
base plates and brakes; and

* An expansion project by a majority
Malaysian-owned
investments of RM19.3 million to

company  with

manufacture wire harnesses for

passenger and commercial vehicles.

While the year 2009 saw a slowdown in
the automotive industry as a result of the
global economic crisis, the outlook for the
industry is expected to improve in 2010
in line with a higher growth rate projected
for the Malaysian economy, stronger
consumer confidence, improved access to
financing and a more favourable pricing
environment.

The revised National Automotive Policy is
expected to give a boost to the automotive
industry as it would ensure the long-term
viability and competitiveness of the
industry. Over the long term, the lifting of
the freeze on issuance of ML for selected
segments of the automotive industry,
coupled with the availability of attractive
incentives would transform the local

automotive industry into a regional hub.

Currently, the principal driving markets for
the Asian automotive industry are People’s
Republic of China, India and ASEAN
(Thailand, Philippines, Indonesia and
Malaysia). The future of the automotive
industry in these ASEAN countries is
bright because of the ASEAN Free Trade
Area (AFTA) where tariffs will be reduced
gradually. Malaysia would continue to
remain an attractive investment destination
for automotive manufacturers due to its
well-developed automotive infrastructure,
especially in the automotive engineering
support services, component manufacturing
and electronic components.

Aerospace

The aerospace industry comprises the

aviation and space sub-sectors. In

Malaysia, the aviation sub-sector
encompasses manufacturing of parts and
components; maintenance, repair and
overhaul (MRO) activities; design and
development; assembly and operation of

light aircraft and support services.
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The aerospace industry in Malaysia which
began with the establishment of MRO
back in the 1970s has
into the manufacture of

operations
progressed
aerospace parts and components and
assembly of light aircraft. Currently, there
in the
parts
components including ground support
equipment, than 30
companies are involved in MRO activities.

are 12 companies involved

manufacture of aircraft and

while  more

Parts and components manufacturing is
one of the growth areas identified for the
aerospace industry in Malaysia, according
to the National Aerospace Blueprint. The
current global economic crisis has caused
many airlines to delay or even cancel their
aircraft orders. This has affected Malaysian
parts and components companies as they
are part of the global supply chain.
However, the high volume of outstanding
orders has managed to sustain the
production of local companies throughout
the year.

The parts and components sub-sector is
expected to experience an upswing from
2010 arising from the recently announced
contracts secured from global aircraft
This
further strengthen Malaysia’s position in

component manufacturers. will
the global supply chain for composite
aerostructures. The commencement of
operations by Spirit AeroSystems Malaysia
and Honeywell Aerospace Avionics

Malaysia is expected to contribute

significantly to the growth of the

Malaysia: Performance of the Manufacturing and Services Sectors 2009

aerospace parts and components sub-
sector in the country.

Malaysia has a full range of MRO
capabilities which include modification
and remanufacturing of engines and
engine components, repair and overhaul

of aircraft parts, components and
airframes, repair and testing of aircraft
instruments and components and

provision of line and heavy maintenance
to both military and civil aircrafts. Major
MRO companies in Malaysia include
MAS Engineering, GE Engine, AIROD,
Hamilton Sundstrand, Honeywell, Parker
Haniffin and Eurocopter. The MRO sub-
sector is projected to grow by 12-15 per
cent annually. The sub-sector is estimated
to achieve a turnover of RM4.5 billion in
2009 compared with RM4.0 billion in
2008.

Projects Approved in 2009

In 2009, five projects were approved
with of RM551.9
million. Foreign investments amounted to
RM159.9 million or 29.0 per cent while
domestic investments totalled RM392.0
million (71.0%).

total investments

The major projects approved included:

e An expansion project by a wholly
Malaysian-owned
manufacture composite panels for
aircrafts with investments of RM320.1

company  to

million. The main customers are Spirit
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AeroSystems, Goodrich Aerostructures,
Airbus UK, EADS, GKN and BAE
Systems;

e A new majority Malaysian-owned
project to manufacture miniature jet
engines with investments of RM7.6
million. The product is for the
propulsion of remote controlled

aeroplanes for the hobby industry and

other applications such as target

The

manufacture related engine control

units (ECU); and

drones. company will also

* An
wholly foreign-owned company to

expansion  project by a

manufacture and reassemble
helicopter cockpit and helicopter
modifications with investments of
RM2.4 million. The company will work
closely with industry players and the
Government in ensuring the local
industry’s
particularly through the formation of
smart partnership programmes with

local vendors.

aviation rapid  growth

Comprehensive Tax Incentives
for the Aerospace Industry

To further promote the growth of the
aerospace industry, the Government
announced comprehensive tax incentives
in December 2009. These incentives are
effective for applications received by
MIDA from 1 January 2010 until 31

December 2014.

These incentives focus on four main
groups in the aerospace industry, namely
Design, Manufacture & Assembly group,
Operator group, Support group and
Regulatory group.

1. The Design, Manufacture & Assembly
group consisting of activities such as
research, design and development,
systems integration, manufacturing and
assembly will qualify for income tax
exemption from 5-15 years subject to
evaluation in terms of investment level,
value-added, technology and other
criteria.

2. The Operator group consisting of
general aviation will qualify for ITA of
100 per cent on qualifying capital
expenditure incurred within 10 years
subject to evaluation in terms of
investments in fixed assets of more than
RM150 million within 5 years.

3. The Support group consisting of MRO
and aerospace training will qualify for
the following incentives:

i. Income tax exemption of 100 per
cent of statutory income for up to
10 years for companies that provide
MRO and services related to MRO
of aerospace end products such as
aircrafts, spacecrafts, missiles/rockets,
communication and navigation

systems (CNS), simulators thereof

and  equipment,

accessories or parts thereof; and

components,
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ii. Income tax exemption of 100 per
cent of statutory income for up to 15
years for companies involved in

upgrading

refurbishment or re-manufacture of

conversion, and

aerospace end products.

The grant of these two incentives is subject
to evaluation by MIDA in terms of
value-added and

investment level,

significant economic impact to the

economy.

i. ITA of 60 per cent on qualifying
capital expenditure incurred within
5 vyears for MRO companies
currently operating in Malaysia and
undertaking expansion, modernization
or automation of existing business or
diversifying existing business into
any related product within the same
industry; and

ii. Double deduction on expenses
incurred by the employers in training
their employees in pilot conversion
and instructor pilot training.

4. The Regulatory group consisting of
companies aerospace
standard

undertaking
related certification,
development, testing and evaluation
and licensing activities, will qualify for
PS with tax exemption of 100 per cent
of statutory income for a period of 5
years or ITA of 60 per cent on
qualifying capital expenditure incurred

within 5 years.
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The aerospace industry, being high-
technology and knowledge-based in
nature, has potential to be one of the
main sectors that will drive the nation
towards a high income economy based on
innovation, creativity and high-valued
activities.

The continuous escalation in costs has
forced global
relocate to

aerospace players to
cost-competitive
locations. Malaysia should take this

more

opportunity to attract more aerospace
parts manufacturers especially tier one
suppliers to Boeing and Airbus. The
comprehensive tax incentives announced
recently by the Government are expected
to attract more investments into the
industry, thus making Malaysia a global

centre for the industry in Asia Pacific.

Malaysia aims to be the preferred global
aerospace outsourcing centre through
participation in ‘design and build’
activities in aircraft programmes. Malaysia
also aims to secure a greater share of the
MRO market as well as develop its
capability in
integration.

avionics and systems

Shipbuilding and Ship
Repairing

The shipbuilding and ship repairing
Malaysia
manufacture of a wide range of ships

industry in includes the

including barges, passenger boats/ferries,
patrol vessels, tug-boats, landing crafts,
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tankers, leisure crafts, yachts, hydrofoils,
hovercrafts and ship repairing activities.
The industry has developed specialised
skills and technological capabilities in
engineering design, naval architecture,
metallurgy, corrosion control, machining,
welding and fabrication. The industry has
also extensive linkages with other
industries such as steel, glass, logistics,
storage, bulk-breaking of goods and
(port financing,

insurance and consultancy).

services services,

There are more than 70 shipyards in
Malaysia. The major activities undertaken
by these shipyards include constructing or
building ocean-going vessels, boats and
offshore and gas
maintaining,

structures for oil
industries; repairing,
upgrading, overhauling and refurbishing
vessels; conversion of ships; and heavy
engineering and fabricating of offshore

structures, steel structures and cranes.

The largest shipyard in Malaysia can
accommodate dry-docking of vessels of
up to 450,000 DWT and has a ship lift
system capability of up to 50,000 DWT.
The demand for larger
sophisticated naval vessels is still fulfilled

and more

by foreign shipyards which have the

capacity and capability in the

construction of such vessels.
Projects Approved in 2009

In 2009, three new wholly Malaysian-
owned projects were approved with

of RM34.9 million to
undertake shipbuilding and ship repairing

investments

activities and metal fabrication works.
These included a project with investments
of RM18.6
shipbuilding and ship repairing activities.

million to undertake

The local shipbuilding and ship repairing
industry faced declining orders due to the
worldwide economic crisis. However,
local shipyards have been able to sustain
their production by fulfilling the backlog
of orders. Challenges faced by local
shipyards include shortage of qualified
personnel and skilled technicians; high
operational costs due to high costs of
imported materials and equipment; and
stiff competition from new developing
shipyards in other ASEAN countries such
as Vietnam and Thailand, which offer
lower labour costs.

MACHINERY AND
EQUIPMENT

The machinery and equipment (M&E)
industry in Malaysia covers the following
sub-sectors:

e Specialised M&E for specific industry;
¢ Power generating M&E;

e Metalworking machinery; and

e General industrial M&E, components
and parts.
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To date, there are about 800 companies in
operation in the M&E industry. Exports of
M&E totalled RM17.2 billion while
imports totalled RM34.6 billion for the
period January-November 2009. Major
export destinations included Australia,
Indonesia, the People’s Republic of China,
the USA, the Netherlands and Singapore.

The M&E industry is gradually moving up
the value chain and increasing its focus on
high technology, high value-added and
specialised M&E. Generally, products
manufactured have achieved more than
60 per cent value-added. Companies in
this industry continued to enhance their
design, development, technology and
capabilities  to
competitive and sustain the industry’s

innovation remain

growth.

Graph 20

Investments in Projects Approved in
Machinery and Equipment Industry by
Sub-sector, 2009

Metalworking
Machinery
2.5(0.2%)
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221.9 (17.9%)
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Power Generating
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General Industrial
M&E, Components
and Parts
995.6 (80.3%)

RM million

Projects Approved in 2009

In 2009, a total of 95 projects with
of RMT1.2 billion were
approved in the M&E industry. Of these,
72 were new projects (RM901.9 million

investments

or 72.7%) and 23 were expansion/
diversification projects (RM337.9 million
or 27.3%). Foreign investments amounted
to RM637.2 million (51.4%) while
domestic investments totalled RM602.7
million (48.6%). Projects approved in
2009 expected to generate
employment opportunities for 5,613

are

persons.

Specialised M&E for Specific
Industry

The specific
industry sub-sector caters for the needs
of specific industries and are designed
according to users’ specific requirements.
Industries targeted include the E&E,

specialised M&E for

oil & gas, medical, solar/photovoltaic,
food
woodworking and plastic

agriculture, automotive, and
beverage,

processing industries.

Over the years, companies in this
sub-sector have acquired capabilities
and technologies to transform themselves
supplying  components  and
sub-assemblies to producing high
value-added and sophisticated M&E
the  back-end
semiconductor

from

for and front-end
processing

These companies have not only become

industry.
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reliable suppliers to foreign companies
operating in the country, but have also
carved a niche for themselves globally.

Among the leading companies in this

sub-sector are Genetec Technology

Berhad, Vitrox Corporation Berhad,
Kobay Technology Berhad, Pentamaster
Corporation  Berhad and  Upeca

Engineering Sdn. Bhd. Through their
continuous efforts and involvement in
higher value-added activities, Malaysia
is now recognised as the leading
manufacturer of automation equipment
for the E&E industry in the South East
Asian region. The impact of the global
economic crisis on the semiconductor
industry has driven these local automation
equipment manufacturers to explore
new markets and diversify into
supplying to other industries such as
solar/photovoltaic,  aerospace

medical industries.

and

In recent years, the importance of oil &
gas reserves from deep waters has
increased significantly in the Asia Pacific
region. This has attracted substantial
inflows of FDI into specialised M&E for
the oil and gas industry. Many of the
and gas M&E
companies such as FMC, Aker Kvaerner,

world’s leading oil
Halliburton, Cameron International and
Technip have established operations in the
high-end
specialised M&E for subsea deepwater

country to manufacture

development. Their presence has resulted
in the enhancement of local fabricators’

capabilities in the oil & gas sector to move
up the value chain from producing low-
end process equipment to design and
fabricate offshore drilling platform
equipment, as well as manufacture and
provide high end complex components,
sub-assemblies and related services.
Among leading Malaysian companies are
Kencana HL Engineering Sdn. Bhd., KNM
Process Systems Sdn. Bhd. and Scomi

Group of Companies.
Projects Approved in 2009

In 2009, a total of 25 projects with
investments of RM221.9 million were
approved in the specialised M&E for
specific  industry These
comprised 20 new projects with
investments of RM203.4 million (91.7%)
and five expansion/diversification projects
with investments of RM18.5 million (8.3%).
Foreign investments amounted to RM83.7
million (37.7%) while domestic investments
totalled RM138.2 million (62.3%).

sub-sector.

Significant projects approved included:

* A new wholly foreign-owned project
with investments of RM39.2 million to
manufacture membrane systems and
related equipment, process equipment
and components/modules for gas
processing, petroleum refining and
petrochemical industries. The company
will also set up an engineering design
centre in the country for the Asian
region;
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e A
project with investments of RM25.0

new wholly Malaysian-owned

million to manufacture fully integrated
fertilizer plants and parts. The company
will undertake R&D activities to
develop
incorporating Programmable Logic

fully automated plants
Control (PLC) software and 80 per cent
of its products will be exported;

* A new majority Malaysian-owned joint
venture project with investments of
RM10.4 million to
intelligent pipeline inspection gauges
(PIG) for the oil & gas industry. The
company  which
providing full range of inspection
services for pipelines will be the first

manufacture

specialises in

in the country to manufacture PIG to
cater to the needs of the oil & gas and
petrochemical sectors in the region;

* A majority Malaysian-owned joint
venture expansion/diversification project
with investments of RM10.4 million to
manufacture machinery and parts for
the solar industry such as loader/
unloader machines, annealing ovens,
backcoating and sorting machines. The
company which was established in
2001 to supply M&E for the
semiconductor industry will diversify its
operation to support the solar industry;

* A new majority foreign-owned joint
with
of RM7.3 million to manufacture
M&E

venture project investments

and related modules and
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sub-assemblies for the medical,
semiconductor and electronics industries.
The company is a mechatronic contract
manufacturer focusing on production
automation and low volume serial
production of high-tech modules and
equipment. The products manufactured
will be fully exported to European-
based OEMs and engineering design

companies; and

* A wholly Malaysian-owned expansion/
diversification project with investments
of RM4.7 million to manufacture
cleaning and drying equipment and
parts for PV solar wafers and silicon
wafers; and ultrasonic cleaning

equipment and parts for flat display

panels. The company is developing its
own cleaning and drying technology

and will patent its equipment.
Power Generating M&E

The power generating M&E sub-sector
comprises the manufacture of boilers,
condensers,
turbines and engines.

electric generating sets,

Companies in this sub-sector manufacture
a wide range of power generating M&E
such as boilers, condensers, engines,
turbines and industrial generator sets for
use in refineries, oil & gas exploration
platforms, petrochemical plants and other
commercial operations, in accordance
with internationally recognised standards.
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As the demand for environmental-friendly,
efficient and cost effective energy in the
country increases, this sub-sector is
expected to move up the value chain into
the manufacture of advanced power
generating M&E and environmental-
friendly solutions such as water and wind
turbines;

and photovoltaic  power

generating systems.

Leading companies in this sub-sector
include Tractors Malaysia Sdn. Bhd.,
UMW Industrial Power Sdn. Bhd,,
Mechmar Boilers Sdn. Bhd., Vickers
Hoskins (M) Sdn. Bhd., Enco Systems Sdn.
Bhd. and Transtherm Engineers Sdn. Bhd.

Projects Approved in 2009

In 2009, two projects with investments of
RM19.9 million were approved in the
power generating M&E sub-sector to
manufacture generator sets; and biomass
micro power plant equipment and parts.
The plant
equipment is a green technology project
which utilizes organic materials such as

paddy husks, wood chips and other

biomass micro power

agricultural waste to produce up to
200kW of electricity per hour. Domestic
investments amounted to RM19.8 million
(99.5%) while foreign investments totalled
RMO.1 million (0.5%).

Metalworking Machinery

The metalworking machinery sub-sector
is divided into two categories, namely

metal cutting machine tools and metal
forming/shaping machine tools. M&E in
this category are laser cutting machines,
machining centres, electro-discharge

machines (EDM), milling machines,
drilling machines, lathes, shearing
machines, bending rolls, stamping

machines, press brakes, forging machines,
and hydraulic and power presses.

Most of the metalworking machines
produced locally are metal forming/
shaping machine tools such as hydraulic
and power presses, sheet metalworking
machines and press brakes. Leading
companies include AIDA Manufacturing
Sdn. Bhd., Hydra-Link Engineering Sdn.
Bhd., Li Chin (S.E.A.) Sdn. Bhd. and
Sunfluid Engineering Sdn. Bhd.

Projects Approved in 2009

In 2009, with
investments of RM2.5 million were

two new projects

approved to manufacture
machines, CNC plasma cutting machines
and CNC router machines.
investments amounted to RM1.9 million

welding
Domestic

(76.0%) while foreign investments totalled
RMO0.6 million (24.0%).

General Industrial M&E,
Components and Parts

The general industrial M&E, components
and parts sub-sector covers a broad
category of products such as industrial air-

conditioning plants and equipment,
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material handling equipment, pressure
vessels, heat exchangers, valves, gaskets
and fittings.

Companies in this sub-sector also provide
a wide variety of material handling
solutions ranging from unit material
handling systems such as cranes and lifts
to bulk material handling solutions,
logistics, sorting and warehousing systems.

Malaysia is the leading manufacturer in
South East Asia of pressure vessels,
process equipment and modules for the
chemical, petrochemical and oil & gas
industries in South East Asia and has
attained international recognition for these
products.

Projects Approved in 2009

In 2009, a total of 66 projects with
investments of RM995.6 million were
approved in this sub-sector. Of these,
49 were new projects (RM695.2 million
or 69.8%) and 17 were expansion/
diversification projects (RM300.4 million
or 30.2%,). Domestic investments amounted
to RM442.8 million (44.5%) while foreign
investments totalled RM552.8 million
(55.5%).

Significant projects approved included:

* A new wholly foreign-owned project
with investments of RM165.8 million to
manufacture sea water reverse osmosis
systems for the export market; and
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e A
project with investments of RM35.2

new wholly Malaysian-owned

million to manufacture quayside
container cranes and rubber tyred
for harbour cargo

handling. The company will source its

gantry cranes
technology from Germany and Japan.

The relatively high level of foreign
investments (51.4%) in the M&E industry
indicates that Malaysia continues to be
an attractive location for companies
seeking to produce cost competitive
products. The types of products proposed
to be manufactured also indicate that
companies are moving towards producing
high technology and high value-added
M&E, modules, components and parts.

The success of Malaysia in attracting
investments in high value-added industries
such as solar/photovoltaic, medical and
aerospace will create opportunities and
new markets for local automation equipment
manufacturers to diversify or venture to
serve these industries. Specialised M&E
will continue to be the major sub-sector
in the M&E industry. Some of the high
value-added products proposed by local
and foreign companies included cleaning
and drying equipment for PV solar wafers
and silicon wafers, ultrasonic cleaning
equipment for flat
machinery for t