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OVERVIEW



THE IMPORTANCE OF MSMEs FOR MALAYSIA’S

ECONOMY

Economy/Sector 2023 2024
MSMEs |Non-MSMEs| Malaysia MSMEs |[Non-MSMEs| Malaysia
GDP (RM billion) 616.6 953.5 1,570.1 652.4 997.9 1,650.3
GDP (y-0-y,%) 4.9 2.6 3.5 5.8 4.7 5.1
-Agriculture 0.8 -0.5 0.2 25 3.8 3.1
-Mining & Quarrying 4.4 0.4 0.6 3.8 0.8 0.9
-Manufacturing 1.5 0.3 0.7 5.0 3.7 4.2
-Construction 5.8 6.2 6.0 17.3 17.6 17.5
-Services 6.5 4.1 5.1 5.7 5.1 5.3

Sources: DOSM, Bank Islam’s Calculation
Note: Latest MSMEs data is available up to 2024. Figures for 2025 have not yet been released

* Micro, Small and Medium Enterprises (MSMEs) have further strengthened their role as the crucial backbone
of Malaysia’s economy, contributing RM652.4 billion in value added out of RM1,650.3 billion or 39.5% of the
country’s total GDP in 2024.

* In terms of growth, MSMEs’ GDP expanded by 5.8% y-0-y, outpacing both the national GDP growth of 5.1%
and non-MSMEs at 4.7%. This consistent outperformance emphasizes their resilience as well as their

importance in driving Malaysia’s economic trajectory.

» Tourism-related industries like wholesale & retail trade, food & beverages, accommodation and transportation

remain the backbone of MSMES’ performance.

« Beyond GDP, MSMEs are also critical engines of employment, exports, and innovation, making them

indispensable to the nation’s aspiration of achieving high-income status.
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MSMEs DOMINATE MALAYSIA’S BUSINESS LANDSCAPEBANK(SLAM
1,086,386 MSMEs

...accounting 96.1% of firms in Malaysia » MSMEs accounted for 96.1% of all business establishments in 2024, showing
their overwhelming presence in Malaysia’s economy.

70.1%

(761,897 firms) * Micro enterprises made up the largest share at 70.1%, followed by small
enterprises at 28.2%, while medium enterprises contributed a small share of
1.6%.

Services
M 84.4% (917 070 firms)

-
; Construction
‘ 8.7% (94,152 firms)

, aa + The predominance of micro enterprises reflects the likelihood of Malaysia’s
ol 5.3% :‘s‘;mm';')"“ L SMALL %g{;ggf{_ reliance on small, family-run or individually managed businesses. In contrast,

' 200, Kme) the relatively limited number of medium enterprises pointing the challenge of
l‘lfi& S Agriculture scaling up operations.

(15,630 firms)
< By sector, MSMEs were concentrated in services (917,070 firms), followed by
Q\y‘b\ construction and manufacturing. Within services, the wholesale & retail trade,
11;37221 food & beverages, and accommodation services segment forms the dominant
(L4220 fme) base of MSMEs. This segment contributed 63.5% of MSMEs’ GDP within the
services sector, underscoring its central role in the MSME economy.

3, 0.2% Mining&Quarrying MEDIUM

(2,347 firms)

s e 2023 vs 2024 G s
: : » Exports jumped by 31.3% y-o0-y to RM196.8 billion in 2024 with 14.3% share
39,@ et l"l;‘mzo-: u 39,53 over Malaysia’s total exports, up from 12.0%, showing MSMEs’ growing role
in international trade.
= o
12.0% g E 14.3% * In 2024, employment increased from 7.9 million workers (48.5% share, 3.5%

y-0-y) to 8.1 million (48.7% share, 3.1% y-0-y). MSMEs employ nearly half of

8.1 million n e r) Malaysia’s workforce.
workers .

* Meanwhile, productivity improved by 2.6% y-o-y to RM80,507 per worker in
RM80,507 m m 2024, from RM78,475 per worker (1.4% y-0-y), showing gradual efficiency

gains.
ECONOMIC RESEARCH

=
M‘J u RM78,475
' par worker

Sources: Economics & Policy Division, SME Corp. Malaysia, DOSM
Note: Latest MSMEs data is available up to 2024. Figures for 2025 have not yet been released




MSME VS NON-MSME CONTRIBUTION ACROSS KEY

SECTORS

Sectoral Composition of MSMEs and Non-MSMEs in
Malaysia’s GDP, 2024

RM 103.5 RM 98.4 RM 382.0 RM 66.6 RM 980.1
billion billion billion billion billion
100.0%
90.0%
80.0¢
% 45.2%
51.2%
70.0% 56.9%
65.9% V\C
60.0%
50.0% 96.9%
40.0%
30.0%
20.0%
10.0%
0.0% [ 3.1% |
Agriculture Mining Manufacturing Construction Services
mMSMEs Non-MSMEs

Sources: DOSM, Bank Islam’s Calculation
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MSMEs dominate agriculture with 54.8% share to Malaysia’s total
agricultural GDP, showing their strong presence in small-scale farming,
agro-processing, and rural enterprises. This reflects the sector’s reliance
on micro and small firms to sustain food supply.

In contrast, mining is overwhelmingly dominated by large corporates
(non-MSMEs), contributing 96.9% of Malaysia’s overall mining GDP. The
capital-intensive nature of oil, gas , and mineral extraction limits MSME
participation, highlighting structural barrier for smaller firms in resource-
based industries.

For manufacturing sector, MSMEs contribute notably but remain
secondary to larger firms, underscoring challenges in scaling up
production capacity, technology adoption, and integration into global
supply chains. Nevertheless, MSMEs still play a vital role in niche
manufacturing and supporting industries.

A near balanced distribution was portrayed in construction sector for
both segments. MSMEs are likely active in subcontracting, small-scale
projects, and housing development, while larger firms dominate
mega-infrastructure projects. This balance shows MSMEs’ importance in
sustaining domestic construction demand.

Although services are the largest sector by number of firms, with
MSMEs playing a critical role in retail, tourism, food & beverage, and
professional services, the non-MSMEs still hold a slight majority. This
shows that MSMEs remain essential for employment and domestic

consumption.
ECONOMIC RESEARCH




PERFORMANCE & ROLE OF
THE MSMEs IN MALAYSIA
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MSMEs DEFINITION BY SECTOR BANK(ISLAM

« MSME definition in Malaysia are structured by sector, with size determined by annual turnover and number of employee.

» Manufacturing is the only sector where MSME definition differ, with higher turnover threshold for small and medium enterprises.

 In contrast, agriculture, mining & quarrying, construction, and service apply the same turnover and employee criteria across these categories.

Sector MSMEs Size Annual Turnover Number of Full-Time Employees
Micro Less than RM300,000 Less than 5 employees
Manufacturing Small Between RM300,000 to less than RM15 million From 5 to less than 75 employees
Medium Between RM15 million to not exceeding RM50 million  From 75 to not exceeding 200 employees
Micro Less than RM300,000 Less than 5 employees
Agriculture, Mining &
Quarry_lng, Small Between RM300,000 to less than RM3 million From 5 to less than 30 employees
Construction and
Service
Medium Between RM3 million to not exceeding RM20 million From 30 to not exceeding 75 employees

Sources: MITI; Trade and Economic Information Booklet Q42025, Guideline for New MSME Definition, SME Corp. Malaysia, October 2013

ECONOMIC RESEARCH




PUBLIC

PERFORMANCE OF MSMEs’ GDP VS MALAYSIA’S GDP BANK(LAM

Chart Title

1‘3.5|

14.0
.
12.0
10.0 2
|7.9
8.0 )
. A R
6.0
6.0 : z O o >? m
. od = 0 49 |0 5.1
: »
-@ : |
20 o s 2] Non-MSMEs
60.5%
0.0 d
2001 2002 2003 2004 2005 2006 2007 2008 X009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019\2020/2021 2022 2023 2024
20 i i \ Year
= Dot-Com Crisis Global Financial Crisis COVID-19 Health Crisis
2001 2008-2009
-6.0 -5.5
O|.7.3
-8.0 —

Malaysia's GDP  -o-MSMEs' GDP  -o-Non-MSMEs' GDP

Sources: Micro, Small and Medium Enterprises 2024, DOSM, Bank Islam

Notes: 1Growth of MSMEs’ GDP based on 2014 New MSMEs’ Definition versus 2013 Old MSMEs’ Definition; 2Growth of MSMEs’ GDP based on 2014 New MSMEs’ Definition versus 2013 New MSMEs’ Definition;
\3Growth of Non-MSMEs’ GDP based on 2014 New MSMESs’ Definition versus 2013 Old MSMEs’ Definition; 4Growth of Non-MSMEs’ GDP based on 2014 New MSMEs’ Definition versus 2013 New MSMEs’ Definition

In 2024, Malaysia’s MSMEs recorded GDP growth of 5.8% y-0-y, outpacing both the national GDP (5.1%) and non-MSMEs (4.7%). MSMEs contributed 39.5% to total GDP,
with the remaining 60.5% coming from non-MSMEs. Historically, MSMEs’ GDP growth has consistently exceeded Malaysia’s overall GDP and non-MSMEs’ GDP, except
during the Dot-Com Crisis in 2001 and COVID-19 Health Crisis in 2020.

The Dot-Com crisis exposed MSMESs’ vulnerability in export-linked manufacturing but demonstrated their resilience in domestic-oriented sectors, with fiscal stimulus allowing
them to recover quickly. Meanwhile, the COVID-19 crisis, marked by lockdowns, travel bans, and social distancing, directly restricted the domestic-oriented economy
particularly services, retail, food and beverages, and other consumer-facing activities, causing MSMEs’ GDP to contract sharply by -7.3%, compared to declines of -5.5% for
Malaysia’s GDP and -4.3% for non-MSMEs.

Despite these sharp downturns, MSMEs rebounded quickly in subsequent years, outperforming non-MSMEs. This resilience mirrors patterns observed during the Global

Financial Crisis in 2009. In this episode, MSMEs’ GDP recovered more strongly than non-MSMEs, as the shocks were externally driven and had limited
ECONOMIC RESEARCH

domestic penetration. This allowed MSMEs, with their domestic focus, to rebound rapidly and remain partially insulated from global disruptions.
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PERFORMANCE OF MSMEs’ GDP & CONTRIBUTION  BANK(SLAM
TO NATIONAL GDP

Growth Rate of Malaysia's MSMEs' GDP

at Constant 2015 Prices Value Added and Percentage Share of MSMEs' GDP to

Malaysia's GDP for 2016-2024 at Constant 2015 Prices
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* Over the years, MSMEs have increased their share of Malaysia’s GDP from 37.3% in 2016 to 39.5% in 2024, while also showing resilience in growth trends.
This reflects that MSMEs are not only growing in absolute value but also becoming a larger structural driver of the national economy.

« MSMEs have generally expanded at a faster pace than the overall economy, with the 12.9% y-o-y rebound in 2022 underscoring their agility and domestic
resilience following the COVID-19 outbreak. The industry functions as a “shock absorber” for Malaysia’s economy: while MSMEs tend to contract quickly

during crises, they also recover just as rapidly, helping to stabilise growth momentum.
ECONOMIC RESEARCH
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SECTORAL COMPOSITION OF MALAYSIA’S MSME

PUBLIC
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GDP: EVIDENCE OF A SERVICE-DRIVEN ECONOMY

Sectoral Contribution to GDP:
National vs. MSMEs (%), 2024

0.5%

5.0%

MSMEs'GDP 8.7%
19.9%
64.8%
C
B
Q®
_
4.0%
Malaysia's GDP 6.3%
23.1%
59.4%
0.0% 10.0% 20.0% 30.0% 40.0% 50.0% 60.0% 70.0%

® Mining & Quarrying Construction Agriculture  ®mManufacturing  ® Services

Sources: Micro, Small and Medium Enterprises 2024, DOSM, Bank Islam

Both charts indicate that Malaysia’s overall GDP and MSME GDP are
heavily driven by the services sector, with this reliance being even more
pronounced among MSMEs.

Services account for roughly two-thirds or 64.8% of MSMEs’ GDP,
exceeding its already large share in the national economy (59.4%),
indicating that smaller firms are increasingly concentrated in trade, retail,
transport, accommodation, and other service-based activities where entry
costs are lower and scalability is higher.

Meanwhile, manufacturing plays a relatively smaller role in MSMEs
(19.9%) compared with national’s overall GDP (23.1%), reflecting higher
capital requirements, technology intensity, and barriers to entry that tend
to favor larger firms.

Additionally, MSMEs have a slightly higher relative presence in agriculture
and construction, pointing to their importance in labor-intensive and locally
embedded activities, particularly in rural and semi-urban areas.

In contrast, mining & quarrying contribute negligibly to MSMEs’ GDP
(0.5%), stressing the capital-intensive and regulated nature of this sector.

Overall, the MSME landscape remains predominantly service-oriented
and domestically driven, while larger firms continue to play a more
prominent role in capital-intensive and export-linked sectors. This
structural distinction has important implications for productivity dynamics

and policy priorities for MSME development.
ECONOMIC RESEARCH
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BREAKDOWN OF MSMEs VALUE ADDED ACROSS
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SUBSECTORS IN 2024, % SHARE

Forestry and
logging, 2.4

Fishing, 16.9

Agriculture
RM 56.6 billion

Rubber, oil palm,

tuveStoqk G;Fd Transportation &
other eg%n;u ure, storage and

information
&
communication
114

Finance,
insurance, real
estate and
business
services, 18.8

Sources: DOSM, Bank Islam
Note: No subsector detail is available for construction and mining & quarrying

Services
RM422.7 billion

Other Petroleum,
manufacturing, chemical, rubber
36.1 and plastic
products, 24.0
Manufacturing
. RM 130.1 billion
Non-metallic

mineral products,
basic metal and
fabricated metal

products, 17.3 Food, beverages

and tobacco,

22.6
Other services,

6.3

Wholesale &
retail trade, food
& beverage and
accommodation

63.5

ECONOMIC RESEARCH




PUBLIC

THE HEAT MAP FOR THE KEY SECTOR/SUBSECTOR  BANK(IAM

* COVID-19 created a shock in 2020, with MSMEs in wholesale & retail trade, food & beverage and accommodation which contributed more than 40% of MSMESs’ total GDP,
contracting by 7.6% y-o-y. The decline reflected mobility restrictions, tourism collapse, and reduced consumer spending. Recovery in 2021 was supported by fiscal stimulus
measures (loan moratoriums, SME grants) that stabilized demand and allowed MSMEs to rebound once restrictions eased.

* Nevertheless, finance, insurance, real estate, business services, as well as other services segment, remained in contraction for two consecutive years. As these sectors
are more investment-driven, they were slower to recover. Uncertainty in property markets, tighter credit conditions, and delayed advisory projects prolonged the downturn.

% Share of MSMEs GDP - Sectoral Performance heat map (y-0-y,%) - Annual
GDP sector / sub-sectors £ 2024
(aso ) 2017 2018 2019 2020 2021 2022 2023 2024

Agriculture . 6.2 [0 23 0.7 17 10 [N 25
Rubber, oil palm, livestock and other agriculture 7.0 9.3 - 3.4 1.0 2.2 - 14 2.6

Fishing 1.5 -0.1 -0.3 -0.4 -4.8 -0.6 3.1 3.1
Forestry and logging 02 ¢ -15.1 -5.8 -8.3 -19.3 2.2 -0.2 -8.3 -5.0
Mining and quarrying 05007 8.9 5.2 19.5 8.1 -3.6 4.6 4.4 3.8
Manufacturing 19.9 6.8 5.5 4.5 -3.0 8.4 6.1 1.5 5.0
Petroleum, chemical, rubber and plastic products 4.8 4.4 5.9 4.3 3.2 14.6 2.8 -1.4 4.3
Food, beverages and tobacco 4.5 11.0 3.7 3.2 1.7 4.5 5.0 5.0 5.3
Non-metallic mineral products, basic metal and fabricated metal products 3.4 6.1 6.9 4.9 -13.2 5.1 7.8 5.3 8.1
Other manufacturing 7.2 6.2 5.6 5.3 -4.5 8.1 8.3 -0.4 3.9

Construction 5.0 6.6 a0 R 154 4.5 4.9 5.8 17.3

Services 64.8 7.3 8.1 7.5 -9.0 -0.5 18.3 6.5 5.7
Wholesale & retail trade, food & beverage and accommodation 41.2 7.6 8.6 7.7 -7.6 1.0 16.3 5.8 4.5
Finance, insurance, real estate and business services 12.1 7.6 7.7 7.7 -10.0 -4.5 17.7 6.1 8.4
Transportation & storage and information & communication 74 6.8 6.8 6.6 -11.6 3.4 27.2 8.6

Other services 41 5.1 6.3 6.5 -14.8 -9.5 271 8.9 53

Sources: DOSM, Bank Islam _Posi tive
ECONOMIC RESEARCH
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MSMEs’ EXPORTS PERFORMANCE BY SECTOR

Manufacturing, 62.0%

Agriculture, 1.8%

Services, 36.3%

MSMEs Exports Valu
in 2024,
RM 196.8 billion

Sources: DOSM, Bank Islam

+ MSME exports strength lies in both manufacturing and services sectors, with manufacturing dominating at 62.0%.
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MSMEs Exports, % Share to
Malaysia’s Total Exports

17.9
143
135
12.0
114
I 106 I

2019 2020 2021 2022 2023 2024

* MSMEs exports rose sharply in 2024, increasing by 31.3% to RM196.8 billion, compared with RM149.9 billion (3.0% y-0-y) in 2023. The surge was driven mainly
by the services sector, which skyrocketed by 114.8% (2023: 16.4% y-0-y) amid strong momentum in travel segment. Exports were also supported by a recovery in

manufacturing (7.9%, 2023: -0.7%).

* In terms of overall contribution, MSMEs accounted for 14.3% of Malaysia’s total exports in 2024, comprising manufacturing (8.8%), services (5.2%) and
agriculture (0.3%). This share has gradually improved following the sharp decline triggered by the COVID-19 crisis at the end of 2019.
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PUBLIC

MSMEs’ EMPLOYMENT AND ANNUAL GROWTH BANK(ISLAM

Employment (‘000) L3 M?MES ) Annual '_pemenmge 2024 Percentage share to Percentage share to

ploy g Malaysia’s employment MSMEs' employment
(000) (%) 2023 (%) (%)

14,459 14,810 15126 15096 15290 15762 16,201 16,625 4.0
795 i Agriculture 425

21 1.8 i 28.0
21 0.1 :

Mining & quarrying

1,312 27 162
1,277 24

08
08
B

3.0
2.0
1.0
7,857/ 8.104
7.253 [ 7,315 7594
0.0
1.0

6,889 7 106

Manufacturing 45.7

675 0.9 .

47. s% 48.0% 48.4% 48.0% 47 8% 48. z% 48. 5% 48. 7% Construction 4553

i i 0§ B | 20

2017 2018 2019 2020 2021 2022 2023 2024 2017 2018 2018 2020 2021 2022 2023 2024 “ @ 50.8
Year u—&

Malaysia’s employment I Non-MSMEs’ employment 5,089 4.5 Services 50.6

I MSMEs’ employment Contribution of MSMEs’ employment to total employment (%)

Sources: DOSM

* In 2024, MSME employment expanded by 3.1% y-0-y, moderating slightly from the 3.5% growth recorded in 2023. Nevertheless, MSMEs continued to outperform

overall national employment growth (2.6%) as well as non-MSME employment (2.1%). In absolute terms, MSME employment increased by 246k to 8.1 million
workers (2023: 7.9 million).

Across sectors, services remained dominant, employing 5.29 million workers, contributing 50.8% to the overall employment in the services sector (65.3% to
MSMEs’ services employment) and growing by 4.0% y-o-y, supported by retail and food & beverages. Manufacturing followed with 1.31 million workers (16.2%),
expanding 2.7% y-o-y amid steady demand for consumer goods. Agriculture and construction showed modest gains of 0.6% y-o-y and 0.4% y-o-y, respectively.
Meanwhile, mining & quarrying improved by 1.8% y-o-y.

Overall, MSMEs accounted for 48.7% of Malaysia’s total employment, up slightly from 48.5% in 2023, reaffirming their central role in sustaining labour market
growth despite moderating momentum.
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NUMBER OF ESTABLISHMENT BY SIZE AND SECTOR,ANKLAM
2023 B 2025 * Micro establishments continue to dominate the MSME landscape

in 2025, with significantly higher numbers than in 2024, reflecting a
SIZE & SECTOR/SUB SECTOR sustained shift toward smaller-scale enterprises.

* This pattern is most pronounced in the Services sector, where

zZ w = c|l® =n % o |E = r% e | ® @ - oll B m c| 2 ® o - micro establishments increased significantly from 342,836 in 2023
a £ 2532338235882 35¢823353¢%5 23 and 376,872 in 2024 to 499,961 in 2025, indicating strong entry
n = E g8 S gla B a8 B KA ELC HlY B E G : )
O F Z m|o F 2 m|o F 2 m|o F 2 m|o F 2 m|o F T m and expansion at the micro level.
e T | e | e
» 8 3 3 33 8% 8 823 B8 4 o o = s o « A similar trend is observed in wholesale & retail trade, where micro
5 W 0 = o~ o © v 9 —- N ® (“g N O — = o W . . e o .
s & ©° Qo O o R o2y &3 establishments rose significantly by 25.6% y-o-y to 364,437 in
@ ™ R & &= 2025, from 290,247 in 2024.
* In contrast, small and medium establishments in services,
:‘ S W S — = = ’ : ! T . _— wholesa!e & retail tr.adg, and 'con.struction sect.ors recgrded lower
% g CE E o S 3 E § o g NS g E s > o - o & 25 ngmber in 2025, while improving in manufacturing, agriculture and
o ® & = ¥ 3 © 3§ & K& » B 5> O g S mining sector.
3 o
* Overall, the data highlights a clear structural trend toward micro-
= NN J— m - . N . e enterprise expansion especially in services and construction
| [ W - T i sec(:jtor?, whillet§me:II anc:. medium establishments eithers stagnate
Dy 2 RN S 8 i i = o r decline relativ rlier years.
§§0~§§\1§ g§§§§§§§ %gﬁ §8§ 3 or decline relative to earlier years
=t > = » Compared with 2023 and 2024, 2025 marks a year of strong
micro-level entry but weak firm progression, implying that while
30wl entrepreneurial activity remains vibrant, challenges related to
ONIAYIYND B ONININ.  UNLINDRIOY ONRINLIVANNYIN NOILINYLSNOGD WYL 3 IVSTIOHM SIS scale, productivity, financing, and formalisation continue to
constrain the transition from micro to small and medium enterprise
Sources: MITI; Trade and Economic Information Booklet Q42025, Interactive Malaysia Statistical Business Register status. This has important implications for long-term productivity
(i-MSBR), DOSM growth and MSME policy effectiveness.
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MSME DEVELOPMENT IN 13MP

e 5 targets for MSME development by 2030
Medium Enterprises (MSMEs)

Pencapalan Sasaran Pencapalan Sasaran

(2021-2023) 2026-2030) {2023) (2030)
Sumbanzan PMKS kepada

(2021-2023) {2026-2030}

Kadar pertumbuhan
tahunan purata nilai
ditambah PMKS

(2021-2023} (2026-2030)

Kadar pertumbuhan Kadar pertumbuhan
tahunan purata eksport tahunan purata
PMKS produktiviti buruh PMKS

Pencapaian Sasaran

12023) 2030)

Peratus firma bersaiz
sederhana daripada
jumlah keseluruhan PMKS

Contribution to GDP 50,0%

Average annual growth
rate of MSME value added

Average annual growth
rate of MSME exports

6.0-7.0%

Average annual growth rate of 3 557
MSME labour productivity o

Percentage of medium-sized o
firms out of total MSMEs 5 0 A)

Sources: MSME Insights 2024/2025, SME Corp, Ministry of Economy, 13MP
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There are five strategic targets for MSME development by 2030:

OGN

PUBLIC
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As Malaysia pursues an inclusive economy, MSMEs
remain essential to national development, reflecting
their growing contributions to GDP, exports, and job
creations.

Under the 13t Malaysia Plan (13MP), strategic
initiatives focused on upscaling and ESG integration
aim to strengthen MSME capacity, resilience, and
competitiveness, positioning them as key drivers of
long-term growth.

Diagnosis by 13MP has highlighted structural
challenges confronting Malaysian MSMEs in both
domestic and global contexts.

Key constraints include limited integration into global
value chains, low productivity, concentrated in low
value-added segments, and slow adoption of ESG
standards. These compounded by persistent gaps in
access to diversified and affordable financing, which
continue to restrict MSMEs’ ability to expand,
modernize, and enhance competitiveness.

MSMEs are expected to account for 50.0% of national GDP, underscoring their central role in economic growth.

MSME value added is targeted to grow at an average annual rate of 6.0-7.0%, reflecting efforts to boost productivity and competitiveness.
MSME exports are also expected to expand at 6.0-7.0% annually, highlighting the push for greater participation in global trade.
Productivity among MSMEs is anticipated to rise by 3.5% per year, aligning with Malaysia’s broader high-income aspirations.
Medium-sized firms should make up 5.0% of total MSMEs, indicating a shift towards scaling up and strengthening business resilience.

ECONOMIC RESEARCH
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MSME DEVELOPMENT IN 13MP (CONT) BANK(ISLAM

+ Aligned with the aspiration of scaling up MSMEs under 13MP, SME Corp. Malaysia as a government’s central coordinating agency for SME
development, will drive the implementation of strategies and initiatives through targeted programs and interventions.

+ The Plan recognizes both ongoing and new initiatives by SME Corp. Malaysia as enablers of the MSME upscaling agenda, especially in
strengthening firm capacity, fostering innovation, and promoting value creation. Key programs include the following:

Programme for Enhancement of Strategic Industry Program Kesediaan PKS ke Akses Pasaran
and High Growth Enterprise (PRESTIGE) 2.0 (PKS@kses)
Focus on MSMEs in high growth and Facilitation program for SMEs to enter at least two
high value (HGHV) sectors new markets and scale up within five years

Program Kesediaan PKS untuk Penyenaraian

(PKS@Bursa)
Enable successful listing of participating SMEs Assist SMEs to integrate ESG practices into
on Bursa Malaysia within five years their business operation

Tunas Usahawan Belia Bumiputera (TUBE)

Empower Bumiputera youths to raise
their income level

Sources: MSME Insights 2024/2025, SME Corp, Ministry of Economy

ECONOMIC RESEARCH




19

BUDGET 2026 MALAYSIA - KEY MEASURES FOR

MSMEs

Focus Area

Financing & Guarantees

Initiatives

RM10 billion funding pool via SME Bank, BPMB, TEKUN,
AIM, SJPP

How It Supports SMEs

Expands access to affordable loans, debt restructuring, and
guarantees, helping SMEs stabilize and grow.

Digital Transformation

RM150 million GoDigital grants, RM200 million Innovation
Commercialisation Fund, “Made by Malaysia” certification

Enables SMEs to adopt e-commerce, cloud, and digital tools,
while promoting local product excellence.

Startup & Venture Ecosystem

RM750 million venture capital funds (KWAP, Khazanah),
RM55 million Cradle Fund, Al & semiconductor incubators

Provides capital and mentorship for innovative startups,
strengthening Malaysia’s tech and innovation base.

Export & Global Expansion

o%”\‘c
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EXIM Bank financing raised to RM10 billion, RM50 million
Global SME Bridge, RM30 million MyCIF expansion

Helps SMEs enter new markets, build international
partnerships, and access alternative financing platforms.

Inclusive Entrepreneurship

RM250 million Women Entrepreneur Scheme (BSN, MARA),
RM150 million Youth MADANI Programme

Supports women and youth founders with financing, training,
and market access, broadening SME participation.

Halal & Green Industries

RM100 million SME Bank Halal financing, RM2 billion SJPP
Halal guarantees, RM3 billion BPMB Green Investment
Fund, RM124 million Perak Halal Industrial Park

Strengthens SMEs in halal supply chains and eco-friendly
projects, positioning them for global demand.

Compliance & Transparency

Full e-Invoicing rollout by mid-2026, LHDN Digital Audit Hub

Simplifies tax compliance, reduces admin burden, and
improves transparency for SMEs in domestic and
cross-border transactions.

Sources: Budget 2026, Bank Islam
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THE POTENTIAL IMPACTS OF
THE U.S.-IRAN WAR ON MSMEs
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KEY IMPACTS ON MSMEs BANK(ISLAM

Rising oil prices and shipping rerouting caused by ongoing conflicts have pushed up fuel costs, freight charges, and insurance
premiums.

As a result, MSMEs reliant on road transport, shipping, or air freight face higher operating and input costs, which could erode profit
margins and compel them to pass these costs on to consumers.

Rising logistics and
input costs

Weaker demand due to
high cost of living

Talent and workforce
instability

Financial Stress

Sectoral Vulnerabilities
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As inflation in food, retail, and services accelerates, household budgets come under greater pressure, driving consumers to focus on
essentials and cheaper substitutes.

MSMEs in the retail, food and beverages (F&B), and consumer services sectors are likely to be the most affected, as they contend
with rising cost pressures alongside weakening demand amid more cautious consumer spending.

Rising living costs may push wage demand higher and MSMEs, which already constrained by thin margins risk losing skilled workers
to larger firms that can offer better salary and benefits.

Rising input costs amid weaker demand are compressing MSME revenues, making it increasingly difficult for firms to meet wage bills,
rental payments, and supplier obligations.
Margin compression weakens cash flows and repayment capacity, thereby increasing credit risk exposure for banks.

Services: International arrivals could decline amid disrupted Gulf air routes, flight cancellations from Middle Eastern and European
markets, and heightened travel risk perceptions. Higher airfares and transport costs, driven by rising oil prices and war-risk insurance
premiums, are likely to pressure MSMEs in hospitality, food and beverages, and tour operations. Those reliant on foreign tourists may
incur losses, while domestically oriented operators may partially offset weaker demand but at thinner margins.

Manufacturing: Industries heavily reliant on imported raw materials such as paper, plastics, wood, and metals are vulnerable to rising
input costs, particularly MSMEs that lack bargaining power with suppliers and are unable to hedge against global price volatility. This
exposes them to cost spikes, shipment delays, and weaker competitiveness, especially relative to larger firms that can spread costs
across higher volumes.

Agriculture: Rising fertilizer prices, given their energy-intensive production, alongside higher fuel costs are directly squeezing farm
operations. Farmers also face increased expenses for irrigation, machinery use, and transporting produce to markets. Agriculture
MSMEs, which typically lack economies of scale, often struggle to absorb these cost increases, resulting in thinner margins and
upward pressure on food prices for consumers.

Construction: Higher global oil prices have increased the cost of construction materials (as cement, steel, transport), directly
affecting MSME contractors and contributing to a slowdown in housing and small-scale projects. MSMEs involved in subcontracting
and small-scale developments are particularly exposed to financing constraints, leaving them more vulnerable to prolonged cost
inflation.
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GOVERNMENT MEASURES TO SUPPORT MSMEs

Measure

Enhanced SJPP
Guarantee Allocation

Loan Restructuring and
Repayment Assistance

Continued SJPP Support
Track Record

E-Invoicing Transitional
Relief (Phase 4)

Import Duty and Sales
Tax Exemption for
Re-importation

Key Details

RMS5 billion guarantee allocation
under the Business Financing
Guarantee Corporation (SJPP).
Enhanced financing coverage of
up to 80% (from 70%) and
guarantee period of up to 10
years (from 7 years).

Target Group /
Sectors

Affected MSMEs,
particularly in
construction,
agriculture and
agri-food, logistics
and transport, and
tourism

Timeframe / Remarks

Designed to support
liquidity and financing
access during heightened
external shocks

SJPP to work with banks to
facilitate loan restructuring,
rescheduling, and targeted
repayment assistance

MSMEs with existing
SJPP-backed loans

Ongoing, to ease cash-flow
pressures and prevent
business disruption

More than 50,000 MSMEs
assisted via financing guarantees
exceeding RM50 billion

MSMEs nationwide

Cumulative support for
2023-2025, highlighting
SJPP as a key policy
instrument

Additional 12-month transitional
period granted. Businesses
allowed to issue consolidated
e-invoices without penalty

Businesses with
annual sales
between RM1
million and RM5
million

Extended until 31
December 2027

Interim exemption of import duty
and sales tax on re-importation of
Malaysian-made goods that are
unable to complete the export
process due to conflict-related
disruptions

Export-oriented
businesses affected
by the West Asian
conflict

Granted until 31 December
2026, subject to ongoing
review

PUBLIC
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PM announces measures to ease cost pressures on micro,
small and medium enterprises amid global energy crisis

3 min read

Story by Malay Mail « 19h « (

Sources: Malay Mail
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https://www.businesstoday.com.my/2025/06/16/halal-industry-contributes-rm149-billion-to-gdp-ahmad-zahid-says/
https://www.malaymail.com/news/malaysia/2025/07/31/13mp-malaysia-targets-rm80b-in-halal-exports-11pc-gdp-contribution-says-anwar/185944
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SUMMARY BANK(ISLAM

* In 2024, Malaysia’'s MSMEs contributed 39.5% of national GDP, expanding by 5.8% y-o0-y and outpacing both the overall economy (5.1%)
and non-MSMEs (4.7%). They also accounted for 48.7% of total employment, while exports surged 31.3% y-o0-y to RM196.8 billion, lifting
their share of national exports from 12.0% in 2023 to 14.3% in 2024. Apart from downturns during the Dot-Com and COVID-19 crises,
MSMEs have consistently demonstrated resilience and shown stronger growth than the overall economy, underscoring their central role in
Malaysia’s pursuit of high-income status.

* Micro enterprises make up 70.1% of all MSMEs, reflecting a reliance on micro businesses, while medium enterprises account for only 1.6%,
highlighting challenges in scaling up. The services sector, especially wholesale & retail trade, food & beverages, and accommodation form
the backbone of MSME activity, contributing 63.5% of MSMESs’ services GDP. This concentration in low-barrier, domestic-oriented sectors
contrasts with capital-intensive industries like mining, where large firms dominate 96.9% of MSMEs’ mining GDP.

« MSMEs lead in agriculture (54.8% of sector GDP) and play a balanced role in construction but remain secondary in manufacturing and
services, while marginal in mining. Historical crises show MSM @&:bntract sharply during domestic shocks (e.g., -7.3% in COVID-19) yet
rebound faster than non-MSMEs, acting as economic “shock absorbers.” Their domestic focus partially insulates them from global
disruptions, allowing quick recovery after externally driven crises like the Global Financial Crisis.

« Structural challenges for MSMEs include limited integration into global value chains, low productivity, concentration in low-value-added
segments, slow ESG adoption, and gaps in affordable financing. Under the 13MP, efforts are focused on scaling up firms, which targeting
MSMEs contributing 50% of GDP by 2030, with value-added and export growth of 6-7% annually, and productivity rising 3.5% per year. A
specific goal is to raise medium-sized firms to 5.0% of all MSMEs, signaling a push for scaling up and business resilience. Budget 2026
measures for MSMEs were aligned with this 5 years plan with several funds provided to boost MSME upscaling, digitalization, and exports.

* However, the recent U.S.-Iran conflicts could threaten MSMEs with rising logistics costs, weaker consumer demand, workforce instability,
financial stress, and sectoral vulnerabilities especially in services, manufacturing, agriculture, and construction. Government responses
include enhanced SJPP guarantees, loan restructuring, e-invoicing transitional relief, and import duty exemptions for conflict-disrupted re-

exports, aim to cushion the adverse impacts and sustain MSMEs resilience.
ECONOMIC RESEARCH
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Thank You
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