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MFC 2nd GC Meeting and Courtesy Visit to Muar Furniture Association
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On April 15 -16, 2022, MFC conducted its 2nd 2021/2023 Governing
Committee meeting in Muar, Johor. The meeting saw the discussion of
several important matters such as the 2022 MFC AGM date, current
issues that threaten the industry.

The GC decided to issue an official letter to both the MOHR and EPR
Minister regarding the new minimum wage. A press statement will be
issued if the letter remains unattended.

This Muar trip also coincide with a courtesy visit to the Muar Furniture
Association (MFA) and a number of issues were exchanged to
strengthen the bond between both parties. The visit concludes with a
visit to the Muar Furniture Industrial Park alongside a sumptuous lunch
for the visiting entourage.
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Businesses foresee recovery in 2023 and beyond

Figure 1: RAM-CTOS BCI - Forward-looking busi i | jed to pre-p level
.60
565
F 50
i "
40
K
o 3
L=
0
8 8 g g 8 3
g o [=] o
~N ~ ~ ~N ~ ~N
-3 =4 -3 =3 o o
m At ~ m -
st RAM BCI  —+—RAM-CTOS BCI
= The RAM-CTOS sub-indéx commenced in 1Q 2622, Data points prior (0 1Q 2022 are denvad from the main RAM BCT,
Sowres: #AM BCT and RAM-CTOS BCF
Figure 2: Full return to pre-pandemic level not i within this year
Q: Has your current business Q: If no, when do you expect
recovered to pre-COVID level? business to recover to pre-
Yes, business is COVID level?
now higher
than pre-
Dots el | Never | 4%
2% J
2023 and
berond @ DD (s
No, b 4
belaw
w202 (DDD DA %
1H 2022 | 0%
0% 20% 40% B0%

Source! RAM-CTOS BT

Figure 3: More than half of firms saw raw s cost register the biggest uptick
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As certain countries begin adopting the 2022 version
of the HS Code, this has created certain complications
for Malaysian industry players seeking to export their
products when our country is still adopting the 2017
HS Code.

This has prompted MITI to announce some interim
measures where exporters are to include the
importing country’s 2022 HS Code into their PCO at
the ePCO website
(http://newepco.dagangnet.com/dnex/login/) to be
able to enjoy preferential treatment.

Nevertheless, MITI has stressed that this interim
solution is subject to the Importing Authority and
exporters are to ensure the accurate 2022 HS Code is
being declared in the PCO by referring to their
importers or the Customs Authority from the
importing nation.

As for local importers seeking their products from
countries adopting the 2022 HS Code, MITI has
advised that they notify their exporters to indicate the
2017 HS Code in bracket in their CO form.

HE ZIFE, BEKER MITI

For further enquiries, kindly contact MITI
pco@miti.gov.my .
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The Ministry of International Trade and Industry (MITI) has received inquiries from Malaysian exporters
pertaining to the reg by several Members States to indicate Harmonized System (HS) nomenclature
2022 |n the PCO, as well as challenges faced by their importers to claim for preferential treatment when
using the HS2017 in the PCO forms, due to the implementation of H52022 for import/export
d ion in their itry effective from 1 January 2022.

=)

MITI noted that the imple mentation of H52022 has attributed to changes in the importing country HS Code
for a wide range of goods Including difference in subheadings specifically at the fifth and sixth digit level.
Please be informed that the transposition exercise in several Free Trade Agreements (FTAs) are yet to be
completed. MITI is of the view that until it is finalized, the HS2017 should be used in the PCO forms.

MITI alse would |ike to stress that this interim solution is subject to p by the Importing
Autherity and experters are F ible to Importing Country HS Code (HS
2022) is declared in the PCO, by referring to the correlation tables between the current HS 2017 and the new
HS 2022 (which could be obtained from the respective importing country’s Customs Authority).

However, as an interim solution to facilitate Malaysian's exporters in avoiding rejection by the
importing Member States, exporters who are ly facing challenges in declaring the HS2022 in
their Preferential Certificate Of Origin (PCO) due to the unavailability of the new HS edition in the ePCO
system could manually include the new Importing country HS Code by indicating the HS 2022
in bracket when applying the PCO to the importing « tries (that have impl ted the HS 2022) as
follows:

We thank you for your continuous support and cooperation.

Senior Director

Trade and Industry Support Division

Ministry of International Trade and Industry
7 January 2022
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In December 2021, the United States Department of Commerce (DOC) reported that furniture and home
furnishing retailers registered a decline value to US$ 11.795 billion. This is a 5.5% decline from November’s

2021 figure of US$ 12.484 billion.

In terms of total retail sales within the same period, it was down 1.9% from November 2021’s figure to US$
626.8 billion.

Other than furniture, items such as non-store retailers, sporting goods, clothes and clothing as well as electric
and electrical appliances registered 8.7%, 4.3%, 3.1% and 2.9% decline respectively.

Nevertheless, all is not lost as furniture and home furnishing products registered a rise of 11.1% compared to
the same period in 2020. Malaysia continued to be the 5th largest supplier of furniture and bedding to the US
with US$ 1.71 billion in November 2021.

Hence, it is hopeful that local companies can take note of the latest development in the US market to ensure its
product remains competitive.

Source: MATRADE's Insight Business Trade and Information
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With India slated to become another economic powerhouse, this will bring the life of its 1 billion population to
another stage. As the country rapidly urbanises, this drives up the demand of wooden furniture as it increases year
after year. Overall furniture imports increased 20% from US$ 62.59 million in 2018 to 2021 within three years.

It has however becoming increasingly reliant on imported products due to the scarcity of skilled labour and lack of
modernisation and new design.

As the economy reopens and develops, the increasing number of hotels, restaurant and tourist attraction is
predicted to bolster demand of the Indian furniture market. With the government’s push of the hospitality sector, it
is obvious that comfortable, aesthetically superior furniture is the choice for 4 — 5 star hotels.

Due to the growing anti-China sentiment, it is up to Malaysian players to pivot itself as a prominent supplier to India
in the near future.

Source: MATRADE's Insight Business Trade and Information
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ESG — WHAT FURNITURE MANUFACTURERS NEED
TO KNOW

by

Prof. Jegatheswaran Ratnasingam & J. Natkuncaran®
Universiti Putra Malaysia

The concept of Environmental, Social, and Corporate Governance (ESG), when linked to
the forestry and wood products sectors remains highly debatable. The question of whether these
sectors are sustainable investment have been marred by allegations of indiscriminate
deforestation, and illegal logging, which poses a huge challenge for preserving ecosystems,
biodiversity, and also mitigating the global climate change phenomenon. One cannot deny
that illegal logging activities have tarnished and negatively impacted the reputation of the
forestry sector as a whole, in South America, but also in some parts of south East Asia.

ESG is a criterion that is already knocking on the doors of the wood products and furniture
industry. Increasingly financial institutions are paying greater attention to ESG compliance as
a criterion in carrying out risk analysis as well as evaluating the value worthiness of companies.
In fact, whether a company’s loan application will be approved not only depends on the balance
sheet, but also the ESG compliance.

ESG as a concept entails aspects of energy consumption, social sustainability, biodiversity, and
tackling climate change, all of which are part and parcel of ethical investing. ESG investment
has increased the viability of one of the most promising wood-products industry, i.e., the
furniture sector.

Furniture manufacturers in Malaysia appreciate the fact that for Sustainable Forest
Management (SFM) to remain successful, it will require committed collaboration between
manufacturers, investors, and policy/regulatory bodies. Regulatory guidelines for wood-
products are already well established. For instance, certification schemes by the Program for
the Endorsement of Forest Certification (PEFC) and the Forest Stewardship Council (FSC) are
increasingly adopted by furniture manufacturers, who source wood materials from legally and
sustainably managed forests.

The increasing use water-based finishing materials, which aims to reduce the volatile organic
compound (VOC) emission is also gaining traction within the furniture industry. Further, low-
formaldehyde emission adhesives, finishes, and even wood-based panels are increasingly being
used by manufacturers to produce furniture. In fact, furniture manufacturers are compliant to
demands imposed by the market when it comes to using environment-friendly materials.

Energy efficiency is also a matter of concern for furniture manufacturers, as the cost of energy
(due to the recent hike in electricity tariffs for industrial use) is taking a toll on the profitability
of large-energy consuming manufacturers. Cost optimization, related to measures and
initiatives aimed at reducing the energy bill is highly desirable to furniture manufacturers, and
in this respect, there is serious consideration within the furniture industry to relook at the
options of biomass and solar energy sources. In fact, for ethical investment from the

ENVIRONMENT SOCIAL GOVERNANCE
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perspective of carbon emissions... energy usage cannot be overlooked, not only in
manufacturing but, also transportation, etc.

One indirect point that is often overlooked by furniture manufacturers is the ‘carbon footprint’
of their manufacturing activities. The waste produced and energy demand of the manufacturing
activities make up the largest proportion of the carbon footprint, but other factors should also
be considered depending on the boundary set out for such calculations. One point that must be
taken note by furniture manufacturers is that some buyers are demanding that the carbon
footprint of producing furniture be put on the label on the carton box — which means,
decarbonization within the furniture industry in definitely in the pipeline.

In response to the growing international call for stronger policy actions on decarbonization,
stakeholders are advocating the creation of commercial targets for use of low-carbon materials
and sustainably designed and produced furniture products. Nevertheless, wooden furniture’s
rising popularity can be mostly attributed to the green credentials of wood itself — a point that
the Malaysian furniture industry can be proud off as nearly 80% of all furniture manufactured
and exported are made up of wood and wood-based materials.

Throughout the developed world (i.e., USA, EU, Japan, Australia, etc.), which also happens to
be the largest markets for Malaysian furniture, the desire to create environmentally-friendly
and wood-products utilising cities is increasing rapidly. In other words, many cities are
becoming ‘forests’ through the increased use of wood products and timber buildings. In fact,
Sumitomo Forestry of Japan plans to build the world’s first supertall wood structured
skyscraper in Tokyo by 2041. This may be attributed to the fact that the construction and
operation of buildings accounts for 40% of the world's energy consumption, and approximately
one-third of greenhouse gas (GHG) emissions — and increased wood use is one strong tool to
fight the global climate change.

But while concrete and other construction materials emit a huge amount of carbon, trees instead
absorb it throughout their lifetime. In fact, when the trees are transformed into wood products,
including furniture, that carbon is ‘locked in’ rather than returned to the atmosphere when the
tree dies. Previous research has shown that 1 cubic-meter of wood can store more than a ton of
carbon dioxide (CO2). As a leading sustainably-produced and natural material, wood is
recognized for its positive calming effects on mental and bodily health. Cities are also investing
in the social benefits of a ‘return’ to nature, through funding for urban forests and large scale
mixed-development projects incorporating green technologies. Such a trend is also picking up
speed over the past years in Malaysia, especially in the Kuala Lumpur city-centre. Buildings
are being rated for the energy efficiency and green compliance — a global trend that furniture
manufacturers must begin to pay greater attention.

The one impact of ESG that is the least understood is the social compliance. In fact, during the
COVID-19 pandemic, social connections and compliance became paramount in order to
maintain mental health and general wellbeing. To have people back in the office, the office
needs to provide a supportive environment where people can be productive and happy and
connect better with their place of work. In this respect, many studies have shown that the often-
overlooked consideration of ESG investment is the social impact of sustainable and human-
oriented design. The furniture industry must check and improve its work environment, so as to
shed its image as a 3D industry (i.e., dirty, dangerous, difficult) — which in turn will attract |
better human capital. As a matter of fact, the safety climate, work and living conditions of
workers in the industry needs to be looked at, if the furniture sector is to ensure that it is moving
in the right direction to comply with the ESG criterion.

Clearly, furniture manufacturing companies must keep pace with the growing demand as well
as remain attractive to ESG investment.

*This report is an excerpt of the original study titled “ESG Compliant Wood Products and
Furniture Manufacturing Industry — What needs to be done” (2021). The readers are invited
to contact the authors for further information on this matter.
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Malaysia's Manufacturing sales value continued to record double digit
growth 11.2 per cent amounted to RM13 1.6 billion in February 2022
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Nevertheless, exports of the following products decreased:

«| Timber and timber-based products, which contributed 1.7 per cent to total exports declined
by 7.3 per cent or RM135.9 million to RM1.7 billion; and

+ Natural rubber (0.3% of total exports) shrank by RMO0.6 million or 0.2 per cent as a result
of the decline in export volume (-12.7%). In contrary, average unit value increased by
14 .4 per cent.

=llsli9"] Exports by Selected Major Product, February 2021 and February 2022
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MALAYSIA'S TOP 10 EXPORTS OF FURNITURE, BY COUNTRY

BRAT1I0ARBEORM
Data sorted by value of 2021
As at 28.4.2022
2021° 2021 (Jan-Mar)® 2022 (Jan-Mar)®
COUNTRY Value Share Value Share Value Share Change
(RMMil.) % (RMMi) % (RMMi) % %

TOTAL EXPORTS 12,577.3 100.0 3,662.6 100.0 3,697.2 100.0 0.9
1 UNITED STATES OF AMERICA 3£[FH 7,2759 57.8 2,153.8 58.8 2,067.6 559 -4.0
2 REPUBLIC OF SINGAPORE FriiNiR 7347 5.8 1686 4.6 2220 6.0 317
3 JAPAN BA 689.4 5.5 1934 53 2236 6.0 156
4 AUSTRALIA B 466.9 3.7 152.8 4.2 153.7 4.2 0.6
5 UNITED KINGDOM ZE[F 4369 35 1253 3.4 1235 3.3 -1.4
6 CANADA JIEX 2876 2.3 96.5 2.6 853 23 -116
7 INDIA EDE 2165 1.7 643 1.8 778 21 210
8 SAUDI ARABIA ybHBBTHI{R 1832 15 590 1.6 433 12 -266
9 UNITED ARAB EMIRATES PREXEEIEFIE 1705 1.4 507 1.4 480 1.3 5.3
10 PHILIPPINES JERE 160.2 1.3 365 1.0 602 16 64.7

MALAYSIA'S TOP 10 IMPORTS OF FURNITURE, BY COUNTRY

SkmIr10 kR AH ORI
Data sorted by value of 2021
As at 28.4.2022
2021° 2021 (Jan-Mar)® 2022 (Jan-Mar)?
COUNTRY Value Share Value Share Value Share Change
RMMil.) % (RMMi) % (RMMil) % %
TOTAL IMPORTS 4,854.5 100.0 1,079.0 100.0 1,248.3 100.0 15.7
1 PEOPLE'S REPUBLIC OF CHINA 3,642.2 75.0 788.0 73.0 872.2 69.9 10.7
2 THAILAND 192.7 4.0 53.9 5.0 63.7 5.1 18.2
3 REPUBLIC OF INDONESIA 138.4 2.9 39.8 3.7 43.3 3.5 8.8
4 JAPAN 130.5 2.7 40.8 3.8 37.8 3.0 -7.4
5 UNITED STATES OF AMERICA 119.9 2.5 24.3 2.3 15.2 12 -374
6 FEDERAL REPUBLIC OF GERMANY 95.5 2.0 15.7 1.5 253 2.0 60.8
7 SOCIALIST REP. OF VIET NAM 88.2 1.8 24.9 2.3 38.6 3.1 55.0
8 TAIWAN 60.2 1.2 12.6 1.2 20.7 1.7 64.7
9 ITALY 55.5 1.1 104 1.0 311 2.5 198.2
10 POLAND 52.1 1.1 8.3 0.8 17.6 14 113.0

MALAYSIA'S EXPORTS OF FURNITURE DETAILS
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B Wooden Furniture
Metal Furniture
Plastics Furniture
M Seats and its parts
B Furniture of other materials

Parts of furniture

Malaysian Furniture Council (MFC)
Lot 19A, 19th Floor, Menara PGRM 1
3 No 8, Jalan Pudu Ulu, 56100 Cheras, Kuala Lumpur, Malaysia.
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Tel 1 603-9282 2333
Fax :603-9286 2296

B Wooden Furniture

H Metal Furniture

Plastics Furniture

M Seats and its parts

Furniture of other materials

Parts of furniture

email

website

: council@mfc.my

: www.mfc.my



