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Executive Summary

« Since Malaysia's independence in 1957, Penang has experienced remarkable progress, with
its GDP per capita rising from RM4,739 in 1970 to RM69,684 in 2023, achieving an
impressive 5.0% annual growth rate, surpassing the national average over the same period.

« Although absolute poverty has been virtually eliminated, relative poverty is still relatively
high, and affects at least 1 out of 10 households in Penang.

«  Penang will be the first state in Malaysia to have an aged population, and the state is not yet
sufficiently equipped to manage these demographic changes. The state will need to place
more emphasis on age-related policies in order to sufficiently meet the demands of an
ageing population in the future.

«  Penang also depends more on private healthcare than public healthcare, with data showing
that the highest utilisation of private outpatient healthcare in Malaysia was in Penang, at
67.2 per cent, followed by Selangor (48.1 per cent) and Kuala Lumpur (48 per cent) (IKU,
2020).

«  Penang’s development is also dependent on its ability to mitigate risks from its urbanisation,
and from climate change.

«  There is an urgent need for Penang to increase its capabilities and capacities to compete with
other cities in the region.

*  Another challenge for Penang is to ensure that growth is inclusive, and there is upward
mobility for all. However, while income growth is positive, cost of living is becoming a
serious issue.

' The author is Distinguished Adjunct Researcher at Penang Institute and Research Fellow at the Institute of Malaysian and
International  Studies  (IKMAS) of National University of Malaysia (UKM). Correspondence to
Muhammed.abdulkhalid@ukm.edu.my, This paper draws heavily from the book “Timeless Penang: Tradition in Transition”
to which the author contributed a chapter.
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Introduction

Penang has progressed remarkably since Malaysia achieved its independence in 1957. Its GDP per
capita increased from RM4,739 in 1970 to RM69,684 in 2023 with an impressive annual growth of
5.0 per cent, higher than the national average during the same period. In fact, Penang attained upper
middle-income status in 1986, and became a high-income state in 2012. If Penang is a country, its
GDP per capita is roughly on par with that high-income economies such as Poland, Hungary,
Portugal, and Romania.

Its socioeconomic wellbeing in general also improved. Life expectancy, school enrolment rates,
mortality rates and access to basic services progressed significantly (Table 1). In the past three
decades, life expectancy in the state increased by about 3 years for males and 5 years for females, with
almost universal access to water and utilities, and extensive affordable public healthcare facilities.
Infant mortality rates dropped significantly, from 38 per 1,000 live births to 7.2 in the past five
decades. Enrolment in primary education and secondary education have also improved.

Table 1: Key socioeconomic indicators for Penang, various years, 2019 and
2021

Various years 2019 2021
Life expectancy for males 69.2 years (1991) 72.9 years 71.9 years
Life expectancy for 73.4 years (1991) 78.6 years 77.2 years
females
Primary enrolment rate _
(public schools) 96.3 per cent (1990) 96.4 per cent =
Secondary enrolment rate 60.6 per cent (1990) 83.1 per cent =

(public schools)

38 in 1,000 live births

Infant mortality rate 7.2 in 1,000 live births 5.4 in 1000 live births

(1970)
Househollds with access 99.8 per cent (2012) 99.9 per cent 100.0 per cent
to piped water
Households with access
o public health facility 97 per cent (2012) 100 per cent 100 per cent

within less than 5KM of
residence

Source: DOSM, 2005, DOSM, 2020-a 2022, and JKN Penang, 2021 HIES 2023.

Penang’s key socioeconomic indicators such as median household income, life expectancy, and infant
mortality rate are also better than the national average. The state, not unlike other richer states such as




Kuala Lumpur, Johor or Selangor, benefited from better infrastructures, higher domestic and foreign
investments, as well as relatively higher federal funding and investment compared to other states
(EPU, 2020).

Penang also performed relatively better based on the United Nations Development Programme
(UNDP)’s Human Development Index (HDI) and is considered to have ‘very high’ human
development. The HDI has three dimensions, which are health, education, and standard of living,
measured by 1) life expectancy at birth, 2) expected years of schooling and mean years of schooling,
and 3) gross national income (GNI) per capita (UNDP, 2022). In 2022, Penang’s HDI was 0.836,
which is higher than Malaysia’s HDI (0.803), and comparable to countries like Qatar (0.848) and
Chile (0.851) (Global Data Lab, 2022, and UNDP, 2022).

Malaysia’s achievement in poverty eradication and narrowing income gap is well noted, and Penang
is no exception. The absolute hardcore poverty rate in Penang, measured using the national poverty
line income, dropped from 43.7 per cent in 1970 to 4.0 per cent in 1992, and further reduced to 0.1 per
cent in 2022.Although the poverty line income (PLI) was revised in 2019, the trend remains the same,
the absolute poverty in Penang has decreased from 2.2 in 2016 to 2.0 in 2022. Hardcore poverty has
also been almost eliminated. The Multidimensional Poverty Index (MPI) of Penang, which includes
non-monetary measurements of poverty such as access to education and other amenities, has also
improved (DOSM, 2020-c). Meanwhile, inequality, measured by the Gini coefficient, also narrowed
during the period, dropping from 0.597 in 1974 to 0.371 in 2022. Penang’s absolute poverty rate and
Gini coefficient performed better than the Malaysian average.

Although overall poverty has almost been eliminated, there are still pockets of poverty in the state. In
2022, the highest incidence of absolute poverty is in the Seberang Perai Utara district, at 3.7 per cent
(the lowest incidence is in the Timur Laut district on the Penang Island, at 0.7 per cent.

Penang’s economic expansion also translated into increased household income. Median household
income increased from RM1,693 in 1995 to RM6,502 in 2022, or at an annual growth rate of 5.5 per
cent over the same period. All ethnic groups experienced positive income growth.

The population in Penang grew exponentially, from around 776,000 persons in 1970 to 1.74 million
persons in 2020 (DOSM, 2022-a). Part of this expansion is due to its initial popularity as an internal
migration destination in the country (National Higher Education Research Institute, 2010). Penang is
also highly urbanised, with 92.5 per cent of its population residing in urban areas in 2020 (DOSM,
2022-b). While the population grew, the average household size has also shrunk from 5.8 in 1970 to
3.5 persons per household in 2020 (DOSM, 2022-b), contributed mostly by the declining fertility rate.
In fact, Penang has the lowest fertility rate in the country, with 1.3 babies per women, below the
replacement rate of 2.1, and below Sabah (1.4), Kuala Lumpur (1.5) Sarawak (1.6), and the national
average of 1.8. All ethnic groups show a fertility rate below the replacement rate, including among the
Bumiputera who register a total fertility rate at 1.7, compared to Indians at 1.2, and Chinese at 1.0.

Ageing and Demographic Changes

Penang is currently an ageing state, with the share of older persons (aged 65 and above) steadily
increasing in the past few decades, rising from 3.5 per cent in 1970 to 9.4 per cent in 2021, higher than



the national average of 7.4 per cent. Meanwhile, the share of those aged below 15 has been decreasing
more rapidly, from 41.1 per cent in 1970 to 19.3 per cent in 2022. The proportion of the working age
population (15 to 64 years) has increased from 55.6 per cent in 1970 to 73.3 per cent in 2022 (DOSM,
2021-a). Penang has the second highest median age out of all Malaysian states, at 32.7 years in 2021,
behind that of Kuala Lumpur (34.0 years). Penang’s median age is higher than the global median age
of 31.0.

Penang’s ageing population is a result of higher life expectancies and falling fertility rates (as
explained earlier), which is in line with the national trend. Life expectancy in Penang has increased
from 74.5 years in 2011 to 76.1 years in 2021. Penang’s life expectancy is comparable to that of
Hungary and Kuwait. Females live longer than males, at 78.9 years and 73.5 years in 2021
respectively — the female life expectancy is comparable to countries such as Hungary and the UAE.
By 2030, Penang is expected to reach an ‘aged’ status, the only state in Malaysia where the share of
those aged 65 and above will be at 14 per cent or more. In 2012, the share of population aged 65 and
above stood at 7 per cent. By 2040, 1 in 5 of Penang population will consist of old individuals, the
highest compared to other states in the country.

Due to demographic changes, the dependency ratio® in Penang is projected to continue increasing,
from 41.6 in 2010 to 56.2 by 2040. In other words, the number of young working population to
support the elderly population will decrease, and the overall economy will face a greater burden in
supporting and providing the social services needed by children and older persons. An ageing
population will have several serious implications on the sustainability of economic growth, in
particular on fiscal resources, labour market, as well as on income security and aged care (World
Bank, 2020). It is worth noting that older persons are also more vulnerable to poverty and economic
shocks, especially those who are frail and in need of aged care and long-term care services.

Although Penang has done relatively well in the past, several challenges remain.

Challenges

Although absolute poverty has been virtually eliminated, relative poverty is still relatively high, and
affects at least 1 out of 10 households in Penang. The relative poverty in Penang has increased to 15.3
per cent in 2022, an increase of 2.1 percentage points from 2019, which almost mirrors the national
trend. Inequality has also risen during the same period, with the Gini coefficient rising slightly from
0.356 to 0.371. The rise in inequality is sharper in the administrative districts of Barat Daya and
Seberang Perai Tengah compared to other districts.

Given that Penang will be the first state in Malaysia to have an aged population, the state is not yet
sufficiently equipped to manage these demographic changes. It will need to place more emphasis on
age-related policies to handle these changes. For instance, while access to public healthcare facilities
is almost universal, there is not enough public medical doctors in the state. The 12th Malaysia Plan set
a target of having one doctor to serve 400 patients (EPU, 2021). However, Penang’s doctor to
population ratio stood at 684, which is even lower than poorer states such as Kelantan, Terengganu,

2 Dependency ratio is calculated by dividing number of dependents (aged 0 to 14 and above 65) with total population (aged
16-64)



and Pahang (DOSM, 2020-f). Similarly, public hospital beds in Penang are insufficient to meet the
needs of the population. There is one public hospital bed per 1,000 population, much lower than the
optimal two hospital beds per 1,000 population stated in the 12th Malaysia Plan The number of beds
per population in Penang is among the lowest in the nation, only second last to Selangor. Sarawak and
Sabah and East coast states like Kelantan and Terengganu have better capacities than Penang. In fact,
there are not enough public hospital beds in all districts in Penang, except Timur Laut (George Town).
The district which is in dire need of hospital beds is Barat Daya, followed by Seberang Perai Utara
(Butterworth).

Penang also depends more on private healthcare than public healthcare, with the data showing that the
highest utilisation of private outpatient healthcare was in Penang, at 67.2 per cent, followed by
Selangor (48.1 per cent) and Kuala Lumpur (48 per cent) (IKU, 2020). At the same time, Penang has
the highest percentage of the population who could not afford personal health insurance, at 52.6 per
cent (IKU, 2020). Penang’s out-of-pocket (OOP) per capita health expenditure was also higher than
Malaysia’s, at RM930 in 2019, compared to the national average of RM680. Furthermore, Penang’s
per capita health expenditure for inpatient healthcare is the highest in Malaysia, at RM304, compared
to the Malaysian average of RM50.

Penang’s development is also dependent on its ability to mitigate risks from its urbanisation, and from
climate change. Extreme flood events are more likely in areas with high urbanisation, and the state
government has announced in June 2022 its intentions to upgrade its flood mitigation infrastructure
(Nambiar, 2022). However, the impact of these efforts on flood mitigation may be limited since the
latest phase of the project would only reduce the risk in a 7km? area out of the overall 51km’.

There is an urgent need for Penang to increase its capabilities and capacities to compete with other
cities in the region in attracting quality foreign direct investments. There are several challenges facing
Penang at the moment in its dominant electrical and electronics (E&E) sector, such as shortage of
skilled talent, easy access to low-skilled foreign labour which has discouraged innovation, local R&D
activities, and back-end manufacturing activities which are low in value-added (EPU, 2021).

While Penang has the highest value created per employee across the leading states in high-tech
manufacturing such as Selangor, Johor, and Kedah (Penang Institute, 2019), it is competing with other
attractive investments destinations in the region such as Vietnam, Thailand and Indonesia. These
countries are relatively cheaper and are becoming the more preferred destination for manufacturing
industries (Woo, 2020).

Another challenge for Penang is to ensure that growth is inclusive. While income growth is positive,
cost of living is becoming a serious issue. Housing in Penang is quite unaffordable, in particular for
the lower- and middle-income groups. Housing is considered ‘affordable’ when the house price has a
‘median multiple’ (median house prices as a multiple of median annual household income) of around
three times (3.0x) the annual income.’ Penang’s median multiple in 2014 was at 5.2x, which is
considered severely unaffordable (KRI, 2019). Home ownership rates in Penang have declined over
the years, falling from 82 per cent in 2014 to 78.9 per cent in 2019 (DOSM, 2022-b). Part of the

3 Median multiple is defined as median house prices as a multiple of median annual household income. Source: KRI, 2021.



unaffordability is due to the inability of median incomes to keep up with the property prices.
Affordable housing in Penang is also challenging due to limited land space (Khoo, Malek, and Yasin,
2017). There are many constraints on Penang Island which leave very limited actual land use for
development. For example, a significant part of the southwest district, especially the Balik Pulau area,
are higher than 250 feet above sea level, and are thus strictly prohibited from any kinds of
developments as outlined in the Penang State Structural Plan to preserve and control soil erosion
(Kamarudin Ngah et al., 2015). Other constraints include the Water Enactment Act, which forbids
development within a distance of 50 feet from the riverbank, irrigation areas, and forest reserve areas
(representing 17.3 per cent of the island). Due to these limitations, development in the area undergoes
heavy competition between property developers. Approved development types also lean more
towards building luxurious housing units and condominiums, which aims to attract high end buyers —
both locals and foreigner, and not to serve the needs of the local communities.

While Penang has done well in the past few decades, with income per capita comparable to high
income countries such as Portugal and Hungary, several challenges remain. Income distribution and
poverty is increasing, quality and affordable healthcare is under pressure, and sustainable
development is at risk. Penang attractiveness for investments is also under threat from upcoming
alternative destinations in the region. Basic needs such as housing is becoming unaffordable to most
locals. If left uncheck, the state comprehensive development agendas will only benefit a few and the
positive growth enjoyed in the past few decades would be meaningless.
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