12t Malaysia Plan to power digitalisation among SMEs Oct 2021
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The government had tabled the 12" Malaysia Plan 2021-2025 (12MP) last month. The agenda
lays out the medium-term plan for the next 5 years, which is also a new phase of the longer-
term Shared Prosperity Vision 2030. It entails transformational approaches mainly based on
3 themes and 4 catalytic policy enablers.

The development spending is estimated to skyrocket 53.8%, ballooning to RM400 billion
(11MP: RM260 billion). Some of the yet-to-be-disclosed budgeted expenses will be used to
rehabilitate public agencies that are in financial difficulties, namely Lembaga Tabung Haji and
the Federal Land Development Authority (FELDA). Nonetheless, it is expected that more than
half of the gigantic expenditure will be channelled to the conventional, social, and economic
infrastructures — roads, hospitals and schools.
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As SMEs play a pivotal role in Malaysia’s economy, which accounted for 97.2% of total
registered companies in 2020, we expect them to benefit from the sizeable allocation.

Under the 12MP, the government eyes to achieve several SME related targets by 2025, such
as:

(1) increase SME’s contribution to GDP to 45% (2020: 38.5%)
(2) raise SME’s contribution to total exports to 25% (2020: 13.5%)
(3) attain average annual growth of labour productivity at 3.5%

(4) digitalise 90% of SMES’ operations.

To strengthen SMES’ participation in the economy and their export performance, Malaysia will
be leveraging on the 4™ Industrial Revolution technologies such as automation, digitalisation,
big data and Artificial Intelligence. The Digital On-Boarding for Micro Businesses, Digital
Transformation Acceleration Programme, The Digital Compass, Warongku initiatives, among
others, are expected to enhance their competitiveness, help move up the value chain, boost
labour productivity and expand export markets.
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According to the latest available data, the contribution of digital
economy and eCommerce to Malaysia’s GDP stood at about

25.5% 10.5% .

’ ’ 20% and 6%, respectively. SMEs are encouraged to be more
involved in the eCommerce industry for better market reach
and to adopt digital technologies in their day-to-day

2025 2025 operations. Holistic financing platforms such as the eBerkat
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Digital ecommerceto INitiative will help accelerate the adoption of digital solutions.
Economy to GDP Furthermore, the government also plans to look into SMEs &
GDP

entrepreneurs’ digitalisation needs and peer-to-peer financing
to help them to strive in bigger markets and grow their businesses globally. Programmes under
the Malaysia Digital Economy Corporation — eRezeki and eUsahawan — will be enhanced to
assist SMEs on marketing and funding needs.

We are of the view that these financing initiatives are steps in the right direction, over and
above the available funding options from the financial industry. This is evinced by the Smart
Automation Grant launched by the Ministry of International Trade and Industry (MITI) last year,
which were well received. As at end-January 2021, a total of RM6.2 million had been awarded
to 66 SMEs and mid-tier companies. The grant has pushed the adoption of automation among
industry players, particularly local service providers and manufacturers.

According to Bank Negara Malaysia, the banking industry approved more than a quarter of
SME loans to first-time borrowers as at June 2021. Overall outstanding SME loans grew 6%
y-0-y (2020: 9.6%), with approval rates improving to 77.3% (2020: 73.3%). Banks are also
expected to act as a catalyst in facilitating the digitalisation of SMEs.

Meanwhile, it is mentioned under the 12MP that the role of development financial institutions
will be revitalised to ensure financial assistance to better reach targeted groups. As a bank
with the mandate to serve the SME community, SME Bank will continue to provide financial
products and services catered to SMEs.

While the Covid-19 pandemic has impinged on the earnings of SMEs, recent relaxation to
allow interstate travel should help boost local businesses, especially the tourism industry. We
believe the country’s economic recovery is on the right track. This is the best time for SMEs
to ride on the recovery trend and transform their businesses.
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DISCLAIMER

SME BANK has exclusive proprietary rights in the data or information provided herein. This document is the property of SME BANK and is
protected by Malaysian and international copyright laws and conventions. The data and information shall only be used for intended purposes
and not for any improper or unauthorised purpose. All information contained herein shall not be copied or otherwise reproduced,
repackaged, transmitted, transferred, disseminated, redistributed or resold for any purpose, in whole or in part, in any form or manner, or
by any means or person without SME BANK’s prior written consent.

This research report provides general information only. Neither the information nor any opinion expressed constitutes an offer or an
invitation to make an offer, to buy or sell any securities or other investment or any options, futures or derivatives related to such securities
or investments. It is not intended to provide personal investment advice and it does not take into account the specific investment objectives,
financial situation and the particular needs of any specific person who may receive this report. Investors should seek financial advice
regarding the appropriateness of investing in any securities, other investment or investment strategies discussed or recommended in this
report and should understand that statements regarding future prospects may not be realised. Investors should note that income from such
securities or other investments, if any, may fluctuate and that price or value of such securities and investments may rise or fall. Accordingly,
investors may receive back less than originally invested. Past performance is not necessarily a guide to future performance. Any information
relating to the tax status of financial instruments discussed herein is not intended to provide tax advice or to be used by anyone to provide
tax advice. Investors are urged to seek tax advice based on their particular circumstances from an independent tax professional.

Any opinion, analysis, observation, commentary and/or statement made by SME BANK are solely statements of opinion based on
information obtained from sources which SME BANK believes to be reliable and therefore, shall not be taken as a statement of fact under
any circumstance. SME BANK does not and is in no position to independently audit or verify the truth and accuracy of the information
contained in the document and shall not be responsible for any error or omission or for the loss or damage caused by, resulting from or
relating to the use of such information. Analysts based in SME BANK offices produce research on macroeconomics, equities, fixed income,
currencies, commodities and portfolio strategy.

SME BANK and its affiliates, subsidiaries and employees shall not be liable for any damage or loss arising from the use of and/or reliance
on documents produced by SME BANK or any information contained therein. Anyone using and/or relying on SME BANK document and
information contained therein solely assumes the risk in making use of and/or relying on such document and all information contained
therein and acknowledges that this disclaimer has been read and understood, and agrees to be bounded by it.
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