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The precious gems on the cover design depict significance 
of the High Impact Programmes and complementary 

measures in achieving the objectives of the SME Masterplan 
for a quantum leap in growth and income.

The gems also signify rarity reflecting the uniqueness of 
the Plan as it is a 'live plan' that will remain relevant with 

changing times.
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SME MASTERPLAN 2012-20202

Small and medium enterprises (SMEs) are taking a more prominent 
role in shaping the future of our economy. Representing 99.2% 
of the business community, SMEs are closely related to every 
facet of the economy - microenterprises, the rural community, 
the bottom 40% of the income pyramid, suppliers to businesses, 
end-producers, essentially making up a large portion of the private 
sector. Therefore, attaining the Vision 2020 of a high income nation 
hinges on harnessing the full potential of our SMEs, including 
microenterprises. 

The Government will continue to have a vital role in nurturing 
SMEs. The SME Masterplan has been formulated to accelerate the 
growth of SMEs and to take SME development to the next level. 
SMEs would no longer be just an enabler of growth as in the past, 
but would also be a key driver of growth, and more importantly, will 
be a signifi cant contributor in achieving inclusive growth. By 2020, 
we would like to see a more enhanced contribution from SMEs to 
economic growth, income and overall prosperity of the country. 
The target is for SMEs to achieve above 40% of the contribution 
to GDP, 62% of employment and 25% of total exports. The main 
channel would be through productivity gains and innovation-led 
growth. 

Focus will be on creating a new breed of innovative and globally 
competitive SMEs that are resilient to challenges arising from 
liberalisation and changing global environment. The Government 
will also endeavor on catalysing growth of potential SMEs 
to become homegrown champions that can compete in the 
regional and global markets. This requires a clear strategy and 

Foreword by YAB Prime Minister 

76938_i-82.indd   Sec1:276938_i-82.indd   Sec1:2 5/14/12   12:19 PM5/14/12   12:19 PM



Catalysing Growth and Income
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policy path. The Plan was developed through consensus from all stakeholders including the private 
sector and the relevant Ministries and Agencies to ensure that the initiatives are relevant, pragmatic and 
implementable.

In the past few years, we have witnessed signifi cant progress on SME development due to the strong 
commitment by the Government. The National SME Development Council has laid the foundation for 
a holistic and comprehensive approach to SME development. Today, we see more than 15 Ministries 
and 60 Agencies working together towards achieving a common objective. While the SME Masterplan 
is built on the existing success, the approach taken will be diff erent. Focus will be on outcomes and 
delivery of the Masterplan. The document will be a 'live plan' that would be fi ne-tuned to adjust to the 
changes in the environment. Going forward, development of SMEs will not rest solely in the hands of the 
Government, but will be the responsibility of both the Government and private sector through public-
private partnership.

The journey to meet the target set forth in the Masterplan will not be easy as the real challenge begins 
with the execution of the Plan itself. In this regard, the Government will develop the institutional capacity 
to facilitate the implementation of the Plan. I urge all stakeholders to work together in making this Plan a 
success. The journey of a thousand miles begins with one step, so let us take the fi rst step now towards 
creating globally competitive SMEs that are able to enhance wealth creation and contribute to the social 
well-being of the nation.

Dato’ Sri Mohd Najib Tun Haji Abdul Razak
Prime Minister of Malaysia /
Chairman of National SME Development Council
May 2012 
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SME MASTERPLAN 2012-20206

Small and medium enterprises (SMEs) including microenterprises have played 
an important role in fostering growth, employment and income, and have been 
integral to Malaysia’s economic transformation process. Going forward, amidst 
the changing external environment and growing global competition, Malaysia 
requires a 'game changer' to transition the economy to a high income nation by 
2020. In the last few years, SMEs have witnessed a marked improvement in their 
performance. Real Gross Domestic Product (GDP) of SMEs has consistently 
outperformed that of the overall economy, expanding at an average annual 
growth rate of 6.8% versus 4.9% for the overall economic growth in the period 
2004 – 2010. This was due mainly to defi nitive policies by the Government 
through the National SME Development Council (NSDC).  The Council has laid 
a solid foundation in SME development via a comprehensive framework that 
brought together more than 15 Ministries and 60 Agencies to work towards a 
common objective. 
 
SME Masterplan as the 'Game Changer'

Going forward, SMEs will assume a greater role in the economy not only as 
an enabler but as a key driver of growth as well as to achieve inclusive and 
balanced growth. SMEs are critical to the economic transformation as they form 
the endogenous source of growth and bedrock of private sector activity. SMEs 
also stimulate innovation and act as stabilisers of growth during an economic 
slowdown. Hence, it is vital to build a strong base of vibrant and competitive SMEs 
that are resilient to challenges, including pressures arising from liberalisation of 
markets.  

Meeting the Vision 2020 of a high income nation is a challenging task and a fresh 
approach is required to accelerate the growth of SMEs. The aim is to increase 
the contribution of SMEs to the economy. This would necessitate a quantum 
leap in growth and transformation to higher value-added activities that are 
knowledge intensive. The SME Masterplan will therefore be the 'game changer' 
in navigating the new development path for SMEs across all sectors until 2020.  
The new strategy will build on existing initiatives for SMEs by strengthening the 
current framework and to align to the macro policy reforms. 

Executive Summary
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A New Approach to SME 
Development

The SME Masterplan will take a very diff erent 
approach from previous strategies. It will be based 
on evidence and sound analysis. The Masterplan 
will adopt an outcome-based approach in SME 
development by putting in place a comprehensive 
Monitoring and Evaluation (M&E) system. It will 
be a 'live plan' that can be fi ne-tuned to remain 
relevant with changing times. Programmes will be 
demand-driven, catering to the business needs of 
SMEs. The programmes are specifi cally aimed at 
addressing market imperfections and information 
asymmetry, and will have a clear timeline for exit. 
The Masterplan also has a strong element of 
public-private partnership and hence, encouraging 
shared responsibility and accountability between 
Ministries and Agencies and the private sector. 
Meanwhile, the Government would act as facilitator 
and catalyst, creating an enabling environment 
and ecosystem for SMEs to thrive by encouraging 
entrepreneurship, innovation and investment. 

Diverse Nature of Malaysian 
SMEs

SMEs constitute 99.2% of total business 
establishments in the country. Based on the latest 
statistics, SMEs contribute 32% of GDP, 59% 
of employment and 19% of exports. Bulk of the 
SMEs (87%) are in the services sector, followed 
by manufacturing (7%) and agriculture (6%). 
Microenterprises represent majority (79%) of SMEs. 
By location, most of the SMEs operate in the Klang 
Valley (35.7%), followed by Johor (10.3%), Perak 
(8%) and Kedah (6.8%).  The Masterplan revealed 
four key characteristics of SMEs in Malaysia which 
include:

• Low productivity compared to those in 
the region and more advanced countries. 
The productivity of Malaysian SMEs which 
is estimated to average RM47,000 in 2010, 
is about one-third of large enterprises 
(RM148,000). When compared internationally, 
SMEs in Singapore and the United States are 
four times and seven times more productive 
respectively than Malaysian SMEs; 

• Lower business formation than high 
income countries. The Masterplan uses 
average entry density to gauge the business 
dynamism and entrepreneurship level which 
refl ect the rate of business formation. It is 
found that Malaysia stands relatively high 
among emerging markets, but substantially 
below that of high income countries due 
partly to lack of perceived entrepreneurship  
capabilities;
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SME MASTERPLAN 2012-20208

• Small number of fi rms contributes the 
most to the economy. Findings showed that 
fast-growing fi rms accounted for 70% of the 
additional GDP and 46% of the additional 
employment created in the period 2000 – 
2005; and 

• Material share of informal sector in the 
economy. It is estimated that the informal 
sector accounts for about 31% of the Gross 
National Income (GNI) and these are usually 
microenterprises where the owners are self-
employed with very few partners.

Positive Impact of SME 
Development Programmes

During the Ninth Malaysia Plan period (2006 –  
2010), a total of RM26 billion was spent in SME 
development programmes, representing 11.6% 
of the total development expenditure during the 
period. The programmes were aimed to address 
constraints faced by SMEs and are categorised 
under the three strategic thrusts, namely 
enhancing access to fi nancing; building capacity 
and capability; and strengthening enabling 
infrastructure. While there was evidence on the 
impact of these programmes at the macro level 
as seen in the encouraging performance of SMEs 
in recent years, there was uncertainty on whether 
the result was due to the eff ectiveness of the 
programmes or merely from the synergistic eff ects 
of improved coordination under NSDC or due to 
both reasons.

For the fi rst time, the Government in collaboration 
with the World Bank undertook an impact evaluation 
involving rigourous technical assessment on 15 
SME development programmes. The fi ndings 
showed positive results from these programmes. 
In particular, the Human Resource Development 
Fund (HRDF) had shown a strong positive impact 
on investment, capital intensity and productivity. 
The rest of the programmes on non-human 
resource development had also indicated positive 
impact on capital intensity, total factor productivity 
(TFP), employment, as well as total output and 
value-added. The analysis concluded that every 
1% increase in programme support will result on 
average 1 - 5% gain in performance. However, 
there was limited impact on labour productivity 
and no impact on wages. 

76938_i-82.indd   Sec1:876938_i-82.indd   Sec1:8 5/14/12   12:20 PM5/14/12   12:20 PM



Catalysing Growth and Income
9

Growth Levers for SMEs

In order to accelerate the performance of SMEs to the next level, it is important to understand the 
forces that drive SME performance. Analysis of fi ndings from the World Bank Productivity and Investment 
Climate Surveys has revealed that there are six factors which infl uence the performance of Malaysian 
SMEs, namely: 
• Innovation and technology adoption;
• Human capital development;
• Access to fi nancing;
• Market access;
• Legal and regulatory environment; and
• Infrastructure.

Currently SMEs are not achieving high performance due to challenges faced in each of these areas (refer 
to Chart 1). Of importance, these challenges need to be addressed simultaneously to achieve the desired 
results as shortcomings from any of these factors can weigh down on the overall growth prospects of 
SMEs.  The aim of the Masterplan is to address these challenges to unleash the growth potential of SMEs 
to achieve Vision 2020.
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New SME Development Framework 
Aligning to National Aspiration

The Masterplan has proposed a new framework to align SME 
development to the broader national aspirations of achieving 
a high income economy by 2020 via innovation-led and 
productivity-driven growth (refer to Chart 2). There are fi ve 
elements to the new framework, namely vision, goals, focus 
areas, action plan and the institutional support. Each of these 
goals has specifi c targets that need to be met in order to 
achieve the macro targets in terms of SME contribution to GDP, 
employment and exports by 2020:
• 41% share of GDP (2010: 32%);
• 62% share of employment  (2010: 59%); and
• 25% share of exports (2010: 19%).

new framework
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Growth Opportunities in High Value Activities 

The services sector is expected to be the main growth driver of the economy, with its share to GDP 
projected to rise to 65% by 2020. The on-going liberalisation measures will result in new challenges 
for SMEs in the sector and at the same time, it will also usher new opportunities. Thus, SMEs must 
prepare themselves to face the challenges and build their capacity and capability to reap the benefi ts of 
liberalisation. SMEs are also poised to benefi t from the National Key Economic Areas (NKEAs) announced 
by the Government. About 60% of the Entry Point Projects (EPPs) earmarked are expected to benefi t 
SMEs across all sectors. The challenge is for SMEs to migrate from the current back-end of the value 
chain in the NKEAs, i.e. from the low to medium value-added activities to higher end of the chain. The 
SME Masterplan is expected to spur recalibration of activities towards high value activities as in Chart 3.
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The initiatives were reviewed further to check on 
relevancy, impact, priority and alignment to the 
Plan. Finally, 32 initiatives have been identifi ed 
under the Action Plan, which include six High 
Impact Programmes (HIPs) that would make the 
diff erence in meeting the goals of the Masterplan. 
Hence, it is critical to ensure that the HIPs are 
being successfully implemented. In addition, 
there are 14 other initiatives clustered under four 
thematic areas. Recognising the unique business 
environment in East Malaysia, the Masterplan has 
also proposed specifi c measures for SMEs in East 
Malaysia and other macro measures.

Building Capacity Towards 
Implementation Success

The most critical factor to ensure successful 
implementation of the SME Masterplan is the 
existence of a strong central agency to implement 
the Masterplan. Therefore, the role of SME 
Corporation Malaysia (SME Corp. Malaysia) 
will need to be further strengthened. This would 
require reorganisation of the existing structure and 
improvement in the coordination mechanism to 
allow greater empowerment to enable the Agency 
to function eff ectively in executing the Plan. SME 
Corp. Malaysia would need to be given suffi  cient 
authority and resources and have a more active role 
in the budgetary decision on SME development. 
The agency would also need to establish a 
comprehensive Monitoring and Evaluation (M&E) 
system besides devising a risk mitigation plan to 
ensure smooth implementation of the Plan.

Accelerating Growth Through 
High Impact Programmes

In order to achieve the ambitious targets set in the 
SME Masterplan, the initiatives under the Action 
Plan have to be impactful to bring about the 
desired results. These initiatives were based on the 
following eight guiding principles:
• Consistent with the national strategic 

direction;
• Addresses market failures and information 

asymmetry;
• Catalyst to develop private service providers;
• Avoid substituting private funds with public 

funds;
• Ensure private sector involvement;
• Results must be measurable;
• Highest impact from funds; and
• Clear accountability and delineation of roles. 
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A New Beginning for Greater 
Heights 

The SME Masterplan will set the stage for a new 
beginning to bring SMEs to the next level. The Plan 
has laid a clear path to achieve the ambitious goals 
aligned to the overall vision of creating globally 
competitive SMEs that enhance wealth creation 
and contribute signifi cantly to the social well-being 

of the nation.  The challenge lies in the execution of 
the Plan. This would require a paradigm shift in the 
mindset of all players involved in SME development 
to embrace the new approach and harness the 
growth potential of SMEs in the country. 
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chapter1
The Need for a 'Game Changer'
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The Need for a 'Game Changer'116

Small and medium enterprises (SMEs) which include microenterprises, have 
been intrinsic to Malaysia’s economic transformation process.  In the past, SMEs 
played an important role in fostering growth, employment and income. Through 
the lens of long-term development, Malaysia has been a success story, enjoying 
signifi cant economic and social progress for several decades, thus facilitating a 
transition from a low-income to a middle-income nation. Currently the country 
faces the predicament of a 'middle-income' trap as the historical growth engines 
have moderated. Lower productivity growth accompanied by decline in private 
investment has lowered the potential output of the country.

Breaking away from the 'middle-income' trap is further complicated by the 
changing global environment. Emergence of new economic powerhouses 
amidst the forces of globalisation and liberalisation have created a competitive 
marketplace, with intensive global competition for markets, capital and talent. At 
the same time, the world economy is expected to converge to a 'new normal' 
as the global rebalancing continues refl ecting a more modest demand from the 
advanced economies. These shifts would not only pose challenges but would 
also spawn new opportunities for countries like Malaysia, especially from intra-
regional trade and investment. Amidst the uncertain external conditions, achieving 
Vision 2020 of a high income nation has become ever more challenging. This 
requires a 'game changer' or a new approach for a fundamental shift in the 
sources of Malaysia’s competitive advantage from low-cost to high-value. 

The Need for a 'Game Changer'
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SME MASTERPLAN 2012-2020 17

The Government has embarked on a New Economic 
Model to transition the country to a high income 
nation. The aim is to achieve high income by 2020 
that is both inclusive and sustainable. Income levels 
will be raised through productivity gains, while 
at the same time inclusiveness strengthened to 
benefi t all Malaysians, and to ensure sustainability 
so that meeting present needs would not be at the 
expense of future generations. The challenge is to 
jointly achieve these goals and to ensure that the 
progress of one goal does not compromise the 
others. The reforms will be undertaken through the 
Economic Transformation Programme (ETP) that 
targets an average annual growth in Gross National 
Income (GNI) of 6%, with per capita income 
doubling from RM23,700 (USD6,700) in 2009 to 
RM48,000 (USD15,000) by 2020. The transition to 
a high income nation would also likely witness a 
change in the economic structure, characterised by 
an increasing dominance of services content in the 
economy and a move towards more knowledge-
intensive and high value-added activities.

SMEs Engine of Future Growth

Going forward, the growth drivers are likely to 
shift. SMEs are expected to play as an important 
economic agent in achieving a high income 
nation. The role of SMEs will become increasingly 
critical, not only as enabler of growth by providing 
the support to large fi rms but also as a driver of 
economic growth. Malaysia’s integration with 
global production network involves upgrading 
of SMEs from second- and third-tier suppliers to 
fi rst-tier suppliers who serve directly to the anchor 
companies in the value chain, namely large fi rms 
and multinational companies. At the same time, 
SMEs will be at the forefront as the Government 
focuses on growing these entities to become 

large homegrown champions that can compete 
internationally. SME development is also important 
in achieving a more balanced and inclusive growth, 
by addressing the bottom 40% of the income 
pyramid, which include microenterprises.

SMEs are to assume a greater 
role in the economy not only as 
an enabler but as a key driver 
of growth as well as to achieve 
inclusive and balanced growth
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There are fi ve reasons supporting why SMEs are 
critical in Malaysia’s development path moving 
ahead. 

• First, given the less reliable external 
environment, SMEs will be the driving force 
to generate the endogenous source of 
growth. A strong and vibrant SME base can 
benefi t from and contribute to the growth in 
domestic demand. Demand for SME products 
and services will be supported by rising 
consumer affl  uence in the region;  

• Second, given that SMEs account for 99% of 
all businesses in the country, they will form 
the bedrock of private sector dynamism as 
the focus moves to private sector-led growth; 

• Third, SMEs also represent an important 
source of innovation to spearhead frontier 
technology and growth of new industries and 
services;

• Fourth, it is vital to build a strong base of vibrant 
and competitive SMEs that are resilient to 
challenges arising from liberalisation of 
markets. Of signifi cance, the liberalisation 
of the services sector where there is strong 
presence of SMEs will require domestic 
capacity building to avoid hollowing out of 
existing players due to competitive pressures 
and facilitate the shift towards a services-
based economy; and

• Finally, during economic shocks, SMEs 
act as stabilisers of growth. In the recent 
2008/2009 global economic and fi nancial 
crisis, Malaysian SMEs had proven to be more 
resilient than their larger counterparts.  

Building on Past Success

In the last decade, there has been a discernible 
shift in growth trends of SMEs. While prior to 2004, 
Gross Domestic Product (GDP) growth of SMEs 
mirrored that of the overall economy (refer to Chart 
1.2), in the subsequent period of 2004 - 2010, GDP 
growth of SMEs has consistently outperformed 
the overall economic growth. Real GDP of SMEs 
expanded at an average annual growth rate of 
6.8% versus 4.9% for the overall economy. The 
growth was supported by productivity gains and 
growth in employment (refer to Chart 1.3) as these 
two parameters also outperformed that of the 
overall economy.
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SME MASTERPLAN 2012-2020 19

Defi nitive Government policies have been 
instrumental for the rapid growth of SMEs.  In 
2004, SME development came to the forefront 
with the establishment of a high level body, namely 
the National SME Development Council, which is 
chaired by the Prime Minister. During this period, 
a solid foundation was laid. A comprehensive 
institutional framework was put in place to oversee 
coordinated eff orts among more than 15 Ministries 
and 60 Agencies in pursuing a common objective.

A standard defi nition for SMEs was enforced 
across the Ministries and Agencies. Reducing 
overlaps and streamlining of policies had 
enhanced eff ectiveness, delivery and outreach. 
SME programmes were focused on strengthening 
the enabling infrastructure, enhancing access to 
fi nancing, and building capacity and capability.  
At the same time, growth was also due to other 
supportive public policies, namely enhancement 

to the Government delivery system; promotion of 
tourism activities; rejuvenation of the agriculture 
sector; and focus on small contractors to ensure 
that they benefi ted from public infrastructure 
projects. 

The positive results in the last few years showed 
that SME development was heading in the right 
direction. However, to achieve a high income 
nation, there is still a wide gap with other developed 
nations. Contribution of SMEs to GDP in Malaysia 
remains under-represented, accounting for about 
32% in 2010 (2000: 28.8%), lagging behind 
other middle-income nations (average of 39%;              
Chart 1.4). 
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The Need for a 'Game Changer'120

New Approach to SME 
Development

A fresh approach is required to accelerate the 
growth of SMEs and to ensure a more meaningful 
contribution to the economy. The new strategy 
is built on the existing initiatives for SMEs by 
strengthening the current framework and to align to 
the macro policy reforms and in meeting the needs 
of the changing global environment. Furthermore, 
given the Government’s commitment to bring down 
the fi scal defi cit to 3% of GDP by 2015 (2011: 5%), 
emphasis will be on prioritisation of programmes 
and ensuring greater effi  cacy through an outcome-
based approach. Future SME development 
programmes will be focused on those that have 
impactful outcomes. SME development will also 
see greater private sector participation through 
partnerships to achieve the intended goals.  Masterplan to Navigate Policy 

Direction

The new strategy, encapsulated in the SME 
Masterplan (2012 - 2020) would navigate the policy 
direction of SMEs for the next nine years. The 
Masterplan will be anchored to the bigger policy 
framework of the ETP and the Tenth Malaysia 
Plan, and complementing existing initiatives such 
as the Bumiputera Transformation Programme, 
Rural Transformation Programme, and the corridor 
development programmes.

The SME Masterplan is for all 
SMEs in Malaysia, irrespective 
of sector, gender, geographical 
region and ethnic background
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SME MASTERPLAN 2012-2020 21

Essentially, the SME Masterplan will be relevant 
to all SMEs, across sectors and strategic 
areas. The Masterplan is aimed at unleashing 
the untapped potential of SMEs to enable the 
quantum leap in growth and for a consequent 
increase in contribution of SMEs to GDP. The 
focus would be to create an enabling ecosystem 
to accelerate the growth of SMEs through 
productivity gains and to bring them to the next 
level of development. The country would require a 
strong base of thriving SMEs that can support the 
growth of the economy. Thus, the Plan advocates 
for measures to enhance the legal and regulatory 
environment to be conducive for the formation, 
growth and exit of SMEs; foster innovation among 
SMEs; ensure creditworthy and innovative SMEs 
have access to fi nancing; upgrade management 

capabilities of SME owners and worker 
competencies; improve market access for SME 
products and services; and enhance the physical 
infrastructure for SMEs to operate eff ectively.

The approach to the SME Masterplan is very 
diff erent from the past.  The Plan is drawn based 
on evidence and sound analysis. There is clarity 
and alignment between the action plan, goals and 
the overarching vision of the Masterplan.  The new 
elements in the Masterplan are:

i. Outcome-based approach through a proper 
Monitoring and Evaluation (M&E) system 
established not only to guide sound decisions 
on budgeting, but also to assess progress 
of programmes and to fi ne-tune where 
necessary;
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ii. The 'live plan' concept is core to the 
Masterplan. The basic premise is that the 
Action Plan is not 'cast in stone' for the next 
nine years. Programmes may need to be fi ne-
tuned due to changes to the environment 
or problems in the implementation through 
the feedback loop of the M&E mechanism, 
thus allowing for evidence-based course of 
actions. Hence, the Masterplan will remain 
relevant with changing times; 

iii. Programmes will be demand-driven, 
meeting the business needs of SMEs. The 
Action Plan and design of programmes is co-
created with relevant stakeholders through 
a consultative approach, and monitored and 
evaluated regularly to ensure success;

iv. The Masterplan advocates strong public-
private partnership. Programmes will 
no longer be the sole responsibility of the 
Government.  Programmes can be managed 
by the private sector but owned by a Ministry 
or an Agency. The role of associations and 
chambers would go beyond advocacy to 
include outreach and capacity building, 
similar to those in many advanced economies. 
This would entail shared responsibility 
and accountability among Ministries and 
Agencies and the private sector through 
well defi ned key performance indicators 
(KPIs); 

v. Programmes will be time-bound to address 
market imperfections and information 
asymmetry. In other words, specifi c needs of 
SMEs that currently cannot be met or off ered 
by the private sector will be taken up by the 
Government. Over time, the policy actions 
would have addressed these needs paving 

the way for market creation and thus providing 
the Government with a clear exit path towards 
market-driven continuity; and

vi. The Masterplan also proposes not only 
benchmarking against the best practices 
in other countries but also best performers 
in the country.

SME Ecosystem in a 
Developed Nation

Expanding the pool of knowledge-intensive and 
innovative SMEs will be the key element of the 
economic transformation. The existing policies, 
regulations, institutional structures, practices, 
mindset and attitudes while have been successful 
in the past will have to change and evolve as the 
Plan is implemented. These will manifest into 
the creation of an ecosystem similar to those in 
developed nations. Among the key characteristics 
of the desired SME ecosystem are:
 
• Existence of a strong enterprise culture 

which favours productivity, effi  ciency, 
environmental consciousness, quality jobs, 
equitable social practices, as well as sound 
labour and industrial relations;

• Strong entrepreneurial and innovation 
culture shaped through social and cultural 
changes (positive attitude to risk taking) 
by way of education and entrepreneurial 
development;   

• Active national innovation system 
encouraging strong local linkages between 
universities, technology centres, incubators, 
fi nanciers and fi rms, including SMEs;
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• Strong non-banking fi nancing, namely 
private equity, venture capital and business 
angels to foster early stage development and 
innovative fi rms;

• Eff ective value chain network linking large 
fi rms to SMEs; 

• Eff ective support services for SMEs by the 
public sector (nationwide support centres for 
SMEs) and newly developed private service 
providers; and

• Eff ective M&E system to assess impact of all 
initiatives.

Government as Facilitator and 
Catalyst
The Government’s role would be to create an 
enabling environment and ecosystem for SMEs 
to thrive by encouraging entrepreneurship, 
innovation and investment. Of signifi cance, the 
Government’s role would be to act as facilitator 
and catalyst. SMEs recognised as an important 
economic agent will be given opportunities for 
access to resources. The Government would also 
formulate and implement laws and regulations 
that support the activities of SMEs. In areas where 
there are gaps that constrain the growth of SMEs, 
the Government will intervene in providing specifi c 
programmes as well as assistance in the form of 
fi nancial and business support services to achieve 
specifi c development outcomes outlined in the 
Masterplan.
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Evidence-based Plan Focused 
on Delivery

The SME Masterplan (2012 – 2020) would be 
the fi rst long-term plan for SME development 
for the country. The Plan is comprehensive, 
encompassing the broad strategy and policy 
framework going forward based on empirical 
evidence and analysis of the current state of 
SMEs. For the very fi rst time, a quantitative impact 
study of the existing Government programmes 
was undertaken to evaluate the eff ectiveness of 
programmes, thus paving the way for an outcome-
based approach going forward. The Plan unveils 
a New SME Development Framework defi ning a 
clear path ahead premised on a common vision for 
SMEs and the required goals to achieve this vision, 
which supports the overarching objectives of the 
country in attaining a high income nation by 2020. 
Both, top-down and bottom-up approaches were 
taken in developing the Masterplan. The visioning 
was based on the broader policy aspirations at 
the national level. The bottom-up approach was 
through stakeholder engagement involving co-
creation, validation and ratifi cation process. 

Central to the Plan are the recommendations 
including adopting proven best practises from 
other countries that are suitable in the Malaysian 
context and more importantly looking into the 
implementation issues to ensure the success of 
the Plan. The recommendations are in the form of 
a comprehensive Action Plan comprising six High 
Impact Programmes and other complementary 
initiatives that address constraints preventing 
Malaysian SMEs from performing their best. The 
empirical evidence has identifi ed the most important 
growth levers that infl uence the performance of 
SMEs. It is emphasised that shortcomings in all 
these levers need to be addressed simultaneously 
or any one factor can weigh down on the overall 
performance prospects of SMEs. The Plan also 
looks into the institutional capacity and support 
that need to be strengthened to facilitate the 
implementation of the Masterplan. This includes 
putting in place an eff ective M&E system and 
recommendations on the structural changes to 
the current institutional framework to execute the 
Plan.   
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Structural Characteristics 
of Malaysian SMEs

Diverse Nature of SMEs

As in other countries, small and medium enterprises (SMEs) in Malaysia are 
a very heterogeneous group. They are involved in activities ranging from 
petty traders, grocery store operators, medium-sized contract manufacturers 
supplying parts and components to multinational corporations and 
professional services such as software fi rms or medical researchers selling 
their services to overseas markets. SMEs also operate in diff erent market 
environment such as urban, rural, online, physical, domestic, regional and 
international. These SMEs may be formal or in the informal sector and 
they possess diff erent levels of skills depending on their activities. These 
elements form the characteristics of SMEs in Malaysia and the basis for 
policy response.

Defi nition of SMEs varies across countries. In Malaysia, SMEs are defi ned 
based on two criteria, namely annual sales turnover and number of full-time 
employees of a business. For the manufacturing and manufacturing-related 
services, SMEs refer to enterprises with sales turnover of less than RM25 
million or full-time employees of less than 150 workers, while for the services 
and the other sectors, SMEs are those with sales turnover of less than RM5 
million or less than 50 workers. A business that fulfi ls either one of the criteria 
will be deemed as an SME. The defi nition for the micro, small and medium is 
in turn determined by diff erent threshold of the criteria (see details in Annex).  
SME businesses can be legally structured as entities registered either under 
the Registration of Businesses Act 1956 (Act 197) or Companies Act 1965 
(Act 125).
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Importance to the Economy  

SMEs contribute 32% of Gross Domestic Product 
(GDP), 59% of employment and 19% of exports. 
Based on latest statistics (Census of Establishments 
and Enterprises 2005), SMEs constitute 99.2% 
of total business establishments in Malaysia or 
totalling 548,267 enterprises. 

• Bulk of these SMEs (87%) are engaged in 
the services sector, while another 7% and 
6% respectively are in the manufacturing and 
agriculture sectors. About 60% of total SMEs 
are in the distributive trade services sub-
sector.

• In terms of size, the majority or 79% are 
microenterprises with less than 5 workers (refer 
to Chart 2.1). Microenterprises are dominant 
mainly in the distributive trade services sub-
sector (83.6% share of total establishments 
in this sub-sector) and agriculture (93.1%) 
sector. The manufacturing sector has a higher 
proportion of large enterprises relative to all 
other sectors. 

• Most of the SMEs are concentrated in the 
Klang Valley (Selangor and Federal Territory: 
35.7% share of all SMEs) and followed by 
Johor (10.3%), Perak (8%) and Kedah (6.8%). 
While microenterprises are predominant in all 
states, their share to total SMEs is especially 
high in the eastern and northern states, 
namely Kelantan, Perlis, Terengganu, Kedah 
and Pahang where they make up 88 - 95% 
of all enterprises. 

• The share of SMEs is negatively correlated 
with the age of the company. In other words, 
a signifi cant percentage of fi rms operating in 
the economy i.e. 45% are young, operating 
for less than 5 years.  Only about 12% of the 
SMEs are above 20 years, indicating that 
many may have either exited or graduated to 
become large fi rms. The distribution diff ers 
for large fi rms, whereby 60% of the fi rms are 
above 10 years. 

• About 78% of the SMEs comprise sole 
proprietorships and partnerships, 21.3% are 
private limited companies, while only 0.2% 
are public listed companies (refer to Chart 
2.2). This is opposed to large enterprises 
whereby majority or 94% are private limited 
or public listed companies. 
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SMEs employed some 3.7 million workers or 
59% of total private sector employment. Two-
thirds of the workers are in the services sector. 
As a substantial proportion of employment in the 
distributive trade sub-sector is accounted for 
by microenterprises, it is large enterprises that 
dominate in employment in the manufacturing, 
construction and mining sectors as well as in the 
fi nance and insurance services sub-sector. Wages 
increase with establishment size, as employees in 
larger enterprises are generally paid the highest 
and microenterprise the lowest.  Wages by sub-
sectors indicate that the highest paid employees 
are in the skilled areas, namely information and 
communication technology (ICT) sector, followed 
by fi nancial services and healthcare services.  
Among microenterprises, the highest average 
wages is in healthcare services underpinned by 
doctors operating private clinics.  

Key Structural Characteristics

It was recognised that there was a need to fully 
understand the structural characteristics of SMEs 
in Malaysia prior to developing the Masterplan. 
A diagnostic study by the World Bank on SMEs 
in Malaysia in 2010/2011 vis-á-vis its peers in 
the region and against more developed nations 
revealed four key characteristics, namely:

• Productivity of SMEs was relatively low;
• Business formation was lower than in high 

income nations;
• Small number of fi rms accounted for bulk of 

the increase in GDP and employment; and
• Material share of informal sector existed in the 

economy.

(i)  Low productivity

 While it is typical for SMEs to have lower 
labour productivity compared to their large 
counterparts even in high-income countries, 
the productivity gap in Malaysia between large 
fi rms and SMEs is signifi cant. Studies have 
indicated that productivity growth has slowed 
down signifi cantly after the Asian crisis due 
to decline in private investment, shortage of 
skilled workers and lack of innovative activity 
in the country. Malaysian SME productivity 
(value-added per worker) averaged  RM44,000 
in 2008. In 2010, SME productivity is estimated 
to have averaged RM47,000, about one-third 
of large estabishments (RM148,000). 
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 Even compared internationally, Malaysian 
SMEs are far less productive than those in high 
income countries. SMEs in Singapore are four 
times more productive than Malaysian SMEs, 
while SMEs in the United States are seven 
times more productive. The low productivity 
is due mainly to the current economic 
structure, whereby there is high concentration 
of microenterprises in the distributive trade 
services sub-sector with very low productivity 
level, hence, dampening the overall 
productivity in the services sector. However, 
average productivity in the manufacturing 
sector and the more specialised services 
such as fi nancial services sub-sector is much 
higher.
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(ii) Business formation rate lower than   
 high income nations

 The rate of business formation is a refl ection 
of private sector dynamism and the 
level of entrepreneurship in an economy. 
Entrepreneurship is important to foster 
competition and contribute to economic 
growth. 

 In Malaysia, it is found that overall business 
formation, or the number of businesses 
established each year is relatively robust, 
averaging 288,400 in the period 2004 – 2011.  
However, the positive performance was due 
mainly to high number of newly registered 
sole proprietorship and partnership (86% 
share), which means that these are mainly 
very small businesses that plan to remain 
small and do not want signifi cant exposure 
to liability. This was especially true when 
there was double-digit increase in formation 
of sole proprietorships and partnerships 
during the 2008/2009 global economic crisis 
as laid off  workers sought self employment. 
Nevertheless, the number of newly registered 
companies remained small during the entire 
period. 
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 The World Bank uses entry density or newly 
registered limited liability enterprises as 
percentage of working age population (15-64 
years) to gauge the business dynamism and 
entrepreneurship across countries. Malaysia 
stands out relatively high among emerging 
markets including the East Asia and Pacifi c 
region, but was still substantially below high 
income countries. The moderate interest 
in setting up limited liability companies in 
Malaysia could be partly linked to the relatively 
low level of entrepreneurship in the society. 

 The 2011 Global Entrepreneurship Monitor 
(GEM) by the World Bank indicated that 
Malaysia compares less favourably vis-à-
vis other countries due to the general lack 
of confi dence and perceived capability in 
entrepreneurship. Findings by GEM indicated:

• While a high number of respondents 
(74%) believe that the media pays 
attention to entrepreneurs and that 
successful entrepreneurs have high 
status in society and starting a business 
is a good career choice, only 37% saw 
good opportunities to start a business. 

Emerging markets (%) Developed countries (%)

Media attention for 
entrepreneurship

74 82 76 65 50 57 62 47 n/a

High status to successful 
entrepreneurship

51 86 73 69 78 55 67 81 n/a

Entrepreneurship as a good 
career choice

52 86 73 73 55 26 61 52 n/a

Perceived opportunities 37 43 49 57 35 6 11 33 36

Perceived capabilities 31 53 44 62 37 14 27 43 56

Fear of failure 30 31 36 27 42 42 45 36 31

Entrepreneurial intentions 9 28 43 46 6 4 16 9 11
 Source : Global Entrepreneurship Monitor 2011
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• About one-third indicated lack of 
perceived capabilities and another one-
third stated 'fear of failure' as having to 
prevent them from starting a business. 

• Only 9% who were not involved in 
entrepreneurial activity before stated 
their intention to venture into a business. 

• In other developed and emerging 
countries such as the United States, 
United Kingdom, Chile and Brazil, about 
40-60% of the respondents believed that 
entrepreneurs had the capabilities and in 
many of these countries, they had actual 
entrepreneurial intention.

(iii) Small number of fi rms contributes the  
 most to the economy

 A detailed technical analysis to understand 
fi rm level behaviour was undertaken using 
the most comprehensive database available, 
i.e. for manufacturing fi rms from the 2000 
and 2005 census data.  The fi ndings showed 
that young and fast-growing fi rms accounted 
for a signifi cant share of gains in GDP and 
employment.

• About 42% of the fi rms that existed in 
year 2000 ceased operations by year 
2005. So the survival rate was about 
58%. The failure was most pronounced 
among microenterprises but there were 
also failures among large fi rms. 

• Of those in operation, these fi rms hired 
4% more workers during this period. 

• There was some degree of movement 
of fi rms across categories, with some 
graduating to bigger fi rms and vice versa. 
While 14% of medium-sized fi rms grew to 
large fi rms by 2005, a comparable share 
fell back to small fi rms. Some 16% of the 
large fi rms exited and another 13% fell 
back mainly to medium and small fi rms 
by 2005. 

• Firms that began operations after year 
2000 were responsible for the 90% of 
the net job creation in the manufacturing 
sector in the period 2000 - 2005.   
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• Top 1 percentile of the fastest growing 
fi rms in terms of employment growth 
accounted for 70% of the additional GDP 
(RM65 billion) and 46% of the new jobs 
created (129,000) during the period 2000 
- 2005. 

• These high growth fi rms were not limited 
to any particular sector or age group. Top 
performers were found across all the 19 
manufacturing sub-sectors and across 
all age groups, with those under 5 years 
accounting for 16%.
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• Of importance is that all the high growth 
fi rms regardless of age and sub-sectors 
were medium-sized indicating that 
medium-sized fi rms were very important 
job creators. This is not surprising 
given that it is extremely diffi  cult for 
microenterprises and small fi rms to 
expand rapidly due to physical and 
management constraints.

• It was also observed that the fastest 
growing fi rms existed in the most 
competitive sectors indicating that 
competitive pressure forced fi rms 
to innovate and shed outdated 
technologies.

(iv) Material share of informal sector

 In all countries, there is always some segment 
of the economy that are not formalised. These 
are enterprises operating without formal 
registration. However, a country with vibrant 
SMEs corresponds with a reduced level of 
informal or 'black market' activities.

 Based on a study by Schneider (2002), it is 
estimated that a material share of SMEs 
in Malaysia, i.e. about 31% of the Gross 
National Income is informal. The informal 
sector refers to establishments in the non-
agriculture activities that are not registered 
with the Companies Commission of Malaysia 
or that employ less than 10 workers which are 
not registered by social security. These are 
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usually microenterprises where the owners are self-employed with one or few partners or work 
with family members and do not hire external workers. If just based on number of self-employed 
enterprises from the International Labour Offi  ce (ILO), then the estimate of the informal sector in 
Malaysia could be about 21% of total employment. 

 Not only they do not contribute to GDP, these informal enterprises also do not usually pay taxes. As 
such, the informal sector usually creates a non-level playing fi eld with the registered fi rms and deter 
fair competition and innovation from taking place. Informal sector is also linked to slow economic 
growth and poverty. As such, policies are usually designed to integrate the informal sector into 
the economic mainstream to fully tap their potential. These policies recognise the potential of the 
informal economy not only as an expression of need, and but more importantly to provide opportunity 
to these fi rms to have access to programmes and resources in order to contribute to the economy. 
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Impact Assessment 
of SME Development Programmes

Various Government Programmes 

Since the early years, the Government has devoted signifi cant resources to 
extend programmes to SMEs mainly through the national development plans. 
More than 15 Ministries and 60 Agencies have been involved in implementing 
these programmes.  The motivation of the programmes was to assist SMEs 
given that they lag behind large fi rms in many dimensions of performance 
due to their size. Among the key constraints faced by SMEs are in terms of 
management ability and skilled workforce; access to fi nance and markets; 
inability to exploit economies of scale and lack of bargaining power; and 
access to technology and innovation. Procedures and regulations also 
disproportionately aff ect SMEs compared to large fi rms.

Hence, Government programmes have been designed to address these 
constraints to promote growth, enhance competitiveness and create 
employment, in addition to fulfi lling the socio-economic needs of SMEs given 
the prevalence of microenterprises which represent the bottom 40%. These 
programmes were in the form of fi nancial assistance such as soft loans and 
grants, and provision of subsidised or free business support services including 
training on entrepreneurship, management and skills, technology upgrading, 
productivity improvement, market development and export promotion.  
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The National SME Development Council was 
established in 2004 mainly for greater policy 
coherence and coordination among the Ministries 
and Agencies towards achieving a common 
goal. Prior to that, diff erent Ministries introduced 
programmes independently which often resulted 
in duplications or overlaps of programmes. The 
Council’s goal is to streamline programmes and 
to reduce duplications towards enhancing delivery 
and overall eff ectiveness of programmes. The 
Council is also responsible to formulate a common 
policy for SMEs in the country. In that regard, in the 
last seven years the Council has laid the foundation 
for a more holistic and comprehensive approach to 
SME development. Among its key achievements 
include:  

• Adoption of a standard SME defi nition 
nationwide;

• Enhancement to the SME fi nancing 
landscape;

• Development of a comprehensive database 
on SMEs, including the Economic and SME 
Census 2011 (being fi nalised currently) and 
macro statistics;  

• Introduction of an annual plan on SME 
programmes and SME Annual Report to 
assess progress and development of SMEs; 

• Establishment of a holistic framework 
to coordinate SME programmes across 
Ministries and Agencies based on the three 
strategic thrusts, namely strengthening the 
enabling infrastructure; building capacity and 
capability; and enhancing access to fi nancing; 
and

• Setting up of a Central Coordinating Agency, 
i.e. SME Corporation Malaysia to oversee 
SME development.
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The combined initiatives at the national level 
placing greater priority in developing SMEs 
have brought about the desired results. Gross 
Domestic Product (GDP) growth of SMEs which 
previously was in line with the overall growth 
of the economy picked up to exceed the overall 
GDP growth (average annual growth rate in 2004 
- 2010: 6.8% for SME GDP versus 4.9% for the 
overall GDP). While there was evidence of impact 
at the macro level, little was known whether it 
was due to benefi ts from the synergistic eff ects 
of greater coordination or due to improvement in 
quality of programmes during that period or due to 
both reasons. Essentially, little known was on the 
eff ectiveness of programmes - which programme 
was more eff ective or less eff ective and the 
underlying reasons.  

Lack of Impact Assessment 

During the Ninth Malaysia Plan period, RM26 billion 
was expended on SME development programmes 
across the various Ministries and Agencies. 
This comprised 11.6% of the total development 
expenditure during that period. Altogether 
there were about 500 diff erent programmes  
implemented over the fi ve years (refer to Chart 3.1). 
Bulk of the resources (85%) were skewed towards 
programmes related to access to fi nancing, but in 
terms of  number of programmes, majority (70%) 
were mainly for capacity building. This shows 
programmes with high expenditure were mainly on 
fi nancing, while the capacity building programmes 
were very small. 
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The details of programmes on each of the strategic 
thrusts are as follows:

• Enhancing Access to Financing includes 
funds channeled to support the growth of 
SMEs in the form of working capital; funds 
for fi xed assets including machinery and 
equipment; guarantees; debt fi nancing; and 
venture capital. In addition, during the global 
economic and fi nancial crisis in 2008/2009, 
a stimulus package was introduced totalling 
RM15.6 billion or 2% of GDP, of which bulk 
was to enhance access to fi nancing by SME.

• Building Capacity and Capability of SMEs 
focused on enhancing SMEs’ knowledge, 
competencies and skills to be able to 
better cope with competition. The bulk 
of the resources were spent on product 
development, entrepreneur development, 
human capital development, as well as 
marketing and promotion.

• Strengthening Enabling Infrastructure 
was aimed at creating an enabling regulatory 
environment and enhancing the physical and 
information infrastructure for SMEs.  

While Governments in most countries in the world, 
including advanced economies and developing 
countries have a variety of programmes for SMEs, 
very few are rigorously evaluated to assess the 
impact. Similarly, in Malaysia, there has not been 
any systematic assessment or impact studies 
conducted on the participating SMEs to assess 
whether programme recipients benefi ted in terms 
of productivity, investment, value-added and 
in other performance indicators. Achievements 
were mainly reported by Ministries and Agencies 
in the form of outputs, for example, number of 
SMEs reached or participated in any programme 

rather than the intermediate impact and long-term 
outcomes. 

Occasionally some simple case studies or 
benefi ciary satisfaction surveys have been 
conducted, and success stories cited but this does 
not give concrete evidence whether a programme 
is working or eff ective. Qualitative surveys provide 
information on satisfaction level or areas for 
improvement, but they do not accurately measure 
the net impacts of programme participation. 
In order to assess impact, knowledge of the 
counterfactual, in other words what outcomes 
would have been in the absence of the programme 
is required. There was also urgency to ensure 
greater effi  cacy in utilisation of scarce resources 
focusing only on programmes that worked given 
the Government’s commitment to reduce the fi scal 
defi cit. The absence of evidence on impact has 
raised a conundrum on policy and coordination 
issues:

• Which programmes worked and which did 
not work and why?

• Which programmes deserved additional 
resources?

• How programmes can be better designed 
and implemented to maximise the economic 
payoff s?

• Are the programmes benefi ting the targeted 
groups?

• Are the programmes achieving their intended 
objectives?

• Is there only a small group of SMEs benefi ting 
from multiple programmes across the various 
Ministries and Agencies?  
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First Impact Evaluation of 
Programmes

For the fi rst time in 2010, the Government in 
collaboration with the World Bank undertook 
an impact assessment on SME programmes. 
The pilot study involved a rigorous technical 
assessment on 15 programmes that had 
comprehensive data on the recipients. The 
recipient data was matched to the survey and 
census data compiled by the Department of 
Statistics to observe the performance of fi rms that 
participated in programmes versus those that had 
similar characteristics but had not participated in 
any programme. The assessment was essentially 
divided into two categories, namely:

(i) Programme on human resource 
development under the Human Resource 
Development Fund (HRDF). HRDF which was 
introduced in 1992, was designed to address 
the under-investment in training of employees.  
It is mandated by law that employers in 23 
sub-sectors mainly in the manufacturing 
sector and some selected services sub-
sectors have to contribute a training levy of 
1% of the monthly wages of employees into 
the HRDF, after which they are eligible to claim 
on eligible training expenses. The data for the 
HRDF used in the impact assessment was for 
the period 1998 - 2009; and

(ii) Programmes covering various areas such 
as market development; soft loans; micro 
credit; quality certifi cation; product and 
process improvement; e-programmes for 
commerce, design and manufacturing; and 
franchising. These programmes were mostly 
in the manufacturing sector for the period 
2000 – 2008 as programmes for the services 
sector have mainly been in existence after 
2005, and hence were too early to assess the 
results. 

Overall the impact analysis showed that these 
programmes worked with positive results, 
especially the HRDF and these results were 
comparable to those in other countries where 
World Bank had undertaken similar impact 
assessment.  

Impact evaluation on existing 
programmes showed positive results 
on most parameters except labour 
productivity and income
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For the 14 programmes on non-human resource 
development areas, the key fi ndings were:
 
• Overall, the programmes had positive impact 

on investment on machinery and equipment, 
capital intensity and total factor productivity 
(TFP). However, there was limited impact on 
labour productivity and no impact on wages 
of full-time employees. Chart 3.3 shows that 
programme recipients had experienced a net 
increase of 57% in investment in machinery 
and equipment as compared to the non-
recipients with broadly similar characteristics. 

• The impact varied across programmes, with 
the highest positive impact noted on soft 
loans, followed by e-programmes, quality 
certifi cation as well as product and process 
improvement (refer to Chart 3.4). Nevertheless, 
the quality certifi cation, and product and 
process improvement programmes did not 
seem to have any signifi cant results on output 
and value-added.

• The impact was larger on small 
enterprises compared to medium-sized or 
microenterprises.

• Every 1% increase in programme support will 
result on average 1 – 5% gain in performance 
depending on the indicators (refer to Chart 
3.5). 

Pg 45.ai   1   5/17/12   2:01 PM
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The fi ndings on the training programmes by HRDF 
indicated a strong positive impact including eff ects 
on productivity (TFP and labour productivity). The 
highest impact was on investment in machinery 
and equipment and capital intensity followed by 
increase in value-added and TFP. This programme 
also showed increase in labour productivity and 
wages. Again, the HRDF training programme had 
the highest impact on small fi rms. Given the strong 
impact of training programmes on SMEs, it is 
important to ensure high utilisation of funds under 
the HRDF.

In conclusion, the impact assessment showed 
that many of these programmes that were under 
study were generally eff ective in improving the 
performance of SME recipients.  The magnitude 
of impact of these programmes is comparable to 
impact estimates of SME programmes in other 
high income and developing countries.  

The success of the pilot study paves the way for  
more comprehensive studies to be undertaken in 
future on all SME programmes. This would require 
eff orts to improve the information base on SME 
programme benefi ciaries. The focus of future 
programmes should also be centred on enhancing 
labour productivity where the programme impact 
has been limited. The increase in productivity will 
over time have a more lasting impact on wages 
and income of SMEs.
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Forces that Drive SME Performance

In order to accelerate performance of SMEs to the next level, it is important to 
understand the forces that drive SME performance. Analysis of fi ndings from 
the World Bank Productivity and Investment Climate Surveys has revealed 
that there are six factors which infl uence the performance of Malaysian SMEs 
(refer to Chart 4.1). 

The analysis found that innovation and technology adoption was the most 
important performance lever, having the highest impact on total factor 
productivity and employment growth. This was followed by human capital 
development, access to fi nancing, market access and to a lesser extent 
regulations and infrastructure. All these performance levers should be 
enhanced simultaneously or else shortcomings in any of these levers will 
prevent SMEs from reaching their full potential. Currently, SMEs are not 
achieving high performance due to challenges faced in each of these areas. 
The aim of the Masterplan is to address these challenges to unleash the 
growth potential of SMEs to achieve Vision 2020.  
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Innovation and Technology 
Adoption

Comparative studies showed that the level of 
innovation of Malaysian fi rms was at par or higher 
than that of middle-income countries, but far 
below the levels in the high-income countries. 
While the Government has put in place many 
initiatives towards setting up a national innovation 
system to facilitate innovation, generally there is 
lack of participation by SMEs in this system. SMEs 
also often lack the time, manpower and funding to 
conduct research and development (R&D) activity 
and product commercialisation. Technology 
upgrading is also viewed as a cost rather than an 
investment resulting in poor technology uptake by 
SMEs.

Limited Participation in the National 
Innovation System  

SMEs have limited diff usion of technological 
innovations due to lack of participation in the 
national innovation system. While universities and 
public institutions undertake applied research 
there is lack of alignment to market needs. SME 
collaboration with universities has also been 
limited due to lack of facilities in emerging areas 
such as green technology.  SMEs in Malaysia being 
second- and third-tier suppliers have placed them 
further away from the technological frontier, thus 
making it diffi  cult for transfer of technology from 
large companies and multinational corporations. 

The aim is to unleash the growth 
potential of SMEs by addressing the 
challenges in the six performance 
levers
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Low Commercialisation and R&D Activity

Most SMEs do not engage in R&D activities (R&D 
expenditure of SMEs only accounted for 0.05% of 
GDP in 20061) as the capital investment is usually 
beyond the means of SMEs. While Malaysia off ers 
various tax incentives to support R&D activity, only 
a small fraction of SMEs in Malaysia operate at the 
technological frontier, and thus are able to benefi t 
from such incentives. It is also found that SMEs do 
not fully utilise the existing testing and incubation 
facilities due to perceived lack of relevance. 

Another related aspect is that SMEs often face 
challenges in accessing fi nancial support for 
commercialisation of the R&D, particularly new 
technologies such as nano technology and green 
technology. Their lack of resources also inhibits 
SMEs from evaluating marketability of their 

innovation. Even if they do, they fi nd it diffi  cult to 
gain market access thus limiting their desire to 
innovate. Hence, many countries provide support 
for innovative SME products through Government 
procurement.

Poor Technology Uptake

SMEs view productivity improvement activities as 
a cost rather than as a long-term investment. As 
such, SMEs are hesitant to invest in automation 
as the long-term productivity gains may not 
compensate for the high initial cost in acquiring 
machinery or equipment. The problem is further 
aggravated by over-reliance on unskilled foreign 
labour by SMEs. The access to unskilled labour 
has created disincentives for SMEs to adopt new 
technologies and move into higher value-added 
activities.

1 Sourced from the 2008 National Survey on R&D, Ministry of Science, Technology and Innovation, Malaysia
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Human Capital Development

Inadequately educated and skilled workforce is 
the major constraint to growth and productivity 
gains. World Bank surveys have cited inadequately 
educated labour force as the main obstacle to 
business operations and growth (refer to Chart 4.4). 
This problem is more prominent compared to other 
middle income or high income countries. Overall, 
businesses in Malaysia including SMEs face 
diffi  culty in recruiting and retaining skilled workers 
in the technical, supervisory and managerial 
levels.

Workforce Lacks Job Readiness

In essence, the labour supply available lacks job 
readiness, hence resulting in mismatch between 
supply and demand. Lack of industry perspective 
in the curriculum, including up-to-date industry 

knowledge has aff ected the quality of students 
from universities, colleges, technical school and 
polytechnics. There is also negative perception 
on polytechnics and vocational schools thus 
limiting the number of quality workforce available 
to SMEs.

Low Utilisation of Training Programmes

SMEs are generally reluctant to send their 
employees for training due to fear of distruption 
in work activity and staff  pinching by other fi rms. 
SMEs usually perceive training as a cost and do not 
appreciate the long-term benefi ts from productivity 
enhancement. The lack of interest in training could 
also be linked to the limited availability of relevant 
training courses. 
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Non-competitive Rewards and Benefi ts

Most SMEs face diffi  culty in attracting and retaining 
workers due to perceived low remuneration and 
non-competitive rewards and benefi ts. Generally 
SMEs have limited ability to off er attractive 
compensation packages compared to larger 
fi rms resulting in many SME employees switching 
jobs frequently. Many qualifi ed and highly skilled 
manpower seeking better career opportunities 
overseas has also reduced the talent pool within 
the country. 

Access to Financing

Access to fi nancing has always been one of the 
most challenging aspects for SMEs in most 
countries, including high income countries. 
Malaysia has, however, achieved substantial 
progress over the years in improving access to 
fi nancing for SMEs, particularly in the banking 
sector. Based on the Doing Business Report by 
the World Bank, Malaysia has been ranked number 
one for four consecutive years for 'getting credit'.  
At present, banking institutions represent 80 - 90% 
of all SME lending. The share of SME fi nancing 
outstanding to total business loans increased from 
30% in 1999 to 41% in 2011.  

Financing from Non-banking Avenues

At the same time, it is also important to increase 
the scope of non-banking avenues, particularly 
venture capital (VC) industry, angel investment 
and capital market to support the various stages 
of business lifecycle. As Malaysia seeks to 
promote new areas of growth and move towards 
an innovation-led economy, there is a need to 
strengthen new avenues of fi nancing to support 

start-ups and innovative fi rms. Banks are typically 
not structured to take on these types of fi nancing, 
and this requires further development of the VC 
industry and angel investors. For SMEs that have 
expanded to medium-sized companies, access 
to capital market should be further enhanced to 
provide a viable option for companies to expand 
to become large champions.

Poor Creditworthiness and Lack of 
Resources

SMEs particularly microenterprises also face 
challenges in obtaining bank fi nancing constrained 
either by poor creditworthiness, weak recording 
of fi nancial accounts or lack of business viability, 
while banking institutions face challenges due 
to lack of expertise, especially in emerging and 
untested areas, where the risks are perceived to 
be high.   
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Market Access

SMEs face challenges to gain access to both the 
domestic and export markets, but the challenges 
involve diff erent sets of issues.     

Limited Access to Procurement by 
Government and Large Companies 

In the domestic market, SMEs have limited 
access to procurement by Government and large 
companies. This is due to the perception that 
products and services by SMEs are of low quality.  
In addition, SMEs also have limited capacity to 
fulfi l large orders.  Supplying to Government and 
large fi rms is an important step to penetrate into 
the export market. 

Limited Focus of Marketing and Branding

SMEs also have limited focus on marketing and 
branding activities, thus making it diffi  cult for 
their products and services to successfully reach 
consumers at large. Typically, SMEs do not consider 
branding and marketing as a competitive tool as 
they lack the awareness on the importance of such 
eff orts. Even if they do, SMEs often have limited 
resources to undertake in-house marketing and 
branding activities or to engage a good marketing 
and branding consultant.

Lack of Knowledge and Resources 

To venture into the international market, SMEs lack 
adequate knowledge and resources. The cost of 
gathering market information and adhering to the 
requirements would often require signifi cant up-
front investments in terms of fi nancial resources 
and skilled managerial resources. Although at 
present there are many programmes and activities 
off ered by Government agencies and the private 
sector to assist SMEs to export, such initiatives 
remain generic in nature and are not customised 
assistance that SMEs require to venture into 
targeted markets.

Limited Bargaining Power

Low capacity volume of SMEs limits their bargaining 
power in the supply chain. Individual SMEs often 
have diffi  culties in achieving economies of scale 
in the purchase of raw materials and for access to 
consulting services. SMEs are also unable to take 
advantage of market opportunities that require 
large production quantities. 
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Legal and Regulatory 
Environment

Business regulations can be a major impediment 
constraining the growth of SMEs as processes 
and administrative burden can increase the cost of 
doing business.

Registration of Business and Obtaining 
Licenses and Permits

While in the last few years the Government through 
the Special Taskforce to Facilitate Business 
(PEMUDAH) has taken many steps to improve 
the regulatory environment and the public service 
delivery, challenges still remain in the area of 
business registration and obtaining licenses 
and permits (refer to Chart 4.5).  Thus far, the 
Government has initiated the National Business 

Registration system i.e. MyCoID and the Business 
Licensing Electronic Support System (BLESS) 
to address this concern. MyCoID has been 
undertaken to facilitate registration of businesses 
to deal with multiple agencies through the use 
of single reference number, while BLESS is to 
facilitate application and renewal of licenses and 
permits through a single gateway. 

Complying to Regulations

SMEs also face diffi  culty in complying with certain 
regulations due to their poor understanding and 
high compliance cost. For instance, SMEs lack 
understanding of the Intellectual Property (IP) rights 
due to limited in-house capabilities to handle IP 
related issues. Furthermore, compliance cost such 
as tax related requirements tend to be regressive 
on SMEs, thus placing disproportionate burden on 
them. 
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Legislations Disincentivising Formation 
and Growth

There are certain legislations that disincentivise 
business formation, formalisation and growth of 
SMEs such as the Bankruptcy Law and also the 
tax regime. Existing treatment of bankruptcy 
in Malaysia penalises the individuals rather than 
enterprises, and the time taken for discharge 
of bankruptcy in Malaysia is relatively long i.e. 
fi ve years. This is less favourable compared 
to many advanced countries. Meanwhile, the 
diff erentiated tax rate for SMEs (corporate tax rate 
of 20% compared to 25% for other fi rms) may 
discourage fi rms from growing beyond the SME 
defi nition.  In addition, certain authorities do not 
require registration of fi rms as a pre-requisite, thus 
encouraging some businesses to remain informal. 

Infrastructure

While Malaysia has world class infrastructure 
facilities, an effi  cient trade clearance and 
facilitation system is also important to SMEs as it 
aff ects the cost of doing business. The Electronic 
Data Interchange (EDI) system is designed to be 
a single paperless information network for the 
submission of freight cargo clearance documents. 
Nevertheless, fi rms are still required to submit 
trade clearance documents via online as well as 
manual submission to the various authorities. 

Furthermore, there is lack of specialised facilities 
and logistics service providers that are able to 
cater to the special needs of SMEs. Typically SME 
shipments are infrequent with low volume, and 
this reduces their ability to get competitive rates 
from service providers due to lack of economies 
of scale. 

Challenges for SMEs in East 
Malaysia

The challenges faced by SMEs in East Malaysia 
are unique due mainly to inadequate infrastructure 
resulting in issues relating to connectivity and 
quality of basic amenities. The region also faces 
challenges relating to administrative issues, 
obtaining timely information, limited market access 
and informality.

Poor Connectivity and Amenities

Problems in transportation connectivity by way of 
land and sea have resulted in accessibility issues 
and increased the cost of doing business for SMEs 
in East Malaysia. This is further compounded by 
inadequate telecommunication coverage and 
disruptions in basic amenities. The cost of SMEs 
operating in industrial parks is higher as these 
parks have to incur additional costs to ensure 
adequate infrastructure. 
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Administrative Challenges

Registration of private limited companies is under 
the purview of the Companies Commission of 
Malaysia (SSM) where the registration counters 
are mainly available in major cities. Meanwhile, 
registration of sole proprietorship and partnerships 
are with the local authorities. In addition, land 
conversion process such as from agriculture 
to industry can be lengthy and pose additional 
administrative burden to SMEs. These factors 
caused delays in the process of registration, 
obtaining a proper operating license by SMEs as 
well as to qualify for Government assistance and 
SME development programmes. SMEs also face 
diffi  culty in recruitment of workers outside the 
state due to immigration restrictions. SMEs in East 
Malaysia often lose the opportunity to participate 
in Government programmes due to delays in 
accessing accurate and timely information. 

Limited Market Access

SMEs in East Malaysia have limited market access 
due to its dispersed geographical location and 
small market size. The lack of economies of scale 
in production and distribution has aff ected their 
competitiveness. There is also a sizeable informal 
sector operated by immigrants in East Malaysia 
which has posed unfair competition to formal 
SMEs. 

Conclusion

It is important to understand the forces that 
drive performance of SMEs and the constraints 
along these growth levers in order to formulate 
remedial policy actions. The measures have to be 
addressed simultaneously as shortcomings from 
any one factor can weigh down on the overall 
growth prospects of SMEs.
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New SME Development Framework

The analysis on the key characteristics of Malaysian SMEs, factors that drive 
their performance and the current challenges faced by SMEs have provided 
the basis for a new SME Development Framework. The Framework is aligned 
to the broader national aspirations of achieving a high income economy by 
2020. The pathway for SMEs to attain this aspiration is through innovation-led 
and productivity-driven growth.  There are fi ve elements to this Framework, 
namely:
• The vision for SME development moving forward;
• The strategic goals towards achieving this Vision;
• Areas of focus for policy intervention to enhance SME performance; 
• Action Plan to address the current challenges to growth; and
• The institutional capacity to support the implementation of the Plan.

76938_i-82.indd   Sec1:6276938_i-82.indd   Sec1:62 5/14/12   12:20 PM5/14/12   12:20 PM



SME MASTERPLAN 2012-2020 63

Vision 2020 for SME 
Development

The SME Masterplan envisions the creation of 
globally competitive SMEs across all sectors of 
the economy that enhance wealth creation and 
contribute to the social well-being of the nation.  
The strategy would be through a two-pronged 
approach. The Plan would not only have a 
diff erentiated strategy to develop innovative and 
high growth companies to realise their full potential 
and integrate into the global market, but would also 
have comprehensive range of assistance to cater 
to the needs of microenterprises. This makes the 
Plan inclusive and sustainable besides achieving 
the high income aspiration.

Strategic Goals supporting the 
Vision

The analysis leading to the Masterplan revealed four 
key characteristics of Malaysian SMEs relating to 
the low productivity, relatively low level of business 
formation, small number of fi rms that contribute 
to the bulk of the increase in Gross Domestic 
Product (GDP) and employment, and relatively 
high informality. To achieve the Masterplan Vision, 
addressing these areas became the four strategic 
goals of the Plan, namely: 
• Increase business formation;
• Expand number of high growth and 

innovative fi rms;
• Raise productivity; and
• Intensify formalisation. 

Each of these goal has specifi c targets that need to 
be met in order to achieve the overarching macro 
targets on SME contribution to GDP, employment 
and exports. 

1. Increase Business Formation to facilitate 
private sector dynamism through a constant 
stream of new entrants into the market. 
An increase in business formation will not 
only foster greater competition resulting in 
higher productivity and lower prices boosting 
economic growth, it will also stimulate 
innovation, increase number of high growth 
fi rms and enhance prospects for creation 
of strong homegrown companies. The 
Masterplan is targeting for an average annual 
increase of 5% in business registration 
(limited liability) in the period 2012 - 2015, and 
thereafter to pick up to 7% in 2016 – 2020 
(2005 - 2011: average annual increase of 
2.4%). Meanwhile, the entry density refl ecting 
the number of private limited companies 
registered over the working-age population 
(15 - 64 years) is targeted to increase from an 
average of 2.3% in the period 2004 - 2011 to 
3.4% in 2020.

2. Expand Number of High Growth and 
Innovative Firms as they generate the 
substantial share of new jobs and additional 
output in the country and facilitate the leap 
to large fi rms.  Furthermore, these fi rms 
usually have the scale required to be globally 
competitive. The Masterplan targets for an 
average annual increase of 10% in both the 
number of high growth and innovative fi rms 
for the period 2012 - 2020.

The New SME Development 
Framework is aligned to the broader 
national aspiration of achieving a high 
income nation by 2020
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3. Raise Productivity of SMEs to boost 
incomes and standard of living. Eff orts should 
be focused on encouraging automation and 
mechanisation; encouraging product and 
process development; as well as shifting 
resources to higher value-added activities 
towards moving up the value chain. The 
recommendations under the Action Plan is 
expected to double SME labour productivity 
from RM47,000 per worker in 2010 to 
RM91,000 per worker in 2020. This would 
require an average annual increase in 
productivity of 6.9% for the period of 2011 - 
2020 compared to 3.4% in 2004 - 2010.

4. Intensify Formalisation to incentivise 
innovation, growth and promote fair 
competition. It is found that informality 
reduces incentives for innovation, diminishes 
prospects for growth, promotes unfair 
competition, and erodes the tax base.  
Therefore, it is imperative to integrate as 
many SMEs as possible into the economic 
mainstream. The Masterplan targets to reduce 
the share of informal sector to the Gross 
National Income (GNI) from 31% in year 2000 
to 15% in year 2020.
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The targets under each of these goals will 
contribute towards achieving the quantum leap 
growth required for SMEs in meeting the Vision 
of the Masterplan. Successful implementation of 
the Masterplan would place SMEs on a higher 
growth trajectory of 8.7% per annum for the 
period (average annual increase in 2012 - 2020), 
compared with the average annual growth rate 
of 6.5% without the Masterplan or 'business as 
usual' growth path. The accelerated growth is 
expected to increase the contribution of SMEs 
to the economy in 2020 in terms of GDP to 41% 
(2010: 32%), employment to 62% (2010: 59%) and 
exports to 25% (current estimate: 19%) as shown 
in Chart 5.3. 
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Focus Areas Aff ecting Performance

In the previous chapter, the Masterplan has identifi ed six performance levers to accelerate the growth of 
SMEs including the challenges confronting SMEs. In addressing these challenges, the new Framework 
has translated the performance levers into six focus areas which are:
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At present, some initiatives are already being 
undertaken by the various Ministries and Agencies 
to address certain constraints. The Action Plan 
under the Masterplan will build on these measures 
through a holistic approach to strengthen further 
the focus areas to ensure that the most critical 
constraints are being addressed simultaneously. 
This is important towards achieving the strategic 
goals of the Masterplan. 

Action Plan to Accelerate 
Growth

The Action Plan comprises the key 
recommendations of the Masterplan. It consists of 
the 32 initiatives to alleviate barriers and constraints 
along the six focus areas identifi ed to support the 
four strategic goals. These include the six High 
Impact Programmes which combine synergistic 
measures that create a signifi cant impact on the 
set goals. The specifi c focus of the Action Plan is 
to address market imperfections and information 
asymmetry until such time when it is required. 

Institutional Capacity to 
Support Implementation

In order to ensure successful implementation of the 
Masterplan, there is a need to build the institutional 
capacity to carry out this challenging task. It 
includes establishing timely and reliable database 
to make informed policy decisions; instituting 
an eff ective Monitoring and Evaluation (M&E) 
system; strengthening the coordination among 
the stakeholders involved in the implementation of 
the Plan; and creating a vibrant business support 
services, including the formation of a pool of private 
service providers.
 

Reliable Database

Availability of timely and reliable database is 
important to facilitate up-to-date assessment on 
SME performance in all economic sectors. The data 
is also important to undertake the M&E function 
to evaluate the eff ectiveness of programmes. To 
allow this, all parties involved in implementing SME 
development initiatives, particularly the Ministries 
and Agencies must be committed to providing 
timely data. The regularity of data needed, the 
frequency of updating, the standardisation of 
information and the production of regular reports 
are issues that need to be addressed. Other key 
stakeholders involved in this exercise would be 
the Department of Statistics and the Companies 
Commission of Malaysia.
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Monitoring and Evaluation

Monitoring and Evaluation (M&E) is an integral 
part of this Masterplan as we move towards an 
outcome-based approach. A credible M&E system 
has to be put in place to evaluate on a regular 
basis whether the programmes and initiatives 
under the Action Plan are proceeding as planned 
and eff ective in meeting the goals. This will ensure 
that any programmes undertaken have clear and 
defi ned outcomes (both fi nal and intermediate) that 
are measureable and are taken into consideration 
from the initial stage. Among the key tasks of this 
function would be:
• Developing strategies for M&E and reporting 

tools;
• Ensuring M&E is an integral part of programme 

design;
• Updating Action Plan based on outcome 

indicators – to carry on the 'live' nature of the 
plan; and

• Report on progress of initiatives in the Action 
Plan to the National SME Development 
Council (NSDC).

Eff ective Coordination

Coordination is the biggest challenge in SME 
development in all countries as SMEs cut across 
various sectors. Hence, the development strategy 
as outlined in the Masterplan is cross-cutting 
requiring close coordination among the various 
Ministries and Agencies and the private sector 
to ensure that the deliverables are aligned to the 
goals of the Masterplan. This will be the task of 
the Central Coordinating Agency (CCA) that 
oversees the development of SMEs in the country. 
Coordination is not only focused on structured 
meetings and status updates but also establishing 

rapport at the ground level implementation teams 
through regular dialogue and involvement in issue 
resolution. Some key areas to focus for more 
eff ective coordination include:

• Developing and maintaining a programme 
plan of implementation;

• Ensuring budget allocation is managed in line 
with policy;

• Ensuring practicality and feasibility in 
implementation of programmes; 

• Collating and analysing programmes and 
initiatives undertaken by the various Ministries 
and Agencies;

• Analysing output data and outcomes of 
programmes and initiatives from the Action 
Plan; and

• Reporting on specifi c projects including 
success stories.
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Eff ective Business Services

The Masterplan does not only address the supply 
side of the equation but also looks into ensuring 
that SMEs maximise from the initiatives and 
assistance provided by the Government. This can 
only be achieved through greater education and 
outreach to SMEs. There are many areas that SMEs 
need specifi c advice and information to compete 
eff ectively in a diffi  cult and competitive marketplace. 
This entails provision of eff ective business services 
to assist SMEs and dissemination of  up-to-date 
information in order to encourage them to utilise 
the existing programmes and incentives. Among 
the assistance provided would be in penetrating 
the export market; undertaking innovation; 
R&D activity and technology upgrade; fi nancial 
management and fi nancing options etc. 

CCA has the One Referral Centre which would be 
the touch points for SMEs in terms of information 
and facilitation. It would also take lead in providing 
advisory and other support services including 
business development services to SME. These 
would also be replicated at the state levels to ensure 
outreach, while the Ministries and Agencies as 
well as the banking fraternity would have their own 
SME centres to provide advisory and information. 
The Masterplan also advocates for the creation of 
a pool of experts from the private sector who can 
provide eff ective business services. 

Summary

The fi ve key elements of the new SME Development 
Framework will have an important role in charting 
the path of SMEs for the next nine years. While the 
Masterplan takes cognisance of on-going initiatives 
to promote the growth of SMEs, going forward 
eff orts should be strengthened and aligned to the 
goals and vision of the SME Masterplan.  
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chapter6
Future Growth Opportunities for SMEs
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Future Growth Opportunities for SMEs

The economic landscape is expected to change as Malaysia transforms itself 
into a high income economy.  It will be characterised by a gradual shift in all 
sectors of the economy to higher value-added activities that are knowledge-
intensive, driven by innovation and productivity. Of signifi cance, the 
services sector is expected to become a more dominant sector and the key 
driver of growth. The contribution of services sector is expected to increase 
from 58% of GDP in 2011 to 65% by 2020.

Given SMEs' strong presence in the services sector, a major development 
aff ecting SMEs would be the on-going liberalisation of the sector that would 
in the long term enhance productivity, foster competition and create greater 
linkages with large fi rms. In the immediate term, SMEs may be confronted 
with challenges, but liberalisation also ushers new opportunities for SMEs. 
Essentially, liberalisation would irreversibly aff ect the operating environment 
and change the game plan. It may necessitate rationalisation of certain sub-
sectors where SMEs are fragmented. It will also require capacity building 
to strengthen SMEs' position to benefi t from economies of scale, greater 
effi  ciency and product diff erentiation. 
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The Government has identifi ed 12 National Key 
Economic Areas (NKEAs) under the Economic 
Transformation Programme. Focus would be to 
unleash the growth potential of SMEs in areas 
where Malaysia has comparative and competitive 
advantage, as well as expand those areas where 
there is a high multiplier eff ect. A total of 131 
Entry Point Projects have been earmarked under 
the NKEAs, of which an estimated 60% of the 
initiatives are expected to benefi t SMEs across all 
economic sectors. 

Moving up the value chain will witness 
recalibration of activities by SMEs to 
higher value-added and knowledge-
intensive activities, driven by   
innovation and productivity
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The challenge would be to shift SMEs up the value chain. At present, SMEs are predominantly concentrated 
in the back-end of the value chain in the NKEAs, mainly in low to medium value-added activities. Only a 
few sophisticated SMEs are present in the high value-added activities, mainly in the services sectors. The 
macroeconomic reforms and the initiatives under the SME Masterplan are expected to spur recalibration 
of activities towards the higher-end of the value chain. SMEs should venture into medium to high value-
added activities under each of the NKEAs as summarised in Chart 6.1.

Sector Activities (not exhaustive)

Low Value-added Medium Value-added High Value-added

Agriculture Production of industrial crops, 
small-scale farming (e.g. food 
crops), animal breeding

Food processing, refi ning of 
industrial crops, commercial- 
scale farming (e.g. swiftlet, 
seaweed, herbal)

Niche farming (e.g. organic), 
R&D (new breeds)

Electrical & 
Electronics

Assembly, testing, packaging Adaptive R&D (including 
reverse engineering), product 
development, contract 
manufacturing

Innovative R&D, high-end 
product development (e.g. 
integrated circuits and 
microchips)

Healthcare Out-patient care, general 
practitioners, health screening

Intermediate & long-term care 
medical devices

Specialty diagnostics, specialty 
treatment

Communications 
Content & 
Infrastructure

Installation and breakdown 
maintenance support

Solutions development, 
e-services, systems integration

Module or product development, 
creative content, integrated 
solutions provider

Education Small-scale tuition, vocational 
training

Corporate training, content 
development, early childhood 
education, online content 
delivery

Niche education, professional 
coaching

Palm Oil Palm oil production Refi neries, biomass, oleo 
derivatives

Downstream products (e.g. 
cosmetics, pharmaceutical)

Wholesale & Retail Groceries, non-outlets (e.g. 
vending machines), small-scale 
F&B outlets

Specialty retail and wholesale, 
franchise outlets, convenience 
stores, online shopping

Concept / branded F&B outlets, 
luxury goods outlet

Tourism Budget transportation, 
accommodation and support 
e.g. ticketing, booth contractors

Mid-range transportation and 
accommodation, tour package 
provision, event management

Luxury transportation and 
accommodation, high-end 
tourism concept (e.g. cruise, 
medical & eco), premium outlets 
and entertainment zones

Financial Services Financial intermediaries (e.g. 
insurance agents), recovery 
agencies

Personalised services such as 
fi nancial, tax and accounting 
advisory

Boutique investment fi rms, 
research fi rms, fund houses, 
wealth management services

Business Services Small-scale M&E engineering, 
traditional consulting service

Construction related and 
environmental management 
services, shared services 
(business process outsourcing, 
knowledge process outsourcing)

Professional services (e.g. legal, 
oil fi eld services and equipment), 
maintenance, repair and 
overhaul (MRO)    

Oil, Gas & Energy Spare parts, installation Mechanical & electrical services, 
plant services, maintenance 
services

Solar power, energy effi  ciency 
products

 Current areas of concentration by SMEs
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Wholesale and Retail

About 50% of all SMEs are in the wholesale and 
retail trade activity. SMEs constitute 99.6% of 
total retail establishments. The majority of SMEs 
are small-scale traditional stores, specialising in 
certain types of goods such as grocery, food and 
beverages, pharmaceutical, clothing, footware, 
sports goods and electrical appliances. These 
outlets are usually owner-operated and assisted 
by family members and/or a few workers. 

In recent years, growth in the distributive trade 
services industry has been vibrant owing to 
growing domestic demand arising from changing 
demographics and consumer behaviour. In 
addition, there has also been a discernible shift 
towards modern retail formats such as specialty 
stores, wholesale, franchise and convenient stores. 
On-line shopping is also gaining popularity among 
SMEs due to improved availability of e-commerce 
infrastructure as well as reduced costs of starting 
up businesses online. 

A signifi cant initiative taken under the NKEA is 
to boost the performance of SMEs through the 
transformation of small sundry shops into modern 
retail outfi ts to enhance their competitiveness under 
the Small Retailer Transformation Programme or 
TUKAR. The Government also aims to transform 
night markets and wet markets into community 
markets, through the Pasar Komuniti (PAKAR) 
programme. For the more savvy shoppers, there 
are also initiatives to promote online payment 
facilities, virtual mall and e-commerce activities. 

Tourism 

The tourism industry is the second largest 
foreign exchange earner for the country next to 
manufacturing. The industry holds signifi cant 
potential given that Malaysia is one of the top 
most visited countries in the world (ranked ninth in 
2011) and that the Government is targeting a high 
number of more than 25 million tourists each year. 
SMEs should capitalise on these developments. 
At present, most of the SMEs are involved in 
various segments of the value chain such as 
accommodation, tour operation, entertainment, 
ground transport, restaurants, etc. However, 
SMEs should also leverage on the wide selection 
of tourism products such as eco-tourism, edu-
tourism, business tourism, event tourism and 
sports tourism. Opportunities also exist in the 
area of event management such as Meetings, 
Incentives, Conference and Exhibitions (MICE), 
as well as in high-end accommodation and luxury 
transportation services. 
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Communications Content and
Infrastructure (CCI) 

Malaysia has a strong presence of SMEs in the 
ICT industry, accounting for 92.3% of all business 
establishments in the industry. These SMEs 
predominantly operate in the Systems Integrator 
and the Services Provider segments. More than 
90% of the SMEs in the ICT space are involved 
in providing generic IT solutions such as fi nancial, 
accounting, human resource (HR), and customer 
relationship management (CRM) for local 
companies. Opportunities exist in higher value-
added and more sophisticated market segment 
such as the creative content and e-services i.e. 
e-Healthcare, e-Learning and e-Government. The 
creative industry, particularly the content industry 
such as cartoon animation provides a market 
access channel for SMEs to enter the international 
market. In addition, the consolidation of the ICT 
service giants is creating market opportunities for 
SMEs, primarily in those markets where the large 
players can no longer build satisfactory economies 
of scale. 

NKEA
Share to GDP (%)

2009 2015f

Wholesale and 
Retail 

13.3 15.1

Tourism RM54b RM115b

Communications Content 
& Infrastructure

9.8 10.2

Business Services 2.6 3.3

Education 1.0 2.0

Healthcare n/a n/a

Financial Services 11.7 12.7

Agriculture 1.0 2.0

Electrical & Electronics n/a n/a

Palm Oil 3.3 (RM17b) RM21.9b

Oil, Gas & Energy 13.1 
(RM68.3b)

11.1 
(RM81.9b)

f : forecast
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Business Services 

SMEs make up 99.3% of all establishments in the 
business services segment (including professional 
services), of which majority are operating in the 
midstream and downstream segments of the 
value chain. Hence, these fi rms are featured by 
low value-added potential, intense competition 
and high commoditisation of services. Amidst 
the growing concerns on climate changes and 
quest for environment friendly and sustainable 
development, the new growth drivers are in niche 
design and consulting such as green building, 
integrated sustainability solutions, and renewable 
energy projects. These areas provide high value-
add potential and have evolved to become the new 
commanding height in the value chain. However, 
these activities are currently dominated by large 
fi rms due mainly to lack of support and talent for 
SMEs to engage in such activities. Among the 
initiatives that SMEs can benefi t under the NKEA 
include:

• Initiative to develop multi-disciplinary 
construction fi rms which are expected to 
improve the access to large-scale projects for 
capable SMEs;

• The enforcement of Green Building Index 
(GBI), coupled with the carbon credit initiatives 
are envisaged to incentivise stakeholders 
to become more serious in adopting green 
principles; and

• Maintenance, Repair and Overhaul (MRO) 
services which will be an area of lucrative 
opportunities for SMEs involved in engineering 
services.

Education 

SMEs make up 98.4% of all establishments in 
private education services. The majority of SMEs 
are, however, concentrated in the midstream and 
downstream activities, namely content delivery, 
support services, retail and distribution. Yet their 
operations are primarily confi ned to the medium 
as well as low value-added segments within each 
category of activities. In the content delivery 
segment for instance, SMEs are mainly operating 
in medium value-added activities such as early 
childhood education centres and corporate training 
centres to businesses involved in the low value-
added activities such as small-scale tuition centres 
and vocational training centres.

Moving forward, there is vast potential for SMEs to 
tap into private higher education institutions and 
international schools. These are some examples 
of high value-added content delivery businesses, 
where only few SMEs are currently present. SMEs 
also have opportunities to benefi t from spill-over 
eff ects of many projects announced in the ETP such 
as the 'rapid scaling up' initiative and EduCity@
Iskandar. SMEs need to explore and develop 
specialised courses that cater to niche markets, 
particularly in the content delivery segment. 
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Healthcare
 
Average wages in microenterprises are highest in 
the healthcare services sector, mainly boosted by 
wages of doctors operating private clinics. Their 
presence is particularly strong in the urban areas. 
Outpatient services, are dominated by the private 
sector, except for rural areas where Government 
clinics are often the only healthcare facilities 
available. In general, majority of the SMEs operate 
in low value-added segments such as health 
promotion, disease prevention, and step-down 
care, as well as diagnosis and treatment of simple 
conditions. Future areas that hold opportunities 
for SMEs are due to emergence of innovations in 
healthcare services and entrance of new service 
providers along the value chain. This trend is 
likely to create new direct and indirect business 
opportunities for SMEs. Furthermore, there is huge 
growth potential for specialty diagnostics and 
treatment  in the healthcare travel market. 

Financial Services 

While bulk of the value-added of the fi nancial 
services sector is contributed by large entities 
in the banking and insurance segments, in terms 
of numbers, SMEs represent 99% of the total 
establishments. SMEs are involved in activities 
such as money lending, pawn broking, money 
changing, intermediaries in the insurance segment, 
tax and fi nancial consultants. They are mainly in 
the lower-end of the value chain, comprising non-
core fi nancial services to complement their larger 
counterparts in delivering fi nancial services to the 
end consumers. However, there are also some 
SMEs that provide personalised services such as 
fi nancial, tax and accounting advisory services of 
which fall into the medium value-added category. 
Opportunities also exist in more specialised areas 
such as boutique investment fi rms, research fi rms, 
fund houses and wealth management that are of 
high value-added services. 

Going forward, SMEs can tap into the growing 
demand for Islamic fi nance and expected upturn 
in sophisticated services. Other opportunities for 
SMEs to leverage include the upward trend in 
growth in personal fi nance services, insurance, 
IPO markets and merger and acquisition (M&A) 
activities. There is also room in developing 
customised products and services. Proximity of 
SMEs to end-users provides them with the ability 
to target niche segments, such as rural and less 
wealthy groups. 
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Agriculture 

The agricultural sector is mainly dominated by 
small-scale farms. SMEs account for 99.1% of all 
establishments in the agriculture sector including 
the palm oil industry. Even though the presence of 
SMEs is visible across all core activities in the value 
chain, most of the high value-added activities are 
dominated by large fi rms. Meanwhile, SMEs are 
concentrated in farming activities such as cash 
and industrial crop plantations, and husbandry, 
horticulture, aquaculture, fi sheries and livestock, 
as well as low value-added processing activities. 
SMEs are involved in undertaking small-scale 
activities with very low level of mechanisation and 
technology deployment, although in recent years 
eff orts have been taken to improve productivity. 

Malaysia’s agriculture sector is currently being 
modernised and rejuvenated as an important 
engine of growth. As such, SMEs should participate 
in the various programmes undertaken by the 
Government to transform the sector. Emphasis 
will be on greater deployment of technology 
and machinery as well as investment in R&D to 
improve effi  ciency, processes and methods. The 
Government has also identifi ed food processing 
as a targeted area in a move towards reducing the 
country’s trade bill for agriculture products. This will 
spur opportunities for agricultural products such as 
fruits, vegetables, fi sh, meat, dairy, eggs, coff ee, 
herbal products and seeds as well as in niche 
farming. In addition, SMEs should take advantage 
of Malaysia as a strategic location for high value-
added aquaculture farming and processing. SMEs 
can also benefi t from commercial-scale farming 
and plantation of seaweed and herbs.
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Electrical and Electronics 

SMEs constitute 77.9% of all business 
establishments in this sector.  Majority of these 
SMEs concentrate on low value-added activities 
such as assembly, packaging and testing, as well 
as fabrication of components and manufacture 
of low-end products. Opportunities exist in the 
form of adaptive and innovative R&D; high-end 
product development; contract manufacturing 
across semiconductors; solar; light emitting 
diode (LED); industrial electronics; and electrical 
home appliances which are expected to result 
in deepening the capabilities of SMEs in higher 
value-added activities. Furthermore, the trend 
towards extensive application of electronics across 
various sectors, together with the development 
of multimedia ICT sector, will provide growth 
opportunities for SMEs. 

Considerable potential also exists for SMEs to 
accumulate advanced functional experience in 
upstream activities through penetration of domestic 
and overseas markets in the developing countries 
and non-traditional markets. SMEs should leverage 
on the national innovation system which will ehance 
their management and innovation capabilities, 
reduce R&D risks, enhance the knowledge sharing, 
and foster closer linkages. They should also take 
advantage of Malaysia as a popular shared services 
and outsourcing (SSO) location to perpetuate 
process and product upgrading and develop new 
R&D and design capabilities. 

Palm Oil 
 
The presence of SMEs in the palm oil industry 
is more visible in the upstream activities, 
where technological requirements are relatively 
low. Meanwhile, their large counterparts are 
conglomerates participating across all segments in 
the value chain ranging from plantation, milling and 
crushing, to manufacturing of high value-added 
products. SMEs are less involved in downstream 
activities due to the high capital requirements and 
technological constraints associated with such 
ventures. Those that venture into downstream 
activities also concentrate on low value-added 
and low-technology application activities such as 
plantation, milling, and crushing activities. 

Going forward, SMEs could benefi t by venturing 
into the lucrative downstream activities such as 
those in the health and cosmetic product segments 
that off er high returns and are still at their infancy 
stages. Adoption of mechanisation to boost 
productivity, penetration into lucrative markets 
such as the Middle East and production of oleo 
derivatives, bio-mass and bio-fuels are among 
specifi c initiatives that will benefi t SMEs.
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Oil, Gas and Energy 

Under this NKEA, SMEs are mainly in the oil fi eld 
services and equipment (OFSE) space. SMEs 
predominantly operate in the medium as well as 
low value-added segments of the value chain, 
such as equipment assembly and manufacturing; 
off shore structure fabrication; and operations and 
maintenance (O&M) services; as well as being 
involved in the construction and installation work. 

Going forward, SMEs have greater scope to 
move to higher value-added activities such 
as engineering consulting, design and R&D. 
Signifi cant opportunities exist for maintenance and 
replacement of assets, in addition to development 
of new fi elds, which will continue to drive growth 
of SMEs. SMEs also have opportunities to develop 
technical capabilities to meet demands for process 
improvement through introduction of innovative 
processes and products, and to capitalise on 
opportunities brought about by expansion of energy 
capacity and intensifi ed exploration activities.

Conclusion

The national policies have identifi ed the areas 
where Malaysia has competitive economic 
advantages through the NKEAs. The Government 
will continue to pursue pro-growth policies to 
open new opportunities and facilitate new areas 
of growth for private sector development. The 
SME Masterplan will be focusing on initiatives to 
raise productivity amongst SMEs and to upgrade 
all sectors up the value chain towards more value 
creating activities that generate rapid growth and 
utilise high skilled employment. Moving up the 
value chain requires recalibrating activities to be 
fundamentally driven by innovation and further 
reinforced by investments in human and physical 
capital. SMEs should be looking into value creating 
activities that are globally competitive. 
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Action Plan to Accelerate Growth

Introduction

The New SME Development Framework has laid 
the strategic direction and identifi ed the six focus 
areas which are the levers to accelerate SME 
growth. In order to overcome the constraints in 
each of these six focus areas and enable SMEs 
to achieve high performance, a comprehensive 
Action Plan comprising a list of 32 initiatives 
was developed. The Action Plan was co-created 
with stakeholders to ensure that the initiatives 
are relevant, pragmatic and implementable 
(see box article on page 86). The engagement 
provided greater insights on the underlying causes 
constraining growth and to obtain solutions from 
the ground. At the same time, a top-down approach 
was adopted comprising recommendations of 
international best practices but adapted to suit 
the specifi c needs of Malaysia. The co-creation of 
the Action Plan was important to ensure collective 
responsibility by all stakeholders to facilitate a 
smooth implementation of the Plan. 

Guiding Principles

The SME Masterplan has set ambitious targets 
to facilitate a quantum leap growth in SMEs. 
Hence, the initiatives under the Action Plan have 
to be impactful to bring about the desired results. 
These initiatives were based on the eight guiding 
principles outlined in Chart 7.1.  
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Key Initiatives in the Action 
Plan 

Through the top-down and bottom-up approach 
refl ecting interactions with the public and private 
sector stakeholders, more than 60 measures were 
identifi ed. Bearing in mind that the initiatives need 
to be impactful to achieve the macro targets, 
these measures were reviewed further to check 
on relevancy, impact, priority and alignment to the 
Plan. The measures were clustered and fi nally 32 
initiatives were identifi ed, cutting across the six 
focus areas. These comprise: 

• Six High Impact Programmes (HIPs) which 
are critical towards achieving the Masterplan 
goals. These HIPs are the drivers of change 
that would make the diff erence and to take 
SMEs to the next level of development. 
Hence, it is important to ensure that all the six 
HIPs are successfully implemented to see the 
full impact; 

• 14 initiatives clustered into four thematic 
areas, namely creating demand for SME 
products and services, resource pooling 
and shared services, reducing information 
asymmetry, and building capacity and 
capability; 

• Specifi c measures for East Malaysia; and

• Other measures that are macro in nature 
and aff ect SME businesses. 

Each of these initiatives can contribute towards 
achieving one or more than one goal (Chart 7.2). The 
SME Masterplan takes cognisance that the various 
Ministries and Agencies are also undertaking 
corrective measures at the same time to address 
some of these challenges faced by SMEs and the 
Action Plan reinforces the importance of these to 
attain the SME development objectives.
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public-private partnerships. Basically these 
programmes would be managed and delivered by 
the private sector, but will be owned by a Ministry 
or Government agency. The lead agencies will 
report the progress and outcomes through the 
Central Coordinating Agency (CCA) to National 
SME Development Council (NSDC).  

High Impact Programmes 
- the Drivers of Change

The six HIPs were carefully selected on the basis 
of their potential for the highest magnitude of 
impact on the four goals and macro targets. 
The HIPs are mainly intended to address either 
market imperfections or information asymmetry 
with a clear exit timeline towards a market-driven 
continuity. These HIPs, would be initiated through 

The SME Masterplan Based on Consensus

The SME Masterplan was developed after extensive engagement with the stakeholders, including 
SMEs, Ministries and Agencies, think-tanks, business associations and chambers. The engagement 
began from the outset in June 2010 with the initiation of the diagnostic study on SMEs. 

This was followed by workshops conducted in July 2011 to discuss on each of the six focus areas, 
namely innovation and technology; human capital development; access to fi nancing; market access; 
legal and regulatory environment; and infrastructure. A specifi c Action Plan for East Malaysia was 
also developed based on stakeholders engagement in Miri, Sarawak from 18 -19 July 2011.

Subsequent to these workshops, focus group meetings were held with selected stakeholders 
including the Ministry of Science, Technology and Innovation (MOSTI), Ministry of Higher Education 
(MOHE), Bank Negara Malaysia (BNM), Pembangunan Sumber Manusia Berhad (PSMB), Talent 
Corporation Malaysia, Agensi Inovasi Malaysia (AIM), Securities Commission Malaysia (SC), 
Companies Commission of Malaysia (SSM), SMI Association, Air Freight Forwarders Association 
of Malaysia (AFAM), venture capitalists and SMEs to verify and strengthen the proposed measures. 
The Concluding Session was held on 29 September 2011 in Kuala Lumpur and attended by 114 
participants representing 63 organisations.

Throughout the formulation period, the SME Masterplan was scrutinised at several levels i.e. at 
the Technical Committee headed by the Secretary General of the Ministry of International Trade 
and  Industry (MITI), a Steering Committee chaired by YB Minister of MITI before being endorsed 
by the National SME Development Council (NSDC), chaired by YAB Prime Minister of Malaysia on 
23 November 2011.
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HIP 1 : 
Integration of business registration 
and licensing to enhance ease of doing 
business

This programme is aimed at creating a single 
window for both business registration and licensing 
to encourage formation of businesses. At present, 
there are two separate systems that have been 
initiated, namely:

• My Corporate Identity (MyCoID) for 
registration: The Phase 1 of this project 
included linking fi ve Government agencies, 
namely the Companies Commission of 
Malaysia (SSM), Inland Revenue Board (IRB), 
Employees Provident Fund (EPF), Social 
Security Organisation (SOCSO) and SME 
Corporation Malaysia (SME Corp. Malaysia). 
The plans are to extend MyCoID to more 
Ministries and Agencies over the years; and

• Business Licensing Electronic Support 
System (BLESS) for licensing: The initiative 
that began in the Klang Valley and focusing 
on three sectors, namely the manufacturing, 
construction and hotel sectors will be 
extended to all sectors nationwide by 2013. 

HIP 1 relates directly to ease of doing business, 
which is one of the most important factors 
in contributing towards creating an enabling 
ecosystem for businesses to form and grow. 
In recent years, Malaysia has seen signifi cant 
progress in this area through the initiatives taken 
by the Special Taskforce to Facilitate Business 
(PEMUDAH) under the aegis of the Chief Secretary 
to the Government. Malaysia’s ranking in terms of 
starting a new business from the Doing Business 
Report of the World Bank has improved from the 

113th position in 2010 to 50th position in 2011. 
On licensing, a review by PEMUDAH in 2011 
resulted in a 50% reduction in the total number of 
licenses under the 23 Ministries from 780 licenses 
previously to 373 licences. This is estimated to 
contribute towards reducing compliance costs by 
the business community of about RM729 million. 

The proposal under HIP 1 is to further enhance 
the ease of doing business by integrating both 
the MyCoID and BLESS into a single window to 
facilitate starting a business. Currently, SMEs 
continue to rely heavily on the manual process. 
Registration and licensing are also decentralised 
and maintained separately in East Malaysia. 
Registration of companies in East Malaysia is by 
SSM, while registration of sole proprietorships 
and partnerships is under the purview of the state 
authorities and the data is not consolidated. At the 
national level, in some cases, registration is also 
not compulsory for obtaining certain licenses and 
permits, which has encouraged informal activities. 
HIP 1 will result in:

• Streamlining and simplifying procedures for 
starting a new business, and thus encouraging 
higher business formation;

• Reducing costs and time taken to start a 
business; and

• Encouraging formalisation as business 
registration will be made  pre-requisite for 
licensing.
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The key features of this Programme include:
• A single registration number (identifi cation number) which will used by the whole Government for 

all other purposes;
• A single online clearance window;
• Standardised registries and process across Malaysia including Sabah and Sarawak; 
• A clear client charter for approval; and
• Registration is a pre-requisite to acquire all licenses and permits.

Country Experience

Many countries are moving towards some form of one-stop online business facilitation system. 
Examples of countries that have achieved remarkable results through such systems are New 
Zealand and Singapore. Both these countries are consistently in the top fi ve ranking of the World 
Bank’s Doing Business Report.

• New Zealand (ranked number 1 in 2012 Report) has 99.5% of all business fi ling done online 
coming through the business net system. 

• Singapore (ranked number 4 in 2012 Report) had savings totalling USD27 million when it 
switched over to the Online Business Licensing System linking 260 types of licenses across 30 
Ministries and Agencies.
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HIP 2 : 
Technology Commercialisation Platform  
to encourage innovation

Technology Commercialisation Platform (TCP) is a 
programme to link all existing innovation initiatives 
under one platform. This is to ensure that it is 
seamless for SMEs to move from one stage to 
another in the entire innovation process and to link 
with early stage fi nancing. Currently, while there 
are many initiatives to promote innovation, these 
initiatives are fragmented and not inter-linked and 
there exist gaps between the diff erent phases 
of innovation. Given this, SMEs face diffi  culty 
in accessing the national innovation system. 
Furthermore, SMEs are not linked to commercial 
funding as fi nancing for many of these innovation 
initiatives are mainly dependent on public funding.

HIP 2 addresses the gap through a holistic and 
market-driven approach in supporting innovation 
and industrial competitiveness. It is designed to 
remove market and fi nancing barriers to innovation. 
The programme will provide the necessary support 
services required from proof of concept (POC) 

to commercialisation. This will be done through 
provision of fi nancial and technical assistance; 
market information; incubation facilities; testing 
facilities and other relevant services, all in a single 
platform. 

Creation of a national network of TCP will 
promote business-to-business linkages, enhance 
knowledge sharing and facilitate trade and export 
opportunities through linkage to similar programme 
in other countries. TCP is expected to increase the 
number of high growth and innovative fi rms in the 
country, promote higher survival rate of fi rms and 
enhance recognition of innovative SMEs as being 
'good deals' to venture capitalists.

This Programme will be built on the existing 
landscape. Currently there are numerous research 
institutes, incubators and testing facilities 
operated by both the private and public sectors. 
Infrastructure for such incubation services typically 
include technology parks and shared research 
facilities, as well as funding schemes that enable 
entrepreneurs to gain access to capital. 
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Country Experience

Australia has implemented a similar 
programme successfully. The merit-based 
assistance programme offers funding 
and resources to accelerate the business 
building process for Australian companies, 
entrepreneurs, researchers and inventors.  
It offers a range of funding options as well 
as multi-layered networking opportunities to 
help achieve business success.  Participants 
in the programme work with dedicated Case 
Managers and benefi t from the Volunteer 
Business Mentor Network. The programme 
has assisted 154 innovators with funding of 
USD62 million and expert advice from its 
National Case Manager Network. 

In Singapore, the Technology Enterprise 
Commercialisation Scheme offers 
competitive grants, in which proposals are 
ranked based on the evaluation of both 
technical and commercial merits by a team 
of reviewers, and the best are funded. 

The key features of these Programme are:
• Integrate current incubation facilities under 

one national platform;
• Programme managers are incentivised upon 

successful commercialisation; and
• Provide better linkages between SMEs and 

potential fi nancers.

Selection of companies and entrepreneurs utilising 
this platform would be completely market-driven. 
This means that the platform is accessible to all 
SMEs as long as their concept has adequate 
commercial merit. Once the companies or 
entrepreneurs are accepted into the programme, 
access to existing funds would be provided for 
the development of POC or prototypes. This 
stage will use existing technology facilities made 
available through private companies or the public 
infrastructure, including research institutes and 
incubators on a fee basis. Support would also be 
made available in the form of advice from a network 
of experts. Upon completion of POC, TCP will 
facilitate matchmaking between entrepreneurs and 
venture capital fi rms networked by the platform or 
linked to the next HIP, namely the SME Investment 
Programme. 
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HIP 3 : 
SME Investment Programme to provide 
early stage fi nancing

SME Investment Programme (SIP) addresses early 
stage fi nancing needs of SMEs to facilitate the 
shift towards an innovation-led and high income 
economy. 

Through SIP, the Government would invest long-
term capital in privately-owned and managed 
investment companies that are licensed, hence 
complementing the existing VC landscape. 
Essentially, the SIP is a 'fund of funds' – meaning 
that portfolio management and investment 
decisions are left to qualifi ed private fund managers. 
The investment companies would raise capital 
from private investors with a pledge of equal debt 
capital availability from the Government. The debt 
capital will be subjected to a maximum cap for 
each investment company.

Once capitalised, the licensed investment 
companies will be allowed to invest in potential 
Malaysian SMEs. The type of funding provided 
by these fi rms could be equity, debt or a hybrid of 
both and will be guided by a minimum target debt 
investment so as to benefi t SMEs. This will also 
bring down the cost of capital for these investment 
fi rms. Under the programme, there is a minimum 
holding period of the investment company of its 
SME investee. 

Checks and balances will also be instituted to avoid 
misuse of funds through this scheme, including 
limiting activities of the investment companies:
• Only can invest in SMEs;
• Not allowed to invest in other investment 

companies, fi nance companies or fi nance-
type leasing companies; 

• Not allowed to undertake passive or casual 
businesses; 

• Prohibit purchase of real estate; and 
• Prohibit involvement with any entity whose 

primary business activity is deemed contrary 
to public interest.
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HIP 4 : 
Going Export Programme to expedite 
internationalisation of SMEs

The Going Export (GoEx) Programme is aimed 
at addressing challenges faced by SMEs on new 
market entry overseas due to the high upfront 
costs and lack of detailed knowledge about the 
new markets and competitors. The programme 
is targeted at fi rst time exporters or existing 
exporters venturing into new products or new 
markets. The programme is to provide customised 
and comprehensive assistance on steps to export. 
These include linkage to expertise, buyers and 
trade fi nancing. The programme will facilitate SMEs 
to access detailed information on the targeted 
markets, including information on the buyers; 
competitors; pricing; logistics; supply chain; 
consumer preference, regulations, legislation etc. 
Lack of such information has been a key barrier 
due to the uncertainty on the potential export 
markets.  

Country Experience

In the United States, the Small Business 
Administration (SBA), partners with 
investment fund managers and private 
investors to channel capital into small 
businesses. The multi-billion dollar 
programme called the Small Business 
Investment Company (SBIC) Program was 
created in 1958 to bridge the gap between 
entrepreneurs’ need for capital and traditional 
sources of fi nancing. 

For every USD1 an SBIC raised from a 
private investor, the SBA provides USD2 
of debt capital subject to a cap of USD150 
million. The programme which has been in 
existence for more than 50 years has helped 
small businesses to expand and grow in a 
wide spectrum of sectors such as medical 
and health, manufacturing, transportation, 
consumer related, communications and 
media, business services and others.  The 
SBIC has been instrumental in providing early 
stage fi nancing to successful companies 
such as Apple, Hewlett Packard, Federal  
Express, Staples etc. 
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At present, export development programmes are 
mainly provided by the Government in the form 
of general information, assistance to participate 
in overseas fairs and missions, and assistance in 
brand development. The GoEx programme will 
build on these existing initiatives to provide end-to-
end export facilitation through structured planning 
and technical advisory. The programme aims to 
build over time a pool of practitioner experts who 
can help provide value-added services which are 
critical for success in exports. 

The Programme will be in the form of a matching 
grant to assist export-ready SMEs to venture 
abroad. The grant will fi nance the development 
and execution of an export sales plan (ESP) that 
is co-created with the help of practitioner experts. 
The matching grant on a reimbursement basis is 
only provided when the SME is at the last steps 
on the ESP.  This will ensure only genuine SMEs 
that are serious to export will participate in the 
programme. 
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Country Experience

In Tunisia, the Export Market Access Fund 
offers co-fi nancing for fi rms and professional 
associations to spur investment in market 
research and other programmes to raise 
export market access and competitiveness. 
It also fi nances other steps to increase 
exports, such as acquisition of equipment 
and sponsorship of workshops. The matching 
grant helps professional organisations to 
support groups of fi rms operating under 
shared export plans.

The assistance will include: 
• Customised assistance on steps to export 

provided by practitioner experts;

• Facilitate access to market intelligence on 
details on the targeted market by linking to 
experts;

• Link exporters with potential overseas forums 
and customers; and 

• Advisory to identify quality requirements 
and alignment with any Mutual Recognition 
Agreements (MRAs) that Malaysia has signed 
with other countries.

This Programme will be temporary, until such 
time when a pool of capable local private service 
providers or practitioner experts is developed.  The 
Government will gradually phase out the fi nancing 
aspect while maintaining the soft-support aspect, 
making this an exemplary of public-private 
partnership model. The programme is also 
expected to increase the number of SME exporters 
in the country and to raise their contribution of total 
exports from 19% currently to 25% by 2020 (APEC 
average: 30% of exports).
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HIP 5 : 
Catalyst Programme to promote 
homegrown champions

The Catalyst Programme is designed to remove 
market barriers and provide targeted assistance to 
potential high growth fi rms to become homegrown 
champions. At present there are similar initiatives 
including the High Performing Bumiputera 
Companies (TeraS) by Unit Peneraju Agenda 
Bumiputera (TERAJU) and the Green Lane Policy 
for Innovative SMEs by the Ministry of Finance 
(MOF). The idea is to expand such assistance to 
all potential SMEs across sectors and strategic 
areas. This is one of the creative ways to achieve 
the 2020 macro targets and at the same time 
create homegrown champions that can compete 
in the regional and international markets.  Several 
countries have taken the similar path.

The Programme takes a targeted approach by 
providing total support in the areas of bank 
guarantee, fi nancing, procurement, talent, and 
mentoring. The cornerstone of this Programme 
is a transparent and clear selection criteria that 
facilitates the most deserving and highest potential 
SMEs to participate in this programme. Selection 
will be based on management expertise, past 
performance, scalability and others. The selection 
process will also leverage on the existing tools like 
the SME Competitiveness Rating for Enhancement 
(SCORE) and 1-Innovation Certifi cation 
for Enterprise Rating and Transformation 
(1-InnoCERT). The Programme will have a clear 
exit mechanism for companies that have achieved 
the intended results or for those that did not 
succeed. 
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Country Experience

Taking a targeted approach to handhold a selected group of potentially high growth fi rms has 
become a popular strategy taken in many countries. These countries offer special incentives and 
handholding assistance to ensure that the targeted companies expand and grow their business. 

In 2005, the New Zealand Trade and Enterprise (NZTE) introduced the Client Management 
Services, Growth Services Fund and Market Development Services programmes to accelerate the 
development of fi rms with high growth potential towards enhancing their contribution to the overall 
economic growth. Interested companies are screened by an initial appraisal process and segmented 
into high, medium and emerging companies with client managers assigned to them. Subsequently, 
the client managers will undertake further assessment to understand the needs and plans of the 
participating companies to provide customised assistance under the three programmes. 

In the United States, the Mass Challenge competition connects entrepreneurs with the key resources 
they need to launch and succeed immediately. Winners are provided with fi nancing, training and 
networking opportunities. 

76938_83-108.indd   9676938_83-108.indd   96 5/14/12   12:22 PM5/14/12   12:22 PM



SME MASTERPLAN 2012-2020 97

HIP 6 : 
Inclusive Innovation to empower the 
bottom 40% of the income pyramid

The aim of Inclusive Innovation is to empower 
the bottom 40% of the income group to leverage 
on innovation. The programme will promote 
transformation of communities, including 
microenterprise in the rural areas through 
handholding as well as provision of technical, 
fi nancial and management support. At present, 
most of the innovation support programmes 
are largely targeted at developing sophisticated 
technology for the middle and high income groups. 
There is lack of focus to support simple grassroot 
level innovation. 

Transition to an 'innovation' economy would entail 
inclusion of all strata of society and enterprises of 
all sizes. Inclusive Innovation will not only enhance 
productivity among the low-income population, 

but would also assist these communities to access 
basic necessities such as utility services, housing, 
education, healthcare and telecommunication at 
low-cost and better quality. The programme will 
also contribute to increasing the innovation pool 
in the country. 

This Programme will be developed through a two-
pronged approach:

i. Innovation targeted at masses: refers to 
products or solutions that help communities 
such as e-payment, e-commerce, etc. The 
products and services are innovated by either 
SMEs or large fi rms outside the communities 
to improve their quality of life; and

ii. Innovation from grassroots: are basically 
innovation by members of the communities, 
for example, cycle powered paddy processing 
machine, etc.
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Participants from both these innovation groups will 
be eligible for assistance in the form of technical 
and management advisory, support facilities, 
linkage to fi nancing, promotional support and 
other forms of incentives. Among these include:

• Support SMEs to undertake R&D, technology 
adoption and acquisition; 

• Convert pilot technologies to commercially 
viable and aff ordable quality products for 
mass production;

• Support grassroots innovators from product 
development stage to  commercialisation and 
marketing of their products; 

• Encourage R&D institutes to support 
technologies that meet the needs of the 
bottom 40%;

• Promote Inclusive Innovation among the rural 
business community; and

• Collaborate with relevant international bodies 
for transfer of selective Inclusive Innovation 
technologies to Malaysia and vice-versa.

Country Experience

In India, the government through the 
USD1 billion Inclusive Innovation Fund has 
invested actively in the new generation 
of Indian entrepreneurs who are in the 
process of building world class enterprises. 
The innovations focus on problems of the 
poor, without compromising the economic 
success. Two of such innovations are the 
prosthetic leg at only USD28 and the world’s 
cheapest laptop costing USD35.

Paddy Processing Machine
Invented by Bau anak Lumpuh from 

Sarawak using recycled Honda 
electric engine

Mini Hydro Electric Generator
Invented by Hamid Jasmin from Sabah 
using recycled mechanical parts from 

construction site
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Thematic Measures  

The six HIPs are complemented by 14 other 
measures that are clustered into four themes with 
most impact on SME businesses (refer to Chart 
7.9).

Theme 1 : 
Resource pooling and shared services to 
overcome scale disadvantages 

Low volume capacity limits bargaining power of 
SMEs in the supply chain. Individual SMEs often 
have diffi  culties in achieving economies of scale 
in the purchase of inputs and services resulting 
in higher cost of doing business. SMEs are also 
unable to take advantage of market opportunities 
for large orders. These factors frequently limit the 
competitiveness of SMEs vis-à-vis large fi rms and 
their ability to grow. These disadvantages could be 
addressed by encouraging SMEs to pool resources 
and utilise shared services via the following three 
measures:

i. Encourage Consortiums and Aggregation 
of Service Providers for bulk purchase and 
to consolidate and market SME products 
and services

 SMEs can make bulk purchase of inputs, 
raw materials and services through service 
providers to reduce costs. These service 
providers can also consolidate output of SMEs 
to serve large orders either in the domestic 
or export market through e-commerce 
platforms. 

ii. Establish Logistics Consolidation 
Centres to assist SMEs pool demand and 
resources to overcome limitations from 
low volume and infrequent shipment

 The logistics consolidation centres are able to 
cater SME needs of transporting small volume 
of cargo at competitive rates. The modus 
operandi is to promote freight consolidation 
among SMEs to enable shipments on a regular 
basis and timely delivery of SME goods to their 
clients. This can be implemented through:
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• Physical centres: Logistics hubs across 
the nation strategically located near 
remote clusters of SMEs to facilitate 
movement of cargo at a competitive rate 
through aggregation.  

• Online e-commerce platform: Link 
SMEs to logistic players and provide 
tools such as reverse auctions to enable 
market making. 

iii. Enhance Human Resources (HR) and 
Organisational Development support 
for SMEs to better attract and retain 
employees

 Pooling of organisational development 
and human resource services by certifi ed 
third party service providers would 
enable participating SMEs to off er their 
employees competitive benefi ts at par with 
larger establishments. Some of the areas 
where shared services can be deployed 
include human resource planning, career 
development, payroll, group insurance and 
medical benefi ts. 

Theme 2 : 
Create demand for SME products and 
services for greater market access

The SME Masterplan does not only address 
constraints on the supply side. SMEs usually need 
support for their products and services. Unlike 
large establishments which have big promotional 
budget for advertising and branding, SME 
products are usually not known to many. SME 
products are also perceived to be of low quality. In 
many countries, governments have played a major 
role in supporting SME products through specifi c 
government procurement policies. If SMEs want 
to venture abroad, it gives greater confi dence to 
foreign buyers on the quality of their products and 
creditability of the companies if these products 
are purchased by large fi rms or their respective 
governments in the home country. Some of the 
measures to create demand for SME products and 
services are: 

i. Mandate a specifi c Government 
procurement policy for SMEs

 The Government can mandate that a 
proportion of its procurement of goods and 
services are from qualifi ed SMEs and that a 
portion of large Government contracts are 
subcontracted to qualifi ed SMEs. Similarly 
Government-linked companies should be 
encouraged to procure from SMEs and 
invest in supplier development programmes 
targeting at locally-owned SMEs.  
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ii. Encourage MNCs to procure from 
SMEs through the vendor development 
programmes

 Multinational Corporations (MNCs) are 
encouraged to develop their suppliers 
through a structured programme. Assistance 
should be geared in helping second-tier 
suppliers to become fi rst-tier suppliers to 
Own-Brand-Manufacturers (OBMs) and 
Own-Design-Manufacturers (ODMs). There 
are also opportunities under the Economic 
Transformation Programme, where the Entry 
Point Project (EPP) owners who are mainly 
large establishments would also need to be 
linked to capable SMEs as suppliers and sub-
contractors for their projects.  

iii. Provide fi nancial support to enable SMEs 
to comply with market standards and 
certifi cation

 The 'SME Quality Management Enhancement 
Plan' should be initiated to help SMEs 
raise their international competitiveness 
through adoption of new quality standards 
and certifi cations, dissemination of quality 
management knowledge and benchmark 
against top performers. At the same 
time, Government needs to ensure  that 
the Malaysian standards are aligned to 
international product standards, and that 
SMEs comply with these standards. Such 
standards will be useful in improving the 
public perception of the quality of products 
and services off ered by SMEs.

Theme 3 : 
Reduce information asymmetry to 
enhance opportunities

Comprehensive information is necessary to ensure 
all parties can make informed decisions that can 
enhance SMEs' access to resources and markets. 
For example, information asymmetry is a common 
problem faced by SMEs with regards to access to 
fi nance bankers may not have suffi  cient information 
on the credit history of SMEs to assess their credit 
standing. At the same SMEs may not have enough 
information on the diff erent products and services 
off ered by banking institutions and on preparing 
project proposals to potential fi nanciers. Some 
of the possible measures to reduce information 
asymmetry include: 

i. Enhance current credit information 
system to address information asymmetry, 
i.e. to include Government funding

 It is proposed that a comprehensive database 
on Government funding to SMEs be 
established similar to the existing database 
compiled under the Central Credit Reference 
Information System (CCRIS). The data will 
be useful for potential fi nanciers to evaluate 
SMEs by validating the credit history of a 
company. 

ii. Foster greater IP adoption among SMEs 
through better awareness and advisory

 SMEs need basic advisory support on the 
processes, requirements and implications of 
Intellectual Property (IP) protection through 
awareness and educational programmes. 
The Government can also avail to SMEs a 
pool of qualifi ed private Intellectual Property 
protection experts at aff ordable rates. 
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iii. Establish an Independent Panel of Experts 
comprising industry experts to assist 
fi nancial institutions to evaluate new 
technology projects

 Banks may have diffi  culty in evaluating SMEs 
in new growth areas, which is very diff erent 
from the traditional sectors that are usually 
backed by collateral. This Panel of Experts 
will be able to provide expert opinion on the 
commercial viability of projects, while banks 
will continue to do the credit risk evaluation. 
Services from the Panel of Experts can be 
obtained based on pay per use model.

iv. Eff ective outreach to enhance fi nancial 
inclusion 

 Outreach programmes such as awareness 
campaigns, publications and eff ective 
advisory services will be carried out together 
with industry associations to enhance 
fi nancial inclusion. Areas that require attention 
would be to educate SMEs on fi nancial 
management, increase awareness on 
importance of establishing credit worthiness 
and good credit standing in order to enhance 
their bankability. In addition, the impact of 
the newly introduced PARTNER initiative to 
standardise SME application forms across 
the banks should be evaluated.  Over time, 
SMEs should be encouraged to apply to 
several potential banks through an online 
Single Application Window.

Theme 4 : 
Building capacity through knowledge 
acquisition and skills upgrade 

Building capacity of SMEs will be paramount not 
only towards enhancing the skills and productivity 
of SMEs, but also to ensure resilience of SMEs in 
sustaining their business over the long term amidst 
an uncertain external environment and competition 
from liberalisation of markets. The proposed 
measures are: 

i. Ensure industry readiness of new entrants 
into the workforce

 In most instances, it is found that new 
entrants into the workforce from the local 
universities, colleges and polytechnics are 
not industry ready. One of the measures to 
address would be by establishing a Talent 
Advancement Programme (TAP). Under this 
programme, SMEs will be able to access 
potentially good students from these higher 
education institutions to work for them for 
two years. Their salaries will be partially paid 
by the Government or a sponsor organisation, 
and after which if the SME decides to retain 
the talent, the SME will have to reimburse the 
full payment for the two years. This will ensure 
the sustainability of the funds to continue with 
this programme. An Apprentice Programme 
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for Lecturers can also expose lecturers 
to hands-on industry experience, while at 
the same time help SMEs acquire relevant 
knowledge. Finally, greater participation by 
industry professionals as part-time lecturers 
and in the design of the curriculum would help 
to upgrade the quality of students from these 
institutions. 

ii. Transform polytechnics and technical 
fi elds into a career of choice

 Polytechnics and technical fi elds need to be 
transformed to become a career of choice 
for students. This can be done through 
rebranding of these institutions by increasing 
professionalism in the fi eld; creating good 
training ambience; and linking the institutions 
with foreign counterparts through twinning 
programmes. 

iii. Tap-on talent from abroad to address 
skills shortage among SMEs

 The current tap-on talent from abroad initiative 
will be expanded to include SMEs as potential 
employers. For example, Government 
scholars from the Public Service Department, 
Majlis Amanah Rakyat (MARA), etc. who are 
not absorbed into the public service after 
graduation, will be released to the private 
sector including SMEs. A fi ltering mechanism 
will be put in place to ensure reputable and 
capable SMEs are selected as potential 
employers so that the scholars fi nd their 
careers fulfi lling and they can be retained. 
A 'Skills Transfer Programme' will also be 
established to encourage and permit foreign 
talents working in Malaysia to train SMEs. 

iv. Intensify human capital training 
programme to meet specialised skill 
needs

 It is proposed that a review of the 
Pembangunan Sumber Manusia Berhad 
(PSMB) Act be undertaken with a view to allow 
for comprehensive sector coverage of the 
Human Resource Development Fund (HRDF). 
The review is to expand the sector coverage 
from the current 23 sub-sectors to include 
other sub-sectors except business, fi nancial 
and construction services. Simultaneously, 
SMEs will be continuously educated on the 
long-term benefi ts of training programmes 
to encourage greater utilisation of the Fund 
to benefi t a larger group of SMEs and their 
employees.
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Developing SMEs in East 
Malaysia

Findings from the Masteplan workshops 
highlighted that SMEs in Sabah and Sarawak faced 
greater diffi  culty in terms of access to resources 
and information as compared to their counterparts 
in Peninsular Malaysia due mainly to issues relating 
to connectivity. Addressing these barriers would 
be a step towards unleashing the growth potential 
of SMEs in East Malaysia, which account for some 
10% of the total establishments in the country. The 
32 initiatives proposed in the Masterplan are also 
applicable to SMEs in East Malaysia. In addition, 
fi ve specifi c measures are outlined for SMEs in 
East Malaysia. The fi rst two measures relating to 
infrastructure development will also be integrated 
into the Tenth and Eleventh Malaysia Plans.

i. Improve connectivity within East Malaysia 
and with Peninsular Malaysia

 Good connectivity is fundamental to facilitate 
trade and business activity. The under-
developed infrastructure and transportation 
connectivity in East Malaysia have not only 
impacted accessibility but also the cost of 
doing business. Given the high investment 
requirements and the long gestation period, 
it is proposed that priority be given to 
developing and linking areas with high trade 
volume through quality roads and sea ports, 
especially along the development corridors 
in Sabah and Sarawak. It is proposed that 
infrastructure upgrade also include equipping 
industrial parks with the required amenities 
and facilities to cater to needs of SMEs.

ii. Improve basic amenities in East Malaysia 
through increased investments and 
enforcement

 Access to reliable basic amenities such 
as power supply and telecommunication 
networks has constrained economic activities 
of SMEs in East Malaysia. It is essential 
that Service Level Agreements and basic 
Quality-of-Service is developed, maintained 
and enforced on service providers to ensure 
consistency and transparency in service 
delivery and to build confi dence amongst 
potential entrepreneurs and investors. 

iii. Improve Government delivery to address 
administrative challenges 

 In East Malaysia, SME also face challenges 
due to decentralisation of certain Government 
administration including registration of 
businesses as well as connectivity issues 
that limit SMEs particularly in remote areas 
to have access to timely and accurate 
information. In this context, the Government 
will work towards streamlining procedures 
and enhancing its network by adopting more 
innovative access mechanisms such as mobile 
business registration counters and possible 
tie-ups with district offi  ces or post offi  ces to 
serve as business registration counters.
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iv. Ease market access for SMEs in East 
Malaysia through deregulation, provision 
of aggregation infrastructure and 
enforcement on informal sector

 Deregulation of industries would contribute to 
reducing the cost and enhancing accessibility 
to quality inputs by SMEs.  SMEs would 
also benefi t from provision of aggregation 
of services and products as well as greater 
enforcement to address informal businesses 
that pose unfair competition to local registered 
businesses.

v. Review laws and policies taking into 
consideration market realities in East 
Malaysia

 Competitiveness of SMEs in East Malaysia has 
been aff ected by costs related to connectivity 
and availability of inputs, restrictive regulations 
hindering interstate labour mobility and setting 
up of branch offi  ces as well as the small 
market size. Hence, these restrictions would 
need to be reviewed to allow businesses to 
thrive. National policies would also need to 
take into consideration these unique factors 
in instituting the policy in East Malaysia. 

Other Supporting Measures

The Action Plan also highlights seven other 
measures to accelerate the growth of SMEs. Most 
importantly, are the four macro initiatives relating 
to trade facilitation, taxation policy, Bankruptcy 
Law and the foreign worker policy.

i. Re-orient existing eff orts towards the 
creation of an integrated and eff ective 
trade clearance and facilitation system

 
 The existing online trade facilitation system 

has to be fully operationalised to promote 
paperless processing linking Ministries and 
Agencies, port authorities, customs brokers, 
freight forwarders and other relevant parties. 
At the same time, there should be eff orts to re-
engineer business processes of Government 
Agencies to reduce the time and cost taken 
as well as evaluate to facilitate removal of 
outdated and redundant regulations related to 
the transport sector. The move will expedite 
SMEs to internationalise their products and 
services. 

ii. Review tax regime of SMEs to remove 
disincentives for growth

 The current diff erentiated corporate tax regime 
of 20% for SMEs (for the fi rst RM500,000 of 
taxable income) compared to the 25% for 
other businesses may discourage companies 
from expanding. It may also encourage 
entrepreneurs to establish many small 
companies. It is proposed that a review of 
the tax regime be undertaken to remove such 
anomalies and transitional support for SMEs 
may be required if there is a policy change.
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iii. Amendments to Bankruptcy Law to give 
entrepreneurs a second chance

 The impending amendment to the Bankruptcy 
Law should allow a second chance to 
entrepreneurs by expediting the closure of a 
bankrupt business and to facilitate starting a 
new business.

iv. Synchronise measures to encourage 
productivity enhancement technologies 
and processes by SMEs with other 
relevant labour policies

 Initiatives to encourage automation, 
mechanisation and adoption of ICT through 
incentives and other support programmes 
should be synchronised with other relevant 
policies such as phasing out of foreign labour, 
Minimum Wage etc. The policy to phase out 
foreign workers should be specifi c with a clear 
timeline for all sectors.

v. Ensure greater commercial alignment 
in research focus of public and private 
institutions to meet industry needs

 Research institutes and universities need to 
focus more on applied and adaptive research 
which will benefi t SMEs to encourage them to 
to tap onto the existing infrastructure. Greater 
commercial alignment of the research can be 
attained through modifi cation of screening 
criteria for research grants for more applied and 
adaptive research. The industry themselves 
have to be involved right from the beginning of 
a project - from selection and scoping stages. 
Performance indicators of researchers need 
to also include components such as industry 
interactions, SME advisory projects and in 
the long term, commercialisation value of 
research conducted.
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vi. Expedite growth of venture capitalists, angels and risk capital to create a more vibrant 
funding environment 

 In addition to the SME Investment Programme, there is also a need to boost the vibrancy of the 
venture capital, angel investment and risk capital segments to cater to the needs of SMEs requiring 
early stage fi nancing. The move will contribute towards diversifying the fi nancial landscape for SMEs 
beyond the banking system. It is noted that there is also a need for 'passing of baton' between 
fi nanciers at various business stages according to their risk and reward appetite or investment 
mandate. In this context, a review may be necessary to assess the current policies, regulations, and 
incentives for the VC industry and angel investors. In addition, there should be greater education, 
awareness and training for investment management professionals to enhance their understanding 
of investment options in SMEs.

vii. Revitalise role of overseas trade offi  ces

 Malaysia’s overseas trade offi  ces can play a greater active role in assisting SMEs to internationalise 
their products and services. These offi  ces can provide specialised support and technical services 
as well as facilitate business linkage and networking opportunities for SMEs.
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Implementation and Institutional 
Capacity Building

Implementation considerations

The most challenging aspect of the SME Masterplan would be the execution. 
It requires extensive coordination with the various Ministries and Agencies 
and the private sector to make this happen. To undertake the task, it is 
important for a single agency to be the custodian of the Masterplan. The 
Agency will be accountable for ensuring implementation of the Plan as well 
as to track the progress to ensure that the objectives of the Plan are achieved. 
SME Corporation Malaysia (SME Corp. Malaysia) as the Central Coordinating 
Agency (CCA) and Secretariat to the National SME Development Council 
(NSDC) has been tasked with this responsibility. 
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Successful implementation of the Plan hinges on a 
number of factors as in Chart 8.1. The most critical 
success factor for the Plan to work is to ensure 
that there is a strong central agency to implement 
the Masterplan. 

SME Corp. Malaysia has made signifi cant strides 
in transforming itself since 2009 from a programme 
implementing agency to a central agency that 
formulates policy, coordinates programmes across 
the Ministries and Agencies as well as implements 
some of the programmes. Among its deliverables 
have been: 

• Work together with the Department of 
Statistics to establish a comprehensive 
database on SMEs comprising annual GDP, 
employment and productivity in addition to 
the Economic and SME Census 2011;

• Establish a surveillance system to monitor 
performance and identify issues / risks faced 
by SMEs. This is done through regular surveys 
as well as feedback from the state offi  ces;

• Undertake detailed assessment and 
projections on SME performance based on 
the above information and also to identify 
probable impact from appropriate policy 
actions; 

• Enhance coordination by working together 
with the Ministries and Agencies as strategic 
partners in assisting with their programmes 
and outreach; 

• Move towards introducing an outcome-based 
approach in SME development; and

• Develop the SME Masterplan to chart the 
policy direction of SMEs until 2020.

The most challenging task would be in 
executing the Masterplan as it requires 
extensive coordination among the 
various Ministries and Agencies and 
the private sector
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The role of SME Corp. Malaysia has to be further 
strengthened, empowered and elevated to take 
on the lead role to implement the Masterplan. This 
may require some organisational restructuring and 
changes to the coordination mechanism to allow 
greater empowerment for the Agency to function 
eff ectively in executing the Plan. SME Corp. 
Malaysia would need to be given suffi  cient authority 
and resources and have a more active role in the 
budgetary decision on SME development.  

The recommendations in the Action Plan would be 
the basis for designing key programmes moving 
forward. SME Corp. Malaysia together with the 
Ministries and Agencies would also need to review 
the existing programmes to rationalise those that 
overlap; remove those that do not have signifi cant 
impact; and realign programmes that remain 
relevant with the goals of the Masterplan. SME 
Corp. Malaysia would be involved from the early 
stage of planning and allocation of resources for 
the programmes undertaken by Ministries and 
Agencies. This may require reallocation of resources 
to meet the elements in the SME Masterplan, 
particularly to stimulate innovation and upgrade 
the operations and skills of SMEs towards raising 
productivity and income. 
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In undertaking the monitoring and evaluation 
role, SME Corp. Malaysia has to put in place a 
world class Monitoring and Evaluation (M&E) 
system. Evaluations would require accurate and 
credible fi rm level data and this entails working 
together with the Ministries and Agencies 
to collate the necessary information from 
programme recipients. An important element of 
the New SME Development Framework is the 
Institutional Capacity Development to enable the 
implementation of the Plan. This involves building 
up expertise of personnel involved in undertaking 
the M&E function and strengthening capacity 
in other areas including research capabilities 
and ability to undertake economic assessment, 
econometric analysis, policy formulation and 
business development services. 

The functions and role of the Agency has to be 
clearly defi ned to ensure that it is independent 
and able to undertake evaluations including 
controversial programmes with no confl ict of 
interest. The focus would be on working with the 
Ministries and Agencies in rolling out the Plan. This 
may require strengthening of the Act or additional 
laws to provide the Agency suffi  cient authority in 
undertaking its new role. 
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An important aspect of the implementation 
of the Plan is establishing an eff ective M&E 
mechanism which is evidence-based. The 
six High Impact Programmes and the other 
initiatives in the Action Plan will be translated 
into implementable programmes with one lead 
Ministry or Agency responsible for each of 
these programmes. The responsible entity will 
work with SME Corp. Malaysia on the design of 
the programme, including the eligibility criteria 
and the key performance indicators – output, 
intermediate outcomes and fi nal outcomes. The 
primary responsibility for programme M&E would 
rest with the individual Ministries and Agencies 
undertaking the programmes, while SME Corp. 
Malaysia will be responsible for the overall M&E for 
SME development based on the SME Masterplan 
objectives. 

SME Corp. Malaysia would also be engaging the 
private sector to participate in the Masterplan 
especially in the six High Impact Programmes 
through public-private partnerships. The role 
of industry associations, chambers and Non-
Governmental Organisations (NGO) will be 
further enhanced in assisting in reaching out 
the programmes to more SMEs in the country 
and in capacity building at the district, state 
and national levels. This may require nationwide 
business counseling programmes at grassroot 
level in concert with the private organisations. The 
research capability would also have to be built 
over time to undertake action-oriented research to 
address critical issues and needs of SMEs.
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Implementers should view evaluation as a 
key management tool to improve the overall 
eff ectiveness of their programmes. Information 
on the programme recipients such as the 
characteristics of the fi rm and its performance 
before and after receiving the assistance is 
vital to be monitored. This could be undertaken 
through surveys. Once these agencies execute the 
programme, they would have to report the progress 
to SME Corp. Malaysia on a regular basis. 

The impact assessment would provide insights 
on how well the programme is working and where 
required, the design may need to be fi ne-tuned 
to further enhance its eff ectiveness. This is what 
makes it a 'living plan' that can be fi ne-tuned over 
time to adjust to environmental and structural 
changes that may take place. However the vision, 
goals and overall strategy remains the same. The 
M&E would also require an upgrade of the current 
systems interfacing the Ministries and Agencies 
with SME Corp. Malaysia to enable submission of 
information on timely basis for accurate analysis. 
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Another important consideration in rolling out 
the Plan would be to update the statistics and 
projections following the fi nalisation of the 
Economic and SME Census 2011. This would 
give the latest picture on the number of active 
SMEs in the country and whether there has been 
any signifi cant change to the characteristics of 
SMEs. It will also provide a basis for a study on 
the defi nition of SMEs, whether it necessitates a 
review to refl ect structural changes that may have 
taken place. The defi nition is important in defi ning 
the eligibility of fi rms for access to programmes 
and fi nancial assistance. 
 

Finally the Agency should consider establishing a 
Risk Mitigation Plan to be able to reduce the risks 
associated in implementing the Plan. This would 
comprise external and internal risks.  In the next few 
years, amidst the rebalancing, the global economy 
is likely to remain uncertain with volatility in fi nancial 
markets that may pose external risks to Malaysia’s 
growth momentum. The internal risks comprise 
policy changes on the macroeconomic front and 
issues associated with the implementation and 
operation processes of the Masterplan itself. This 
may include risks from resource constraints due 
to escalation in costs; delays in execution; lack of 
authority of the coordination agency in driving the 
policies and programmes; and challenges faced 
in coordination and alignment of the policies and 
programmes. 
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A New Beginning

The SME Masterplan will set the stage for a new beginning in taking SME 
development to the next level. It will require altogether a diff erentiated 
approach in looking at SME development. There is a clear policy direction 
forward based on achieving specifi c goals which are linked to the overall vision 
of the Plan of creating a new breed of SMEs that are globally competitive. 
The SME Masterplan is anchored to the overarching national policy goals 
articulated in the Vision 2020, New Economic Model and the Economic 
Transformation Programme. In order to ensure rapid economic growth that is 
inclusive and sustainable, the country needs a strong base of thriving SMEs.

Empirical evidence indicated that there are six growth levers that contribute 
to the high performance of Malaysian SMEs. These growth levers are :
• Innovation and technology adoption;
• Human capital development;
• Access to fi nancing;
• Market access;
• Legal and regulatory environment; and
• Infrastructure.

At present, SMES are not achieving high performance due to challenges 
faced in each of these areas. The Masterplan proposes an Action Plan to 
address these challenges simultaneously. The Action Plan comprises six 
High Impact Programmes and other complementary initiatives which have 
been carefully deliberated based on consultation with the private sector and 
further substantiated by evidence and best practises in other countries. The 
evidence-based approach makes this Plan unique. 

The Plan strongly advocates public-private partnership and outlines how the 
Government can work together with businesses. The Government will play a 
facilitative and catalytic role in creating the enabling environment in addition 
to incentivising the private sector to cater to the underserved markets or 
achieve strategic objectives that cannot be met otherwise. The end game 
is to unlock the growth potential of SMEs. Going forward, the private sector 
will be directly involved not only in assisting the Government in this agenda 
through the outreach programmes and capacity building initiatives but also 
in carrying out some of the High Impact programmes. The private sector will 
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also provide invaluable feedback to policy makers 
to help enhance the features of the programmes 
as we implement the Plan, thus making this a 'live 
plan'.

Another very important element of the Masterplan 
that will change the SME development landscape 
is the outcome-based approach. Every initiative 
will be monitored and evaluated to assess the 
impact and success in meeting the expected goals. 
Funding will be prioritised based on the overall 
eff ectiveness of the programmes. Outcome-based 
approach will ensure that sound decisions are 
made on the basis of quantitative assessment. 

The Masterplan also focuses on many capacity 
building initiatives to enhance the productivity 
of SMEs and overall resilience to withstand 
competition, especially in the light of market 
liberalisation. Malaysian SMEs need to position 
themselves as liberalisation has not only brought 
competition closer to home but has also ushered 
new opportunities that SMEs should take 
advantage. 

The key challenge would be in the paradigm shift 
in executing this Plan. As the famous economist 
John Maynard Keynes remarked in 1936 'The 
diffi  culty lies not in the new ideas, but in escaping 
from the old ones', hence, the challenge would be 
for the change in mindset to move SMEs to the 
next stage of development.
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Summary of Action Plan: 32 Initiatives

6 High Impact Programmes 

Key Performance Indicator1  Goal Targets

1 Integrate registration and licensing of business 
establishments to enhance ease of doing business ¦ Time/cost to start new 

business     

2 Establish Technology Commercialisation Platform to 
comprehensively integrate SMEs and start-ups into the 
national innovation system

¦ No. of commercialised 
ideas       

3 Rejuvenate non-banking funding eco-system to provide 
early stage fi nancing through the SME Investment 
Programme (SIP)

¦ No. of companies funded
    

4 Establish Going Export (GoEx) Programme to expedite 
internationalisation of  SMEs ¦ No. of companies 

exporting   

5 Initiate Catalyst Programme to provide comprehensive 
support to SMEs with high growth potential to become 
homegrown champions

¦ No. of high growth fi rms
      

6 Foster Inclusive Innovation i.e. 'Innovation targeted at 
masses' and 'Innovation from grassroots' to empower 
the bottom 40% of the income pyramid

¦ No. of innovative ideas 
supported         

 

4 Thematic Measures

Key Performance Indicator1 Goal Targets

Theme 1 : Promote resource pooling and shared services to overcome scale disadvantages

7 Encourage Consortiums and Aggregation Service 
Providers for bulk purchase and to help consolidate and 
market SME products and services

¦ No. of consortiums 
established   

8 Establish Logistics Consolidation Centres to assist 
SMEs pool demand and resources to overcome low 
volume and infrequent shipment limitations

¦ No. of centres established
     

9 Enhance Human Resources (HR) and Organisational 
Development (OD) support for better employee 
attraction and retention by SMEs

¦ Setting up of OD academy
     

Theme 2 : Create demand for SME products for greater market access

10 Mandate a specifi c Government procurement policy for 
SMEs ¦ Policy established   

11 Encourage MNCs to procure from SMEs through the 
vendor development programme ¦ Value of ETP projects 

awarded to SMEs     

12 Provide fi nancial support to enable SMEs to comply 
with market requirements of standards and certifi cation ¦ No. of SMEs with 

certifi cation       

  Increase business formation  Expand number of high growth and innovative fi rms  

  Raise productivity  Intensify formalisation                                                 

1 The key performance indicator is an example and not exhaustive

76938_109-130.indd   12476938_109-130.indd   124 5/14/12   12:24 PM5/14/12   12:24 PM



Catalysing Growth and Income
125

Key Performance Indicator1  Goal Targets

Theme 3 : Reduce information asymmetry to enhance opportunities

13 Enhance current credit information system to address 
information asymmetry, i.e. to include Goverment 
funding

¦ More comprehensive credit 
information    

14 Foster greater Intellectual Property (IP) adoption among 
SMEs through better awareness and advisory ¦ No. of IP fi lings by SMEs     

15 Establish Independent Panel of Experts (IPEs) 
comprising industry experts to assist fi nancial 
institutions to evaluate new technology projects

¦ No. of SME applicants 
utilising IPEs    

16 Eff ective outreach to enhance fi nancial inclusion ¦ No. of SMEs reached out 
each year         

Theme 4 : Building capacity through knowledge acquisition and skills upgrade 

17 Ensure industry readiness of new entrants into 
workforce ¦ % of new entrants 

absorbed in related 
industry

    

18 Transform polytechnics and technical fi elds into a 
career of choice ¦ No. of twinning 

Polytechnics     

19 Tap-on talent from abroad to address skills shortage 
among SMEs ¦ No. of Govt. scholars 

joining SMEs      

20 Intensify human capital training programmes to meet 
specialised skill needs ¦ No. SME employees 

trained     

Measures for East Malaysia

Key Performance Indicator1 Goal Targets

21 Improve connectivity within East Malaysia and with 
Peninsular Malaysia ¦ Average speed and cost of 

cargo delivery         

22 Improve basic amenities in East Malaysia through 
increased investments and enforcement ¦ Improved basic amenities       

23 Improve Government delivery to address administrative 
challenges ¦ Average turn-around-time 

of Government delivery         

24 Ease market access for SMEs through deregulation, 
provision of aggregation infrastructure and better 
enforcement of informal sector

¦ Deregulation completed
      

25 Review laws and policies taking into consideration 
market realities in East Malaysia ¦ Review completed         

  Increase business formation  Expand number of high growth and innovative fi rms  

  Raise productivity  Intensify formalisation                                                 

1 The key performance indicator is an example and not exhaustive
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Other Supporting Measures

Key Performance Indicator1 Goal Targets

26 Re-orient existing eff orts towards the creation of an 
integrated and eff ective trade clearance and facilitation 
system 

¦ National Single Window 
implemented as per 
original vision

      

27 Review tax regime for SMEs with a view to remove 
disincentives for growth ¦ Policy reviewed and impact 

assessed       

28 Amendments to Bankruptcy Law to give entrepreneurs 
a second chance ¦ Law amended   

29 Synchronise measures to encourage productivity 
enhancement technologies and processes by SMEs 
with other relevant labour policies

¦ No. of SMEs adopting 
technology      

30 Ensure greater commercial alignment in research focus 
of public and private institutions to meet industry needs ¦ No. of research projects 

with SME involvement       

31 Expedite growth of venture capitalists, angels and risk 
capital to create a more vibrant funding environment ¦ No. of companies funded     

32 Revitalise role of overseas trade offi  ces ¦ No. of overseas offi  ces 
with SME services   

1 The key performance indicator is an example and not exhaustive

  Increase business formation  Expand number of high growth and innovative fi rms  

  Raise productivity  Intensify formalisation                                                 
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 Defi nition of SMEs

 The defi nition of SMEs is based on two criteria:
• The total sales turnover/revenue of a business in a year; OR
• The number of full-time employees of a business.

Generally SMEs in Malaysia are defi ned as follows:
• Manufacturing sector: Sales turnover of less than RM25 million OR full-time employee of less than 

150
• Services and other sectors: Sales turnover of less than RM5 million OR full-time employee of less 

than 50

Detailed defi nition by category namely Micro, Small and Medium is as follows :

 Annual Sales Turnover :

Size Manufacturing 
 (including agro-based) 
&  manufacturing-related 
services

Primary Agriculture Services Sector
(including ICT)

Micro Less than RM250,000 Less than RM200,000 Less than RM200,000

Small From RM250,000 to
less than RM10 million

From RM200,000
to less than RM1 million

From RM200,000
to less than RM1 million

Medium From RM10 million
to less than RM25 million

From RM1 million
to less than RM5 million

From RM1 million
to less than RM5 million

 
 Number of Full-Time Employees :

Size Manufacturing 
 (including agro-based) 
&  manufacturing-related 
services

Primary Agriculture Services Sector
(including ICT)

Micro Less than 5 employees Less than 5 employees Less than 5 employees

Small From 5 to less than 
50 employees

From 5 to less than 
20 employees

From 5 to less than 
20 employees

Medium From 50 to less than
150 employees

From 20 to less than 
50 employees

From 20 to less than 
50 employees
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SME Corporation Malaysia
Secretariat to the National SME Development Council

Address  :  Level 6, SME 1, Block B
  Lot E, Jalan Stesen Sentral 2
  Kuala Lumpur Sentral
  50470 Kuala Lumpur
Tel  :  603-2775  6000
Fax  :  603-2775  6001

or visit SME Corp. Malaysia's website : www.smecorp.gov.my 
or SMEinfo portal : www.smeinfo.com.my

ALL RIGHTS RESERVED. No portion of this publication may be reproduced 
without written permission from the publisher. Every effort has been made to 
ensure that the information contained herein is correct at the time of publication.
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