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Introduction

Since the second quarter of last year, the demand for Penang properties is
gradually dipping, affecting the growth of the sector. Though the construction
sector consists only 2.6% of Penangds GDP, with an employment rate that
hovers around 7.8% (according to second quarter statistics, 2008), its spill-over
effects are considerable, carrying into sectors such as steel, cement, bricks,
bathroom fixtures and accessories, furniture and fittings, household goods, as
well as into retail, service and finance, contributing growth to the Penang
economy.

Institute of Strategic and International Studies (I1S1S) expected 2009 will see a
10% drop in foreign direct investment, and a marked slowdown in export
growth, especially in Asia. This in turn will result in a significant slowdown in
industrial production. Slower growth will also undermine progress in fighting
poverty and achieving the Millennium Development Goals (MDGs).

The Penang manufacturing sector is experiencing a wave of retrenchment, as
many corporations, large and small, are folding their business operation. For
example, the abrupt closure of Japanese toy maker Nikko Electronics Berhad
had caused 950 employees loosing their jobs overnight; the shutdown of NEC
Computersis Asia Pacific headquarters in Bukit Tengah would see 240 workers
being affected. The end of large corporations also spell doom to supporting
industries, most of them local SMEs.

To face the brunt of the economic crisis, many multinational companies
(MNCs) in Penang are adopting various cost-cutting measures. A number of
prominent factories have begun reducing their overheads through temporary
plant shut down and instructing their staff to take mandatory leave. Such
measures have greatly reduced employee salary, which result in a reduction in
spending.

On the other hand, Penang is expecting to see an increase in the number of
hawkers and petty traders taking their chances in the local F&B sector, in view
of an increase in retrenchment. This will have a negative impact on current
hawkers and F&B operators. Currently, the local F&B sector is expecting a
reduction revenue by 20-40%.

Though Penang is now listed as a UNESCO heritage site, but the present
historical citys population has been declining steadily due to the migrating
population to other satellite towns in Penang, with many structures uninhabited
and dilapidated. The lack of vibrancy in the inner city is affecting tourists
perception, influencing their decision to reduce their stay in the state. Such a
development does not bode well with the stateds tourism development, as the
passing of negative remarks by tourists will have a negative impact on the
image of George Town as a heritage city and ultimately, the stateds tourism
sector.



In view of the fact that Penang economy is connected with the rest of Malaysia
and interlinked with the world, any measures to reduce the impact of the
current global economic crisis on the state need to take into account the current
economic scenario of each region and nation.

The impacts of global financial crisis
on Asian economy

The bursting of financial and housing market bubbles in the developed world
have led to prevailing global financial crisis. The US sub-prime mortgage
market meltdown and the end of housing market booms in some other
advanced economies have severely affected the world economy.

In the fourth quarter of 2008, GDP probably declined by an average annualised
rate of around 15% in Hong Kong, Singapore, South Korea and Taiwan; their
exports plunged more than 50% at an annualised rate 6 RXUFH 7KH (FRQRPLVW
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Slump in Export

Asian economies have been severely battered by the global financial tsunami is
due to their excessive dependence on exports as demand has dropped sharply
from the U.S. and other industrialized countries.

x Singapore's key exports dropped 24 % in February, following a record 35 %
drop inJanuary. 6 RXUFH 7UDGH DQG ,QGXVWU\ OLQLVWU\ 6LQJDSRU

X Japan's exports declined 46.5% in February versus the same period last year.
6RXUFH )LQDQFH PLQLVWU\ -DSDQ



x Taiwan's export orders in January dropped 42 %, hit a historical low, while
fell 22.27% annually in February with a slower pace. 6RXUFH OLQLVWU\ RI
(FRQRP\ $IIDLUV 52&

x S. Korea's exports made a record decline of 32.8 % in January from the
same period last year. 6 RXUFOLQLVWU\ Rl .QRZOHGJH (FRQRP\

x Chinads exports plunged by 25.7 % in February from a year earlier, a record
decline. 6RXUFH *HQHUDO $GPLQLVWUDWLRQ RI &XVWRPV &KLQD

X Hong Kongbs exports declined by 21.8% year-on-year in January, the worst
contraction since March 1958. 6 RXUFH &HQVXV DQG 6GWDWLVWLFV 'HSDUW

x Thailandds exports for January contracted 26.5%, the biggest drop since the
Asian financial crisis. In February, the export fell 11.3% year-on-year
6RXUFH OLQLVWU\ RI &RPPHUFH 7KDLODQG

x Vietnamds export of the first quarter increased by 2.4 % against the same
period of lastyear 6 RXUFH *HQHUDO 6WDWLVWLFV 2IILFH 9LHWQDP

x Malaysiads export plunged 27.8% year-on-year, the largest drop on record

since 1981; In February, Malaysiads exports posted a decrease of 15.9%.
6RXUFH 'HS BBWWDRAQOORV. D

Sharp Rise in Unemployment

Slump in export has led to the collapse of manufacturing that further triggering
a significant rise in unemployment. According to the International Labour
Organisation, Asiads unemployed workers in 2009 could rise by more than 7.3
million, raising the regionds jobless rate to 5.1%.

x Singaporeds unemployment rate is expected to reach 4.8 % by the end of
2009 and the situation may be worse in 2010 6RXUEHQJDSRUH V '%6 EDQN

x Taiwan's jobless rate hit a record of 5.75 % in February, with some 624,000
Taiwanese were officially classified as out of work, 46,000 more than in
January 6RXUFH 'LUHFWRUDWH *HQHUDO Rl %XGIHW $FFRXQWLQ

x Hong Kongis unemployment rate may reach 5.0% sometime in 2009 as
layoffs accelerate. 6 RXURRJ .RQJITV '%6 %DQN

x S.Koreads unemployment rate has climbed to 3.9 % in February (the highest

since March 2005), up from 3.6 % a month earlier; 1DWLRWDWLVWLFDO 2IILFH
.RUHD



X

X

Indonesiads jobless rate is expected to hit 9% in 2009. 6RXUFH ,QGRQHVLDQ
6FLHQFH RI $FDGHP\

Malaysiads unemployment rate in 2009 is expected to reach 4.5% compared

with 3.7% in 2008. There were 368,500 of unemployed workers in 2008.
6RXUFH 'HSDUWPHQW RI 6WDWLVWLFV 0DOD\VLD

Collapse of Consumer Confidence

Asian consumer confidence collapses as a result of their pessimism about
economic future. This is reflected in the drop in private expenditure.

X

Singaporeds retail sales declined by 8.3% in Jan 2009 over Dec 2008
6RXUFH 6LQJDSRUH;2IILFLDO 6WDWLVWLFV

Taiwands Consumer Confidence Index (CCI) in February indicated that the
overall index marked a record low 48.42 points, a drop by 0.53 point from
previous month. Index falling between 0 and 100 shows pessimism as index

between 100 and 200 indicates optimism 6RXUFH 5HVHDUFK &HQWHU IRU 7I
(FRQRPLF '"HYHORSPHQW 5&7("

Chinads Consumer Sentiment Index indicated that 45 % of consumers in

that country cut their spending in February, up from 38% in January. 6 RXUFH
'"DWD 'ULYHQ ODUNMWLQJ $VLD

S.Koreads Consumer Sentiment Index rose to 84 for the month, up from a
10-year low of 81 in December 6 RXUFH 9% D Q Nn BatinRsthHrmerest-
rate cuts and the governmentés US$37 billion stimulus may help to revive
the economy;

Indonesiads consumer confidence index rose slightly to 92.8 in January

from a reading of 90.6 in December 6RXUFH %D QNhelged RQHVLD
expectations of easing inflation after a series of cuts in subsidised fuel

prices. However, a reading of below 100 still means more consumers are
pessimistic than optimistic.

Malaysiads consumer sentiment index dropped in Q4 2008 to 71.4 from
88.9in Q32008 6RXWMOD\VLDQ ,QVWLWXWH RI (FRQRPLF 5HVHDUFK

Decline in Real Estate Prices and Transactions

X

Singaporeds residential property transaction figures for 2008 tumbled by

80.8%, down from $32.71 billion (US$ 21.64 billion) of transactions in

2007; office property indicates 62.4% drop, from $14.34 billion (US$9.48

billion) in 2007 to $5.39 billion (US$ 3.52 billion) in 2008 sales. 6 RXUFH &%
5LFKDUG (OPLV &%5(



X Chinads housing prices in 70 major cities dropped 1.2 % year on year in
February this year, accelerating from a 0.90% fall in January and 0.4% in
December last year. 6 RXUFH 1DWLRQDO 'HYHORSPHQW DQG 5HIRUP &I
1IDWLRQDO %XUHDX RI 6WDWLVWLFV &KLQD

Three largest cities in the country -- Beijing, Shanghai and Guangzhou
experienced a price fall, with a decrease of 0.7%, 2.4% and 4.4%,
respectively. However, the price drop has stimulated property sales which
saw an increase of 85.5 % in Guangzhou and 50% in Shanghai and
Guangzhou, respectively. 6 RXUFH &KLQD ;QGH[ ,QVWLWXWH

x Japands residential land prices fell 3.2 % in 2008 to the lowest since 1984
and average commercial land prices dropped 4.7 % to a three-year low;
Overall property prices declined 3.5 %. 6RXUFH OLQLVWU\ RI /DQG ,QIUDVW
7UDQVSRUW DQG 7JRXULVP -DSDQ

x Hong Kongbs property deals in 2008 worth HK$413.11 billion (US$53
billion), down 21.4% from HK$525.63 billion in 2007 6 RXUFH /DQG
5HIJLVWU\ +RQJ .RQJ

x Kuala Lumpuros property market could depreciate as much as 10% to 15%
in 2009, while the prices of high-end condominiums in the Kuala Lumpur

City Centre (KLCC) area may fall up to 30%. 6RXUFH 3URSHUW\ &RQVXOWL
5DKLP &R

Current Economic Scenario in Malaysia

Economic growth is expected to contract for first time since 1998 for all the
four quarters in 2009 with contraction in exports and industrial production
through most of 2009. GDP growth for Q4 2008 slowed to 0.1% y/y, slowest
level in 3 years, led by decline in exports (-40.1%) and moderation in private
consumption (+5.3%) on rising manufacturing unemployment. For entire 2008,
GDP grew 4.6%, dropped slightly compare to 6.3% of 2007.



GDP by Expenditure Components (% change)
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Real GDP by Expenditure (2000=100)

2009f
Annual Contribution
change to real GDP
(%) growth
(percentage
point)
Domestic Demand " 29 2.6
Private sector expenditure -0.3 -0.2
Consumption 3.5 1.8
Investment -17.7 -2.0
Public sector expenditure 11.4 2.8
Consumption 7.3 1.0
Investment 16.6 1.8
Change in stocks 1.4
Net exports of goods and
services -29.7 -4.0
Exports -16.6 -19.7
Imports -14.9 -15.7
Real GDP -1.0~1.0 -1.0~1.0
6RXUFH %DQN 1HJDUD ODOD\VLD

! Preliminary

2 Excluding stocks



Second Stimulus Package

X On Mar 10, the government unveiled RM60 billion second stimulus
package after announcing RM7 billion stimulus package in Nov 2008 to
support domestic demand through credit guarantees, spending, tax
incentives for 2009-2010 to create 163,000 jobs as economy may enter to
recession the first time in decade while exports and industrial production
are already contracting, consumer spending is slowing, and interest rate cuts
are approaching a bottom.

x Fiscal injection for welfare programs, education, unemployed worker relief;
worker retraining (RM15 bil); Guarantee funds (RM25 bil) to extend govt
guarantees via bank loans and bond market to increase credit access to firms;
Equity investment (RM10 bil); Private finance initiative and off-budget
projects (RM7bil); Tax incentives for firms to hire unemployed workers and
invest in new capital (RM3 bil), and tax incentives for mortgages.

Fiscal Impact

x Combined two stimulus plans (1" package worth RM 7 bil) are
equivalent to about 10% of GDP; Stimulus would widen budget deficit
to 7.6% of GDP in 2009 (the biggest since 1987) from 4.8% in 2008 on
high spending on food and fuel subsidies (22.6% of total spending in
2008). But some estimates suggest that fiscal deficit would reach 10% of
GDP given slowing revenue growth and commodity prices (40% of total
revenues).

Impact on Government Debt

X Government debt might increase to 46% of GDP in 2009 from 41% in
2008 (govt debt: 92.7% as domestic debt and 7.3% as foreign debt).
While the first stimulus would be financed from the savings derived
from cuts in the fuel subsidies, with the second stimulus and risk of
rising deficit, the government decided to issue bonds starting Jan 2009
including foreign bond issues. Government raised a record RM 60
billion from domestic debt sales in 2008 and is holding debt auctions in
2009 and sell RM 5 billion in Islamic savings bonds.

Consumption

x Job losses in export manufacturing, slowing income and tight credit
conditions are easing consumer spending and retail sales since Q4 2008;
Despite of cooling inflation, consumer sentiment has remained subdued;



consumer sentiment index dropped in Q4 2008 to 71.4 from 88.9 in Q3
2008 (According to a survey by Malaysia Institute of Economic
Research, MIER)

Investment

X Investor sentiment weakening amid risks to growth and political
uncertainty. capex has slowed significantly as domestic and foreign
investors are cancelling projects; FDI might fall by 50% in 2009 from
the 2008 levels.

Trade

x Exports in January 2009 decreased by 27.8% y/y after contracting
14.9% yly in December 2008 led by electrical components, palm oil
and crude oil. Malaysiads exports to the U.S. dropped 31.8% to RM 4.8
billion in January from a year earlier amid a decline in electrical and
electronics (E & E) shipments. Shipments of electrical and electronics
goods, which made up about 36% of total exports in January, slid 33%
from a year earlier. Palm oil sales abroad fell 22 % in January as prices
eased from record highs reached earlier last year; Imports also dipped
32% yly in January 2009 (December 2008: -23.1% vyl/y).

Imports contracting in excess of exports is helping sustain the trade
surplus. For the first month of the year 2009, Malaysia continued to
record a trade surplus of RM8.8 billion as compared with RM9.7 billion
a year ago. However, trade surplus was lower by 9.2% or RM894.6
million due to a decrease of exports and imports of 27.8% or RM14.7
billion and 32.0% or RM13.9 billion respectively. This was the 135th
consecutive month of trade surplus since November 1997.

Malaysiads top ten trading partners were Japan, Singapore, the United States
of America, the Peopleds Republic of China, Thailand, the Republic of Korea,
the Federal Republic of Germany, the Republic of Indonesia, Hong Kong and
Australia. These countries collectively contributed 71.7% or RM48.6 billion of
Malaysia's total trade for January 2009.

Industrial production

x Industrial production dropped by 20.2%y/y in January 2009 after declining
15%yl/y in December last year. It has been declining since Sep 2008 with
falling manufacturing sales amid slowing exports and domestic demand.
Export-oriented producers cutting back output sharply due to contracting
exports and high inventory levels



External Trade (Updated 12 March 2009)

External Trade
(RM Million)

Total Exports

Total Imports

Balance of Trade

Major Exports
(RM Million)

Rubber

Palm Oil & Palm QOil Based Product
Crude Petroleum

Petroleum Products

Liquified Natural Gas

Timber & Timber Based Product [2]

Electrical & Electronic Products [2]

Articles of Apparel & Clothing Accessories [2]

Other Manufactured Goods and Articles [2]

> @ 7KHVH FRPPRGLWLHV GR QRW LQFOXGH WUDQVDFWLRQV YDOXHG EHORZ 50

Jan - Dec

January
2008

53,039

2008°
663,494

2009
38,299

521,611 43,317 29,471

141,883 9,722 8,828

Jan - Dec
2008°

January
2008° 2009

8,111 633 293

64,808 4,631 3,754

43,698 3,478 1,806

28,635 2,372 959

40,732 2,636 4,181

22,650 1,854 1,384

255,360 20,987 13,737
956

12,096 978

86,133 6,506 5,088

6RXUFHSDUWMWDQWW\RWIBFVY 0DOD\VLD
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Consumer Sentiments Index

Employment
Index CSI

2003:1
2006:1

| mm Employment Index  ===Consumer Sentiments Index |

6RXUFH ODOD\VLDQ ,QVWLWXWH RI (FRQRPLF 5HVHDUFK

Suggestions to Revive Penang’s Economy

@ Property and Development
Relaxation of approval procedures and provision of incentives

x The role played by the state and local government is crucial in the
growth of the local property market. Hence, the efficiency of
government One Stop Centre, as well as MPPP and MPSP staff, needs
to be improved to effect faster plan approval. Often, local authorities
make use of such excuses such as non-compliance, incomplete
information, neighboursd objection and other technicalities to reject
development proposals. In view of this, we recommend local authorities
to relax certain regulations to accelerate the approval process by
implementing condition approvals of land conversion and layout plans
(eg, within 3 months). Now, it usually takes 6 months for One Stop
Centre to approve less complex projects and some take more than a year
depend on feedback, technical issues and the complexity of the projects.

x Other recommendations include reducing the number of days to process
the transfer and reselling of existing properties, auto issuing of unsold
Bumiputera and low-medium cost units to the public, the amendment or
removal of restrictive/prohibitive measures, and etc.

11



X The state government should seriously automatically remove the
restriction imposed on the unsold Bumiputera units after 6 months of
launching and should also do away with the monetary contribution
which is presently required to be paid by the developers to the
government before the removal of the Bumiputra reserved units.

X As an incentive during the economic crisis, the state government should
assist property developers with measures such as allowing developers to
start work immediately, lower the requirement of low cost provision or
waive the low cost requirement with a reasonable of contribution.

X The Government should review the density guidelines to that of Kuala
Lumpur or Singapore to allow a more efficient use of land. By allowing
flexibility in the makeup of the overall built-up, the Government can
ensure that there is a good mix of units to cater to the affordability and
different needs of the people especially the middle income earners.

X At present, bumiputra status developers are given an additional 30%
density, we would suggest that this additional density should be given to
all developers regardless of race.

x The Government should consider revising the controlled selling prices
of LC/LMC as they were last reviewed in 1998 and 2002 respectively.
Over the years, the costs have increased such that a price review is
crucial if the State Government would like to ensure a steady stream of
supply of LC/LMC units down the road.

x Fast track approval for rebuilding/renovation of houses (single & double

storey).

Statistic on Application for Planning Permission Submitted in 2005-2007

(Penang Island)
Total of Planning Permission Application
Year Submitted Approved Rejected Total
2005 278 192 14 484
2006 275 230 23 528
2007 275 248 93 616
Total 828 670 130 1628
6RXUFH '"HSDUWPHQW RI 30DQQLQJ '"HYHORSPHQW 0333

12




Malaysia My Second Home (MM2H) Programme

X At the same time, the state government should aggressively promote
Penang as the preferred MM2H destination, as such will spur the growth
of the local property sector, as at present, only 9,500 MM2H visas were
issued by the Immigration Department during the 2002-2007 period.
There is indeed potential to grow, evident from the survey conducted by
The Expat magazine: 83 % of MM2H participants own properties with
an average value of RM890,000. In addition, each MM2H participant
spends an average RM9,800 in monthly expenses, with an average total
of RM118,000 per year. These figures alone should convince the state
government to take the initiative to promote Penang as the ideal MM2H
destination in Asia, through overseas road shows and promotional
activities.

x Although Penang is experiencing the crunch of the global economic
recession, we believe that the MM2H programme will not be affected,
since most MM2H participants are retirees, who are searching for high-
end properties in relative affordable locations to settle down. In addition,
the expected price-drop in upper-tier properties, the reasonable standard
of living with comparable quality of life in contrast to other Asian
metropolis, will further attract their attention in investing over such units.

X In 2007, there are about 7 million Baby Boomers Japanese retiring from
their work, with 20%, or 1.4 million of them, would seek a retirement
home outside of Japan, and that Malaysia (Kuala Lumpur & Penang) is
regarded as the most preferred retirement location after Australia. Thus,
the state government should capitalise on such opportunities together
with local property developers, and adopt an aggressive advertising and
promotional strategy to attract potential MM2H participants. These can
be in the form of branding Penang as an Eastern-Western cultural
melting-pot, or promoting the state as an ideal location in Asia to
potential MM2H participants.

x Apart from focusing selling properties, rental market shall be
emphasized by packaging certain preferred areas/properties with a
theme. For instance, we can cluster certain properties with a theme such
as majority are German occupants, etc. This will provide the MM2H
takers some smooth transition and testing period by renting the property
for a short term basis until they find the right one to purchase. Such idea
will help to sustain the rental market, hence the selling prices of
properties in the secondary market. Given the economic crisis hitting
most of the OECD countries (MM2H target market) and the
depreciation of GBP, AUD etc, short term commitment of properties is
ideal for them.
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x Georgetown (Penang) has performed well against other Asian cities,
being ranked as having the 10th highest living standard in Asia. This is
an improvement over the 12th place ranking it received in 2002/2003,
and with its global ranking of 74th place, Penang still makes it into the
top 100 out of the 254 international locations covered in the 2006/2007
survey.

Asian Locations Showing Most Significant Improvement in Living

Standards
Location Asia rank Global rank 06/07

06/07 (02/03) (02/03)
Singapore - Singapore 1(1) 1()
Japan - Kobe 2(2) 4 (10)
Japan - Tokyo 3(5) 10 (33)
Japan - Osaka 33 10 (16)
Hong Kong - Hong Kong 5(4) 23 (18)
Macau - Macau 6 (10) 56 (80)
Taiwan - Taipei 7 (8) 58 (63)
Thailand - Bangkok 8(9) 60 (68)
Malaysia - Kuala Lumpur 9 (7) 63 (60)
Malaysia - Georgetown 10 (12) 74 (99)

6RXUEWWS ZIZQWHHFWODWLRQDO FRP

Redevelopment and refurbishment

x The decline of the property and construction sector will produce a
domino effect that affects other sectors. With the decrease of private
investment and a gloomy market situation, the government needs to take
the lead in stimulating the marketplace, with increase in public spending
such as upgrading existing assets and infrastructure.

X Thus, we recommend the state government to follow the example of
Singapore in refurbishing dilapidated public housing. On one hand, such
a project will improve the occupantsé quality of life. On the other hand,
the benefits of such a project will stimulate the economy, with its effect
extending to other sectors. Public housing that stands to gain from such
an initiative includes Rifle Range flats, and those developed under
Penang Development Corporation. Should the government lacks fund, it
can consider a joint-venture initiative with the private sector to
commence the project.

X On the other hand, it is time to utilise the various land banks under the

Penang Development Corporation to build medium cost housing, either
by PDC or through joint ventures with property developers. This will

14




further stimulate and reinvigorate confidence on the local property
market, while encouraging the public to own private properties.

e Manufacturing Industry
Employ local workforce; reduce reliance on foreign labour

x According to state government statistics, the local manufacturing sector
is the second biggest contributor to Penangds economy, employing
39.5% and 34.7% of the total state work force. The 2009 United Nations
Industrial Development Organisation (UNIDO) Industrial Development
Report has rated Penang as one of the 10 most dynamic industrial cluster
location in the world, demonstrating its manufacturing capabilities
amongst the development economies. However, even Penangos vibrant
industrial sector is not spared by the global economic crisis, with many
local workers retrenched from their jobs.

Thus, we recommend the state government to introduce the measure of
mandatory hiring of local workers for companies awarded with state
government contracts, with immediate effect. The state government
must not bow down to pressure and enforce this measure strictly, even if
it means that affected companies will need to incur overheads by hiring
locals. The move is also in line with the federal governmentés intention
to reduce the number of foreign workers in the country from 2.2 million
to 1.8 million in two years time.

x We laud the state government in allocating RM10 million for
unemployed workers to participate in entrepreneurship or training
programmes. However, the state government should reveal the amount
allocated to assist retrenched workers finding new job opportunities. It
must be noted that the allocation pales in comparison to Singaporeds
Skill Programme for Upgrading and Resilienced initiated by the
Singapore Workforce Development Agency in December 2008, which
has an allocation of USD 400 million. The programme covers the safe
guarding of current jobs, assisting corporations in reducing overheads
and retraining their work force. This January, the programme received
another boost of USD 100 million in funding. In view of this, the state
government should seek additional funding from the federal government.

15



Penang: Percentage of Employed Persons by Industry (%),
2006 2008 (Q3)

2008 | 2008 | 2008
Industry 2006 | 2007 | (Q1) | (Q2) | (Q3)
Agriculture, hunting and forestry 1.6 1.7 1.8 1.7 1.4
Fishing 0.7 06| 0.8 0.7 1
Mining and quarrying 0.1 0.1 0 01| 0.1
Manufacturing 35.3 36 | 37.6 | 333 | 347
Electricity, gas and water supply 0.9 05| 0.6 07| 0.6
Construction 5.9 7 6.7 7.1 7.8
Wholesale and retail trade; repair of motor vehicles, motorcycles
and personal and household goods 169 | 146 | 16.1| 16.6 14
Hotels and restaurants 8.9 84| 7.7 9.3 9.4
Transport, storage and communication 5.4 5.8 6.6 6.5 5.1
Financial intermediation 2.1 2.2 2.4 2.8 2.2
Real estate, renting and business activities 5.7 4.4 4 4.6 5.5
Public administration and defense; compulsory social security 4.1 48| 4.6 3.7 4.2
Education 4.7 46| 3.8 5 4.9
Health and social work 2.5 3.5 2.4 17| 35
Other community, social and personal service 2.5 3 2.5 2.6 2.9
Private households with employed persons 2.6 2.8 24| 3.7 2.8
Extra-territoral organisations and bodies - - - - -
Total 100 | 100 | 100 | 100 | 100

6RXUFH /DERXU )RHBAHJBPHYEHNV RI 6WDWLVWLFYVY 0DOD\VLD

State government leading in using Made-in-Malaysia products

X The Electric and Electronic sector (E&E) consists of at least 60% of
Penangbs entire manufacturing industry, while accounting for the
biggest share of Malaysiads total export in 2008, at 45.4%. Penang
accounts for 27% of Malaysiads export. However, as the world enters a
global economic recession, foreign demand of E&E goods will decline
sharply, affecting the export-oriented manufacturing industry, especially
the E&E sector. At this juncture, we need to address this problem, as
Malaysiads domestic consumption is comparatively small compare to the
likes of China and India.

In addition, Penangds manufacturing sector cannot rely on exporting to
the American market, as the United States will jump start job creation
for its middle-class population and production boost through domestic
investment in its local manufacturing sector and revive its weakened
supply chain with production on cars, trucks, computers, software,
electronics, pharmaceuticals, furniture and textiles.

The state government lead by example in using Made-in-Malaysia
products, with measures such as replacing foreign goods with Malaysian
products. Such measures should be extensively promoted through the
media, demonstrating the stateds effort in addressing the economic crisis.

16



Monthly Manufacturing Statistics (Updated 19 March 2009)

Monthly Jan
Manufacturing
Statistics 2009 2008 % Change
Sales Value

Number of Employees 990,794 1,088,599 -9.0

Salaries & Wages Paid
(RM'000)

6RXUFH 'HSDUWPHQW RI 6WDWLVWLFV 0ODOD\VLD

1,956,167 2,154,863 -9.2

To stimulate domestic demand

X One approach to counter a contracting external demand that
diminishes export orders is to stimulate domestic demand. Such a
measure may stabilize industrial output, and to relief the pressure of
retrenching workers due to reduced production.

Here, we recommend the state government to draw on local products
in the upgrading of public infrastructures, such as utilizing RFID
technology on a new parking card, or LED lighting and solar power
generation for street lights. The state government may also
encourage research on medical and electro-mechanical technology
through grants or tax rebates.

Accurate and detailed announcement of approved foreign investment

X We are glad that Penang received RM10.2 billion in investment last
year that spurred the creation of 22,215 jobs. The statistics by the
Ministry of International Trade and Industry reveals that there were
84 investment projects worth RM3.4 bil, with 67
expansion/diversification projects with a total capital of investment
of RM6.7 bil, that generated 9,832 and 12,383 jobs separately.
However, we wish to know the actual investment amount instead of
the amount of committed investment, specifically the percentage set
aside for site construction, purchases of machinery, and the actual
amount spent on the various local sectors. In addition, we would like
to know the percentage of the local workforce employed in the
20,000 jobs created. It is only with a high percentage of actual
investment can it be of benefit to the stateds economy, as any amount
of committed investment may not bring the desired effect to the
overall economic situation.
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Hence, the state government will be able to assess the actual benefits
of these foreign investment on the stateds economy.

o Tourism Industry
Penang should intensify its effort in promoting Penang tourism

x Tourism is Penang's second growth engine, contributing 56.9% of
Penang's overall GDP, above the 39.5% contribution from the
manufacturing sector. This shows that tourism is a crucial component of
Penang's economy that includes the hotel, F&B, retailing, transportation
and other sectors. According to statistics, the various hotels in Penang
received 6.3mil in tourist arrivals last year (excluding day trip visitors,
cruise liner passengers, and visitors in non-commercial accommodation),
compared to 5.7mil in 2007. The increase may be attributed to George
Town's status as a World Heritage Site, presented by UNESCO recently
on July 7 2008. However, Penang rank only at number 4 in terms of
tourism arrivals, below Kuala Lumpur, Pahang (Genting Highlands) and
Sabah.

The current global economic crisis will affect greatly Penang's tourism
sector, due to the reduction in tourist arrivals and lower rate of
spending by tourists. Thus, the state government should utilise and
develop the available tourism assets (culture, natural environment and
medical tourism) with the private sectors in creating more business
opportunities. Furthermore, the state government should take advantage
of the various accolades presented to Penang, such as being a receiver
of the fi2008 World's Best Awardo as one of the top Asian island in
Travel + Leisure, and as one of the fiBest Places to Go in 20090 chosen
by New York Times, as leverage to promote Penang as an international
tourism destination.

x In addition, the state government should provide incentives to
developers interested in developing the local tourism sector. This will
encourage others towards investment in Penang tourism, increasing its
tourism products.
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Penang: Average Occupancy Rate and Estimated Total Visitor Arrivals,

2005-2007
2005 2006 2007
(%) (%) (%0)
Average Occupancy Rate 60.2 67.9 65.3
Average Occupancy Rate for Beach Hotels 55.0 60.6 57.4
Average Occupancy for City Hotels 63.4 71.9 57.4

Estimated Total Visitor Arrivals for the 3.09mil 3.08 mil | 3.44mil
State

Estimated Domestic Share 63.0 62.5 58.5

Estimated International Share 37.0 375 415

6RXUFH 6(5,

UNESCO World Heritage Site

x The listing of George Town as a World Heritage Site gives a boost to
the competitiveness of the Penang tourism sector BUT State
Government is at loss, lack of directions and far sighted long term
planning. If this lacklustre position is allowed to prolong , then Penang
may not be able to keep the award.

X The recent policy to install multi-lingual road signs within George Town
was lauded as thef irst step in showcasing the historical city's multi-
cultural identity.However, many more works are laid before the state
government, primarily the restoration of George Town to its former

glory.

X In order to restore the vibrancy of George Town, the state government
should negotiate low interest loan packages with local banks to extend
credit facilities to small property owners in George Town to preserve
and maintain their premises. For multiple-units owners with sufficient
funds, such as associations and landlords, the state government should
attempt to convince them to work hand in hand with the government to
restore and maintain heritage buildings under their management,
through dialog sessions and round table discussions.

X Once again, we recommend the setting up of a joint 'Heritage Trust
Fund' by the state government and the private sectors. The proposed
trust fund may purchase heritage properties at a reasonable price,
which upon renovation, they can be resold to foreign or local buyers at
market value. This will add value to the trust fund while benefiting
its shareholders. In addition, both parties in the trust fund may
arrange for a period-bound usage of the heritage property for
commercial purposes upon the completion of unit renovation and
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restoration. Should the government be receptive to this recommendation,
we are prepared to assist in the establishment of the trust fund.

We believe that once George Town reach its potential as an important
tourism attraction, the returns generated will be doubled, or even
several times higher than the incentives allocated by the government,
assuring banks of steady loan repayments while benefiting the trust
fund.

X At present, George Town does not possess a night bazaar and
commercial walk street similar to the likes of Taiwan's Shilin Night
Market, Xiamen's Zhongsan Road, Bangkok's Khaosan Road or
Malacca's Jonker Street. We believe that a vibrant and unique night
bazaar in George Town will act as a magnet in attracting tourists, while
at the same time earning foreign currency exchange, revitalising George
Town's businesses and solving the various social problems caused by
dilapidated heritage properties within the inner city. Thus, the state
government should consider the proposal and start designating the right
location in setting up this unique night bazaar for tourists that acts as a
melting pot of leisure, local cultures and businesses. We suggest a
network of Campbell Street, Kimberly Street, Chulia Street, Armenian
Street, Acheen Street and Cannon Street as the location of the night
bazaar and commercial walk street.

Medical Tourism

X Medical tourism is a rapid-growing sector in Asia, with an average
increase of medical tourists to Asia countries between 20-30% per
annum. More than 2.9 Million patients visited Thailand, India,
Singapore, Malaysia and the Philippines for medical tourism in 2007.
By 2012, the medical tourism sector in Asia will have an estimated
worth of USD4bil. Currently, Singapore earns an estimated USD1.6bil
per annum in medical tourism, with India is projecting an annual earning
of USD2.2bil by 2012, based on current growth rate of 30% per annum.
Thailand is the worldés leading medical tourism destination, attracts
approximately 900,000 to 1.2 million foreign patients.

Statistics from the Association of Private Hospitals of Malaysia (APHM)
reveal that the number of medial tourists to Malaysia has more than
tripled since 2003, to a total of 341,288 in 2007, with an income of
RM253.84mil. For the first nine months of 2008, over 282,000 medical
tourists came to Malaysia to seek treatment, generating a revenue of
about RM222.25mil, a 16% increase from the same period in 2007. The
2007 statistics also reveal that 72% were made up of Indonesians,10%
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from Singapore, 5% from Japan, 3% from Europe and 3% from India,
with Penang, Malacca and Johor Baru as their favourite destinations.

Medical tourism in Malaysia
Year  No.of patients Receipts (RM mil)

2003 102,946 58.90
2004 174189 104.98
2005 232,161 150.92
2006 296,687 203.66
2007 341,288 253.84

Source: APHM

Malaysian medical tourism
patients and revenue in 2007

Japan  Singapore
5%  10%

l Europe
._J.j%

India

" 4%

Indonesia e Others
6%

12%

Source: APHM

x Gross income of the members of the Penang Health Association stood at
RM156.53mil in 2007 and RM166.15mil in 2008. Of the total, some 15-
30%came from medical tourists. Given that Indonesia comprises the
largest market of medical tourists to Singapore and Malaysia, the
economic slowdown created an unforeseen opportunity where
Indonesians may choose Malaysia over Singapore due to cheaper
medical costs. In addition, the political turmoil in Thailand has diverted
a significant number of medical tourists to Malaysia. Hence, the state
government should seize the opportunity and work hand in hand with
the seven private hospitals in the state to promote Penang as the ideal
medical tourism destination in Asia, with state of the art medical
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technology, a conducive environment for health management, a low
cost-high value proposition, multi-ethnic, multi-lingual support staff
from various religious denominations, accessible to major international
airports, etc.

x Certain properties in downtown can be converted into service apartment
for long staying patients to minimize cost and at the same time will
improve the rental yield of properties.

X At the same time, there is the need to safeguard the safety of
patients, especially during an economic recession, where there will be
a rise in crime rate. The state government should work with the local
police in implementing crime prevention measures, as high crime rate
and a perception of danger does not bode well with the growth of the
tourism sector.

X Recently, the federal government has setup the Medical Tourism Board
in Penang. Hence, the state government should work together with the
board and lead the stateds private medical centres to develop the stateds
medical tourism sector, promoting healing and medical technology.

Food Paradise

X Penang has been known as a food haven. In 2004, Penang was awarded
a title of fiThe Best Street Foodo in Asia by TIME magazine, citing that
nowhere else can have such great tasting food be so cheap. It is a proven
tourism product that has attracted countless tourists to Penang. Thus,
local F&B is an important sector, with diverse participation from all
walks of life, many relying on it as the source of household income. The
local F&B sector is also an indicator of the local economy. For example,
a China Press report showed that many eateries in the Bayan Lepas
industrial zone were experiencing a reduction in patronage, as the
surrounding corporations were retrenching their workforce. This shows
that global economic crisis is having an effect on the local F&B sector.

To survive the current economic recession, many retrenched workers
choose to join the local F&B sector as hawkers, legal or otherwise,
putting pressure on existing F&B outlets and hawkers. Thus, the local
authorities should limit the number of hawker's license issued to new
applicants, while enforcing existing regulations on illegal traders. We
welcome the present application system adopted by the local authorities
that systematically announce weekly different locations within the
state that are available for petty traders, with priority given to areas with
high availability and speedy application process within two weeks that
will fill available lots quickly.
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Number of Hawker License at 31.12.2007

No. of License

Total | 2246
Stalls
Stalls at public roads 56
Stalls on sidelanes 31
Stalls on private land 257
Seasonal and festival food stall 424
Night Markets
CITY RURAL TOTAL
Councils 1 - 1
Not Councils 3 31 34
Total 4 31 35
Markets

Number of markets 25
Number of stalls 3104
Number of occupied stalls 2333 Malay Chinese 1743 Indian

461 132
Number of vacant stalls 771

Complexes

Number of markets 49
Number of stalls 1939
Number of occupied stalls 1507 Malay Chinese Indian

687 738 81
Number of vacant stalls 432

Temporary Hawkers Sites

Number of temporary hawkers sites 54
Number of sites 2725
Number of occupied sites 2263 Malay Chinese Indian

370 1806 87
Number of vacant sites 462

6RKH

x The low standard of hygiene has plagued the local F&B sector for a
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long time. Thus, the state government needs to adopt appropriate
measures to solve the problem. These include a comprehensive plan to
relocate road-side hawkers to commercially viable locations, providing
F&B operators short-term training on hygiene and customer service,
grace period to improve cleanliness and thereafter the strict
enforcement of existing by-laws on errant operators. Only a concerted
implementation of these measures can then the local F&B sector be
counted as a substantial contributor to the state's tourism industry.

e Public Transport System

X According to statistics, about 10% of Penang's population commutes by

public transportation. However, to date, Penang does not possess a
reliable public transportation system, with dismal bus, taxi and ferry
services. Efficient, accessible and reliable public transport systems is
vital to a cityds economic and social health, since they provide many
workers, shoppers and residents as well as tourist access to the cityds
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business, retail, educational and cultural centres. The availability of
public transport can play an important role in keeping down the living
costs associated with travelling to work and elsewhere, especially amid
economic recession.

Currently, there are four bus companies operating on the island, with
another seven on the mainland. One of them is Rapid Penang Sdn Bhd, a
Ministry of Finance incorporated and a subsidiary of Syarikat
Rangkaian Pengangkutan Integrasi Deras Sdn Bhd (Rapid KL). The
services provided by most of these companies are not up to par, and as
such the state government needs to come up with measures to assist
these companies to improve their services.

Rapid Penang Sdn Bhd commenced operation on July 31 2007,
with 150 new buses plying 33 routes, providing shuttle services for
inter-corridor links on both the island (110 buses) and the mainland
(40 buses). Each ride costs between RM1 to RM3, and the buses are
considered the most comfortable in the state. Its ridership has risen,
from 1.2mil in the beginning of operation, to the recently 1.7mil.

Currently, Rapid Penang has difficulty securing sites to park an
additional 200 new buses, which is scheduled to arrive in phases
between May to December 2009. Half of the amount will be deployed in
Penang island, which will reduce waiting intervals from 30 to 10
minutes, while the other half will be deployed on the mainland to
improve overall service. However, the government did not provide
enough depots to park these new buses. Thus, the state government
needs to address this problem immediately to prevent the transfer of
these buses to Kuala Lumpur in view of the shortage of depots.

The state government needs also to standardise the exterior of all
public buses and install public transportation route maps on every bus
station, a standard practice in many foreign nations. Furthermore, the
state government needs to cooperate with the private sectors to
refurbish the various bus terminals in the state, especially the
run-down Komtar bus terminal that is tarnishing the image of Penang as
a tourism destination. The state government may remodel the terminal
base on the design of the current bus interchange at Weld Quay, or the
soon to be constructed terminal at Butterworth.

Local authorities should step up enforcement over the illegal parking
of vehicles, as they obstruct the flow of traffic, while cooperating
with other government enforcement units to nab illegal public buses.

The state government needs to negotiate with local taxi associations and

drivers to fix a standardize taxi fares and impose the use of taxi
metres. It is important that taxi drivers in the state understand the
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detrimental consequences on overpriced taxi fares on the state's
tourism industry while affecting the livelihoods of taxi drivers
indirectly. At the same time, the state government needs to work
together with other government agencies to nab taxi drivers who refuse
to use the taxi meters when ferrying passengers, gradually phasing them
out with taxi drivers who comply with the ruling.

The implementation of fiopen license systemo in taxi business in Kuala
Lumpur shall be introduced to Penang. Base on this system, any
individual is given the opportunity to apply taxi license to start their
business without relying upon consortium practice. Although the charge
is 15 % slightly higher than normal taxi service, internal condition of the
taxi is far more comfortable as the operator will mostly purchase better
car to enter this business.

X Since the collapse of the Penang island ferry terminal in 1988, and the
fire that guttered the Butterworth bus terminal in May 20 2001, ferry
users have to put up with an overcrowded and uncomfortable transit
area, especially during rush hours. Hence, the state government,
together with Penang Port Sdn Bhd, needs to expedite the renovation of
the two aforementioned terminals.

X The state government needs to remind constantly the federal
government to carry out the RM1.6bil Penang Monorail project, as the
37km monorail will form an integrate public transportation with other
modes of public transport in the state.

X At the same time, the state government should begin the planning of a
one-card payment system for its future integrated public transport
system, emulating the examples of the Hong Kong Octopus system,
Singapore's EZ-Link, and Bangkok's BTS Sky Smart Pass.

The indispensable role of the federal government

o Electric tariff reduction: lowering manufacturing overheads

X One of the major costs to the manufacturers is the electricity and the oil
and gas prices. Although Tenaga Nasional Bhd announced a 5 %
reduction in tariff rates for industrial users and a 2.7 % reduction for
commercial users effective from March 1, the rate cut is too low. As the
industrial and commercial sector accounts for a large percentage of
electricity consumption, they deserve lower tariffs in view of the current
economic recession, with a reduction between 20-25%, or revert back to
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the previous rate before the price hike on July 1 last year. In addition,
there is ample room to reduce tariffs as Independent Power Produces
(IPP) enjoy hefty profits under the current policy that dictates TNB to
have a power reserve rate of 40%, even if they are not utilised. We think
it is time for IPPs to contribute back to society during these hard times
by reducing price and excessive capacities.

@ Bank Loans

X On January 21 2009, Bank Negara reduced interest rates by 0.75%, with
the intention to reduce the burden of borrowers, while encouraging
businesses to invest and expand operations to stimulate the market place
in view of low cost overheads.

x However, after the events of the American sub-prime mortgage crisis,
banks are now overtly cautious as creditors, resulting in many
businesses unable to secure funds. Therefore, in laying down lending
policies, local banks should not discriminate cash-strapped corporation
against financially sound companies during an economic crisis, but
rather extend credit facilities to firms that show growth potentials to
enable them weather through the crisis while preventing retrenchment.

X At the same time, Bank Negara needs to monitor the operational cost of
micro credit facilities. As the maximum micro credit amount caps at
RM50,000, with borrowers taking an average of RM15,000 with weekly
repayment options, many banks increase their operation costs with the
increase in micro-credit lending. Thus, the need to control the
operational costs of banks is crucial, as escalating operational costs will
offset the benefits derive from the reduction of interest rates.

X Though banks claims that they are still providing credit facilities to
Small and Medium Enterprises (SMEs) during the current economic
crisis, the truth is that banks have tightened their lending requirements,
approving loans only to those perceived having the ability of repayment.
Due to the stringent due diligence process, including constant
monitoring of lenders operating performance, many SMEs in dire
financial situation are unable to obtain the necessary funds in time or not
at all, turning to illegal money lenders to secure funding.

x Local banks should assist local SMEs to brave through the storm. For
example, for those who are unable to service or repay their loans due,
the borrower should proactively approach and negotiate with their
bankers to restructure their loans with a realistic repayment schedule.
Such a measure should be able to prevent at least 50% of SMEs from
closure.
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x According to statistics by Bank Negara, up to November 2008, loans
under the SMEs grew by 10.2%, at RM125bil, with the banks advanced
RM151bil on credit to SMEs during the January-November 2008 period,
a growth of 16.8%, while SMEs credit approval hovered at 52.2%. Up to
November 2008, the amount of outstanding micro-credit grew by 117%,
at RM461bil under 43,000 lenders.

Commercial Bank’s Lending Rates (at end-period)
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On the other hand, Singapore has relaxed its lending requirements since
mid 2008: anyone with an annual income of 20,000 dollars may obtain
credit facilities, instead of the previous annual income of 30,000. With
the requirement relaxation, more than 400,000 people now are qualified
to take out loans. On another note, credit facilities extended to non-bank
customers continue to grow, especially towards property development,
which has grown by 50% for the past 12 months.

Started from January 1, 2009, the Singapore government will pay 90 %
of insurance premiums for loans made to SMEs, up from 50 % that was
announced last month. This will lower the loan insurance cost borne by
companies. The insurance premium currently stands at 1.5 % of the loan
quantum. With the government paying 90 pre cent of the quantum,
SMEs will only have to pay 0.15 % of the loan amount. Interest rates for
key business loan schemes, such as the micro and bridging loans as well
as the local enterprise finance scheme, will also be cut by 1.25
percentage points to help businesses manage the cost of credit. A S$2
billion government loan scheme was launched on December 1 to help
local enterprises with business funding, but SMEs have reported
difficulties in getting banks to approve their loan applications. The
government says it will continue to engage industry stakeholders to
understand their needs. (RXUEHZ FKDQQHOQHZVDVLD FRP
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Bank Negara should emulate Singapore in lowering the interest rates of
SME loans and the operational costs of local banks. This will lift the
pressure off local SMEs, while providing property investors better loan
packages, stimulating the local property development.

x It is alarming to note that there is a proliferation of illegal money
lending activity in the country, with loan sharks aggressively advertising
their pseudo-professional services through SMSs and leaflets
distribution. It has come to a stage where they have the capability to
provide credit facilities within RM500,000 to RM1mil to their clients.
On March 3 2009, about 40 businesswomen in the Klang Valley were
found not able to service their loans secured from illegal money lenders.
Many of them resorted to illegal money lenders because they were
unable to obtain funds from banks in the first place. Hence, the
Malaysian government needs to step up its enforcement efforts to get rid
of illegal money lending, as Singapore has amended its legislation to
meet out stiffer punishment to owners of such illegal businesses.

@ Federal allocation

x Although Penang is the second highest contributor in national taxation,
the allocation receive from the federal government is the second lowest
in the country compare to other states.

Penangites have contributed RM15.619 billion in taxes between 2001
and 2007. The federal government had set aside RM8.965 billion for
development funds and some RM700 million in grants to the state
government over the last eight years.

Between 2001 and 2007, some RM15.619 billion tax revenue had been
collected from Penang, comprising RM8.585 billion in company or
corporate tax, RM4.863 in personal tax and RM2.17 billion in other
forms of taxes.

Between 2001 and last year, number of Penang tax-payers have
increased considerably from 27,077 to 38,286 for company or corporate
tax, 365,176 to 467,187 for personnel tax and 13,410 to 18,732 for
others.

The cancelled projects were the RM2 billion monorail, RM1.5 billion

Penang Outer Ring Road (Porr) and RM1.1 billion Mengkuang Dam
expansion projects.
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Penang's original allocation under the 9MP was RM6.152 billion or
3.1 % of the total RM200 billion budget. But after the review, its share
was slashed to RM1.452 billion, constituting only 0.6 % of the increased
total allocation of RM230 billion. * VR X WK PHV WD QHW

The Penang economy has contributed almost twice as much in taxes
compared to the federal funds allocated for the stateés development and
operation. Such is not rational, and unfair to the citizens of Penang.
Therefore, the federal government needs to ensure that the impact felt by
the state can be lessen with further allocation for state development, so
that Penang can continue to contribute to the nationds coffers in
increasing measure.

Federal Government Funding for Penang

Federal ﬁ“
funding for Penang

Year RM

1.456 billion
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Income Tax, Stamp Duty Collected from Penang

2007
Penang 2,079,929,854.27
BM 666,511,573.01
Total 2,746.441.427.28
2008

Penang (estimated)
BM (estimated)
Total 3.055.000,000.00

Conclusion

The state and the federal government need put aside their differences
and work together to address the economic crisis that is looming in our
country, and forge meaningful, mature, and practical cooperation to
revive the sagging economy. The state government needs to communicate
with the federal government on its various proposals on economic
development, while exhausting all means to secure funding for Penang.
On the other hand, the federal government needs to be fair in
distributing national resources to assist in the development of Penang,
as Penang is one of the nation's primary economic locomotive. Without
arresting the decline of Penang's economy, the country will sure
experience its ripples in the coming future.

-End-
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