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Executive Summary

«  This brief discusses the prevailing investment landscape in Penang and Malaysia, recent challenges
businesses are facing, and the need for long-term plans to attract high-value, high-technology

investments.

«  Despite present challenges, Penang continues to record consistent inflows of investments in 2021.
Unsurprisingly, the approved investment of RM1.1 billion (January-March 2021) is lower than the
average values in recent years but promoted sectors in Penang’s economy continue to receive
attention from investors. E&E companies in the state expect a positive outlook despite the current

situation.

+  Apart from Malaysia’s political instability and the immediate effects of pandemic measures on
Penang, certain companies in the state which have supply chain linkages to companies in other parts
of Malaysia more badly hit by the pandemic have experienced disruptions.

*  This paper argues for the need to promote certitude through long-term plans involving continuous
collaborations, and evidently proper execution of those plans at the national level. Despite its
enviably strong situation, the advancement of Penang’s innovation ecosystem clearly requires such

commitment from the stakeholders involved.
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Introduction

Malaysia is currently suffering from political instability and declining public health in the face of the
Covid-19 pandemic (Nambiar, 2021; Leng and Rajah, 2021). Based on data from the Department of
Statistics, Malaysia recorded the largest contraction in Gross Fixed Capital Formation (GFCF) since
the 1997/1998 financial crisis, at -14.5% in 2020, with all economic activities being affected. GFCF
refers to the acquisition of produced assets, including purchases of second-hand assets and the
production of such assets by producers for their own use, minus disposals (OECD, n.d.). As such, the
fall holds potentially long-term detrimental impact on production and output. The Gross Domestic
Product (GDP) by expenditure approach also indicates that encouraging net export performance alone

cannot sustain overall economic performance.

Penang, as a state with robust investments and business activities in its promoted sectors, especially
in electrical and electronics (E&E), machinery and equipment (M&E), medical devices, global
business services, and ancillary sectors, is undoubtedly facing huge challenges. It exhibits strong
resilience. This is based on its strong relationship with investors, evident in the decades-long foreign
and local major companies based there which not only continue to operate but which also seek
re-investments and pursue synergies with the state and with other companies in the ecosystem.

Be that as it may, political stability and policy certainty remain key considerations for investors.
Committing capital expenditures rests upon expectations of beneficial operating conditions. Past
public announcements show that the process to reach a decision to invest/re-invest in Penang may
take up to several years, and this makes socio-political stability and policy certainty ever more
important. Samirin (2015) succinctly explained policy certainty thus: “Businesses can navigate
fluctuating currency and high inflation by hedging currencies and sharing the impact of rising costs
with consumers. However, companies are powerless in the face of policy uncertainty. Fortunately,

improving policy is not expensive...including infrastructure and human capital.”

This brief discusses the prevailing investment landscape in Penang and Malaysia, recent challenges
facing businesses there, and the need for long-term plans to attract high-value, high-technology

investments.



Penang Still a Preferred Destination

Recent research continues to show Malaysia being centrally placed on investors’ radar screens. Two
separate surveys with senior executives from China (Standard Chartered, 2021a) and Europe
(Standard Chartered, 2021b) done by Standard Chartered in April 2021 both rank Malaysia second as
investment destination with expansion opportunities. Both, however, also highlight the need for
Malaysia to ensure availability of a skilled workforce.

Another survey conducted by the Japanese Chamber of Trade and Industry Malaysia (JACTIM) for
the first half of 2021 also see sentiments among the Japanese business community in Malaysia
improving, and being even more positive than in the pre-Covid period. However, ascertaining the
longer-term impact of Covid-19 on the national economy is notedly the most important determinant

for future investments among the respondents.

Where Penang is concerned, consistent inflows of investments have been recorded in 2021, though at
a subdued level. The approved investment of RM1.1 billion so far is below the average values of
recent years, but the state’s promoted sectors continue to receive substantive attention from investors
(see Table 1, and Table 3 in Appendix). Importantly, the approved investments from the past few
years are being realised on the ground and many have started operations. Hiring by these companies
continues to take place at a steady pace. The spill-over effects of major foreign direct investments
(FDI) in Penang’s promoted E&E sector recently documented in an investment research brief
particularly highlighted localisation opportunities (see Potential Beneficiaries of Lam Malaysia’s
Push by Maybank [2021]).

Table 1: Selected public announcements of investments in Penang in 2021

Company Investment value Job creation
JHM Consolidation N/A (Expansion) N/A
Greatech N/A (Expansion) N/A
Vitrox Corp Bhd N/A (Expansion) N/A

Applied Engineering and
QES Manufacturing

RM20 million over the next
three years

Initial workforce of 20
workers, comprising mainly
engineers and technicians

Simmtech Holdings Inc.

RMS508 million for phase 1

1,200 high value jobs in
engineering, manufacturing
and quality management
expected in H1 2023.

Note: Non-exhaustive

Source: Individual company’s announcements, InvestPenang and Malaysian Investment

Development Authority (MIDA)




Recent Investment Issues

In capturing key themes of concern to investors, we examined key opinions of selected trade
chambers, industry associations and studied quarterly reports (prospects section) of
Penang-headquartered companies on Bursa Malaysia' released between 1 June 2021 and 29 July
2021. 1 June 2021 marks the beginning of the full MCO in Malaysia. A particular limitation in using
quarterly reports is that they are about ex-ante events, and may not totally reflect current business

sentiments.

As a preliminary analysis, the most common words’ (see Figure 1 in Appendix) that appeared in the
reports seem to reflect an overall challenging situation but exhibiting some optimistic sentiment.
Besides, they also indicate strategies adopted by these companies to navigate these challenging times.

Selected words associated with sentiment, prospects and strategies are listed in Table 2.

Table 2: Selected most common words that appear in the quarterly reports

Aspects Most common words
Sentiment challenge
Prospects remain (which is associated with both growth/robust/strong and

challenge/cautious), demand, growth, global

Strategies new (which is associated with new customers/markets/products),
customer, market, product, capacity (associated with expansion), cost

Furthermore, by employing topic modelling (see Table 4 in Appendix) and combining that with the

results in Table 2,° three main themes have been identified which concern the companies:

Theme 1: The political stability factor benefiting Malaysia in investors’ decision making may be
diminishing in relevance

Various forms of MCO that have been imposed since March 2020 have heightened uncertainties for
investors and businesses. This has led to uncertain economic scenarios and may weaken the
confidence of foreign customers. At the same time, the emergency announced in January 2021 and the

ensuing political instability diminished Malaysia’s conventional political stability advantage.

112 reports from Technology, Industrial Products and Services, and Consumer Products and Services categories were
analysed. The list does not include property companies.

2 Weighted word count is used here to avoid dominant words that appear in only a few reports. It is calculated by multiplying
word count with the share of documents in which a certain word appears.

3 Both common words count and topic modelling were carried out using Python. The code can be accessed through
https://github.com/karyong/topic_modelling_company_prospects



Businesses are also concerned about the threat posed by the Delta variant of the virus, and the
possibility of delays in re-opening and recovery. Reduced capacity, not only for their own business,
but also among suppliers and customers in the entire value chain, pose uncertainties for businesses to

plan and operate.

At the same time, the businesses have all been committed to ensuring the safety of employees and the
community, and accelerating the pace of vaccination. Amid these challenges, they have highlighted

that they aim to improve efficiency and maintain healthy cash flows.

Trade chambers, business associations and businesses have also voiced concerns over changing
standard operating procedures (SOPs) and over inherent inconsistencies in some instances. In the
short-term, confusion and difficulty in following the changes define the ‘new normal’, and in that
sense, are acceptable; but there are concerns that this may affect expansion decisions in investors’

selection matrix in the future.

Theme 2: Businesses are well integrated within supply chain networks
Penang companies are strongly integrated into global value chains.* Several parts of Klang Valley
going under the enhanced MCO this year and manufacturing and business operations were disallowed

spotlighted the regional value chain in Malaysia itself.

Companies in Penang with linkages to other companies in other parts of Malaysia experienced
disruptions as some parts and components could not be manufactured and delivered despite the fact

that operations of companies in Penang continued.

Some significant weak links in the supply chains are found within Malaysia itself, and thus the
political uncertainties in other Malaysian states affect decision making among investors in Penang as
well. In the long term, this situation affects Penang’s situation negatively, and be beyond its ability to
do anything about.

Theme 3: E&E companies expect a positive outlook

By and large, the semiconductor, semiconductor-related, and E&E companies, which are vital to
Penang’s economy, are optimistic and are not generally affected by the Covid-19 pandemic. These
companies are also reporting capacity expansion, material sourcing and diversification, key markets
expansion, and efforts to capture bigger market share to ride on the global E&E demand.

Local companies are also keen to upgrade themselves up the value chain with new product

innovations and research and development (R&D) initiatives. In addition, some companies are eyeing

4 The effects of MCO and Covid-19 in that context were previously discussed in an earlier Penang Institute’s Monograph, The
Business and Economic Impact of Covid-19 on Penang’s Manufacturing Sector: https:/penanginstitute.
org/publications/monographs/the-business-and-economic-impact-of-covid-19-on-penangs-manufacturing-sector/.



expansion overseas to build synergistic linkages with major customers and partners in the global value

chain.

While the above three themes do not directly address the issue of human capital, it must be noted here
that the need for Penang to continue generating and empowering talent in the Industry 4.0 transition
remains strong’. As companies navigate the challenges, pivot to new ventures or expand within a

thriving segment, they require skilled talent.

With new realised investments taking off, the state government has noticeably also facilitated talent
development and is exploring opportunities in Penang, especially where skilled talent demand is

expected to persist.

Long-term Plans and Good Execution

Penang and Malaysia have a solid position on investors’ radar, backed by the country’s cumulative
industrial experiences gained over the decades, its skilled talent pool, conducive business
environment, and focus on promoted economic areas. The robust development in selected sectors
such as E&E and medical devices (related to public health management) since last year has also
spotlighted Penang’s solid foundations and the commitment to these key industries over the decades.
However, there have been rising regional competitors in recent years, and Penang and Malaysia

require continuous advancements in industrial strength and socio-political resilience.

Since Penang has a proven track record in manufacturing and business services, propelling innovation
and allowing a collective rise up the value chain among industries in Penang should not be difficult.
State economic advisor, Lee K. C., in a recent article proposed that the state set up a billion-Ringgit
industry investment fund to invest in innovating businesses in Penang and nurture them to become

global players.

This paper highlights the need for holistic long-term roadmaps with proper execution at the national
level to navigate long-term economic and industrial development. Several reports and calls by
investors have highlighted how important the availability of a skilled labour force is; the onus is on
governments at all levels to clearly map out human capital plans in building a workforce equipped for
Industry 4.0. Such plans would in turn be useful to stakeholders such as institutions of higher learning

and industry members in crafting strategies for the future.

Finally, collaborations with all stakeholders remains an important factor for investment promotion.

Support and facilitation from government agencies are important and the uncertainties during the

5 Employers in Penang are cognisant of the issues of their talent in Industry 4.0 transition (see Penang Skilled Workforce
Study, 2017).



MCO as voiced by industry members show that more needs to be done to promote a conducive

business environment.
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Appendix

Table 3: Approved manufacturing investments in Penang, 1980 to March 2021

Year Employment Domestic Foreign Total
Investment Investment Investment
RM (RM million) (RM million)
million)
1980 5,522 96.1 79.3 175.4
1981 3,655 66.3 42.6 108.8
1982 3,842 211.1 129.8 340.9
1983 7,275 157.8 101.4 259.1
1984 5,158 201.8 66.7 268.4
1985 8,184 228.4 117.2 345.7
1986 4,101 87.2 88.6 175.8
1987 16,662 86.7 549.1 635.7
1988 17,833 172.8 556.7 729.6
1989 27,032 151.2 1,031.9 1,183.1
1990 24,952 377.9 1,489.4 1,867.3
1991 22,455 515.7 1,009.4 1,525.1
1992 14,295 471.8 624.2 1,096.0
1993 10,378 257.5 259.3 516.8
1994 15,203 276.5 658.0 934.5
1995 13,779 966.0 640.6 1,606.7
1996 11,993 1,093.4 2,092.0 3,185.4
1997 9,736 1,030.8 418.3 1,449.1
1998 10,911 1,410.6 1,274.7 2,685.3
1999 14,928 180.8 4,597.0 4,777.8
2000 15,327 895.1 3,564.5 4,459.6
2001 14,630 259.5 3,577.7 3,837.3
2002 13,487 411.4 1,987.0 2,398.3
2003 9,890 467.2 1,455.8 1,923.0
2004 9,235 1,016.0 1,014.2 2,030.3
2005 21,642 717.4 3,907.5 4,624.8
2006 13,539 1,432.5 3,918.2 5,350.7
2007 8,833 1,625.2 3,143.4 4,768.7
2008 22,215 5,068.7 5,087.6 10,156.3
2009 8,696 716.7 1,448.5 2,165.2
2010 21,618 1,786.9 10,451.1 12,238.0
2011 14,293 1,960.4 7,145.6 9,106.0
2012 10,359 1,344.9 1,126.5 2,471.5
2013 14,515 2,117.9 1,794.4 3,912.3
2014 17,896 3,048.8 5,113.6 8,162.4
2015 18,725 2,225.6 4,498.7 6,724.3
2016 10,816 1,237.0 3,056.9 4,293.9
2017 13,553 2,271.4 8,540.5 10,811.9
2018 9,499 2,087.6 3,693.4 5,781.0
2019 18,886 1,854.9 15,000.4 16,855.4
2020 13,268 3,562.8 10,550.2 14,113.0
2021
(Jan - 2,328 566.8 516.3 1,083.0
Mar)

Source: MIDA




Figure 1: 25 most common words used in the quarterly reports, by weighted

word count
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Note: The words ‘business’, ‘businesses’, ‘group’ and ‘groups’ were removed as they were too

common in all reports.



Table 4: Results of topic modelling

Keywords and the weightage (importance) of each keyword Theme inferred

Topic contributing to the topic

1 0.017*"customer" + 0.017*"equipment" + 0.015*"order" + mainly dominant
0.014*"test" + 0.014*"semiconductor" + 0.012*"new" + words in one
0.012*"covid" + 0.010*"expect" + 0.010*"chip" + report only (so not
0.010*"awc" to analyse)

2 0.015*"market" + 0.011*"covid" + 0.011*"date" + market expansion,
0.008*"financial" + 0.008*"economic" + 0.008*"expansion" + | recovered yet
0.008*"performance" + 0.008*"mco" + 0.008*"various" + uncertain

0.008*"manufacturing"

3 0.017*"continue" + 0.014*"challenge" + 0.011*"covid" + challenging
0.010*"remain" + 0.010*"division" + 0.010*"cost" + situation, cost
0.008*"economy" + 0.008*"pandemic" + 0.008*"various" + saving
0.008*"new"

4 0.029*"glove" + 0.022*"production" + 0.021*"line" + diversify and
0.014*"expect" + 0.012*"financial" + 0.011*"year" + venture into
0.011*"complete" + 0.011*"medical" + 0.009*"end" + medical
0.009*"export" equipment

production

Note: While the optimal number of topics through different combinations of parameters is six, there
were keywords repeated for different topics, which suggests that there were too many topics.
Therefore, four topics, the second optimal number of topics, was used.
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