ACCCIM SURVEY REPORT ON ECONOMIC SITUATION OF MALAYSIA
FOR THE 2"° HALF OF 2007

INTRODUCTION

THE PURPOSE OF THIS SURVEY

In Malaysia, due to the wide participation of the Chinese businessmen in the
economic activities, Chinese businessmen play an important role in the economy.
This survey can be viewed as a means to gauge the economic situation facing the
Chinese businessmen in the 274 half of . This survey covers four major areas
in relation to the Chinese business community, namely:

i. The Malaysian economic situation in the 2nd half of 2007 ;

ii. Major factors affecting business performance;

iii. Malaysian economic outlook ; and

iv. Current issues facing the Chinese businessmen in relation to

trade, investment and industrial development in Malaysia.

SIGNIFICANCE OF THE SURVEY

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

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

The result of the survey would also provide a basis for ACCCIM to
submit relevant memoranda to the Government and serves as a
reference for the business community and foreign investors in
formulating investment plan and strategy.



ACCCIM SURVEY REPORT ON ECONOMIC SITUATION OF MALAYSIA
FOR THE 2"° HALF OF 2007

SURVEY METHODOLOGY

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

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

A total of questionnaires were returned, i.e. of the total questionnaires
sent. These espondents made up the sample of this survey. The
response rate is reasonable, as other surveys conducted by other organisations
are common to have low response rates.

Even though the questionnaires have been sent to Chinese businessmen across all
sectors and industries, the respondents are mainly from wholesale and
retail, manufacturing as well as professional & business services, which
are the major sectors of our economy. This can be depicted as follows:

Number of
Sector questionnaires Percentage

returned (%)
Wholesale and retail 89 28
Manufacturing 60 19
Professional & business 36 11
services
Others 135 42
Total 320 100
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85% of the respondents are from small and medium-scale enterprises
(SME).

The composition of the respondents is :

Non-SME
15%

On December, the National SME Development Council has issued a new
definition for small and medium enterprises with regard to manufacturing
(including agro-based) & manufacturing related services, primary agriculture and
services sector (including information and communications technology, ICT).

Primary Agriculture

A small and medium enterprise in primary agriculture is an enterprise with full-time
employees not exceeding  or annual sales turnover not exceeding million.

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

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

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

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

A small and medium enterprise in services is an enterprise with full-time employees
not exceeding  or annual sales turnover not exceeding RM5 million.

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

70% of the respondents are domestic market oriented whereas 30%
focuses on export or both domestic and export markets.

Your business operation is directed towards :

Export
market
5%

Domestic &
export
markets
25%

Domestic
market
70%
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3. SURVEY FINDINGS

3.1 THE MALAYSIAN ECONOMIC SITUATION IN THE 2"° HALF OF 2007

3.1.1 Sales performance

We evaluate our sales as :
1st half of 2007
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Sales were stable

Overall sales were stable for the period under review. The number of respondents
who were satisfied with their sales has increased from 66% in 1st half of 2007 to
72% in the 20 half of 2007. Conversely, the number of respondents who
registered poor sales has reduced from 19% in the last period to 16% in the 2»d
half of 2007.

Consistently, 77% and 81% of the manufacturers and wholesalers & retailers
were satisfied with their sales compared to that of 61% and 69% respectively in
the 1%t half of 2007. The number of manufacturers and wholesalers & retailers
who registered poor sales has reduced from 24% and 15% respectively in the last
period to 10% each respectively in the current period.

As a whole, the readings suggest that the overall market condition has stabilized
in the 27d half of 2007.
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3.1.2 Production volume

Our production volume has :
1st half of 2007
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Stable output

Consistent with the stable sales, 71% of the respondents in the period under
review (increased from 68% of the last period) indicated that they were able to
maintain their output. 7% (11% in last period) of the respondents increased their
production volume whilst 14% (13% in last period) of the respondents reduced it.

With regard to the manufacturing sector, 72% of the manufacturers managed to
maintain their production in the period under review compared to that of 69% in
the 1st half of 2007. 8% (7% in last period) of the manufacturers increased their
production volume whilst 17% (12% in last period) of the manufacturers reduced
it.
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3.1.3 Stock of unsold products

Our stock of unsold products has :
1st half of 2007
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Stock level maintained

The stockpiles of 73% of the respondents remained unchanged for the period
under review compared to that of 69% in the 1st half of 2007.

In this connection, 72% and 78% of the manufacturers and wholesalers &
retailers surveyed indicated that they maintained their stock level (80% and 66%
respectively in the previous period).

This suggests that majority of businessmen kept their stocks at the same level, as
sales were relatively stable during the period.



ACCCIM SURVEY REPORT ON ECONOMIC SITUATION OF MALAYSIA
FOR THE 2"° HALF OF 2007

3.1.4 Collections

% Response

% Response

Our collections for payment of debts are :
1st half of 2007
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2nd half of 2007
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Collections improved

72% (65% 1in the last period) of the respondents were either happy or satisfied
with their collections. The number of respondents who faced difficulty in
collections has reduced marginally from 23% in the last period to 21% for the
period under review.

Consistent with the above, the number of manufacturers and wholesalers &
retailers who were pleased or satisfied with collections of payment has increased
to 82% and 75% respectively from that of 66% and 66% respectively in the
previous period. Further, manufacturers and wholesalers & retailers experienced
poor collections have reduced to 17% and 20% respectively from that of 22% and
24% of the last period.

This suggests that the overall collection had improved slightly in the 2»d half of
2007.
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3.1.5 New orders for our products / services from abroad

Abroad new orders for our products / services have :
1st half of 2007
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New orders from abroad generally stable, but there were
signs of weakness

The number of respondents who managed to maintain their overseas new orders
has increased to 55% from 50% in the previous period. On the other hand, the
number of respondents who received higher overseas orders dropped to 10% in
the period under review, compared with 15% of the previous period. Meanwhile,
the number of respondents who received lesser overseas orders decreased
marginally to 26% in the period under review from that of 27% in the previous
period.

In the manufacturing sector, 48% of the respondents (increased significantly from
38% in the previous period) managed to maintain their new orders from abroad.
However, it is noted that 38% (34% in previous period) of the manufacturers
surveyed indicated that their overseas orders has declined in the current period.
Only 12% of the respondents indicated their orders picked up during the period
under review, reduced significantly from 23% in the previous period). If new
orders are any indication, then the export environment in the near terms is
expected to be weak for Malaysian Chinese manufacturers going forward.
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3.1.6

% Response

% Response

New orders for our products / services from local

Local new orders for our products / services have :
1st half of 2007
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Local orders generally stable

70% of the respondents received same amount of local orders, increased from 64%
in the 1sthalf of 2007, whereas 7% of them received more order, decreased from
12% of the last period. The respondents who received less local order in the
current period under review have declined to 18% from 20% in the last period.
Generally, local orders were stable.

Consistently, 71% and 77% (44% and 77% in the last period) of the manufacturers
and wholesalers & retailers respectively received the same amount of local orders.
Also, the manufacturers and wholesalers & retailers who saw lower local orders
fell to 16% and 15% respectively in 27d half of 2007, from 35% and 18%
respectively in 1st half of 2007.
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3.1.7 Sales prices

Our local sales price (products / services) have :
1st half of 2007
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Local sales prices were stable

66% (65% 1in the previous period) of the respondents managed to maintain their
sales prices in the 2nd half of 2007. In particular, 72% and 69% (50% and 59% in
previous period) of the manufacturers and wholesalers & retailers respectively
maintained their sales prices.

18% (21% for the previous period) of the respondents reported a drop in their
sales price in local market, while the number of respondents reported higher
selling prices in the current period has increased marginally to 8% from 7% in the
1st half of 2007.

It 1s noted that the manufacturers and wholesalers & retailers who reduced their
sales price in the current period has reduced significantly to 21% and 17%
respectively, from 35% & 33% in the last period.
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3.1.8 Number of employees

Our number of employees has :
1st half of 2007
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Employment remained soft

The employment market remained soft as employers were generally still cautious
in recruiting and there were very few job openings in most of the industries
surveyed. A total of 79% (72% in the previous period) of the respondents
maintained their existing workforce and 13% reduced their staff in the current
period under review, higher than the 9% reported in 1st half of 2007. It should be
noted that only 3% (15% in the last period) of the respondents increased their
number of employees for the period under review.

Similarly, in the manufacturing industry, 78% (73% in 1H2007) maintained their
existing workforce whilst 20% (10% in 1H2007) of them reduced their staff. Only
2% (14% in 1H2007) of the factories’ enlarged their workforce.



ACCCIM SURVEY REPORT ON ECONOMIC SITUATION OF MALAYSIA
FOR THE 2"° HALF OF 2007

3.1.9

% Response

% Response

Wage cost per unit of output

Our wages cost per unit of output has :
1st half of 2007
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Wages were stable

The soft domestic employment market has helped keeping wages stable as
employees have less bargain power. Overall, 69% (66% in the last period) of the
respondents managed to maintain the wage cost per every unit of output or
services for the period under review. 8% of the respondents were forced to
increase wages (14% in the previous period), whilst 15% saw a decline in wages
(10% 1in the previous period).

70% and 65% respectively (61% and 66% respectively in the previous period) of
the manufacturers and wholesalers & retailers polled said that the wage cost
remained unchanged for the period under review.
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3.1.10 Capacity utilisation

Our capacity utilisation level at present is :
1st half of 2007
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Undesired capacity utilisation

Overall, 84% of the respondents utilized less than 80% of their capacity. Only 7%
of the respondents polled achieved 81% to 100% capacity utilization whereas 35%
of them said that their capacity utilisation was 61-80%. It is noted that only 15%
of the manufacturers utilised 81%-100% of the capacity.

As a whole, the overall capacity utilisation was still well below the desired level of
80% and above. As such, this is a clear indication that there is excess capacity in
the market. This could lead to keen competition and affect the ability of
businesses to raise their prices of product and services.
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3.1.11 Investment in new resources or plant

Our investment (in new resources / plant) has :
1st half of 2007
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Investment in new resources or plant turned weaker

As capacity utilisation rate remained not high, 27% of the respondents cut their
investment, while only 3% said that they have increased their investment in 2nd
half of 2007, compared with 25% and 8% respectively in 1st half of 2007. The
investment in new resources and plant of 45% of the respondents remained
unchanged as compared to 48% of the last period.

Similarly, 23% of the manufacturers reduced their capital budget, while only 2%
increased their capital investment (25% and 14% respectively in the previous
period). The excess capacity may have resulted in companies holding back their
Investments.
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3.1.12

Economic situation in Malaysia

The Malaysian economy in the 1st half of 2007 is :

Growing
19%

Deteriorating
19%

Unchanged
62%

The Malaysian economy in the 2nd half of 2007 is :

Not sure
Growing 1%
11%

Deteriorating
26%

Unchanged
62%

The Malaysian economy had remained stable in the 29 half of 2007

62% (same with the last period) of the respondents indicated that the Malaysian
economic condition remained unchanged in 2rd half of 2007.

At the same time, one quarter (26% vs 19% in the last period) of the respondents
was of the view that the Malaysian economy was deteriorating in the 224 half of
2007. Only 11% of respondents said that the economic condition was growing in
the current period, dropped from that of 19% of the last period.
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3.2 MAJOR FACTORS ADVERSELY AFFECTING BUSINESS PERFORMANCE

The result of the survey is tabulated as follows:

Factors affecting business performance 1st half of | 2nd half of
2007 2007
% %
Increase in operating cost & price of raw materials 39 42
Domestic competition 47 41
Government policies 39 40

Increase in operating cost and price of raw materials

42% of the respondents cited increase in operating cost and price of raw materials as
one of the major factors affecting their business performance. Increase in price of raw
materials such as iron and steel have pushed up businesses’ operating cost. In
addition, low level of capacity utilisation has also increased the cost per unit of
output given that the fixed operating cost remained unchanged.

Domestic competition

Trade liberalisation as a result of the implementation of ASEAN Free Trade Area and
globalisation as well as appreciation of ringgit has resulted in cheap imported
consumer goods such as shoes, wearing apparels and electrical appliances flooding
the local market. The setting up of more hypermarkets might have also affected small
traders and sundry shop owners. Local traders and manufacturers were forced to
organize regular sales and promotions to attract consumers. It is not surprising that
41% of the respondents confirmed that domestic competition is one of the major
factors adversely affecting their business performance.

Government policies

40% of the respondents cited government policies as one of the major factors affecting
their business performance. This is not surprising as numerous government policies
and projects had become topics of discussion in the 2nd half of 2007. Amongst others,
the introduction of various economic zones, the government procurement system, the
Guidelines on Distributive Trade, the effectiveness of the Special Task Force to
Facilitate Business (PEMUDAH) were the major topics discussed in the current
period. This also highlighted a need for the Government to improve its delivery
system and makes its policy more transparent and liberal.

Overall, the increase in operating cost and price of raw materials, domestic
competition and government policies were the three major factors adversely
affecting the business performance in the 2nd half of 2007.



ACCCIM SURVEY REPORT ON ECONOMIC SITUATION OF MALAYSIA
FOR THE 2"° HALF OF 2007

3.3

MALAYSIAN ECONOMIC OUTLOOK

The Chinese business community is turning less optimistic about the
economic outlook for the I°* half of 2008

13% of the respondents surveyed in 2H 2007 indicated that their local sales are likely
to increase for the next six months, a drop from 17% expect so when surveyed in 1H
2007. Further, more respondents (23% versus 20% surveyed previously) expect local
sales to fall. Meanwhile, 58% of the respondents expect sales to be maintained.

On export sales, however, only 20% of the respondents anticipated that their export
sales would increase, whilst 24% expect export sales to drop. 43% of the respondents
expect that their export sales to remain unchanged. Overall, the businessmen are
cautious about the domestic sales and they are feeling less optimistic about export
sales performance in the months ahead.

In line with the expectation of weaker sales performance, only 19% of the
respondents expect their production volume to pick up, down from 20% reported
previously. The other 52% of the respondents think that they may be able to maintain
their output level. In this connection, 14% of the businessmen polled said that they
would increase their local sales price in the next six months. 54% of them, however,
hoped that they could keep their current local price levels.

Consequently, the businesses don’t expect to increase their staff strength with 9%
expect to cut their workforce (7% in previous period) and only 12% expect to increase
it, a drop from 18% previously. The workforce of 71% of the respondents is
anticipated to remain unchanged. In connection with this, 67% of the respondents
will likely maintain the wage cost per unit of goods and services for the next six
months. A smaller number of respondents (11% in 2H 2007 versus 19% in 1H 2007)
may be forced to increase the salary of their employees.

Weaker business prospects also translate into lower capital investment with 8% of the
respondents indicated that they would increase the capital investment versus 14%
surveyed previously. This is compounded by the under-utilisation of the existing
resources and capacity. Meanwhile, 45% of the respondents planned to maintain
their current capital investment in new resources and plant in the next six months.

This gives an indication that the Chinese business community is turning
less optimistic about the economic outlook of Malaysia for the
1°“ half of 2008. The less upbeat sentiment could be affected by the negative
news flows of a possible recession in the US and their concerns over inflation
following the surge in crude oil price to near US$100 / barrel.
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In this connection, 55% (73% in previous period) of the respondents are optimistic
or somewhat optimistic with regard to the Malaysian economic outlook in the
medium term, i.e. in the next two to three years whereas 44% (26% in previous
period) are pessimistic or somewhat pessimistic.

The Malaysian economy in the next 2 - 3 years is :
1st half of 2007

Somewhat
pessimistic
24%
Pessimistic
‘/ 2%
Somewhat! ’
optimistic
61% Not sure
1%
Optimistic

12%

The Malaysian economy in the next 2 - 3 years is :
2nd half of 2007

Somewhat
pessimistic
38%

% Pessimistic

6%

1%

Optimistic
11%

Somewhat
optimistic
44%
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IMPACT OF THE APPRECIATION OF THE RINGGIT

What is the impact of the appreciation of the Ringgit on your business in recent months ?
1st half of 2007

Positive
22%

% % Negative

32%

2nd half of 2007

46%

Positive
22%

Negative
\ 21%

Not sure
1%

The Ringgit has appreciated against the US Dollar in the 20 half of 2007. It
strengthened by 4.3% during the period, after a gain of 2.3% in the 1st half of 2007.

56% of the respondents opined that the appreciation of the Ringgit has no
impact on their business. 22% of the respondents said that the impact is positive

whilst 21% opined that the impact is negative.
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IMPACT OF THE INCREASE IN SALARY OF THE PUBLIC SERVANTS

What kind of impact of the increase in salary of public servants on your business?

1st half of 2007

Positive
49%

Neutral
41%

\% Negative

10%
2nd half of 2007

Positive
40%

Negative
12%

Not sure
1%

Neutral
47%

The government has announced in April, 2007 that the salary of the public servants
would be increased by 7% to 35%, effective 1 July, 2007.

Nearly half (47% as with the last period) of the respondents opined that
the increase in salary of the public servants has no impact on their

business. On the other hand, 40% (49% in the previous period) said that the
1mpact on their business is positive.
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THE IMPACT OF THE INCREASE IN THE SALARY OF PUBLIC SERVANTS ON
INFLATIONARY PRESSURE

Will the increase in salary of public servants result in inflationary pressure ?

1st half of 2007

Partly
62%

% 5%

Not sure
24% 1%

2nd half of 2007

Partly
60%

No

\g 12%

Not sure
1%

Yes
27%

The government has announced in April, 2007 that the salary of the public servants
would be increased by 7% to 35%, effective 1 July, 2007.

60% of the respondents opined that the increase in the salary of the public
servants would partly add on to the inflationary pressure in this country,
as some traders are likely to take advantage of it and increase prices.
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IMPACT OF THE RISING INFLATIONARY PRESSURE

What is the impact of rising inflationary pressure on your business ?

1st half of 2007

Negative
64%

\Not sure

Neutral 1%

27%
’ Positive
8%
2nd half of 2007

Negative
68%

\/Not sure
1%

Neutral Positive
26% 5%

The Consumer Price Index (CPI) accelerated from a low of 1.4% yoy in June to a
high of 2.4% in December 2007, before easing marginally to 2.3% in January 2008.
Based on the current economic situation, 68% (64% in previous period) of the
respondents surveyed said that the rising inflationary pressure had a
negative impact on their business.

In particular, 62% (58% in previous period) of the respondent from the
manufacturing sector said that the inflationary pressure had a negative impact
on them. Apart from squeezing businesses margin, the rising inflation would also
affect consumer sentiment and spending, leading to a drop in sales of businesses.
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PASS ON THE RISING COST TO THE END-USERS

Did your company able to pass on the rising cost to the end-users :

1st half of 2007
No Not nSure
28% 2%

Yes
% "

Partly
61%

2nd half of 2007

No Not Sure
23% 1%

63%

The rise in price of raw materials and intermediate goods means that local
manufacturers and wholesalers & retailers would face profit squeeze if they were not
able to pass on the rising cost to the end-users.

Based on the current scenario, increasingly more respondents (63% vs 61%
previously) were able to pass on part of the rising cost to the end-users. 13% of
the respondents managed to pass on the full rising cost to the end-users. This could add
pressure to inflation, although 23% of the respondents were still not able to pass on the
rising cost to consumers due to keen competition and excess capacity faced by
businesses.
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IMPACT OF THE STRONG SURGE IN PRIVATE CONSUMPTION

What is the impact of the strong surge in private consumption
(+11.9% yoy in January-September 2007) on your business?

2nd half of 2007

Negative
11%

Positive
37%

Neutral
51%

Private consumption surged strongly by 11.9% yoy for the period from January to
September 2007. Against this backdrop, half (51%) of the respondents opined
that the strong surge in private consumption has no impact on their
business whereas 37% said that it had positive impact.



ACCCIM SURVEY REPORT ON ECONOMIC SITUATION OF MALAYSIA
FOR THE 2"° HALF OF 2007

IMPACT OF THE SLOWDOWN IN EXPORTS

What is the impact of the slowdown in exports on your business ?

2nd half of 2007

Not Sure
Negative 2%

35%
Positive
10%

Neutral
53%

Half (53%) of the respondents said that slowdown in export has no impact
on their business whereas 35% said that the impact is negative.

It should be noted that half (50%) of the manufacturers said that they were affected
by the slowdown in exports whereas 42% said that no impact.
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OPINION OF THE NINTH MALAYSIAN PLAN

What is the impact of the 9MP?

1st half of 2007
Neutral

50%

Negative
15%

Not sure
2%

Positive
33%

2nd half of 2007

Neutral
57%

Negative
5%

Positive Not sure
37% 1%

On 31 March, 2006, the government announced the 9% Malaysia Plan (2006 -2010)
which represents the first of the three succeeding Plans that form the National
Mission to achieve Vision 2020. The 9% Malaysia Plan is consistent with the
Government’s ambition to build Malaysia into an advanced economy with
balanced social development and a population which is united, cultured,
honourable, skilled, progressive and farsighted.

Based on the above, 37% (33% in the 1st half of 2007) of the respondents
opined that the 9t Malaysia Plan would have a positive impact on their
business whereas 57% of them said that there is no impact.



