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Coping with
rising costs

The surge in the cost of raw materials and

commodities is expected to continue into next year.

Manufacturers are taking steps to cushion the impact

Stories by DALJIT DHESI.
RACHAEL KAM and SURAJ RAJ

starbizEthestar.com iy

MANUFACTURERS for a broad base of products
are ‘mﬁplmg with rising costs and are coming
out with strategic plans to weather the challeng-
ing times,

This follows a surge in the prices of commaodi
ties, especially crude palm oil; energy (crude oil
and gas): raw materials (steel and cement ); and
food (rice, wheat and milk).

The dilemima has to an extent impacted com
panies’ performance. as on one hand. there is a
squeeze in profit margins and on the other, there
is the rising costs factor which seems to be get

BP Plastics Holding Bhd, 1 plastic packaging
films and bags manufacturer, has created a natur-
al hedge position by importing higher quantities
US dollars to offset the foreign exchange fluc-
Tuations,

Chairman and managing director Lim Chun
Yow said in addition to this, the company would
continue to leverage on its cutting-edge equip-
w improve on human resources competency
and capability to innovate.

The country’s largest tobacco manufacturer

American Tobacco (M) Bhd (BAT) has in
place an integrated and responsive supply chain
that is able to optimise efficiency and enhance
productivity.

Operations director Datuk Chan Choon Ngai
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Datuk Chan Choon Ngai
Operations Director
British American Tobacco (M) Bhd

BAT Malaysia, like many other local manufacturers, is laced with increasing cost of operations due
to the rising cost of raw materials.

The prices of imported tobacco leaves and cigarette wrapping materials have risen significantly
over the past few years. Labour costs in Malaysia, one of the highest in the region. have also esca
ed over the years. The reason for the surge in prices of imported tobacco leaves is due to supply
shortage caused by bad weather. Wrapping matenials have been hit by ascending prices of oil and
other commodities like paper pulp and plastic. Inflation is the main factor driving labour costs,

With commodity prices and inflation on an uptrend, further increases in raw materials and labour
osts are expected.

We are trying our best panage these price hikes through operational efficiencies. The probl
is further exacerbated by growing competition from our Asean neighbours as they are able to pro
duce cigarettes at a lower cost.This is because all cigarettes made for consumption in Malaysia must
contain at least 70% domestic tobacco leaves, which is the most expensive in the region,
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said: “We achieved this through constant chal-

Yow said in addition to this, the campany would
continue to leverage on its cuthing-edge equip-
ment. improve on human resources competency
and capability to innovate.

country’s largest tobacco manufacturer

American Tobacco (M) Bhd (BAT! has in
place an integrated and responsive supply chain
that is able to optimise efficiency and enhange
productivity.

Operations director Datuk Chan Choon Ngai
saic: “We achieved this through constant chal-
lenging of the status-quo to achieve break-
throughs in performance, improvements in work
practices and at the same time, minimise any
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growth of the world's tirban population.
Malaysia’s largest bottled water producer
Spritzer Bhd, has rked on initiatives to mit-
igate the impact of rising costs of raw materials
involved in the manufactuning of bottles,

Executive director Dr, Chuah Chaw Teo said
ane of the measurers adopted was economies of
scalein rm(n.mr\q. “We are able to purchase raw
matenials at discounted prices. We are also step-
ping up efficiency via our state-of-the-art produc
tion lines that run with high efficiency and mini-
mum rejection rate,

“We can reduce environmental imparct and
also save cost an the polyethylene terephthalate
(PET) resin - the faw material used for the pro-
duction of bottles by using our lower weight bot-
tle design.”

holding stocks beyond requirement in the short
tem,

Women undergarment maker Grand Bell
Trading Sdn Bhd chief executive officer Joseph
See said some of the notable steps to combat
costs was reducing wastages and excess stocks
during manufacturing. It enhanced productivity
and efficiency by implementing systems for
better stock control, upgrading stail technical
know-how.

See said the company would also continue to
provide value for money products and imvest in
research and development programimes.

The company planned ta explore the market
for more competitive products without com.
promising on quality and 1o expand its export
marke

ple, the telecommunications and banking
Sectors,

“Secondly, companies with strong pricing
power are preferred. Even though theis input
costs might be spiking up due to the com-
modity price surge, they have the pricing
andl bargaining power to pass these costs on
to their customers,™ he sai

Ng said generally, all investment decisions
were still dependent on the fund’s mandates
andl ohjectives.

This would include the strategy of the
fund, investment horizon and propensity for
risk. “In short, it is not solely our discretion
to skew all our investments on one theme.
For instance, an income-driven investment

banking sector expasure such as in Alliance
Bank Bhd, duc to stronger earnings, and
Bumiputra-Commerce Holdings Bhd due 10
their strong presence in consumer hanking
market,” Ng added.

Employing various strategies

OSK-UDB Unit Trust Management Bhd
chief executive officer Ho Seng Yee said that
due to the current scenario of rising costs,
the company was positioning its funds
through variouis strategies.

“We are looking for companies that will
benelit fram higher commodity prices, for
example. plantation companies. We are also
interested in companies, such as Nestle, that
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0il and gas service praviders, for example,
NM Group Bhd and Dialog Bhd, are also
xpected to be prime beneficiaries of accel-
rated capital expenditure spending by oil
hajars.
p e

Capital Sdn Bhd CEO Danny Wong
faid: “We view the cost factor importantly in
ur top-down approach of fund manage-
pent both in equity and fixed

frcame/bonds, it affects almost all business-

s and consumers.
“At the macro level, nsing costs have hurt
rowth and consumer spending patterns,
hile at the micro level. the bottom line will
be affected if higher costs are not passed
lown to consumers,”

Spritzer Bhd

THE raw material used in the of bottles is p (PET) resin, which
s polyester derved from petroleum base. The continual surge in crude oil price has resulted in an
escalating PET resin price,

The major increase in PET resin price came in the last few years when crude ail price started to
climb over USS100 per barrel. We see this upward trend to continue until next year, especially if the
US dollar continues to weaken and if the issue of food shortage is not resolved quickly.

Currently, we export 10% of the company’s production. Spritzer is still very focused on the local
market with its brand now becoming a household name.

We are aggressively participating in trade shows organised by Matrade, aimed at penctrating mar-
kets such as Australia, Japan, the Middle East and Southeast Asta

We have recently succeeded in vmmnng into Australia and wr hupe to enter the other markets

soon. Saritzer natural 1, With

o 17
s pnlycs(cr derived from petroleum base. The it surge in crude oil price S et an

escalating PET resin price.

“The major increase in PET resin price came in the last few years when crude oil price started to
«<limb over USS100 per barrel. We see this upward trend to continue until next year, especially i the
US dollar continues to weaken and if the issue of food shortage is not resolved quickly.

Currently, we export 10% of the company’s produmm Spritzer is stll very focused on the local
market with its brand now becoming a household .

We are aggressively participating in trade shows nlganm'd by Matrade, aimed at penetrating mar-
kets such as Australia, Japan, the Middle East and Southeast Asta.

We have recently succeeded in venturing into Australia and we hope to enter the other markets
soon. Spritzer natural mineral water, for the 10th consecutive year, has won The Most Trusted Brand
Platinum Award from Reader’s Digest magazine last week,

Tough times for firms dependent on commodities

THE issue of rising raw material prices is
impacting Malaysian businesscs.

Even commodity as well as oil and gas-relat-
ed firms that have benefited from buoyant
crude palm oil and energy prices have not been
spared from the current business environment.

TA Securitics research  head  Kaladher
Govindlan, in his analysis of the first quarter
(Q1) results, said companies that were relying
heavily on commodities as raw material input
were facing margin pressures,

“The operating margins for the basket of
companies that have announced results so far
has recluced to 27.5% in Q1 this year from 27.9%,
and 29.7% in Qd and Q1 of 2007 respectively.
The affected sectors are consumer, power and
industrial.” he told Stargiz,

Kaladher said the current escalation in infla-
tionary pressure was just the tip of a wide-
spread condition that would eventually perme-
ate into all other sectors.

"Some oil and gas players like Scomi Marine
Bhd are already facing the impact of rising
crude oil prices in the form of higher bunkering

charges,” he said, adding that consumer players
like Nestle (M) Bhd also saw some margin efo-
sion at gross profit level due to rising prices of

k solids, palm oil. wheat flour and coffee
beans.

TNB's margin affected

IL‘M!H Nasional Bhd's operating margin took
A hit due to a surge in coal prices and higher
independent power producer payments.

“This caused TNB's operating margin to nose-
dive to 19.5% for the six months ended Feb 29
versus 27.1% in Q1 and 26.6% in Q2 of 2007, We
believe manufacturing companies like Top
Glove Corp Bhd was also hit by higher latex
prices apart from :-ynw contribution from its

China operations,”

Kaladher expects MIs trend (of margin ero-
sions caused by rising commodity prices) to last
until the greenback strengthens and the US

ral Reserve has done away with rate cuts.

Aseambankers research head Vincent Khoo
reckons inflation would remain “stubbornly
high™ for many quarters to come, mirroring the
situation in the mid-70s, as costs gradually fil-
ters down from producers to retailers and con-
sumers.

“This trend will persist as long as the US Fed
continues te practise a loose-monetary policy.
which provides too much financial liquidity and

cheapens the cost of speculation into commeodi-

“0il and hard commodities are finite
resaurces. The most cheaply accessible sup-
plies are already being tapped. Unless new
sources are found, prices will only increase,
Only a global economic downturn will slow
down  consumption,”  opines  MIME
Investment Bank research head Pong Teng
Siew. He said companies were generally price
takers as most industrial raw materials were
traded globally,

“They cannot do much except to boost their
own cfficiency to absorb the higher costs.
Companies have limits on pricing power as
long as wage increases trail inflation,” he said,
citing the increase in civil servant salaries as a
catalyst for the private sector to follow suit as
well.

Companies more prudent now
Khoo however pointed out that companies
were becoming more prudent by curbing
expenses and finding ways to pass on costs.
“Construction companies are now negoliat-
ing for contracts which feature cost pass
through.

BP Plastics goes high-tech to reduce cost and

»

However, with the anticipated mega global polyethylene capacity coming on stream towards the
year-end, polyethylene resin prices are expected to decrease towards end-2

To cushion the impact of rising costs, we are exporting about 70% of our pmdmu now compared
with 60% last year, particularly to Europe and Asia's emerging markets.

Our lean and efficient organization will help us withstand the current economic turmoil.

r TOIyeTnyiene Prices NAVE Deen INCICASINE 107 UE IAST INTEE 10 10UF Years,

Joseph See
Chief Executive Officer
Grand Bell Trading Sdn Bhd

The produsct,
retailing costs

Our manufacturing costs increased by abour 102 due to higher raw material prices while labour
cost was up 5% for the company’s entire operations. Retailing expenditure jumped by almast 15%
The higher manufacturing cost was due to nising raw material prices and logistics costs, Rising labour
cost is unavaidablle as we have to help employees cope with the escalating prices of essential goods.

Retailing cost was due to increases in the sales margins of consignment counters for major retail
erssuch as hypermarkets and departmental chains.

We expenenced rising cost pressures in early 2007, particularly in retailing. Owners of hyper-
markets and department chains will review their consignment counter sales margins on a yearly
basis. This practice erodes the profit margin of local manulacturers of home grown brands, We antic-
ipate the increase in costs to continue until next year. Given such a scenario, we would have no alter
native but to review our selling price and pass on some of the rising costs to con:
stage.

of Skiva undesgarments has been affected by a surge in production, operational and

‘William Arul
Chiefl Executive Offi
Flavor Inn Corp sdn Bhd

Most of the cost increases are due to a surge in raw material prices, especially chemicals, which are
petrochemical derivatives. In addition to that, freight expenses have also increased.

As more than 60% of our tumaover is from exports in US dollar terms, there is significant exchange loss.
Obwviously, the increase in ol prices has directly mpacted us, but the falling value of the US dollar is not

helping.
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for over 60% of total turnover, we are now looking to expand
mm other new nurkm’i ‘We plan to venture into the Middle East and will participate in a trade fair to be
held in June. We-also hope to make s into Pakis India Besides, the rising cost of
living is an issue we will have to address sooner or later. This could include wage adjustments, which
increase our costs,

1 would like to suggest that the Government address the issue of the rising cost of living in the
‘coming Budget. Companies that make the effort to relieve these rising costs should be granted dou-
ble tax exemption.




