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1. Introduction 

1.1. In re.1ent 79ara, •all ac.;ale enterprises (SSE)1 baTe coae 

to be Tiewe4 aa :laportant contributors to the econoaic 

deTelOJ111ent process. fhe &Yailability Of aD infrastructure., 

to foster their growth and illp:=oT• their operating efficienc7, 

baa becoae a .. ~or public polic7 ob~ectiTe in both deTelopintJ 

and 4eTeloped cowitries. 

1.2. .la aoat countries an wll an their -7 towards establishing 

the basic inatituticmal f1'8119work to facilitate the 

initiation ~ SSBa, attention is increas1ngl7 being shifted 

to•rda finding •&7S to iaproTe their operating efficienc7 

and.i thus, ensure their long-te:ra Tiabil1t7. In an 

increasingl.7 competitiTe world •rtetplace, an iaportant •&7 

of insuring tb1a Tia'bili'Q 18 througb continudacceaa to, 

and adoption of tecbnolou2 appropriate to the changing 

aarltet enri.ro1ment. 

1.). Generall7 aoat technological deTelopment actiTitiea in 

deTeloping countriea occur oubicle the enterpriaea where 

tbq are •oat likel.7 to be uaect. J'urthemore, SSBa bave 

11aite4 naomo•• to comlt to reaearch and deTelopment. 

lfhere i•, tberefon, a continuing need to ensure that &SBa 

baTe ace••• to tecbnolo&ioal a4Tancea takin& place in 

l Dae 8818 "111 be 14eatif1e4 in te1'118 of tbe nmber of 
•PlOJ•••• lnterpriH• uncle:> 50 •plo7••• will be 
cate&oriae4 •• -11 u4 tboae ri:Ua 50 to 199 •plo7••• 
will be oateprind •• •41•. 

2 Por tbe purpoae• of tbi• 1)9per, the ten 'techllolo&J' 
rill include not on17 tile MChine17 and 1nduatr1al proc••• 
releTant to an 1n4uatrial aeotor l>ut alff all aaaociate4 
tol'98 of organisation •• 11a11ageaent. 

' 
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re•earch institutes) and other external environments. Access 

to technological adnncea is onl7 one part of the problem 

which SSB baa in maintaining iecbnological competitiveness. 

EYen when acceaaible, ma7 SS.Ea are incapable of adopting 

particular tecbnologiea due to conatrainta associated with 

existing p~aical facilities, financing the acquisition of 

the technology itself and man&ging the enterprises incorporating 

the ne1' technology. 

2. Small Enterprise in the llal.a1aian Econ0117 

2.1. Sllall enterprise 1!l 11al.a7sia is defined as an enterprise with 

a aharebolder•a tund of lesa than 11$2501 000 and employing 

below 25 people. However other definitions of small enterprise 

prevail and are currentl7 being used b:J various institutions, 

such as Bank Negara, e1.c. 

2.2. Data on amall scale mterprise baa been lacking in the past .. 

In the absence o'f comprehensive statistioal profile, planning 

and programing work for SSB beco .. difficult. For this reason, 

•inl7, there waa little that could be done in the past to come 

out ~th effective and e'fficient measures in the form of 

progr&llllle and implementation. Inability to identify proper 

target groups among the existing or potential entrepreneurs, 

baa resulted in the over-lapping of assistance given by 

varioua agenciea to the same group of people/ent,rprieea. 

2.). B7 1984 there were not le•• than 14 lliniatriea and. .35 government 

aa•naie• whi,h are invol••4 in proYiding AA assortment of 

entrepreneurial de-rel->j>118nt1 management training and technical 

aaaietanoe progr&1111ea to SSEa. However, virtually all of 

tho•• agencies are also ooncerned with other programme• in 

) 'l'h• term "Reaearob ln•titutea" will include not onl1 fo19All7 
atruoture4 in4uatrial reaeal'Oh centre• but al•o agencie•, 
organization~ L.D4 g0'1ernaent 4epartllenta which have ongoing 
involvement• with the 88111 affecting ao .. fol'll of ttahnolo11 
diaaeminatiu:i. 

• 
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addition to SSE developnent. !he types or technical assistance 

proveded by tbe various government agencies are shown in the 

table belos:-

Organba ti on Pinan
cial 
aa•ia
tance 

BPllB DZ 

CGC JaX 

JURA xxx 

IWU>I 
ICYS x 
IEDEC 

MID.l 

KIDP 
llNRD 

ll!ISED 

IPC 
Pl 
SIRD 

HID 
UD.l 

TYPES OP ASSISTAHCE PROVIDED BY IAJOR GOVBPJiMENT, 
QUASI GOVBRMllBlfT .IND GOVBRNllENT SPONSERED 
ORGANIZATIONS 10 SIALL-SC.ALE ENTERPRISES 

Group Ad'daor.J. Stucliea 
training consul- Pro~eot-Peaaibilit7 Premi.aea 

tanc7 Sectoisl-.. rket Facilities 

xx xx 

m xx x 
m xx x 
xxx x 
x 

xx 

x xx 

xxx 

xxx xx 

xx xx 
m x 

x 
. xx 

x • •ill~r factor, xx • factor, xa • •3or factor 

Note: See Annese .l tor details of abbreviations uaecl in the table 

2.4. Yt1r7 little turaal ~A progl"8mlle8 have been organized b7 

pri.ftte (nongo'Hmaent) organi:aaUon tor SSEa. b chuber• 

ot comeroe aaaocaUona, alld tNd• groups for the most part 

aene lar3e buinHHa ancl indu•tr.J• In tbe real world SSEa 

onen interact •itn I.SBa through oomucial relaUona. lan7 

of th••• LSB• have tairl7 intimate knowl•d&• of SSE problem9 

an4 •• a .. tter ot enlightened s4lf-intereat the7 4o tranafer 

•ome fl through come:rcial interaction. 

Techno
logical 

asaiata~c• 

x 
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It is U.portant to uote tt'4\t tt.e government requirement 

for comnercial banks to make l~ of their loans to SSEs 

has created additional effort within the private sector 

to package and service loans. However, thet effort is 

not being handled bJ' qualified peraonnel and is largel7 

rastricted to the necessities of lending practice9 it 

cannot be categorized as a signi:f:!.eant, broac117 based 

TA effort, and is in urgent need of strengthening and 

reinforcement. 

3. General Cbaracter.lstica and Probl ... of SSB 

3.1. Generally SSE in llala7sia an t'aced with a nuaber of problems, 

of which the inabilit1 to raise equit7 _capital constitutes 

the most important :factor. Ot~er problems include limited 

access to 1nstitutio!18l credit, inabilit1 to attract and 

retain skilled labours, limited access to appropriate 

technology, diff1cu1 t7 to acquire business premises, 

inadequate market information, indequate exposure to modern 

business method and inability to meet gove.l1lDlent regulations. 

Trained workers is limited ~o the bare minimum. All these 

are important cone:S.derations. This would almost invariably 

place the entrepreneur in a vicious circle in that SSE is 

continuousl7 unable to command skilled labours, thus the 

level of production remain correspondingl7 at the low level. 

3.2. SSE establishments in general are small in size and utilize 

mostl7 traditional technology. Their product lines are also 

limited and market demand is often stagnant or sluggish and 

they generate ve'1"7 little surplus for reinvestment or 

expansion of activities. Conseque:·tl71 their access to 

institutional :financial assistance is also restricted. 

Thia Ver'J structure of the SSE has caused the SSE sector 

to lag behind, relative to the dev1lopment gf other sectors. 

).3. Development linkage• botween SSE and the ~odern sectors 

ara tew~ at beat. Moreovor, the system of government 

~ 
I 

• 
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financial and technical support has not really helped the 

growth of SSE as the larger firms generally have better 

access to these facilities. 

4. Factors At:tecting Growth of SSB 

4.1. Constraint• to SSE devel,!>J!!ent. Some of the cons·traints to 

SSB development and srowth are inherent in their small siz~. 

while othen can be alleviated. 'l'he constraints can be 

grouped into three principal categories: gover11111en~ policies 

which create ur&favorable broad macro :tramework, inadequate 

ll&llagerial and technological/engineering knor;ledge, wh:i_ch 

results in inefficient operations and comparative cost 

clisadvantages, and the inabilit7 to raise/attract the needed 

capital, which inhibits n~w entrants into commerce and industry 

and l.iaits the expansion of existing entrepreneurs. 

4.2. Being cognizant of the above-mentioned concerns, the Government 

is adopting an int~grated and ba1ance~ approach to support the 

development and grosth of SSEs. In respect of the 4l8Crc. :frame

work, the aill of the Government is to proYide a neutral 

incentive s7stem. Towards this end, the Industrial Policy 

Studies Pro3ect is expected to provide detailed recommendations 

to elillinata t4e present policy biase$ towards capital as 

against labor and in favor of large versus small fi:ma. In 

respect of the inadequate managerial and technological/ 

engineering knowlacl&e, the Government has, tor quite some 

tiae, proncled various kind8 of train~ and ot.ller fecilit1••· 

Untort:matel7, the progMllU :1.ui.tiated ••re without •n1 overall 

coherent plan and their development has been uncoordinated. 

1'he result is that the agencies r.re weak and their programs 

coat ine:t:tective. Aa anal7sed in more detail under the 

technical Assistance Component, the pro~eot aim• at 

strengthening ke7 technical assistance agencie• and their 

program, and also enhance coordination. To tl'1 to alleviate 

tbe third principal constraint, i.e., inabilit7 of SSEa to 

raise/attract the needed capital, the Gove:'IJlllent haa resorted 
to 11&11dato17 oreclit.allocQtion ache••• at subsidized rat••· 

' 
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4.J. In so f'ar as the Governmen-i is concerned a number of' f'&ctors 

have been associated with the unsatisf'actory peri"o:nuance by 

government agencies. The factors are:-

a) Programmes lack a common framework in objective and 

strategy setting, det~iled planning and operational tools. 

b) Most progra11111es are not comprehensive in terms of providing 

the necessaI",J support ingredients in all stages of' the 

project life cycle i.e. project planning, iaplementation 

and management. 

c) Failure to coordinate or link the crucial technical support 

assistance and macro policy incentives with financial 

assistance. 

d) Inadequate gi:>vernment policies and preferences to provide 

a conducive ~nvironment for SSE developDent. 

e) There is no specific sub-sectoral industry focus thereby 

diluting and dispersing administrative and financial 

resources. 

4.4. In response to the need of a coordinated approach to service 

the SSE sector the Small Enterprise Division was set up in 

the Ministry of Trade and Industry. The urgency for coor

din&ting the progranwes of numerous govenunent agencies 

received priority attention. The Coordinating Council for 

the DeTelopmnt of Small Scale .Enterprise was launched and 

entrusted with the important role. 

5. Objectives of SSE 

5.1. The development of small scale enterprises has bee:• an 

integral part of the national development planning. The 

principal theme in Malaysia's development planniJ:g, 

conaiatant 111.th the New Economic Policy is e11bodied in 

the government socio-economic programmes. Eradication of 

poverty and restructuring of society constitute the main 
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pillars of the s~cio-economic objectives, in order to create 

a prosperous and a just society. The attainment of these 

objectives is of raramowit importance in a multira~ial nation 

like Malaysia. Therefore, there is a need to fo1111ulate a 

polic7 and general direction for the small sector in line 

with the overall socio-economic proeramme of the country. 

5.2. 1'be overall strategies for the development of SSE has been 

the expansion and diversification of the manufecturing base. 

!be tremendous potential which small scale sector has to 

offer in contributing towards upgrading of the living standard 

of the ~a;ysians in general &nd, i.Dcreasing productive 

employment in particular has resulted in a more vigorous 

attempt to develop small scale enterp!'ise in the country. 

In fac-t government is all geared towards creating a more 

favourable cli.J11ate to stimula~e the growth and development 

of this sector. 

5.3. Towards this and Walaysil:lll government is actively pursuing 

various programmes in the field of entrepreneurial development, 

financial assistance and technical assistance and currently 

examining existing constraints encountered by agencies which 

are involved in the delivery system so that th& development of 

this sector can be further enhanced. 

5.4. Government is aware of the po~ential that ~an be contributed 

b7 this sector to the eoonom7. Hence, the following are the 

areas of contribution that this sector is expected to make;-

a) Developing local entrepreneurship; 

b) Increasing productive emplo1111ent; 

c) Increasing income for the largest and poorest segment of 

the population; 

4) Achieving regional diaper.ton of busineH and indim trial 

actin ties; and 

e) Securing better use of non-urban and rural resources 

wherever economicRll7 possible. 

' 
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5.5. The correlation between the dev~lopnent of small scale sector 

and the attainment of the goverIUPent socio-economic objectives 

as outlined in the prewious paragraphs was confirmed by a 

study carried out by the World Bank in 1981. This study was 

issued in mid 1982 and it's conclusions indicate that certain 

categories of SSE in Kalaysia will be useful vehicles in 

helping llal~ysia attain its broad socio-icono~ic objectives 

as underlined in its development plans. 

6. Strategies For Overcoming the Problems 

6.1. Realizing the need to meet the socio-econocic objective and 

as ~alaysia moves closer to being classified as a newly 

industrialized country (HIC), the pressure on its SSE's to 

become technologically compttative will increase. This is 

reflected in the Reviewed Pourth Malaysia Plan which has 

designated four manufacturing sectors where SSE involvement 

and performance are to receive~ particular attention:-

a) food processing; 

b) light engineering; 

c) construction material; and 

d) wood, rattan ar.d bamboo products. 

Towards this end the Government of Malaysia together with 

World Bank Financing has undertaken a project with &n 

integrated/total package approach. 

7. The Project 

7.1. The main objective of the project is to develop Bumiputera 

SSEs in •alaysia. To give Bumiputera enterprises a more 

significant role has a ver, high priority tor the Government 

as a means to gradually reduce the income and wealth 

disparities among th• various ethnic groups. Thi• ••• at 

the core of the New Economic Policy enunciated in 1971 and 

which has since guided the overall policies tor economic 
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growth. More speciafically, the objectives of the project 

are to: (a) expand and rationalize the technical assistance 

programs for the SSi::s, and stren&then tr.e instituti~ns 

providing those programs; Jb) increase the supply of 

institutional credit, particularly longer term credit which 

can be tapped by potantial Bumiputera borro~ers and wicertake 

a major institution-building effort for BF~B, the principal 

institution providing financial assist~nce to the target 

group, and expand the SSE program of ~IDF; and (c) improve 

the coordination of financial and technical services to 

Bumiputera entrepreneurs so that they rece~ve, in an 

integ!ated fashion, the full range of services they need to 

moderni~e their enterprises. 

7.2. The project supports over the next three yearq, of a long

tem program to develop SSEs. It will have two broad 

components: technical assistance (TA) and credit. The TA 

component aims to overcome the qualitative deficiencies in 

the existing programs and expand them selectively. Under 

the credit component, some 1,200 loans will be made by BPllB 

and MIDF to individual borrowers for fixed assets and 

pennanent working capital. Mechanisms are also built into 

the project design to improve the integration of TA and 

credit services, and to ret up, for the first time, a 

comprehensive system for monitoring and evaluation ot TA. 

7.). The project'• primary thrust will be on qualitative improvement 

of the existing programs through program rationalization and 

modifications, improvements in physical facilities (laboratory 

and workshop equipment, buildings), training of staff and 

fellowships (mostl1 foreign) and recruitment of advisors/ 

experts (mostly expatriate, some for as long as two years). 

Ex;ihasis will also be on improvement of coordination rr·6:hanisms 

and on monitoring and evaluation of all prGgrams on continuing 

basis. There will also be an expansion of programs to reach a 

larger number of beneficiaries on a wide geographic besis. 
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8. Particip!ting Agen..£1!.! 

8.1. In addition to the ~mall Enterprise Division (SED) or the 

~inistry of Trade and Industry, which is operationally 

-responsible for all SSE development programs in the country, 

five major agencie:J w!.11 be p&rticipating in the project. 

The National i~d1i.:tivity Center (NPC) and »alaysian 

Ent-:-epreneurial Development Cente1· (HEDEC) will provide 

111anagerial assistance to existing and new ~ntrepreneurs 

respectively. The Food Technology Division (Pll>) of 

liialaysian Agricultural Research and D~velopment Institute, 

the Standards and Industrial Re~earch Institute of ~al6ysia 

(SIRili) and the Forest Research Institute (FRI) will provide 

technical/engineering assistance to specific sectors. These 

are the principal institutions in the country offering 

technical assistance to SSEs and account for the bulk of the 

TA programs. Of the 5 TA agencies, two will offer managerial 

assistance, one of which will be exclusively for new and 

potential entrepreneurs; the other three offer sector

specific technicQl assistance. >~y client under the program 

will consequently deal with two TA agencies at most. 

9. Small Enterprise Divi5ion 

9.1. Effective coordination of all SSE programs is of utmost 

importance. Overall policy and program planning is done 

through CCDSE. However, actual program coordination at 

the agency, as well as at the client level, iB not very 

effective at present. AB a long-term measure, the SED 

has proposed, and the Bank has supported, the creation 

of an autonomous Corporation into which would be merged 

all the existing agencie• providing technical assistance 

to SSEs. However, the creation of such an overall 

autonomous body is not practical in the short run because 

of the need to develop a consensus among several m:L.nistries, 

and for subsequent detailed planning leading to aajor 

legislative action. Therefore, for this pro~ect, the 

participating agencies, including.the two financial 

institutions, will form committees and hold periodic 

' 
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meetings to discuss the status o: the individual clients 

they are serving and to coordinate their work with those 

clients. The coordination mechanism for this Small 

Enterprise Development programme is as ir. Annexe B. 

10. llational Productivity C;entre 

10.1. The National Produc·,i viti Centre (~PC) is the principal 

institution in the country to provide entrepreneurship, 

manaGement training and consultancy to SSEs. It has given 

up providing assistance to new or potential entrepreneurs 

to avoid duplication of functions with the Malaysian 

Entrepreneurial Developnent Centre and now concentrates on 

providing assistance to establis~ed SSEs. It is under the 

direction of a Council which is appointed by the Uinister 

of Trade and Industry. The Bwniputera Service Section, 

which will be the focal point for tha project, currently 

has a tocal staff of 58; it will be increased to 79 in 

the next two years to meet the project dem~nds. The 

budgetary process to add the additional staff has already 
started. 

10.2. Under the proposed project, NPC will assist BPMB and MIDF 

by proviJing training f~r some of their existing and new 

clients. In addition, •mder the coordination mechanism 

being set up, llPC will al.so be closely in touch with the 

technological agencies that are involved in the proposed 

project and provide management training, adYisory and 

counseling services to the SSE clients of those agencies. 

These agencies will, in t•Jm, provide HPC with technological 

information and support ror its managerial programs. 

10.J. NPC has also been holding "how to" one-day workshops on such 

subjects as: inventory control; quality control purchasing; 

cash flow management; cost analysis; record keeping; pricing; 

and marketing. The workshop programs will accoWlt for about 

' 
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20;~ to 25~ of the total NPC training work during future years. 

These workshops enable small business owners and employees who 

cannot leave their busines&ea for more than one day to benefit 

from l'FC trainif18. 

10.4. NPC's past c~ncentration has been on training rather than on

site co~~seling. It has recognized that to benefit fully from 

classroom traL~ing, clients need to be visited at their place 

of b~siness. It has therefore planned a &ubstantial expansion 

of extension work and, in the future, more trainees will be 

followed up by NFC ext&nsion officers. This program of field 

visits has already started. It is expected that about 2,500 

trainees will be visited in about 400 enterprises in 1985, 

increasing to about 3,000 trainees in about 775 enterprises in 

1987 and thereafter.- Between 1973 end 1962, NFC had provided 

training to some 21 1 000 persons; in 1982 alone some 5,000 

persons were trained. However, the past and future figures 

arP. not comparable because, in the past, the emphasis was on 

training of vez-y small and new enterpreneurs. 

11. The ~alaysian Entrepreneurial Development Centre (~EDEC) 

11.1. The ~alaysian Entrepreneurial Development Centre (MEDEC) is 

the second agency which will provide managerially-oriented 

TA programs. It is part of the MARA Institute of Technology 

(Institute Teknologi MARA or ITM), of the ~inistry of Education. 

MEDEC is, at present, relatively small, with a total staff of 

14, including 7 full time lecturers. ITK haa agreed to provide 

MEDEC with 10 new lecturers/trainers and l new support staff as 

ot January 1, 1985 to meet the project's requirements. Thia 

additional manpower has been included in the 1985 budget request 

of the Ministry ot Education. 

11.2. M~DEC's role under the project will be to train potential 

entrepreneurs to create new small-scale businesses. KEDEC's 

record in this area has been very good. During the late 1970'• 



,. 

- 13 -

and earl1 1980's, about 4~ of the potential entrepreneurs 

that attended 11.EDEC'a &ltrepreneur Development Program {EDP) 

established businesses and few failed. i.UillEC attributes this 

high success rate to its rigorous selection and to continued 

association with the trainees after they have completed the 

formal programs. ~EDEC's work will focus on its entrepreneurial 

development program which includes studies in motivation, 

management &kill, project selection, feasibility studies, 

project preparation, fi.."lancing, and company formation. It also 

provides for field follow-up and short refresher seminars at 

the Shah Alam campus for graduates of EDP programs. 

12. The Pocd Tec1ll'lology Division {PTD) of JU.RD! 

12.l. The Food 1echnology Division {FTD) of MARDI has been included 

in the project because it is the principal organization in 

Malaysia engaged in developing the food processing industry. 

Its present staff is 285, organized into five sections. PTD 

has identified about 700 small-scale food processors which 

are well suited for development into finns which can compete 

in the domestic and export m.uicets. llost of these 700 SSEs 

are quite ignorant of equipment selection, plant layout, food 

processing techniques, handling procedures, packaging methods 

which will give adequate shelf life, and marketing techniques. 

The7 .tlso need ore instruc.tion in raw material purch4sing and 

production management tech ~ques. Under the proposed pro~ect, 

P'lD will b• equipped to c&ITJ' out more training and extension 

wonc to bring the lH'el of ezperti8e of theae •all food 

proces•ora up to a point where the7 can coapete aore effectively. 

In adclition, its program td.11 be better integrated with tbe 

progl"llllls of other ogrenizationa to insure that all of it• 

client• needa are well met; and thoae organizations will call 

on PTD when the7 need technological help with their anall food 

procesaing client•. 
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12.2. FTD will also contioue to work with other orcJanlzetions that 

will provide aid in aadcetlng the products of saall food 

processors, lnclu-iing Pernas F.dr (PE), the lmrgest food 

wholesaler in Malaysia, with a llrge neblOrt of retailers. 

Although the aaitet:lng ocgenlzatlo~ wil~ not be fumed under 

the project, the small, indep~ndent retailers and 'lolholesalers 

with M\CD these organizations wmic will be eligible for both 

financial and technical assistance under the project. 

12.3. The proposed project will enable f'TD to expand and laprove 

the quality of its TA progr• fc.c small-scale food processors. 

Suitable bd.ldlngs and equipDent for SSE TA wrlc will be 

provided et the four Fl'D regi,>nal locations to provide c09plete 

geogrephic coverage. Each center will be provided with quality 

control and testing equipment for training and problea solving. 

The FTD headqulrlers et Serdmg will also have well equipped 

central processing and training facilities for formal, aajor 

training progr•s 1 addlt.ional research f-=ilities, and a 

workshop for the fli>rication of new designs of processing 

equipment s .!table for small-scale food processing plants. 

fTD's o~site advisory and consulting work will be expanded 

significantly under the project and an appropriate runber of 

vehicles has been included for each center to enable the 

extension off leers to cover the states assigned to thea. 

FTD would also receive funds for two expatriate atvisors 

(one each in mechmd.cal engineering and food engineering) 

for 12 months each, and a relatively •all aaa.mt for Oftl'

seas training of it• staff. 

13. The Forest Research Institute of Malaysia (FRIM) 

13.1. The Forest Resewch Institute of Malaysia (F'RIM) of the 

Forestry Departaent (under the Ministry of Priaary Industry) 

had 541 employees in 1982. Plms are being aide for rRIM 

to beCOlle an independent statutory body and to intensify its 

rese .. ch ac:U.Titles and to develop a greater outreec:h to 

provide infora.Uon and advice to both the Governnent and 

c:oanercial enterprises. 



- 15 -

13.2. At present, there re no statisfactory rrangements to 

provide technical esslsta.-ice to SSEs engaged in forest-based 

product aaraifac:turing. FRI was selected to participate in 

the proposed project becmse_it is the 110st knowledgeable 

and best: suited organization in Malaysia to provide tech~ 

logically-oriented training and consultancy in wcod, banboo, 

and rattan products. Although its research in the development, 

aanagement, and utilization of forest products has provided 

the FRI with extensive knowledge in wood end woodworking, it 

has done little in the past for SSEs other than to provide 

individual advisory service for those who have made inquiries. 

13.3. Since FRI decided very recently to launch this new effort, 

its fullscale operation is not expected to be underway until 

the second half of 1985. FRI plans to offer 15 courses to 92 

trainees in eight subjects in 1985-86 and double this in 1987. 

FRI progrms will provide SSEs with both design end 11un.1facturing 

training. The wood proctucts training will include several 

basic courses in the kiln drying, turning, 1110Ulding, and 

preserving of wood. These foundatiGn courses will enable 

entrepreneurs to mar11facture a variety of wood products, 

such as building CCllpOnents, industrial products, and 

coa-ercial end household furniture. Separate six-week courses 

will be offered in rattan and banb>0-based products. 

13.4. 'ft\e training progr•s will start at FRI hee:Jquarters in 

SellnlJClr where PRI has eYallable extensiw research end 

experillental processing facilities, a libra:y, research files 

and a well trained professional staff. A hostel facility 

a:lj acent to the Institute'• compound can be used to house 

trainee•• FRI is villing to develop training facilities at 

other locations as needed. Separate training wrkshops will 

be c:onstruc:ted for the wood, bmboo, --.. r•ttan courses, and 

•ede •aillbl• on a fee l>•i• for certdn production operations 

by SSE• that have not yet been able to justify the purchase of 

certain pieces of equipment. FRI will also establish a \lthole

sale depot for certain desirable, lesser known woods ~ich 

.-e not camionly nalllble. 
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13.5. FRI will contirue to provide individual advi~ry service to 

entrepreneurs Mio visit FRI headlJum.-ters; their l"Ullbe: is expect:e.1 

to 111Ultiply as its SSE prograa becollles well known. It al.so 

expects to provide extension services to BPMB and MIDF clients 

and to NPC and MEW: management progrma trainees throughout the 

country. FRI consultants will canplement the t«>rk of these 

agencies by providing cechnological support in design, plant 

layout, equipnent selection, processing techniques, and problem 

solving for SSE entrepreneurs in the wood, billboo, and rattan 

marmfacturing sectors. 

14. Standards and Industrial Research Institute of P':alaysia (SIRIM) 

14.1. Stand;rds and Industrial Research Institute of Malaysia (SIRIM) 

is responsible for establishing industrial standards in Malaysia 

and for undertllking various kinds of industrial resea-ch. It 

also assists industry directly by providing TA in the light 

engineering, metalworking, plastic and construction aaterial 

subsectors. It is administered by a Council appointed by the 

Minister of Science, Technology, and Environnent. In addition 

to its headquarters in Selangor, it has branches in Trenggama 

and Johore. SIRIM has a staff of about 200 engineers, scientists 

and economists. The Industrial Extension Unit (IEU), within 

the Division of Consultancy and Technology Transfer, will be 

the focus of the proposed project as it is this unit prim.-ily 

concerned with saall-scale industry. The IEU proridestechnolo

gically-oriented consul tency and extension services. It includes 

problem solving, upgrading production processes, iaproving plant 

layo-.Jt, rw materials selection, quality control, the design and 

fabrication of equipnent and anti-pollution 111easures. SIRIM 

receives amiy referrals for these services froa other agencies, 

such as NPC, MEDF.C, BPMB and MIDF. Demonstration projects are 

geared to introduce new technology to SSI; and SIRIM-desi9ned, 

special machinery is displll'fed• 
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14.2. Under the proposed project, SIRIM will provide technologically

odenled training and consulting in the Ught engineering, 

construction material, and plastics subsectors. Although 

work with SSis has been a minor part of SIRIH's overall work, 

it hl!S the potential to malce very largP. contribution to SSI. 

By developing a more meaningful training and consultancy pro

graa for small industry within SIRIM, some of the very conside

rable fund of knowledge which has been developed through its 

exttnsive research facilities and workshops can be provided to 

SSis. 

15. Credit Component 

15.1. Under the credit component of the proposed project, mediwn 

and long-term loans will be made by BPHB and MIDF ~o individual 

Bwaiputra SSEs for fixed assets and for perinanent working 

capital. The average loan size is expected to be about 

MS170,000 and MS200,000 for BPHB and MIDF respectively. 

The maximum 1>ize of a subloan would be MS750,000. An esU.1nated 

1,100-1,200 subloans will be made under the project over a 

period of up to three years. 

15.2. BPMB and MIDF were selected becaise they are the major existing 

specialized development finance institutions with long experience 

in term lending to SSEs and close relationship with the extension 

service institutions. EPMB was established by the Goverr-.ent 

for the sole purpose of providing financial assistance to 

Buadputra enterprises. MIDF is a sredminantly private-owned 

and •anaged development bank and vas the first institution of . 
its kind in the country when it was set up in 1960. As part of 

its developnent role, it established a Bumiputra Division in 

1978, which will be the focal ,oint for the proposed project. 

MIDF's present Bumiputra loan portfolic ls relatively small 

(less than 2°'); it ls expected that, as a result of the project, 

HIDF's role in providing assist.tnee to the a»niputras will be 

significantly enhanced. 
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15.3. Because of BPMB's pivotal role in providing financial assistance 

to Slllall and medium scale Blmiputra enterprises, a major institu

tion-building progrm is being undertaken under this project to 

enhance its long-term institutional performance. 

16. Rank Pembangunan Malaysia Berhllll (BPHB) 

16.l. Nature end Role. BPMB was estatlished in 1974 as one of the 

special institutional vehicles to help redress the serious 

economic imbalances between Bullliputras and other ethnic groups, 

which is the core of the NEP. The Governnent detendned that 

in the long run, greater Bumiputra participation in business and 

industry was essential, and BPMB was expected to play a critical 

role in echieving this objective. To develop, increase and 

accelerate the active p~icipation of Bwdputra entrepreneurs 

in the industrial and business sector of the economy was, 

therefore, aade BPMB's principal objective. This mandate called 

for BPMB to provide services beyond the scope of conventional 

developnent banks, and BPMB has been encouraged in this endeavor 

by the Governnent. PrOlllOtional orientation is essential. Its 

operations are by their nature costly. ~. to ensure its 

financial health, the Governnent has provided BPMB with the 

necessary resources at highly subsidized interest rates. This 

assured supply of subsidized funding has had an illlportant, 

perhaps inevitable adverse effects BPMB hes no p8r'ticulr 

pressure to contain cost ineffective prograns and improve 

operational efficiencies. In view of the current budget: 

constraints, however, the Goverrnent is no longer llble ·co 

meet all the funding requirenents, end BPllS is expected fra. 

now on to raise pct of its total resource requirements in the 

capital market at market rates. This is bound to increase 

BPMB's overall resource costs. BPMB has, consequently, 

reched a period of tr.nsition, .mere it hu to reposition 

itself to ensure long-ter11 financial viability without abandoning 

its basic: objective. 'n\e World Bink will not only provide • 

new source of funding to help BPMB begin to rely less heavily 

on highly constrained budgetay resources but will also pi"O\lde 

institutional support during BPMB's transition ph .. e tow11rds 

beCOlling a more co.nercially..ori•nted financial institution. 
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16.2. _!cticr: Prognm and Technical Assistance for BPMB. In the past, 

BPHB was able to secure ell its resources at highly subsidized 

budget al.locations frOlll the government. The emphasis was on 

expending functions and adding new ec:tivities, and there was 

no pressure to contain costs. In the future, however, BPHB 

will have to tap the capital market which will inevitably result 

in raising resource costs. This, in mnjunction with relatively 

high administrative expenses, large m.unber of loans in arrears, 

ard a poor ~ollection perforaance has forced BPMB to rethink its 

approach. In the context of the pc-eparetlon of the proposed 

project, the Banlc helped BPMB evolve a strategy, the full text 

of the Statement of Operational. Strategies, approved by BPMB's 

Board, which, inter alia, foresees: 

Ci) an i~ease in BPMB's lending rates; (ii) a review of its 

more subsidized prograns aimed et containing costs and implying 

a redeployment of increasingly scarce and costly resources; end 

(iii) an action progran tihich deal.s with BPHB's organizational. 

weaknesses end irn!fficiencies. 

17. The Haleysian Industrial Development Finance Berhad (HIDF) 

17.1. Nature and Role 

HIDF w~ established in 1960 as the country's first development 

bank to promote the ~towth of Maley;ia•s then nascent manufac

turing sector. In conjuction with e capital. increase {from 

MSlO million to HS25 million>, MIDF vu restructured in 1963 

ard the majority of its shares, initially held by foreign 

investors, were transferred into Malaysian hands with the 

Goverment together with the central bank accounting for 20I 

of the total shareholding. This capital increase (including 

an investment by If'C), an interest-free governnent loan (MS37.5 

million) and a World Bank loan (USS8.0 million in 1963) provided 

HIDF with the necessry resources for a faster growth performance. 

MIDF has camdtteJ, since its inception, acne- 2,700 loans 

anounting to MSl,20 billion for all major subsectors in 

manufacturing which resulted in a fixed capital foniation of 

al.most MS4 bi.'.lion and the creation of some 130,000 new jobs. 

r 

' 
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In 1964, KIDF estab}.ished the Industrial Estate _ mdirian 

Bhd. (KIEL), a wholly-owned subsidiary company, for the 

construction, sale and lease of modern fec:tory buildings, end, 

in 1971, established the MIDF Industrial Consultants Sendirian 

Bhd. (MIDFIC), -co provide management consultancy services. In 

1971, HIDF also pioneered merchant banking i'~ the country by 

establishing the Malaysian International Merchant Bankers Bhd., 

followed by the formation of the Arab-Malaysian Development 

Bank in 1975, the shares in which were sold in 1983. Considerable 

emr~asis was put upon the development of Bumiputra enterprises 

when the NEP was emciatea in 1971 and, in 1978, HIDF established 

a special Bullliputra Development Department (BOD). 

MIDF is a conservative ialStitution financing small, mediwn and 

large Bumiputra and non-Blniputra projects in the private sector. 

It has decided as a aatter of policy tc. finance projects in the 

mamfacturing sector only. 'nle emphasis is not on rapid growtth 

and increasing market shre but on financial. health and maintaining 

its character as a sound developaent bu, financing good projects 

in the manufacturing sector. The result is a relatively small 

institution in the financial system but with a sound portfolic 

and a reputation in the country for prufessionalism and ctmpetence. 

17.2 MIDF'S 0perations 

MIDF provides project lending for the purchase of land. buildings 

and machinery and other lending facHitilL!S including leasing for 

the acquisition of aac:hinery. In addition to this, Bwliputra 

projects re also eligible for wrking capital financing, equity 

financirq in conjuction "1th loan financing and factory mortgage 

financing (purchase of factory buildings without machinery). 

Since leasing bu only been introctJced in rY85, term lending 

constitutes MIDF'• main activity. 

~ 
i 

' 
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18. other progrw 

A variety of ether progranmes have also been identified for 

inclusion in the overall strategy development of SHE sector in 

Hal~sla. Some of these progranmes are designed to fulfill the void 

in the three main components of support system nar.iely financial and 

technical assistance and policy and infrastructure support system. 

The progranmes will complement the integrated approach which has 

been outlined in detail in the foregoing paragraphs for the systematic 

developiaent of SHE. In fact all the progranmes will form a parcel 

of proposals of how to upgrade the SME consistent with the obje::::tive 

of realizing the role of this sector in the context of economic 

development in ttaleysia. 

(1) Development of Industrial Parks 

Development of industrial parks is receiving serious 

attfr:l"ltion. In line with the integrated approach, two areas 

have already bee:-. developed with eaaph~ls on common facilities 

concept. Pilot project for food processors was la.inched in 

Kelantan, m-d for furniture (wooden) in Kedah. Two more 

industrial estr.t:es for SSEs are under the stage of construction 

end both 8l"e in Pahang. A big piece of land has been earmarked 

in Kuala I.ubpUr to be developc.!d into an industrial park for 

•all enterprises also. 

( 11) Technologx and Resources Centre 

Technology and Resources Centre whldi serves as a 

reference on all aspects of technological requirement of SSE 

wa.s also set up in Kuala Lwlpur in 1993. Besides exhibiting 

the latest •achinery and innovation, &Jdio visual representation 

is also parl and prcel of its progr11M1e. 

(iii) Subcontracting 

Goverment is also seriously considering 11easurel'I to 

prOllOte subcontracting betwen SSE, medi\.111 scale and large scale 

enterprises. Efforts to provide necessary linkages between 

thell have so fr produced very insignificMt results. An expert 
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frm UNIDO was sent t"> ~alaysia to cf/Cry out a survey on 

subcontracting in this country. He had reconnended a few 11easures 

to be considered by governnent for the development of sub-

contf acting in Malaysia. The most pertinant recoaaerdation is 

che establishment of Subcontracting Exchange. 

(iv) Governnent Procurement 

Goverrnent procurement is another f!Cea which b receiving 

serious attention. Since SSE's ability to compete in the open 

market is limi.ted due to its structural constraints, it is felt 

that the qovernnent sector will p.tovide better chmc:es for SSE 

to market their products. This is especially true for the new 

entrepreneurs since this opportunity will give theta enough 

breathing space before they attempt to channel their products 

into the open market. 

(v) Integrated Marketirg Programne 

The Ministry of Trade and Irdustry has also iaplemented 

the intergraded 11urketing progrmne for mall scale enterprises 

in collaboration with Pernas ~ .. Sdn. Bhd. Urder this progrmme 

Pernas Eder is given the responsibility of marketing the products 

of small scale enterprises. As a beqinning, 11 food products 

have bffn chosen for illlplementation urder this progr111me. The 

small scale enterprises will be given assistance in upgrading 

the quality of their products, acquisition of rw material, 

prnmotion of products, training etc. 

(Yi) Interfina eompariaon 

Another progrmne tilhich is a1rrently beir19 undertllcen by 

the Ministry is the Interfina Caaprison progr8111e. This is 

done in collaboration with N,.tional Preductlvity Centre and 

Universiti Pertlnian. 'nW! objective of this progr- is to 

mike comparisons on perforaanc·H of companies in the sa1e industry 

with the hope that the ursuccessful C01Dpani•1 will le_.n froa 

the experiences of the successful companies. 

' 
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(Yii) Consultancy Services 

Consultancy services progranme is also being planned 

by the Ministry. This prograrne has the objective of assisting 

the small scale enterpreneures in overc.:oming problems faced 

by them in the course of operating t~1eil' enterprises. Experts 

frmi various fields like accounting, marketir¥Jt factory layout, 

quality control etc. will be sent to the factories to give 

on-the-spot advice to the enterpreneures. The experts are 

yet to be identified but they will comprise mostly from retired 

businessmen, governnent servants, university lecturers etc. 

(dil) Reserved Items 

Another important role which the Ministry plays to 

develop the small scale enterprises (SSEs) is in terms of 

protecting the interest of the SSEs. For exanple the Ministry 

has reserved 46 products to 'le produced only by the SSEs. Under 

this rrangement manufacturing licences will not be issued to 

big C".ompanies unless they re aieant for export or ih is di\ 

expansion of the production of the sane product in the same 

preaise or area. 

(ix) lllrsery Factory Schemes 

Ban1c Pembangunan Malaysia Berhad (BPMB) through this 

scheme 1ullces available clusters of factory units for SSEs at 

subsidized rates and venture capital financing. 

19. Future Strategies 

Ir. ret.":'ospect, proble11ts of co-ordination have been areas of 

great concern to the governnent as well as the private sector alike. 

E...-.ouS duplication in tenas of functions and trget group anong 

agencies has not only resulted in wastage but to a certain extent 

h.S crelted confusion. tunerous mgenc:ies which hwe to be vis! ted 

by m entrepreneur for financial, technical and advisory services 

••istece not only meant delmyinr;i his pl'Oject unnecessarily but 
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ofter. pro•;ed t~ be costly, something M\ich small scale entrepreneurs 

can i1 1 aff't>rd. 

T11e Ministry of Trade and Industry (Ml'I) is thinking ~ 

seriO\.sly o solution to this problem. A corporation or an Authority 

exclusbrely for the de;relopment of SSE is being looked into especially 

from the aspect of feasibility and its role vis-a-vis existing agencies. 

20. Conclusion 

The SMEs are handicapped in almost every factor of production 

especially their technical knowledge of running their enterprises and 

credit facilities that ere available. The strategy that is tillcen by 

the Malaysian Governnent through the integrated zpproach by solving 

si111Ultaneously Ure financial, managerial, technical and marketing 

problems is to strengthen the SMEs further to er.sure its greater 

contribution towards the economy. •~oting the fact that these 

progranrnes ha-; just been lamched, its progress is closely monitored 

so that any shortcomings couJj be rectified :,,1111.ftly and confidently. 
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AN!:liEX A 

Abbreviations 

BPrC:B 

CGC 

ll/JUJI 

llCYS. 

14IDA 

~IDF 

ITISED 

NPC 

PE 

PKD 

SIRDI 

ODA 

- Banlt Pembenswian Malaysia Berhad 

llJevelopnent BanJc of Malaysia) 

- Credit GUBrantee Corporation 

- ~'r.ist Council For Die Indigenous People 

- Kalays~an Agriculture Research and 

Developnent Institute 

- Ministry or Culture Youth and Sporle 

- Malaysian Entrepreneurial .. Development Centre 

- Malaysian Industrial Development Authori~ 

- Malaysian lnduatrial Development l'inance 

- Ministry of National ancl Rural Development 

- 141.ni•try of !l'rade and ln4ustr;r, Smel.l Enterprise 
Division. 

· - National Pro due ti vi 't7 Centre 

- Pemae Edar (Distributing Company) 

- Prime Mini•ter'• Depar+.ment 

- Standarda ancl In4ustr1al Reae!rch lnlltitute of 

Malaysia 

- Urban Development Authori tJ 
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ANtlEX B 

COORDINATION MECHANISH FOR 

SMALL ENTERPRISE DEVELOPME1''T PROGRAM 
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1. OBJECTIVE 

The main feature of this Saall Enterprises Developaent Project is that 
the financial and technical programme of government agencies ~ill be fonaally 
integrated coordinated through a for8alized relationship and implemented for 
the benefit of small enterprises. 

Hence
1 

a strong reliable structure to for...lly link the participating 
institutions and Government Departments responsible for development of saall 
enterprises is vital for the s~ccess of this programae. The need for a proper 
and formalized coordination framework becomes aore critical since the par
ticipating institutions are under the jurisdiction of different Ministries. 

The objective of this paper is to outline the coordination aechanisa 
frame~ork for this prograBDe to improve and strengthen current support system 
to Bumiputera small enterprises. 

2. ORGANIZATIONAL STRUCTURE OF PROCRAHHE 

The organizational structure of this progra11111e can be depicted as 
follows: 

FINANCIAL 
AGENCIES 

BPKB 

KIDF 

..._ __ --t CLIENTS 

CCDSE 

ACS EDP 

Coordinate participating 
-institutions with other 
Government Agencies. 

Highest authority of SEDP. 
Coordinate and supervise 
SEDP. 

Coordinate participating 
institutions at clients 
level. 

BPMB Secretariat 
of ACSEDP 

TECHNICAL 
AGENCIES 

SllllM 

NPC 

- HARDI 

- MEDEC 

FRI 
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tlinlst ry of Trade and Industries 

The operational IUnlstry for this project will be the Hinistry of 
Trade and Industry since the developeent of small enterprises is now placed 
under the charge of KTI with the establishaent of the Saal! Lnterprises 
Division. The KTI will be responsible for the overall iapleaentation and 
coordination of this progra .. e. 

Specifically the functions of KTI in this.progra .. e shall be: 

(i) To provide broad policy guidelines to the iaplementing 
agencies. 

(ii) To coordinate, supervise and aonitor the activities of the 
iapleaenting agencies related to this programme. 

(iii) Designing cocapleaentary programaes to support small 
enterprises developgent. 

(iv) To act as the link between the Covernaent, other 
Ministries and agencies and the iapleaenting agencies. 

(v) To discuss-and resolve adainistrative probleas faced 
by iapleaenting agencies related to this programme. 

In iapleaenting this progra .. e, Kl'l will institute a two-tier 
coordination •tructure under a Project Coordinator: 

(1) Micro Level 

To coordinate activities of iapleaenting agencies in 
providing financial and technical •••!stance to s .. 11 
enterprises through Action Collllittee for s .. 11 
Enterprises Developcaent Progra .. e chaired by IPKB. 

(ii) Macro Level 

To coordinate the various Government Departaents and 
agencies involved in the development of small enterprise• 
at the in•titutional level throuah the Coordinatina 
Comaittee on the Development of Small Enterpri1e1 chaired 
by Deputy Minister of Ml'I. · 

lole of Project Coordinator 

The ter111 of reference of the Project Coordinator are as follows: 

1. The Project Coordinator i• re•pon1ible for en1urin1 
that probl ... pertainina to clientele needs which 
ar~ di1cu11ed at Micro Level C:O..ittee ire coordinated 
and that actions required of TA/Fl i1 followed throuah. 
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2. The Project Coordinator is responsible for aonito~ing 
the progress of the Micro Level Committee and to ensuring 
that the Teras of Reference as set out are adhered to. 

3. The Project Coordinator is required to aonitor the 
progress of the respective TA agencies in teras of 
their planning and prograa iapl~ntation. This is 
to ensure that the TA agencies coaply with whatever 
cocmaitaents they had eade in respect of the TA inputs. 

4. To oversee the progress of the Fis in tera of their 
planning and work iaplementation. 

5. To provide progress reports on all activities of the 
Hicro Level eo..ittee to CCDSE, which will then 
decide on the necessary lines of action. 

;ction COl:llllittee For Small Enterprises Development Project 

In addition to the Project Coordinator, an iaportant role will be 
~layed by an Action COlmllittee for Small Enterprises Developaent Project and is 
the aost vital part of the coordination aechani&lD. 

The purpose of this co...ittee is to coordinate and aonitor the 
ectivities of the implementing agyencies related to this progra .. e. 

Specifically, the functions of this coamittee are: 

(i) To review all loan applications under consideration to 
enable technical agencies to provide advice aod opinion on 
technical aspects. 

(1i) To review approved applications in order to deteraine the 
training requireaent for the approved applicants before 
the loan is disbursed. 

(11i) To review progress reports of disburaed project• in 
problem sublitted by BPllB and MIDF in order to identify 
the causes of the proble•• and the nature of technical 
a••iatance required by the projecta. 

(iv) · To·identifJ tbe~ect.alcal aaencles-~o be .. Te•poa•lble for 
the technical a••l•tance to be aiven to tbe clleat and to 
develop a proper action plan. 

(v) To receive and dl•cu•• progress reports frOll the technical 
agencie• and decide on further necessary actions. 

(vi) To liaise with other agencies and depart .. nts who are not 
in this Action Collllittee in order to obtain certain 
technical a••l•tance, e.1., Perna• Edar Sdn. lhd. for 
channel of di•tribution. 
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(vii) To report the progress of this procraane to Ministry of 
Trade and Industry. 

(viii) To refer probleas faced by the iaplementing agencies and 
clients which could not be solved at the Action Committee 
level to the Ministry of Trade and Industry. 

(ix) To receive and di&cu&s any instructions and information 
received froa the Government related to this progra11De. 

The Heabers 

The meabers of the comaittee vill comprise all the financial and 
technical agencies participating in thi& progra .. e. namely: 

BPHB 
HIDF 
SIRIH 
HARDI 
MPC 
FRI 
HEDEC 

BPHB will be the Chainaan of the coaaittee with MIDF as the Deputy 
Cbairaan. BPKB - Small Enterprises Department (BPKB - SED) will provide the 
Secretariat for thecomaittee. In order to ensure a close rapport with the 
Ministry of Trade and Industry, the comaittee will have the Project 
Coordinator (of Saall enterprise Division of the Ministry) to &it in the 
c01111ittee as an adviser. 

To ensure effectiveness, the co .. ittee will insist the participating 
agencies to appoint peraanent representatives to the coaaittee who are also 
directly responsible for Saall Enterprises Progra .. es inthetr respective 
agencies. 

Meeting• 

The aeetings for this co .. ittee will be held once a fortnight. All 
meetings will be called by the Secretariat of the COlllllittee which is BPKB -
SED. 

The f olloving report• will be tabled at e•ery aeeting: 

(i) Sumlary of loan applications. 

(ii) Sumaary of follo"""up reports of projects requiring technical 
assistance. 

(iii) rrogre•• reports on projects financed. 

(iv) rrogre•• report on the progra .. e. 
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~ong Tera Coordination 

As a long-tera .-easure. it will be desirable for the coordinating 
~~chani1a to be further strengthened. For this purpose. it is felt that the 
.stablishllent of a central authority is essential. to assuae responsibility 
j~er the various agencies that are now directly involved in the developaent -of 
~oall scale enterprises. This iaplies the aerger and consolidation of the 
rresent proliferation of institutions. 

This long tera objective of setting up a consolidated institution has 
been in principle accepted by the Governaent. However. it should be 
~ecognized that institutional consolidation of such major nature v~uld 
~ventually call for legislative action. This would require careful planning. 

• 




