A bumpy recovery path lies ahead for SMEs Aug 2021
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The latest publication by the Department of Statistics Malaysia (DOSM) showed that the SME
sector’s performance fared worse that the country’s growth in 2020. It plunged 7.3%, sharper
than the national GDP of 5.6%, the first time since 2004. Notably, the Movement Control Order
(MCO) and several re-impositions of MCOs since the onset of the pandemic, aimed at
containing the spread of Covid-19, have caused severe and scarring impacts on the Malaysian
economy, especially on SMEs. According to the Ministry of Entrepreneur Development and
Cooperatives (MEDAC), SMESs’ estimated losses stood at RM40.7 billion in 2020 (3.0% of the
country’s GDP).
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SME activities for the Services sector tumbled 9.2% (2019: +7.5%). Amid sluggish sentiment,
the Wholesale and Retail Trade, Food and Beverages and Accommodation sub-sector also
charted a decline of 7.8%. Meanwhile, the “Finance, Insurance, Real Estate & Business
Services” and “Transportation & Storage and Information & Communication” sub-sectors
nosedived 10.6% and 11.4%, respectively.

Given customer-facing nature, the Services sector would naturally suffer the most amid the
“on-off lockdowns”. We note that the Services sector accounted for 62.1% of the total SMEs’
GDP vis-a-vis 57.7% of Malaysia’s GDP in 2020, indicating that MCOs have greater impact
on the SME sector. Although SMEs’ contribution to the national GDP was lower at RM 513
billion or 38.2% in 2020 (2019: RM554 billion or 38.9%), SME activities have consistently
made up more than a third of Malaysia’s GDP.

According to SME Association of Malaysia, some 100,000 companies have ceased operations
between March 2020 and May 2021. MEDAC has also stated that approximately 580,000
businesses (49% of SMESs) are on the brink of collapsing by October if operations are still not
permissible by then.

In view of the dire situation, the government has recently relaxed restrictions for fully
inoculated individuals in states that have migrated to Phase 2 or 3 under the National
Recovery Programme (NRP). Dine-ins at restaurants and tourism activities involving
homestays and hotels within the same state are expected to partially ease SMEs’
predicament.
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The government is now banking on the completion of vaccination programme in the country
to reach 80% level and achieve herd immunity to slowly re-open the economy in 4Q 2021.
While we view positively the ramp-up of vaccination rate as it bodes well for the economy,
business sentiment on the ground might not reflect these initiatives in the near term,
considering the rampant spread of the deadlier Delta variant. Business Conditions Index by
the Malaysian Institute of Economic Research showed a drop of 24.3 points to 87.5 points this
guarter, below the threshold level since 4Q 2020.

We remain cautious on the recovery momentum, given states that are still under Phase 1 of
the NRP, namely Kuala Lumpur, Selangor, Negeri Sembilan, Kedah, Johor and Melaka, are
experiencing a spike in infection cases. These states make up 59.9% of the national GDP.
Uneven economic recovery will still linger, with growth predominantly coming from large
corporations.
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While export-oriented manufacturing industries have been the main driver of Malaysia’s
economic recovery in 2021, risks are tilted to the downside if recovery momentum slows in
advanced countries and global demand loses steam. Traditionally, half of SMEs’ exports are
made up of services related trades such as finance, transport, law and tourism. As such, not
only did SMEs’ exports not benefit from firmer global demand, it deteriorated 33.1% to
RM117.8 billion in 2020 (23.0% of SMEs GDP). It is unlikely to rebound should the country’s
boarders remain closed.
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The prolonged lockdown and business restrictions during several MCOs had dried up SMEs’
cash reserves and impeded revenue generation activities. Business owners had to rationalise
their manpower to contain fixed costs, albeit the government’'s wage subsidy programme
under various stimulus packages that could in part alleviate the brunt of job cuts. In 2020,
SMEs employment declined by 65,000 persons. Most surviving businesses have scaled down
their operations and we foresee this situation to last until 2022. Nonetheless, we are confident
that SMEs are resilient and will regain their footing as the economy gradually re-opens. SME
Bank has been and is always ready to provide financing facilities to help businesses with their
liquidity needs.
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