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The success in implementation
and achievement of the
Twelfth Plan’s objectives and
goals is highly dependent on
the commitment of each and
everyone of us, especially our
youth, based on the spirit of
Keluarga Malaysia.
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Foreword

The Twelfth Malaysia Plan 2021-2025 (Twelfth Plan) aims to address current issues and at the same time to restart and rejuvenate
Malaysia’s socioeconomic development for long-term sustainability and prosperity. It is intended to enable us, as Keluarga Malaysia,
to move forward by restructuring the economy as the foundation in improving the wellbeing of the rakyat. This Plan with the

objective of ‘A Prosperous, Inclusive, Sustainable Malaysia’, encompasses the first half of the Wawasan Kemakmuran Bersama 2030.

The Twelfth Plan is a major agenda for national recovery to restore the economic stability of the rakyat as well as holistically
regenerate and reinvigorate national economic growth. It had been formulated based on a ‘bottom-up’ approach where voices of
all stakeholders have been given due consideration. Various engagements have been undertaken - both physically and virtually

- throughout the process of preparing the Twelfth Plan. These engagements involved ministries, agencies, state governments,
Members of Parliament, the private sector, academia, civil society organisations, international organisations and last but not least,
the general public.

| would like to express my sincere appreciation and gratitude to each and everyone involved for their commitment in providing
invaluable input and suggestions, to ensure the country continues to develop in a sustainable manner, while overcoming both the
COVID-19 pandemic and economic crisis.

Resonating with the themes of the Twelfth Plan, by 2025, we aim among others to restore the wellbeing and prosperity of the
rakyat by increasing their purchasing power, narrowing existing socioeconomic disparities and ensuring environmental sustainability.
The role of the private sector as a driver of growth will be further strengthened. Despite Malaysia being in this difficult COVID-19
pandemic period, we, Keluarga Malaysia have an opportunity to reset the economy and together move forward.

This Twelfth Plan reflects the present Government’'s commitment to stay ahead of the curve and to plan our response in facing
any possible situation. Although there are multiple ways of doing things, the key success factors to adapt to the new normal
require that we embrace the principle of togetherness, leave our comfort zones and move forward with a clear direction. In today’s
unpredictable world, we need to successfully execute this Plan with regular reviews and enhanced flexibility to respond. This
measure is in line with the Government’s aspiration in ensuring that no one is left behind or neglected in development.

Insya-Allah, the Twelfth Plan serves as a blueprint in rebuilding a resilient economy for ‘A Prosperous, Inclusive, Sustainable
Malaysia’. Ultimately, the success in implementation and achievement of the Twelfth Plan’s objectives and goals is highly dependent
on the commitment of each and everyone of us, especially our youth. Therefore, let us work together to achieve our national
development agenda based on the spirit of Keluarga Malaysia.

—

DATO’ SRI ISMAIL SABRI YAAKOB
Prime Minister of Malaysia
Putrajaya

September 2021
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Preface

The Twelfth Malaysia Plan, 2021-2025 (Twelfth Plan), a medium-term plan with the objective of ‘A Prosperous, Inclusive,
Sustainable Malaysia’, is the start of a new phase in Malaysia’s development journey - the Shared Prosperity Vision 2030
(WKB 2030).

This Plan paves the way forward for comprehensive policy responses in facing the challenging situation brought about by
the COVID-19 pandemic. Policies under this Plan are structured to achieve sustainable economic growth, with a focus on
equitable wealth distribution, the wellbeing of the rakyat and environmental sustainability. The Twelfth Plan introduces

a new transformative approach based on three themes, four catalytic policy enablers and 14 game changers. This new
approach is important in providing a strong foundation for Malaysia's future, and acts as a catalyst to restore economic
growth, address socioeconomic challenges, balance regional development and enhance the nation’s competitiveness to be a
more resilient and sustainable player on the world stage.

The three themes of the Twelfth Plan are resetting the economy; strengthening security, wellbeing and inclusivity;

and advancing sustainability. The four catalytic policy enablers of the Twelfth Plan meanwhile, focus on developing

future talent; accelerating technology adoption and innovation; enhancing connectivity and transport infrastructure; and
strengthening the public service. The 14 game changers represent bold and innovative actions to shift mindsets and change
the approach to national development.

Cumulatively, these themes, enablers and game changers will enable Malaysia to attain its objective to become a high-
income nation. Key to the success of this Plan is effective implementation and strong commitment from all stakeholders. In
this regard, the public and private sectors, civil society organisations and the rakyat need to work hand in hand in ensuring
the achievement of the Twelfth Plan objectives, and ultimately WKB 2030. With determination and perseverance, God
willing, we will succeed.

/ e

—

DATO’ SRI MUSTAPA MOHAMED

Minister in the Prime Minister’s Department (Economy)
Putrajaya

September 2021
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Introduction

The Twelfth Malaysia Plan, 2021-2025 (Twelfth Plan), is transformational. Whilst it
builds on the previous plans, the Twelfth Plan injects fundamental reforms in realising
the spirit of Keluarga Malaysia that will truly transform the development trajectory to
achieve a prosperous, inclusive and sustainable Malaysia.

Various game-changing and radical initiatives will be implemented. These include
programmes to alleviate the poor and uplift the standard of living of the rakyat.
Specific focus will be given to the hardcore poor and poor in the bottom 10%
household income decile group (B1). The Twelfth Plan will address the plight of all
Malaysians, irrespective of gender, ethnicity, socioeconomic status and location.

Malaysia's development path over the next 10 years will be guided by the Wawasan
Kemakmuran Bersama 2030 (WKB 2030), which aims to transform Malaysia into a
united, prosperous and dignified nation. The Malaysian economy registered a high
growth rate at 6.2% per annum between 1971 and 2015. Although the growth rate
moderated to 2.7% per annum between 2016 and 2020, Malaysia still fared better than
most emerging markets and developing economies. The relatively high economic growth
resulted in the improved wellbeing of the rakyat and narrowed income inequality.

The onset of the Coronavirus disease 2019 (COVID-19) pandemic in 2020 significantly
altered business operations and the way people interact, as well as accelerated digital
technology adoption. The pandemic also exacerbated socioeconomic inequalities and
disparities. As a Government that cares for the people, especially in times of crisis, the
6R! approach was implemented to mitigate the impact of the pandemic. The National
Recovery Plan (NRP) was introduced in June 2021 as a phased strategy to transition
out from the Movement Control Order (MCO) in terms of the movement of people

as well as the reopening of economic and social sectors. The transition of phases

will be determined through a data-driven approach based on three main indicators,
namely the daily number of new cases, bed utilisation rate in intensive care unit wards
and percentage of the population that have been vaccinated. The formulation of the

1Resolve, Resilient, Restart, Recovery, Revitalise and Reform.



Twelfth Plan has taken into account the 6R approach that includes eight economic
stimulus packages amounting to RM530 billion and the phased transition under the
NI

As the first half of WKB 2030, the Twelfth Plan is critical given the current global and
domestic challenges. The Plan is expected to rejuvenate and reposition Malaysia in

the global economy. It will catalyse growth, ensure economic recovery and rebuild the
economy to achieve prosperity, inclusivity and sustainability. Economic growth will be
accompanied by more equitable wealth distribution to narrow disparities across income
groups, ethnicities and geographic regions while ensuring environmental sustainability.
The Twelfth Plan will also focus on upholding national security and sovereignty as well
as solidifying national unity.

The Twelfth Plan is anchored on three key themes, namely resetting the economy,
strengthening security, wellbeing and inclusivity as well as advancing sustainability.
Four catalytic policy enablers, namely developing future talent, accelerating technology
adoption and innovation, enhancing connectivity and transport infrastructure as well as
strengthening the public service will support the achievement of these themes. These
policy enablers will form the foundation and building blocks of Malaysia’s development
over the next five years and beyond. The successful implementation of the Twelfth
Plan will result in shared prosperity, enhance inclusivity and pave the way for a more
sustainable Malaysia for future generations. This will restore the wellbeing of Keluarga
Malaysia in the long-term.

The national development priorities of the Twelfth Plan will continue to be aligned

to the Sustainable Development Goals (SDGs) of the 2030 Agenda for Sustainable
Development (2030 Agenda). The adoption of the whole-of-nation approach is essential
for SDGs implementation. In line with the principle of “leaving no one behind”’,
localising SDGs initiatives will be intensified, and communication, education and public
awareness (CEPA) will be emphasised to enhance understanding and implementation of
the SDGs at the local level.
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Malaysia’s Development Pathway

The development policies implemented post-independence until 1970
were not able to fully address socioeconomic challenges, leading to
inequitable growth and social imbalances. Consequently, the New
Economic Policy, 1971-1990 (NEP) was formulated with the objective
of attaining national unity through the two-pronged strategy of
eradicating poverty and restructuring society. Vision 2020 was later
introduced in 1991 aimed at making Malaysia a fully developed
country in its own mould, encompassing economic, political, social,
spiritual, psychological and cultural dimensions by the year 2020.
Vision 2020 formed the basis of the National Development Policy,
1991-2000 (NDP), which sought to establish a more united and just
society through balanced development.

The new millennium brought about challenges in terms of
globalisation, liberalisation, as well as the rapid expansion of
information and communication technology. The National Vision
Policy, 2001-2010 (NVP) was formulated as the successor to the
NDP, which incorporated a number of new dimensions, including
transforming Malaysia into a knowledge-based economy. Vision
2020 was further supported by the National Transformation Policy,
2011-2020 (NTP), a national roadmap to comprehensively transform
Malaysia into a high-income advanced nation. The NTP introduced
a number of transformation programmes targeting improvements in
specific areas such as governance, the economy and politics.

The Eleventh Malaysia Plan, 2016-2020 (Eleventh Plan), marked the
conclusion of the 30-year development journey under Vision 2020.
Key strategies included strengthening sectoral growth and expediting
structural reforms as well as accelerating innovation and technology

adoption. Various efforts were also implemented to raise income

and uplift the wellbeing of the rakyat. During the Eleventh Plan, the
economy grew at an average annual rate of 2.7%, mainly driven by
the services and manufacturing sectors. While socioeconomic progress
was achieved during the period, Malaysia has yet to become a fully
developed economy. An appraisal of Vision 2020 is shown in Box I-1.

As the successor to Vision 2020, WKB 2030 aims to provide an
enhanced standard of living for all by 2030 with three objectives,
which are attaining development for all, addressing wealth and income
disparities as well as making Malaysia a united, prosperous and
dignified nation. It is a commitment to achieve sustainable economic
growth accompanied by fair, equitable and inclusive economic
distribution, across all income groups, ethnicities, regions and supply
chains. The purchasing power of households will rise commensurately
with the growth of the economy.

The Twelfth Plan is aligned to the 2030 Agenda, representing
Malaysia’s commitment in implementing the 17 SDGs. This is reflected
in the policies, programmes and projects in the Twelfth Plan. Among
the important areas under the 2030 Agenda are eradicating hardcore
poverty; building a peaceful, just and inclusive society; creating
conditions for sustainable, inclusive and sustained economic growth;
providing decent work for all; ensuring protection of the environment
and natural resources; as well as promoting shared prosperity.

The Twelfth Plan has been drawn up based on extensive engagements
with various stakeholders, including ministries, state governments, the
private sector and civil society organisations (CSOs), as well as online
engagements with the public. Given the current circumstances, the
drafting of the Twelfth Plan has proven to be the most challenging
compared to previous five-year plans.



Box I-1

Vision 2020: An Appraisal
Background

Vision 2020, introduced in February 1991, encapsulated the goal for
Malaysia to become a fully developed country in its own mould by
the year 2020. Malaysia needed to overcome nine key challenges to
be fully developed:

1. Establishing a united nation with a sense of common and shared
destiny

Creating a psychologically liberated, secure and developed society
Fostering and developing a mature democratic society
Establishing a fully moral and ethical society

Establishing a mature, liberal and tolerant society

Establishing a scientific and progressive society

Establishing a fully caring society and culture

Ensuring an economically just society

Establishing a prosperous society with an economy that is fully
competitive, dynamic, robust and resilient

Translating Vision 2020 into
Development Plans

Vision 2020 was an ambitious national aspiration set 30 years into
the future that served as the backbone for subsequent medium-

and long-term development plans between 1990 and 2020. It

was the guiding principle for three Outline Perspective Plans
(National Development Policy, National Vision Policy and National
Transformation Policy) and six Malaysia Plans (Sixth Malaysia Plan up
to the Eleventh Malaysia Plan).
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The economy needed to grow by 7% per annum, in real terms over
the 1991-2020 period, in order to support a fully competitive,
dynamic, robust and resilient economy as envisioned under the ninth
challenge. The relatively high target of economic growth was designed
to support efforts in addressing both the sixth and eighth challenges
of establishing a scientific, progressive and economically just society.
The growth target was later revised to focus on the required rate

of growth to achieve the estimated minimum gross national income!
(GNI) per capita level of a high-income economy by the year 2020.

1 Based on the World Bank Atlas Method.
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The socio-political challenges were addressed by focusing on several
key areas including creating equitable economic opportunities,
developing quality human capital, enhancing public service delivery,
improving governance, elevating integrity and accountability as well as
uplifting the wellbeing of the rakyat.

Progress of Vision 2020

Many successes were achieved in the past 30 years. However,

a number of crises during the period significantly impacted the
journey to become a fully developed country by the year 2020. The
quantitative and qualitative nature of the nine challenges as well as
the wide-ranging set of objectives resulted in varying opinions on the
progress of Vision 2020. The following analysis provides a snapshot of
the progress made in the last 30 years.

Socioeconomic Challenges (Challenges 6, 8 and 9)

During the first decade of Vision 2020, the economy surpassed the
7% per annum growth target and grew by 7.1% despite going through
the Asian Financial Crisis of 1997/1998. Growth in the subsequent
decade moderated to 4.6% against the backdrop of the global
electrical and electronics downturn in 2001 and the Global Financial
Crisis in 2008/2009, while the decade until 2020 recorded a slightly
lower annual growth rate of 4%. Overall, the Malaysian economy grew
by 5.2% per annum between 1991 and 2020.

Malaysia is en route to becoming a high-income economy, as the gap
between its GNI per capita and the minimum high-income economy
threshold has been reducing over the period. In 2020, the country
was 20.4% below the minimum high-income threshold of US$12,696,
compared to 62.6% in 1991.

Generally, the rakyat has enjoyed a better standard of living as
reflected in the higher mean household income of RM7,901 in 2019
compared to RM1,169 in 1989. This is mostly attributed to the
relatively strong economic performance, low and stable inflation rate
as well as full employment since 1992. The incidence of absolute
poverty declined from 16.5% in 1989 based on the 1977 Poverty
Line Income (PLI) methodology to 5.6% in 2019 based on the 2019
PLI methodology. Income inequality also fell as the Gini coefficient
declined from 0.442 to 0.407 over the same period.
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In science and technology, Malaysia succeeded in sending its first
citizen into space in October 2007 and owns several communications
and remote-sensing satellites. The Multimedia Super Corridor (MSC)
was launched in 1996 to propel Malaysia into the information and
knowledge age.

While the economy recorded relatively high rates of growth over the
30-year period, several disparities and structural economic issues
persist. These include spatial growth disparities, inequality between
income groups, higher unemployment among youth, the rising cost of
living and industries concentrated in the lower end of the production
value chain. These issues need to be addressed comprehensively to
enable Malaysia to transition into a developed nation by the year
2030.

Socio-Political Challenges (Challenges 1, 2, 3, 4, 5 and 7)

The socio-political achievements are particularly difficult to assess
as they involve both social and political factors that are subjective
in nature. There is a wide range of views with respect to the
achievements on the socio-political front.

Malaysia is considered one of the most peaceful countries in

the world. The Global Peace Index (GPI) 2021, which ranks 163
independent states and territories according to the level of
peacefulness? place Malaysia in the 23 position and among countries
with a high state of peace. Malaysia’s ranking improved by seven
positions compared to GPl 2016 and continues to be among the top
five peaceful countries in the Asia-Pacific region.

The outcome of the 14t General Election in 2018 reflected an
increasingly mature democratic society. This was reflected in the
improvement in Malaysia’s ranking, in the Democracy Index® by the
Economist Intelligence Unit (EIU), from 815t in 2006 to 39" in 2020.
Malaysia is categorised as a “flawed democracy” similar to countries
such as Japan and South Korea. According to the EIU, countries in
this category have free and fair elections.

2 The state of peace is measured across three domains: the level of societal
safety and security, the extent of ongoing domestic and international conflict,
and the degree of militarisation.

3 The Democracy Index provides a snapshot of the state of democracy worldwide
among 165 independent nations based on five categories: electoral process and
pluralism; the functioning of government; political participation; political culture;
and civil liberties.

Internationally, Malaysia has been entrusted with several important
roles, such as the Presidency of the United Nations General
Assembly (1996) and as a non-permanent member of the United
Nations Security Council (UNSC) (1999-2000, 2015-2016). Malaysia
hosted and chaired the Non-Aligned Movement Summit (2003), the
Tenth Islamic Summit Conference (2003) and Asia-Pacific Economic
Cooperation (APEC) Summit 1998. Malaysia also hosted the first-ever
fully virtual APEC Summit in 2020, which adopted the APEC Putrajaya
Vision 2040 that envisions an open, dynamic, resilient and peaceful
Asia-Pacific community by the year 2040. Malaysia’'s commitment to
international peace and security is evident through its strong support
towards UNSC Resolution 2334 in 2016 that called for Israel to stop
the illegal construction of settlements in the Palestinian territories.

Malaysia still faces some degree of social deficit that hinders the
attainment of social cohesion. Civil disturbances have occurred
occasionally, affecting harmony and unity. Social issues including
juvenile crime and domestic violence have been rising. Several
socio-political challenges remain and need to be addressed in future
development plans.

Conclusion

Vision 2020 was an aspirational and ambitious vision to transform
Malaysia into a fully developed country by the year 2020. It provided
a desirable ideal when it was launched in 1991 and the ensuing
medium- and long-term development plans were the building blocks
toward achieving developed country status. Development policies
have evolved over the years but Vision 2020 with the overriding
objective of national unity remained the underlying guiding principle
throughout. Although significant progress has been made over the
past 30 years, the nine challenges identified under Vision 2020 have
yet to be fully addressed due to several structural domestic economic
issues and a number of global economic crises. The WKB 2030, which
will be implemented beginning 2021, seeks to address these issues
while ensuring all Malaysians achieve an enhanced standard of living
by 2030.



The Malaysian economy has grown rapidly since 1971 despite
enduring several economic crises that were caused by external
shocks.

During the 1991 to 2020 period, real
gross domestic product (GDP) grew
by 5.2% per annum, underpinned by

G DP strong domestic demand, particularly

growth, private consumption spending.
1991-2020
Malaysia has maintained full
employment since 1992, except
in 2020 due to the COVID-19

pandemic.
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GNI per capita has expanded about sixfold from RM7,382
(US$2,730) in 1990 to RM42,503 (US$10,111) in 2020.

Increase in
Per Capita
from 1990 to 2020

The GDP per capita gap among regions continue to persist.
Nevertheless, all regions recorded increases in their GDP
per capita in 2020 compared to 2005, with the Central and

Sarawak regions surpassing the national average.

RM '000,
at current prices
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Malaysians today possess higher

levels of education with 32% of the

labour force possessing tertiary ..@..
qualifications. This represents a more ll.ll
than threefold increase from 1990.

The quality of higher education also

improved which is reflected by the

increased graduate employability

and higher global rankings of local

universities. Labour Force

Possessing
Tertiary Qualifications

| in primary school
Student enrolment in primary schools in 2020

continued to exceed the universal
enrolment threshold of over 95%
since 1990. At the secondary level,
the enrolment rate improved to

92.4% in 2020 from 48% in 1990. Secondary Level

Enrolment Rate
in 2020

Source: Department of Statistics Malaysia and Ministry of Education

The incidence of poverty reduced significantly, from 16.5%
in 1989 to 5.6% in 2019. The incidence of multidimensional
poverty among households, as measured by the
Multidimensional Poverty Index* (MPI) also declined from
0.015in 2016 to 0.011 in 2019.

The average monthly household income increased more than
sixfold from RM1,169 in 1989 to RM7,901 in 2019, while the
average monthly household income of B40 increased from
RM424 in 1989 to RM3,152 in 2019. Income inequality has
narrowed with the Gini coefficient falling from 0.442 in

1989 to 0.407 in 2019.

Incidence of Poverty Average Monthly Household

in 2019 Income in
2019 compared to 1989

Source: Department of Statistics Malaysia

1MPI reflects both the incidence of multidimensional poverty and its deprivation
intensity.

The provision of basic infrastructure and amenities has also
improved. The access to public health centres has increased
as at 2019. The coverage of broadband infrastructure, access
to clean and treated water supply, electricity supply as well as
rural paved roads has also expanded as at 2020.

v

Access? to Public Health
Centres in 2019

.,))

Broadband Coverage in
Populated Areas in 2020

Access to Clean and Treated
Water Supply in 2020

A

Access to Electricity Supply
in 2020

Access to Rural Paved Roads during 2016 to 2020 Period

Source: Department of Statistics Malaysia, Malaysian Communications and
Multimedia Commission, Ministry of Rural Development and National

Water Services Commission

2 Distance from living quarters to public health centres less than 5km in 2019.
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In improving the standard of living of the low income groups,
more than 1.16 million units of low-cost houses were built

during the 1999 to 2020 period.

Reduction in GHG Emissions
| Intensity to GDP
by the End of 2016

Units from
1999 to 2020

Healthcare services have improved as reflected by the ratio of
doctor to population at 1:482 in 2019 compared to 1:2,533

in 1990. Life expectancy at birth increased to 74.7 in 2019
compared to 70.92 in 1990, higher than the World Bank average
global target of 73.4. The ratio of hospital beds also increased
to 1.95 per 1,000 population in 2019, from 1.3 in 1990.

Ratio of Doctor to Population Life Expectancy

in 2019 in 2019

Ratio of Hospital Beds per 1,000 Population

in 2019

Average Proportion of GGP
between 2016 and 2019

Source: Ministry of Health Malaysia and National Property Information Centre

In enhancing environmental
sustainability, Malaysia
recorded a 29.4% reduction
in greenhouse gas (GHG)
emissions intensity to GDP
by the end of 2016 based
on emissions intensity in
2005.

\ Y4

The average proportion

of government green
procurement (GGP) to total
government procurement for
selected green products and
services was 20.7% between
2016 and 2019, exceeding
the target of 20%.

Source: Ministry of Environment and Water and Ministry of Finance
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The IMD World Competitiveness Yearbook 2021 by the
Institute for Management Development (IMD) ranked Malaysia
as the 25" most competitive economy among 64 countries.

The Doing Business 2020 Report by the World Bank ranked
Malaysia at 12t place among 190 countries for ease of doing
business.

The Global Competitiveness Report 2019 by the World
Economic Forum placed Malaysia as the 27t most competitive
economy out of 141 countries.

ThoGiobar

ompetit
2019 oSS Report

27th

in the Global
Competitiveness

Report 2019

The Malaysian Anti-Corruption Commission (MACC) was
established in 2009 as an independent, transparent and
professional body to replace the Anti-Corruption Agency.

The National Centre for Governance, Integrity and
Anti-Corruption (GIACC) was established in 2018 to advise
the Government on governance, integrity and anti-corruption
initiatives.

The National Anti-Corruption Plan 2019-2023 (NACP) was
introduced in 2019 to create a corrupt-free nation. NACP
replaced the National Integrity Plan (NIP), which was launched
in 2004 to develop an ethical society.

The Corruption Perceptions Index 2020 by the Transparency
International ranked Malaysia 57 among 180 countries.
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Looking Ahead to a Prosperous,
Inclusive, Sustainable Malaysia

The objective of the Twelfth Plan is to achieve a prosperous,
inclusive and sustainable Malaysia, in line with the WKB 2030 and
the 2030 Agenda. Sustainable economic growth will be accompanied
by fair, equitable and inclusive economic distribution across all
income groups, ethnicities and regions in order to provide a decent
standard of living for all Malaysians. In addition, the Twelfth Plan
encompasses strategies and initiatives that safeguard national security
and sovereignty, which are vital for sustainable socioeconomic
development.
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supported by four catalytic policy enablers focusing on developing
future talent, accelerating technology adoption and innovation,
enhancing connectivity and transport infrastructure as well as
strengthening the public service, paving the way for a prosperous,
inclusive and sustainable nation.

In line with the transformative nature of the Twelfth Plan, game
changers that represent the new and innovative ideas will be
introduced to shift mindsets and fundamentally change the approach
of national development. These game changers will ensure Malaysia
attains the objectives of WKB 2030, namely sustainable growth along
with fair and equitable distribution across income groups, ethnicities,
regions and supply chains. Game Changer | encapsulates the key
elements of the Twelfth Plan that are needed to achieve the required

The Twelfth Plan is anchored on three key themes focusing on

resetting the economy, strengthening security, wellbeing and
inclusivity as well as advancing sustainability. These themes are

Game Changer |

Imperatives for Reform and Transformation

Why reform and
transformation are
necessary?

The COVID-19 pandemic has impacted all
economies around the world, and therefore

maintaining the status quo will be untenable.

Negative growth was recorded for four
quarters of the economy following the
deterioration in economic activities. The
Twelfth Plan is formulated with the aim to:

e Rebuild the economy and build back
better.

e Address uncertainties in the global
economic landscape.

¢ Overcome shortcomings in
development approach, governance and
implementation.

¢ Provide hope and confidence in the
future of the country, especially
the youth.

How will this be achieved?

The Twelfth Plan is formulated to

transform the economy. To ensure the
comprehensiveness of the Plan, the
transformation will incorporate the following
elements:

e Transformational leadership involving all
levels of Government.

¢ Monitoring of progress at the national
level and problem-solving intervention.

e Rakyat-first policy is embedded into
socioeconomic planning.

¢ Whole-of-nation is mobilised in pursuing
national goals.

e Strengthening governance ecosystem.

e Political buy-in to ensure successful
fundamental change.

e Enhancing collaboration among
government agencies, private sector,
academia, CSOs and the rakyat.

e Strengthening Malaysian identity,
inculcating noble values and patriotism.

reforms and transformation.

What will success portray?

e Achievement of the WKB 2030 and
2030 Agenda.

e Prosperous, high income, inclusive,
low carbon, high-tech and sustainable
nation.

e Globally competitive nation.

e United, harmonious and dignified nation.



Themes of the Twelfth Plan

The Government is committed to delivering game-changing and radical initiatives to ensure that the objectives of prosperity, inclusivity and sustainability are achieved
during the Twelfth Plan. Emphasis will be on resetting the economy, strengthening security, wellbeing and inclusivity as well as advancing sustainability.
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Theme 1
Resetting the Economy

Theme 1 focuses on restoring the growth momentum
of key economic sectors, and propelling strategic

and high impact industries as well as micro, small

and medium enterprises (MSMES) to realign growth

in a sustainable trajectory as well as strengthening
Malaysia’s position in the global supply chain. Malaysia
will move to high value-added and high-skilled
economic activities, and set its sight on becoming a
high-income nation driven by advanced technology.
Over the next five years, concerted efforts will be
undertaken to rejuvenate all the economic sectors,
namely services, manufacturing, agriculture, mining
and quarrying as well as construction. Meanwhile,
productivity growth will be boosted, export markets
will be expanded, financial intermediation ecosystem
effectiveness and role of industrial estates and food
production areas will be enhanced, while governance
and policies will be improved. Focus will also be placed
on accelerating the development of eight strategic and
high impact industries and activities, namely electrical
and electronics (E&E), global services (GS), aerospace,
creative, tourism, halal, smart farming and biomass.

In addition, efforts will be undertaken to strengthen
MSMEs participation in the economy and boosting
entrepreneurial capabilities.

Theme 1 outlines two game changers in resetting

the economy, which are catalysing strategic and high
impact industries to boost economic growth and
transforming MSMEs as the new driver of growth.
Game Changer Il aims to enhance the contribution

of the strategic and high impact industries and
activities to the economy by leveraging on advanced
technologies, digitalisation and niche capabilities.
Private sector investments particularly with
environmental, social and governance (ESG) elements
will be encouraged to support green economy agenda.
Whilst, Game Changer Il will accelerate MSMEs
development through technology and digital adoption
in embracing new norms in business activities as

well as enhancing the capabilities of Bumiputera
entrepreneurs. In addition, focus will be given to

shift MSMEs from a domestic to the global market
and leveraging cooperative movement in developing
entrepreneurs. These measures aim to improve
competitiveness and the business ecosystem towards
increasing MSMEs contribution to the economy.

Theme 2

Strengthening Security, Wellbeing
and Inclusivity

Theme 2 will focus on strengthening security, wellbeing and
inclusivity. In ensuring national defence and security, crime
prevention efforts as well as rehabilitation and emergency
preparedness will be intensified, while the welfare of the
Malaysian Armed Forces and enforcement personnel will be
improved. Priority will also be given in strengthening security
governance. Healthcare service delivery will continue to be a
focus in increasing the health status of the rakyat. Endeavours
to improve preparedness in battling various diseases and

the expansion of healthcare coverage will be continued. The
supply of quality affordable housing will be increased by
improving access to affordable housing and governance as
well as ensuring inclusive housing development. An active
lifestyle will be promoted continuously among the rakyat

by creating a holistic sports ecosystem. Unity in diversity

will be strengthened to maintain a harmonious society and
prosperous nation. Addressing poverty as well as narrowing
disparities among low income groups, inequitable Bumiputera
socioeconomic outcomes, the low socioeconomic development
of Orang Asli and social deprivation of specific target groups
will be emphasised. Efforts will be intensified to accelerate
the development of regions and states as well as narrow the
development gap between rural and urban areas for greater
inclusion. The development in Sabah and Sarawak will be
further accelerated for better growth and wellbeing of the
rakyat.

Theme 2 outlines four game changers, which are enhancing
national security and unity for nation-building, revitalising
healthcare system in ensuring a healthy and productive nation,
transforming the approach in eradicating hardcore poverty as
well as multiplying growth in less developed states especially
Sabah and Sarawak to reduce development gap. Efforts in
nation-building and creating a more conducive environment
for economic activities as well as a safe and harmonious

living for the rakyat will be emphasised by addressing issues
on national defence and security as well as the unity. The
COVID-19 pandemic has tested the strength and response of
healthcare delivery systems across the world. Thus, revitalising
healthcare system is critical in order to ensure the rakyat have
equal access to healthcare services as well as be well-prepared
in meeting future health crises. Addressing poverty holistically
and uplifting the standard of living of the rakyat is one of the
game changers in strengthening inclusivity and uplifting the
livelihood especially of the hardcore poor, B40 and vulnerable
groups. This will reduce the income disparities and uplift

the standard of living of households in the different income
segments and ethnic groups. The potential of less developed
states will be optimised. Economic activities will be intensified
while infrastructure and connectivity will be enhanced. In this
regard, the rural-urban income ratio will be improved, while
GDP per capita, average GDP growth and median monthly
household income of the less developed states are targeted to
increase further.

Theme 3 =
Advancing Sustainability

Theme 3 focuses on advancing green growth as well

as enhancing energy sustainability and transforming
the water sector. The next five years will see a
nationwide shift to more sustainable economic
practices and lifestyles that value natural endowments
and environmental health. This shift will address the
issues of climate change, unsustainable consumption
and production practices, loss of biodiversity, lack

of coherence in the implementation of policies and
inefficient water resources management. In the Twelfth
Plan, green growth will be augmented to achieve
sustainability and resilience. In this regard, the need to
share responsibility in moving towards a low-carbon
nation will be emphasised, while more equal benefit
sharing from the utilisation of natural resources will be
promoted. Energy and water will be managed holistically
and sustainably, taking into account the supply and
demand of these resources. The energy sector will
address the energy trilemma, while the water sector will
focus on ensuring water security for all.

Two game changers will be implemented under
Theme 3, namely embracing the circular economy

and accelerating adoption of the Integrated Water
Resources Management (IWRM). Transitioning to the
circular economy will yield significant efficiency gains
and cost-effectiveness as well as reduce pressure on
the environment. It will also deliver a more innovative
and competitive economy as well as create new
opportunities for green growth. Accelerating the
adoption of the IWRM will be the starting point in
transforming the water sector. The effective execution
of policies and strategies under Theme 3 will contribute
to sustainable and resilient growth as well as the
achievement of the 2030 Agenda.



Policy Enablers of the Twelfth Plan

The achievement of targets set under the three themes of resetting the economy, strengthening security, wellbeing and inclusivity, as well as advancing sustainability are
supported by four catalytic policy enablers focused on developing future talent, accelerating technology adoption and innovation, enhancing connectivity and transport
infrastructure as well as strengthening the public service. These critical enablers form the fundamental foundation and building blocks of Malaysia’s development over

______Jewextfive yearsand beyond T JENSSSTTTTTT———1—— = 202020202022

The growth targets of the Twelfth Plan
will require the development of highly
skilled talent to support the demands

of a growing economy. However, there
are still persistent issues in the labour
market and education sector. These
issues include a low percentage of
compensation of employees (CE) to GDP,
inefficient labour market, limited access
to quality education and weaknesses

in the governance of educational
institutions. The COVID-19 pandemic has
caused a spike in the unemployment rate
and brought about new norms in the way
people work and how businesses operate.
Hence, the Twelfth Plan will focus on
developing future talent by realigning the
labour market, education and training.
Among the key initiatives for realigning
the labour market are promoting
equitable CE and labour participation,

as well as strengthening labour market
support. In addition, elevating the quality
of education and leveraging emerging
technologies will be the key initiatives

to improve the education and training
system.

Improving technical and vocational
education and training (TVET)
ecosystem to produce future-ready
talent will be introduced as a game
changer that can better meet industry
demand. As a key catalyst in Malaysia’s
socioeconomic development, a strong
TVET ecosystem will allow the country
to effectively address persistent

issues such as dependency on foreign
workers, low CE and low student
outcomes. Emerging technologies such
as virtual reality, augmented reality and
artificial intelligence will be leveraged
to complement existing hands-on
teaching and learning activities as well
as research and development conducted
in laboratories and workshop. The
implementation of all these initiatives
will lead to a flexible labour market that
improves the standard of living of the
rakyat.
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Policy Enabler 2

Accelerating Technology
Adoption and Innovation

Technology adoption and innovation are
fundamental enabling factors that will
catalyse growth across all sectors. The
digitalisation process will be accelerated
and the adoption of advanced technology,
particularly the Fourth Industrial Revolution
(4IR) technologies, will be promoted in

achieving a high technology-based economy.

In doing so, Malaysia will address the issues
of insufficient digital infrastructure and
services, fragmented governance, widening
digital divide, low research, development,
commercialisation and innovation
(R&D&C&I) capacity and capability,

and slow adoption of technologies. The
Twelfth Plan will accelerate Malaysia’s
adoption and application of digital and
advanced technology to create and unlock
new opportunities. This will maximise

the potential of the digital economy as

well as achieve inclusive, responsible and
sustainable socioeconomic growth. The
talent and skills required to drive both the
digital economy and 4IR will be enhanced,
while R&D&C&I will be intensified. Malaysia
will also aggressively attract investment in
the digital economy to become the regional
leader. The focus will be on mainstreaming
digitalisation for inclusive development,
accelerating R&D&C&I as well as capitalising
on the potential of advanced technology.

This policy enabler outlines two game
changers in accelerating technology
adoption and innovation, which are
enhancing digital connectivity for inclusive
development as well as aligning R&D
towards commercialisation, wealth
generation and economic growth. The
successful implementation of this policy
enabler, among others, will ensure 100%
4G coverage in populated areas, wider 5G
coverage, 100% urban and rural households
subscribing to the internet, 2.5% gross
expenditure on R&D (GERD) to GDP, 10.5%
contribution of eCommerce to GDP and
25.5% contribution of the digital economy
to GDP. The implementation of these
initiatives is expected to enhance national
competitiveness and resilience, thus better
preparing Malaysia to be a high technology-
based economy.

Policy Enabler 3
Enhancing Connectivity &
Transport Infrastructure

Transportation and logistics play a
crucial role in facilitating growth across
all sectors of the economy. Emphasis
will be on improving first- and last-
mile connectivity, increasing industry
competitiveness and strengthening
governance. Nevertheless, challenges
in meeting the demand for seamless
connectivity and reliable transport
and logistics infrastructure continue
to hinder efforts in addressing the
growing demand.

Provision of efficient and inclusive
transportation and logistics
infrastructure will continue to be

the focus by enhancing accessibility
to public transport, improving trade
facilitation as well as strengthening
the institutional and regulatory
framework. Measures will be taken
to improve last-mile connectivity
through the integration of rail and
road networks between airports,
ports, industrial areas and cities. The
capacity of ports infrastructure and
services will be increased while a
multimodal cargo movement approach
by the same service provider will be
adopted. In addition, transforming
the logistics ecosystem for greater
efficiency has been identified as a
game changer for the logistics sector.
Initiatives will be taken to centralise
planning and development of logistics
hub, accelerate digital adoption,
encourage mergers and acquisitions
among industry players, establish a
single border agency and create a
national regulatory framework for
warehousing and maritime economy.
These efforts will support and facilitate
the expansion of economic activities
and contribute to the socioeconomic
growth of the country.

Policy Enabler 4

Strengthening the
Public Service

This policy enabler fundamentally
supports all themes and other policy
enablers in promoting the wellbeing
of the rakyat as well as ensuring
Malaysia’s continuous socioeconomic
development. The public sector will
further intensify digitalisation, citizen-
centric decision-making, project
implementation as well as collaboration
and coordination between the three
levels of government. In recognition of
the current gaps in talent, governance
ecosystem and project management,
the public sector will be further
strengthened with emphasis on
integrity and transparency. In the
Twelfth Plan, priorities will be given
on developing a high-performing

civil service, advancing the whole-
of-government approach as well as
enhancing budgeting and project
management.

Transforming the public service
through the whole-of-government
approach will be the game changer

in ensuring a more efficient and
effective public service delivery as
well as optimising existing resources.
It is essential to review and streamline
the structures and functions of
ministries and agencies as well as
ensure a clear delineation of roles and
responsibilities between Members of
the Administration and civil servants.
In addition, enhancing the mechanism
for selection of key leaders, improving
the mechanism for recruitment of the
professional and managerial officers
as well as accelerating digitalisation
will further enhance public service
delivery. The implementation of this
policy enabler, among others, will
improve Malaysia’s performance to be
among the top 30 in the Corruption
Perceptions Index and top nine in

the Government Efficiency sub-index
of the IMD World Competitiveness
Yearbook as well as ensure 80% of
online Federal Government services
will be available end-to-end by 2025.
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Challenges and Opportunities

The next five years presents both challenges and opportunities for the
Malaysian economy. The pace of economic recovery is contingent on
the COVID-19 vaccination rollout and compliance with the standard
operating procedures (SOPs) as well as the effectiveness of measures
under the stimulus packages. The increase in the debt and fiscal
deficit to finance the stimulus packages will affect fiscal sustainability
unless accompanied by medium-term fiscal consolidation efforts.
Sustaining growth in the medium term will also hinge on the ability
to increase the pace of structural transformation and transition into
the production of higher value-added products and services in all
economic sectors. This will require effective policies and strategies to
address skill and talent gaps, accelerating R&D&C&I and increasing
preparedness to embrace new technologies arising from the 4IR.

On the social front, increasing health risks and demographic

shifts pose several challenges. The increase in the incidence of
non-communicable diseases (NCDs) and the need to manage the
COVID-19 pandemic, including the rollout of the National COVID-19
Immunisation Programme, has placed intense pressure on the
healthcare system. Malaysia has to prepare itself holistically to meet
the challenges posed by an aged society by 2030. The country is
also confronted with the task of addressing poverty and inequality
as well as raising the standard of living of the B40 and M40 in a
more targeted manner while narrowing the development gap between
regions. The rapid rate of urbanisation, while bringing new economic
and employment opportunities, can pose challenges in terms of
infrastructure, energy and water resources.

Despite these challenges, Malaysia will capitalise on its strengths

and advantages to move forward in accelerating socioeconomic
development. Strong macroeconomic fundamentals, including a highly
diversified economic and export structure, low and stable inflation as
well as a strong and well-capitalised financial sector, remain the key
underlying strengths of the Malaysian economy. Its strategic position
in Asia will enable Malaysia to position itself as a hub for a number of
industries.

The Government remains committed to ensure Malaysia continues

to be an attractive investment destination by introducing policy and
regulatory reforms as well as improving governance. The Government
views the private sector as a full development partner in line with the
Malaysia Incorporated Policy and will continue to play an important
role in realising the WKB 2030 and 2030 Agenda. The ecosystems
that support private sector participation in development will continue
to be improved such as facilitating regulation as well as increasing
engagement and consultation with the private sector in policy
formulation. Public service delivery will be strengthened to ease
business operation.

Selected Targets of the
Twelfth Plan

During the Twelfth Plan, the global economy is expected to regain
momentum as it recovers from the COVID-19 pandemic. World trade
is expected to grow by 5.3% per annum, mainly supported by better
trade performance of emerging markets and developing economies. In
tandem with the global economic recovery, the Malaysian economy is
expected to grow between 4.5% and 5.5% per annum, resulting in a
higher GNI per capita of RM57,882 or US$14,842 in 2025.

Efforts to accelerate productivity will continue under the Twelfth
Plan, which will contribute to higher labour productivity growth.
Focus will be given to gearing up for the 4IR, providing an enabling
environment for the digital economy, intensifying R&D&C&I as well as
developing the required talent. In addition, with better labour market
conditions, Malaysia will regain full employment during the Twelfth
Plan. In tandem with the focus on inclusive economic growth, salaries
and wages are also projected to rise, thus contributing to higher
household income. The wellbeing of the rakyat is expected to further
improve, supported by both economic and social progress as well as
inclusive regional development. The selected targets of the Twelfth
Plan are as shown in Exhibit I-1.



Exhibit I-1
Selected Targets of the
Twelfth Plan

Indicator Eleventh Plan Twelfth Plan
Performance Target

GDP growth, per annum 2.7% 4.5%~5.5%
GNI Per Capita, end period RM42,503 RM57,882
Labour Productivity growth, per annum 1.1% 3.6%
Compensation of Employees, end period
(% of GDP) 37.2% 40.0%
Averagq Monthly Household Income, RM7.160 RM10,065
end period
Malaysian Wellbeing Index growth, 0.5% 1.2%
per annum

Game Changers

Game Changer |: Imperatives for Reform and
Transformation

The Twelfth Plan needs to be transformational to overcome global
economic uncertainties, domestic structural economic challenges and
shortcomings in the development approach. In this regard, among
the elements to be incorporated into the Twelfth Plan are rakyat-
first policy, whole-of-nation approach and political buy-in. These will
ensure the successful implementation of the WKB 2030 and 2030
Agenda. The reform and transformation are imperative in achieving a
prosperous, high-tech, inclusive and sustainable nation, thus enabling
Malaysia to be united, harmonious and dignified.
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Theme 1: Resetting the Economy

Game Changer Il: Catalysing Strategic and
High Impact Industries to Boost Economic
Growth

Resetting the economy to address current and future economic
challenges is centred around building resiliency and competitiveness
by leveraging advanced technology adoption, digitalisation and niche
capabilities. Thus, E&E, GS, aerospace, creative, tourism, halal, smart
farming and biomass are identified as strategic and high impact
industries and activities that will catalyse economic growth. In the
Twelfth Plan, efforts will be focused on accelerating these industries
to be more sophisticated by producing high value-added activities and
products, attracting quality investments and expanding exports as well

as contributing in green economy agenda.

Game Changer lll: Transforming Micro, Small
and Medium Enterprises as the New Driver
of Growth

Prioritising MSME digitalisation as a national agenda is a powerful
game changer for the economy. It enables MSMEs including
Bumiputera entrepreneurs to transform, compete and penetrate global
markets. MSMEs will be equipped with the skills to enable these
enterprises to digitalise their business process by the year 2025.

To enhance competitiveness, MSMEs will also be assisted to produce
products and services on par with international standards. A conducive
and holistic ecosystem will be created to support MSMEs.

This includes giving a second chance to entrepreneurs who have
tried and failed as success is very seldom achieved at the first-time
attempt. A commissioner will be appointed to assist small businesses
in securing payments on time and resolving payment disputes.

In addition, cooperative movement will be leveraged in developing
entrepreneurs.
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Theme 2: Strengthening Security, Wellbeing
and Inclusivity

Game Changer IV: Enhancing National
Security and Unity for Nation-Building

National security and unity remain a priority in maintaining a strong
and resilient nation. A holistic plan will be implemented in curbing
illegal activities at the border and a new National Defence and
Security Industry Policy will be introduced in ensuring a sustainable
defence and security capability. In addition, wider usage of advanced
technology as well as greater involvement by the community will
facilitate the whole-of-nation approach in combatting crimes.
Acknowledging the importance of building social interaction among
the rakyat will be fostered through unity programmes, sports

and religious activities. Patriotism and volunteerism will also be
strengthened through the utilisation of digital and other media
platforms in building social cohesion and fostering greater unity to
ensure peace and harmony.

Game Changer V: Revitalising the Healthcare
System in Ensuring a Healthy and Productive
Nation

The COVID-19 pandemic has proven that it is critical to have a
robust healthcare sector and the need to embrace the whole-of-
nation approach in ensuring better management of future outbreaks
and health crises. Lessons learnt from managing the pandemic

will be leveraged to revitalise healthcare services. Resources and
responsibilities will be consolidated and healthcare services will be
redesigned through collaboration between public and private sectors
as well as CSOs. In addition, a more sustainable health financing
model will be introduced and healthcare services will be digitalised to
accelerate delivery.

Game Changer VI: Transforming the
Approach in Eradicating Hardcore Poverty

In addressing hardcore poverty, all poor Malaysians irrespective of
gender, ethnicity, socioeconomic status and location will be supported.
Bold and radical initiatives on a need basis will be introduced to
support the hardcore poor and poor among the B1. These initiatives
include establishing dedicated poverty units at the Federal and district
levels as well as integrating and centralising a database on poverty.
The possibility of introducing a dedicated tax to finance poverty
alleviation programmes will be explored. The implementation of these
initiatives will ensure that hardcore poverty is eliminated by 2025
while all Malaysians enjoy a decent standard of living.

Game Changer VII: Multiplying Growth in
Less Developed States especially Sabah and
Sarawak to Reduce Development Gap

Priority will be given to Kedah, Kelantan, Perlis, Sabah, Sarawak and
Terengganu by allocating at least 50% of the Total Basic Development
Expenditure? (Basic DE). The development of these states will be
driven by key growth nodes and hotspot areas as hubs for economic
activities. Rural areas will be further developed by intensifying
industrialisation and diversifying economic activities through smart
and cluster farming. In addition, cross-border economic activities will
be promoted to accelerate border development. A number of projects
for infrastructure and connectivity improvement will be implemented.
The implementation of these initiatives will accelerate growth in the
less developed areas as well as ensure more balanced development
and greater inclusion.

2 Allocation for programmes and projects to achieve the targeted objectives and
strategies in the Five-Year Malaysia Plans. Examples of Basic DE projects are
construction of schools, hospitals, roads, industrial areas and poverty eradication
programmes.



Theme 3: Advancing Sustainability

Game Changer VIII: Embracing the
Circular Economy

Acknowledging the need to address the challenge of balancing
socioeconomic development and environmental sustainability, the
circular economy model will be embraced. The public and private
sectors will be encouraged to adopt and integrate the SDGs and
ESG principles in their decision-making. Apart from creating green
job opportunities and ensuring resource security, the circular
economy will reduce waste generation, pollution, GHG emissions

and dependency on natural resources. To expedite the transition, an
enabling ecosystem will be put in place, while more sharing economy
models will be promoted. The use of recycled materials and recycling
of production waste will be increased, while the responsibility of
producers in managing their end-of-life products will be extended

All these initiatives will expand the green economy and facilitate the
attainment of a low-carbon future.

Game Changer IX: Accelerating Adoption of
Integrated Water Resources Management

The Government recognises that there is a need for a comprehensive
transformation of the water sector to ensure water security and
sustainability. Ineffective management of water resources, inadequate
understanding and lack of awareness have created environmental

and social challenges which have impacted economic growth. The
Twelfth Plan will lay the foundation for a comprehensive water
transformation agenda by accelerating the adoption of IWRM. The
whole-of-nation approach involving all stakeholders will be adopted
to instil a sense of ownership and responsibility in protecting and
conserving this precious resource. Governance of water resources
will be strengthened to manage water resources effectively through
revising existing laws and establishing an integrated centre for water
data and R&D&C&I. Financial sustainability of water service providers
will be improved to enhance efficient service delivery.
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Policy Enabler 1: Developing Future Talent

Game Changer X: Improving TVET
Ecosystem to Produce Future-Ready Talent

The availability of skilled technical workers is essential for the
successful adoption of Industry 4.0. In this regard, it is imperative that
gaps in the existing TVET ecosystem are reduced. To achieve this,

the attractiveness and the quality of delivery and training of TVET
will be enhanced through improvement in accreditation, recognition
and certification. A ranking system for TVET institutions will be
introduced whereby the allocation of funds will be based on a number
of components including employability, wage levels of graduates,
industrial engagement and the implementation of social initiatives in
the rural areas. This will prepare TVET graduates to be future-ready
talent.

Policy Enabler 2: Accelerating Technology
Adoption and Innovation

Game Changer Xl: Enhancing Digital
Connectivity for Inclusive Development

The Government’s decision to introduce telecommunication services as
a public utility will enhance internet connectivity, enabling the rakyat
to have equitable access to more affordable, reliable and quality
broadband services. In narrowing the digital divide, the Government
will also ensure that students and vulnerable groups have access

to digital devices. The implementation of the Pelan Jalinan Digital
Negara (JENDELA) will enhance digital connectivity and achieve full
4G coverage in populated areas, as well as enable 100% households'
subscription to the internet. The establishment of Digital Nasional
Berhad (DNB) will further accelerate the provision of 5G coverage for
a better user experience.
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Game Changer XllI: Aligning Research and
Development towards Commercialisation,
Wealth Generation and Economic Growth

The commercialisation of research plays a significant role in
enhancing knowledge transfer, economic growth, job creation and
entrepreneurship. During the Twelfth Plan, 50% of all Government
research funding will be focused on encouraging experimental
development with high commercialisation potential. This will be
coordinated by the newly established Research Management Unit
(RMU), under the Economic Planning Unit of the Prime Minister’s
Department. The goal for Malaysia is to emulate the success of
economies that have graduated from middle- to high-income. These
countries have invested a significant percentage of their research

funds on activities that can be commercialised.

Policy Enabler 3: Enhancing Connectivity
and Transport Infrastructure

Game Changer Xlll: Transforming the
Logistics Ecosystem for Greater Efficiency

Logistics is an indispensable sector to the growth of the nation,
thus efficient logistics services are crucial in ensuring the seamless
movement of goods. However, fragmentation of the industry, low
technology adoption, uncoordinated planning and implementation
as well as weak governance have resulted in the mediocre quality
of services and relatively higher costs. In the Twelfth Plan, the
Government will transform logistics services by centralising the
planning and development of logistics hubs, accelerating digital

adoption and encouraging mergers and acquisitions among industry
players. A single border agency for trade facilitation will be created,
while a national regulatory framework for warehousing and the
maritime economy will be formulated. These initiatives will create
resilient and competitive logistics service providers, enhance
international trade competitiveness as well as improve the governance
structure.

Policy Enabler 4: Strengthening the
Public Service

Game Changer XIV: Transforming the Public
Service through the Whole-of-Government
Approach

Integrity, accountability and transparency across the civil service

will be enhanced. The structures and functions of ministries and
agencies will be reviewed and streamlined to establish a flatter
organisation, thus reducing bureaucracy, increasing transparency as
well as optimising the use of resources. A public service act will be
introduced to reinforce the principle of separation of powers between
the executive, legislative and judicial branches. The Government will
further enhance the performance-driven culture in the civil service

as well as strengthen the mechanism for the selection of key leaders.
The mechanism for recruitment of the professional and managerial
officers will also be improved in attracting the best talent. In addition,
accelerating digitalisation and implementation of the Malaysia Digital
Economy Blueprint initiatives in the public sector will further enhance
the public service delivery.



Conclusion

The Twelfth Plan focuses on the strategic priorities that will transform Malaysia. It is a critical
compass for Malaysia during this time of unprecedented COVID-19 pandemic and the global
economic uncertainty. It is within this context that the Plan strives to bring about sustainable
economic recovery as well as provide better social protection to vulnerable segments of society.

The focus over the next five years will be on the key themes of resetting the economy,
strengthening security, wellbeing and inclusivity as well as advancing sustainability. These
themes will be supported by the policy enablers of talent, technology, transport infrastructure
and public service delivery, consistent with the objectives of achieving prosperity, inclusivity
and sustainability in line with WKB 2030 and the 2030 Agenda.
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Introduction

The Malaysian economy was on its targeted growth trajectory during the 2016-2019 period.
Growth was driven by sustained domestic demand with the external sector expanding
moderately against the backdrop of a challenging global environment. Household spending
was supported by stable labour market conditions, low inflation and higher household income.
The economy, however, was confronted with several issues including slow structural economic
transition, limited trade gains, disruption in fiscal consolidation, socioeconomic inequalities and
the adverse environmental impact in pursuing growth. The final year of Vision 2020 proved to
be most challenging, due to the unprecedented COVID-19 pandemic, resulting in economic
growth falling below the target set for the Eleventh Plan.

The Twelfth Plan is a medium- and long-term economic recovery plan to address the impact

of the COVID-19 pandemic and to put the economy back to its long-term growth trajectory.
The economy is expected to rebound to achieve stronger and more sustainable growth during
the 2021-2025 period. Malaysia’s economic resilience will be strengthened to better withstand
current and future challenges in attaining the objectives of WKB 2030. Macroeconomic
strategies will focus on enhancing productivity, promoting quality investment, accelerating
structural economic transition, increasing participation in the global value chain (GVC) and
ensuring long-term fiscal sustainability. Achieving greater regional balance will remain a priority
to reduce disparity among states and green growth will be further emphasised in line with the
2030 Agenda. During the Twelfth Plan, the economy is expected to expand at a rate of 4.5%
to 5.5% per annum, supported by strong domestic demand and a higher contribution from the
external sector.



Performance of the Eleventh
Malaysia Plan, 2016-2020

External Economic Environment

As an open economy, Malaysia’s growth is influenced by the external
economic environment. The global economy moderated at an annual
rate of 3.4% between 2016 and 2019 amid a series of economic
shocks. These include the inward-looking policies and normalisation
of monetary policy among major economies, uncertainty over the
outcomes of Brexit negotiations as well as volatile commodity

prices. The economies of the five major member countries! of the
Association of Southeast Asian Nations (ASEAN-5) grew by an average
of 5.2% per annum. The United States (US) economy expanded by
2.3% supported by firm domestic demand and better labour market
conditions. Meanwhile, the economy of the People’'s Republic of
China (PRC) moderated to 6.6% per annum, due to trade tensions and
efforts to rebalance the economy for a more domestic-driven growth.

The global economy experienced its first recession since the Global
Financial Crisis 2008/2009 as it contracted by 3.3% in 2020, due to
the COVID-19 pandemic. The pandemic has affected more than 200
countries with significant social impact, resulting in new behavioural
norms. It has also severely interrupted economic activities and the
global supply chain following lockdown measures undertaken in an
attempt to halt the spread of the virus. Overall, the global economy
grew by 2% per annum during the Eleventh Plan.

World trade increased by 0.7% per annum during the Eleventh Plan,
lower than the global economic growth. This is mainly due to the
heightened trade tensions among major economies that led to higher
tariffs, protracted low crude oil prices and the global electronics
downcycle as well as the COVID-19 pandemic in 2020. World
inflation averaged at 3.2% per annum during the 2016-2020 period,
partly as a result of prolonged low commodity prices.

1 Indonesia, Malaysia, the Philippines, Thailand and Vietnam.
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Domestic Economy

The Malaysian economy registered a moderate average annual growth
rate of 2.7% over the Eleventh Plan period as it was significantly
weighed down by the impact of the COVID-19 pandemic. Growth
was driven by improved productivity and sustained domestic demand
with the external sector expanding moderately. Private consumption
spearheaded by household spending supported by favourable

labour market conditions, low inflation and cash assistance by the
Government. On the supply side, growth was led by the services and
manufacturing sectors. In addition, during the Eleventh Plan the share
of compensation of employees (CE)? to gross domestic product (GDP)
increased and the Malaysian Wellbeing Index (MyWI) improved. All
states recorded positive growth, but with the GDP per capita gap
widening compared to the national average. The fiscal deficit widened
as the Government adopted an expansionary fiscal policy to cushion
the impact of COVID-19 on the rakyat, businesses and economy.

Gross national income (GNI) per capita in current prices increased

by 3% per annum from RM36,710 (US$9,399) in 2015 to RM42,503
(US$10,111) in 2020, as shown in Exhibit 1-1. Malaysia’s gap to
achieve a high-income status is 20.4%, based on the minimum
threshold of a high-income economy set by the World Bank at
US$12,696 for 2020. In terms of purchasing power parity?, Malaysia’s
GNI per capita reached US$28,780 in 2019 as estimated by the
World Bank. This puts Malaysia in the top 27t percentile among 190
countries.

2 Total remuneration in cash or in kind, payable by an enterprise to an employee.
3 Rates of currency conversion that equalise the purchasing power of different
currencies between countries (World Bank).
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Exhibit 1-1
Gross National Income Per Capita,
2015 and 2020

GNI per capita
at current prices

RM42,503
(US$10,111%)

RM36,710
(US$9,399)

2015 2020

Note: *Average exchange rate at US$1=RM4.203 in 2020.
Source: Bank Negara Malaysia, Department of Statistics Malaysia and
Economic Planning Unit

Performance of Multidimensional Goals

Six multidimensional goals were set during the Eleventh Plan
encompassing quantitative and qualitative aspects of socioeconomic
development, as shown in Exhibit 1-2. Out of the six goals, only one
was achieved, which is labour productivity. Meanwhile, GDP growth,
GNI per capita, share of CE to GDP, average monthly household
income and the MyWI fell short of their targets. The GDP was on
track to register growth within the target range of 4.9% per annum
over the 2016-2019 period. However, the contraction in 2020 due
to the COVID-19 pandemic affected the growth trajectory for the
overall Eleventh Plan period. The pandemic also led to unfavourable
labour market conditions that affected the earnings of workers and
households, thus resulting in the lower share of CE to GDP, average
monthly household income and MyWI.

Performance of Selected Macroeconomic
Targets

Out of the 12 macroeconomic targets identified in the Eleventh

Plan, only four were achieved, namely real public consumption, trade
balance, current account of the balance of payments and inflation, as
shown in Exhibit 1-3. Growth of real public consumption was higher,
supported by government spending on emoluments as well as supplies
and services. The trade balance and current account of the balance
of payments surpassed their targets due to sluggish imports following
lower domestic demand. Inflation was stable and lower than targeted
due to dampened household spending and lower global crude oil
prices. The remaining macroeconomic targets were not met due to
lower domestic and external demand.



Exhibit 1-2
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Eleventh Malaysia Plan: Performance of Multidimensional Goals

GDP growth
at 4.5%~5.5% per annum
for 2016-2020

Labour productivity
increase to RM88,450
in 2020

GNI per capita
increase to RM47,720
in 2020

Share of compensation
of employees increase
to 38% of GDP in 2020

Mean monthly
household income
increase to RM8,960
in 2020

Malaysian
Wellbeing Index
increase by 1.4% for
2016-2020

Source: Department of Statistics Malaysia and Economic Planning Unit

Performance

GDP growth

Labour RM
productivity 89,025

Share of
compensation of 37.2%
employees

Mean monthly
household income

Malaysian 0.5%
Wellbeing Index

15
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Exhibit 1-3
Eleventh Malaysia Plan: Performance of Selected Macroeconomic Targets

Consumption and Investment

Average Growth of Average Private Investment in Average Growth of
Real Private Investment Current Prices Real Public Investment

6.1% 1.2% RM252 RM233

billion billion

2016-2020 peryear 2016-2020
Average Public Investment in Average Growth of Average Growth of
Current Prices Real Private Consumption Real Public Consumption

RM107 RM98 6.8% 4.7%

billion billion

1.4%» 3.2%

per year 2016-2020 2016-2020

Unemployment Inflation

Unemployment Rate Average Annual Inflation Rate

below

3.5% 4.5%

2020 2016-2020
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International Trade

Average Growth of Gross Exports Trade Balance

7.5% 4.8% RM118 RM185

billion billion

2016-2020 2020

Current Account of the Balance of Payments

RM39.9 RM60 2.5% 4.3%
billion billion of GNI of GNI

2020 2020

Fiscal Balance

Percentage of Fiscal Balance to GDP

-3.0% -6.2%

2020

. Target
‘ Performance

Target Achieved
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Productivity

During the Eleventh Plan, economic growth continued to be driven
by capital and labour, as shown in Exhibit 1-4. The contribution of
multifactor productivity (MFP) to real GDP growth improved, from
23.2% during the Tenth Plan to 39.3% in the Eleventh Plan, supported
by measures to improve productivity. These included the review of
regulatory policies and practices, benchmarking of best practices in
reducing the cost of doing business as well as enhanced collaboration
between the public and private sectors to boost competitiveness.
Various initiatives were also implemented under the Malaysia
Productivity Blueprint (MPB) to unlock the potential of productivity at
the national, sectoral and enterprise levels.

Exhibit 1-4
Factors of Production, 2011-2020

Growth, % p.a.
Share to growth in brackets, %

5.3

2.5
(47:2)

Eleventh Plan

Tenth Plan

M Multifactor productivity M Labour Capital

Note: Based on GDP at constant 2015 prices.
Source: Department of Statistics Malaysia and Economic Planning Unit

Overall labour productivity grew at 1.1% per annum during the
Eleventh Plan, from RM84,114 per worker in 2015 to RM89,025 in
2020, as shown in Exhibit 1-5. Productivity growth across all sectors
was slower following the impact of the COVID-19 pandemic both in
terms of value-added and employment. Growth was spearheaded by
the manufacturing sector contributed by productivity enhancements
across all subsectors. In the services sector, productivity improvements
recorded in the information, communication and technology (ICT)
services, transportation and storage as well as utilities subsectors.
Productivity growth in the construction sector was supported by the
increased adoption of technology and modern construction methods.
The agriculture sector recorded marginal productivity growth as it was
weighed down by the agricommodity subsector. Productivity growth
in the mining and quarrying sector remained subdued following the
continued decline in crude oil and condensate production since 2017.

Exhibit 1-5
Labour Productivity by Kind of
Economic Activity, 2015-2020

RM ‘000 Per Worker,
at Constant 2015
Prices

Average Annual
Growth Rate, %

 aul | lewenthran
ot | a0 Targer | cual

Agriculture 52.0 53.3 0.2 0.5
Mining and Quarrying 1,303.6 1,247.6 4.2 -0.9
Manufacturing 110.3 120.7 3.9 1.8
Construction 36.5 38.3 4.3 1.0
Services 79.1 84.3 3.9 1.3

O s 0 32 11

Source: Department of Statistics Malaysia and Economic Planning Unit

Aggregate Demand

Private expenditure continued anchoring the expansion in domestic
demand. Private consumption increased by 4.7% per annum during
the Eleventh Plan, attributed to the accommodative monetary policy,
favourable labour market conditions and stable wage growth. Despite
being affected by the COVID-19 pandemic, private consumption
remains resilient supported by the stimulus measures, such as the
Bantuan Prihatin Nasional, loan moratorium and the Employees



Provident Fund (EPF) i-Lestari and i-Sinar withdrawal. These
contributed to a higher share of private consumption to GDP from
54% in 2015 to 60.8% in 2020. Private investment increased by 1.2%
per annum over the Eleventh Plan period although registering higher
growth of 4.8% per annum during 2016-2019 period, as shown in
Exhibit 1-6. Private investment registered a decline of 11.9% in 2020
on account of slower global economic growth and sluggish investor
sentiment. Foreign direct investment (FDI) also declined from RM39.4
billion in 2015 to RM32.4 billion in 2019. The COVID-19 pandemic
has further exacerbated the declining trend as total FDI fell to
RM14.6 billion in 2020.

Public investment declined by 7.9% per annum during the Eleventh
Plan. This was partly due to the postponement and reprioritisation
of mega projects, including the East Coast Rail Link (ECRL). Public
consumption grew by 3.2% per annum, supported by Government
spending on emoluments as well as supplies and services.

Exhibit 1-6
Public and Private Investment,
2015-2020

RM billion
at current prices

% p.a. % p.a.
at current at constant
prices 2015 prices

304.4 296.6

Private
investment

Public
investment

EZE EE

2015 2020 2016-2020

Private investment,
% to GDP

at current prices 16.8 15.7

Source: Department of Statistics Malaysia and Economic Planning Unit
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Sectoral Output

On the supply side, all sectors except mining and construction
recorded positive growth with the services and manufacturing
sectors continuing as the main impetus to economic growth during
the Eleventh Plan, as shown in Exhibit 1-7. The mining sector
declined following production disruptions. The implementation of
the Movement Control Order (MCO) beginning March 2020 to curb
the spread of the COVID-19 pandemic has adversely impacted the
services sector, especially the tourism-related industries.

The services sector increased at an average annual rate of 3.8%.
Growth was led by the transport, storage and communication as well
as wholesale and retail trade subsectors, supported by sustained
domestic consumption. The information and communication subsector
expanded by 7.5% per annum, contributed by the strong performance
of telecommunications, computer and information activities. In
addition, eCommerce activities have also contributed to growth as
more Malaysians turned to online platforms to purchase goods and
services.

Exhibit 1-7
Gross Domestic Product by Kind of
Economic Activity, 2015-2020

Share to GDP, % Growth, % p.a.

RM1,344 billion

RM1,177 billion

Services

Manufacturing
Construction 4.7% 4.0% -0.7
Agriculture 04
Mining & quarrying !
2015 2020 2016-2020

Note: Based on GDP at constant 2015 prices.
Source: Department of Statistics Malaysia
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The manufacturing sector increased by an average annual rate of

3.3%. Growth was driven by export-oriented industries, particularly
electrical and electronics (E&E), which grew by 5.6% per annum, while
petroleum, chemicals, rubber & plastic subsector by 2.8% per annum.
In addition, the knowledge-intensive* industries increased by 3.3% per
annum, among others supported by the increase in refined petroleum
products, chemicals & chemical products and pharmaceutical products
as well as electronic components & boards, communication equipment
and consumer electronics products.

The growth of the agriculture sector increased marginally by 0.4% per
annum. The agricommodity subsector declined by 2.3% per annum,
mainly due to the lower production of oil palm that was severely
impacted by the lower usage of fertilisers and adverse weather
conditions, especially in 2019. The agrofood subsector grew by 3%
per annum, mainly attributed to the increase in the production of
livestock, vegetables and fruits, contributing 53.3% to the agriculture
sector in 2020 compared with 46.8% in 2015.

The mining sector contracted by 2.2% per annum during the Eleventh
Plan period. This was due to the lower output of crude oil and
natural gas as a result of the planned and unplanned shutdown of oil

Exhibit 1-8

and gas production facilities. In addition, Malaysia’s commitment to
the Organization of the Petroleum Exporting Countries (OPEC) and
non-OPEC allies to cut production to stabilise global oil prices also
contributed to the contraction of the sector.

The construction sector contracted marginally by 0.7% per annum,
mainly contributed by sluggish construction activities during the
Eleventh Plan period. In addition, several major civil engineering
projects were postponed and reviewed. Meanwhile, the residential and
non-residential subsectors declined attributed to the large stock of
unsold properties.

Gross Domestic Product by State

All states registered positive growth during the Eleventh Plan, with
Selangor, the Federal Territory (FT) of Kuala Lumpur®, Johor and
Sarawak remaining as major contributors to the national economy

in 2020, as shown in Exhibit 1-8. These states accounted for 59.4%
of the national GDP, compared with 57.9% in 2015. The Federal
Territories as well as seven states, namely Selangor, Pulau Pinang,
Kelantan, Perak, Kedah, Johor and Negeri Sembilan recorded economic
growth above the national average of 2.7% per annum. The growth

in most of these states was predominantly led by the services and

Gross Domestic Product by State, 2016-2020

GDP growth, 2016-2020

% p.a.

0.9 1 National GDP growth
: , of the Eleventh Plan:
1 2.7%

Sarawak
Sabah

Perlis
Terengganu
Pahang
Melaka

N. Sembilan
Johor

Kedah
Perak
Kelantan

P. Pinang

FT of K. Lumpur
Selangor

FT of Labuan

Malaysia

Note: Based on GDP at constant 2015 prices.
Source: Department of Statistics Malaysia and Economic Planning Unit

4 Includes paper & paper products, printing & reproduction of recorded media, refined
petroleum products, chemicals & chemical products, machinery & equipment, computer
& peripheral equipment, electrical equipment, electronic components & boards,
communication equipment and consumer electronics, manufacture of medical, precision
& optical instruments, motor vehicle and transport equipment.

GDP by sector, 2020

contribution to total, %
Sarawak | 22.2 11.7
Sabah |
Perlis |
Terengganu | . |
Pahang |
Melaka | |
N. Sembilan | =
Johor | |
Kedah | ]
Perak |
Kelantan |
P. Pinang | [ |
FT of K. Lumpur | e
Selangor | ]
FT of Labuan | n
Malaysia |

Services B Manufacturing I Construction

M Mining & quarrying W Agriculture

5 Includes FT of Putrajaya.



manufacturing sectors. Most of the states which experienced growth
below the national average were dependent on commodities. Sabah
and Sarawak were particularly affected by the low prices of crude oil,
palm oil and rubber.

During the Eleventh Plan, each state continued to leverage its
respective economic strengths to drive growth. The services sector
continued to be the largest contributor across all states, particularly
FT of Kuala Lumpur, FT of Labuan, Perlis, Kelantan, Perak and
Selangor. The manufacturing sector is the second largest contributor
for most of the states. The mining sector is an important contributor
to the economies of Sabah and Sarawak, while the agriculture sector
is significant in Pahang, Kelantan, Perlis, Sabah and Perak.

Gross Domestic Product Based on Income

Gross operating surplus® (GOS) is expected to remain the largest
contributor to GDP, growing at 3.7% per annum during the Eleventh
Plan, as shown in Exhibit 1-9. However, the share of GOS to GDP

is expected to decrease marginally from 60.2% in 2015 to 60.1% in
2020 due to lower corporate earnings amid slower economic growth.

Exhibit 1-9
Gross Domestic Product Based on
Income, 2015 and 2020

Share to GDP, %
GDP at current prices

RM1,417
billion

RM1,177
billion

60.1%
60.2%
9% 0,
2015 2020

I Taxes less
subsidies

[ Compensation of Gross operating
employees surplus

Source: Department of Statistics Malaysia and Economic Planning Unit

¢ Income of capital owners and mixed income.
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Meanwhile, CE shows an increasing trend with its share to GDP
expected to reach 37.2% in 2020, compared with 35% in 2015. CE

is expected to grow by 5% per annum, mainly driven by the services
and manufacturing sectors. This is due to the efforts undertaken in
reforming the labour market and improving labour productivity as well
as better wealth distribution. Consequently, mean monthly household
income increased from RM6,958 in 2016 to RM7,901 in 2019.

International Trade and Balance of Payments

Malaysia as a highly open economy with trade accounting for 116.4%’
of GDP continues to be ranked among the world’s top 30 exporting
nations®. The contribution of Malaysia's gross exports to world exports
increased from 1.2% in 2015 to 1.3% in 2019. Exports to major
trading partners, namely ASEAN, the PRC, Japan, the European Union
(EU) and the US, represented 70% of total exports in 2020. During
the Eleventh Plan, total trade remained resilient, expanding by 4%

per annum, despite the challenging external environment. Among the
key challenges were the escalation of trade tensions between major
economies, the plunge in crude oil prices, the global technology
downcycle and the COVID-19 pandemic in 2020.

Gross exports grew by 4.8% per annum, mainly supported by
manufactured goods, which accounted for 86.4% of total exports in
2020. Exports of manufactured goods rose by 6.3% per annum driven
by E&E, chemicals, optical and scientific equipment as well as rubber
products. Greater use of semiconductors in the automotive, medical
devices and consumer electronics industries continued to generate
strong demand for E&E products. The share of the top 10 export
destinations increased from 70.9% in 2015 to 71.7% in 2020 with
PRC, Hong Kong, the US and Vietnam assuming a greater share.

Exports of agriculture goods rose by 1.3% per annum mainly
supported by palm oil and palm-based products, which grew by

2.7% per annum. Exports of mining goods declined by 6.5% per
annum, mainly due to lower export earnings from crude petroleum
and liquefied natural gas (LNG). The shipment of crude petroleum
contracted by 6.3% per annum, largely contributed by sluggish export
prices. In addition, receipts from LNG declined by 8.4% per annum
hampered by lower demand from Japan, which accounts for almost
50% of total exports of LNG.

7 Share of total trade of goods and services to GDP (2020).
& Trade Profiles report by World Trade Organisation (2020).
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Gross imports expanded at an average annual rate of 3% driven

by intermediate and consumption goods as well as re-exports.

Imports of intermediate goods grew by 1.1% per annum in line

with the sustained performance of manufactured exports. Imports

of consumption goods expanded by 3.4% per annum attributed to
continued demand from households. The expansion in imports for
re-exports was contributed by higher re-exports of E&E and petroleum
products. Imports of capital goods declined by 1.1% in tandem with
slower domestic investment activities.

Overall, with the expansion in gross exports outpacing that of gross
imports, the trade surplus widened to RM184.8 billion in 2020,
compared with RM91.6 billion in 2015. Consequently, the current
account of the balance of payments (BOP) recorded a higher surplus,
from RM35.2 billion or 3.1% of GNI in 2015 to RM60 billion or
4.3% of GNI in 2020, as shown in Exhibit 1-10. This is attributed to

Exhibit 1-10

Current Account of the Balance of
Payments, 2015-2020

RM billion
at current prices

Current account balance
% to GNI

200 — —5

160 —

120 —

80 —

40

2015 2016 2017 2018 2019 2020

[ Goods (net)
Services (net)

Primary income (net)
[l Secondary income (net)

=@- Current account balance % to GNI (right scale)

Note: Based on GDP at current prices.
Source: Department of Statistics Malaysia

the sizeable surplus in the goods account, which more than offset

the continued deficit in the services and income accounts. The

deficit in the services account reflected continued net payments

for transportation, professional and technical services as well as
intellectual property. The travel account recorded a deficit for the first
time in 2020 since 1989, particularly due to the international travel
restrictions following the COVID-19 pandemic. In addition, the income
accounts remained in deficit following continued repatriation of profits
and dividends by foreign investors as well as outward remittances by
foreign workers in Malaysia.

Malaysia continued to record a resilient international reserves position.
The level of international reserves remained sufficient to meet
short-term external obligations, providing ample buffers against
external vulnerabilities. As at 30 June 2021, international reserves
stood at RM461.6 billion, equivalent to US$111.1 billion. This was
sufficient to finance 8.2 months of retained imports and 1.1 times the
short-term external debt.

The final year of the Eleventh Plan were more challenging for the
external sector due to persistent economic risks from uncertainty

as to the length and depth of the economic downturn following

the COVID-19 pandemic, softening of commodity prices, trade
protectionism and geopolitical issues. Nevertheless, Malaysia’s well-
diversified exports structure continued to support the overall current
account of the BOP.

Federal Government Fiscal Position

The Federal Government was on the fiscal consolidation path early in
the Eleventh Plan but a major change in policy priorities and a more
expansionary fiscal stance towards the end of the period affected

the fiscal position. The fiscal deficit as a percentage of GDP reduced
from 3.2% in 2015 to 2.9% in 2017. This was attributed to various
initiatives undertaken, such as the introduction of the Goods and
Services Tax (GST), enhancement in tax administration and compliance,
rationalisation and optimisation of expenditure, strengthening of fiscal
institutions and improvement in budget management.

A major change in policy priorities in 2018, particularly the
replacement of the GST with the Sales Tax and Service Tax (SST), led
to a higher fiscal deficit at 3.7% of GDP in 2018. Fiscal expansionary
measures were undertaken since 2020 to cushion the impact of the
COVID-19 pandemic through four economic stimulus packages’®, worth
RM305 billion, which included direct fiscal injection of RM55 billion.
These packages were introduced to mitigate the economic impact of

? Prihatin Rakyat Economic Stimulus Package (PRIHATIN), Additional PRIHATIN SME
Economic Stimulus Package (PRIHATIN SME+), National Economic Recovery Plan
(PENJANA), PRIHATIN Supplementary Initiative Package (KITA PRIHATIN).



the pandemic, ensure business continuity and safeguard the wellbeing
of the rakyat following the movement control measures to contain
the COVID-19 outbreak. The increase in expenditure, as well as the
decline in revenue following lower GDP growth and the fall in crude
oil prices, resulted in a higher deficit of 6.2% of GDP in 2020, as
shown in Exhibit 1-11.

Exhibit 1-11

Federal Government Fiscal Position,
2015 and 2020

RM billion
at current prices

300 —

250 —

219.1 5170 225.1 224.6

200 —

150 —
100 —

50 —

0 -

2015 2020
Fiscal balance 3.2
e 3.2 | Bl
Revenue M Operating expenditure M Development expenditure

Note: Based on GDP at current prices.
Source: Ministry of Finance

The Temporary Measures for Government Financing (Coronavirus
Disease 2019 (COVID-19)) Act 2020 was introduced as a short-term
measure to provide flexibility in financing the stimulus packages
and economic recovery plan as well as to institutionalise its
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implementation mechanism. Under this Act, the statutory outstanding
debt limit was temporarily raised to 60% to GDP until the end of
2022. In addition, several measures were undertaken to improve debt
management, including the establishment of the Debt Management
Committee in 2019. Overall, as at end-December 2020, the Federal
Government debt stood at 62.1%'° to GDP compared with 53.6% to
GDP in 2015.

Fiscal policy continues to be expansionary at the beginning of the
Twelfth Plan in addressing the health and economic crises. As at
June 2021, four additional economic stimulus packages!! have

been introduced amounting to RM225 billion including a direct
fiscal injection of RM25 billion. These packages aimed to protect
the welfare of the rakyat, support businesses and strengthen the
economy as well as accelerate the implementation of the vaccination
programme to contain and break the chain of COVID-19 infection.

Inflation and the Labour Market

Inflation recorded a moderate average annual rate of 1.3% over the
Eleventh Plan period. Inflation peaked at 2.9% per annum during the
2016-2017 period following measures to boost household spending,
such as the temporary reduction in EPF contributions and salary
increment for civil servants as well as higher commodity prices.
Inflation grew slower at 0.8% per annum during the 2018-2019 period
on account of the reintroduction of the SST at a lower rate than the
GST, the fixing of retail fuel prices and the fall in global crude oil
prices. Limited household spending following the implementation of
the MCO as well as the fall in global crude oil prices, resulted in a
negative inflation of 1.2% in 2020.

Malaysia continued to record full employment in the first four years
of the Plan with the unemployment rate at 3.3% in 2019. This was
attributed to the steady economic growth and improvements in the
labour market, following rising job creation and expansion in the
labour force. During the 2016-2019 period, about one million jobs
were created, mainly in the services and manufacturing sectors. The
COVID-19 pandemic significantly affected the labour market given
the disruption to business activity and sizeable retrenchment by
the corporate sector. As a result, the economy recorded a higher
unemployment rate at 4.5% in 2020.

19 In terms of statutory limit applied to Malaysian Government Securities, Malaysian
Government Investment Issues and Malaysia Islamic Treasury Bills, debt-to GDP
ratio stood at 57.9% as at end-December 2020.

11 Perlindungan Ekonomi dan Rakyat Malaysia (PERMAI) Assistance Package, Strategic
Programme to Empower the People and Economy (PEMERKASA), Supplementary
Strategic Programme to Empower the People and Economy (PEMERKASA+) and
Perlindungan Rakyat dan Pemulihan Ekonomi (PEMULIH) Package.
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Green Economy Indicators

The Green Economy Indicators (GEl), which were introduced in 2018,
is a complementary tool to allow a systematic assessment of the
impact of development on the environment. The GEIl consists of

79 indicators, including carbon emission, energy intensity, share of
renewable energy, forest area, aquaculture production and usage of
chemical fertilisers. The GEI Index increased by 1.9% per annum from
the baseline in 2010 to 114 points in 2017, as shown in Exhibit 1-12.
In terms of performance, two out of five components recorded faster
improvement, namely the policy response and economic opportunities
as well as economic, demographic and social context for sustainable
development.

Exhibit 1-12
Green Economy Indicators, 2010-2017

Index
2010=100
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120

GEIl Index

115 114

110 —
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100 —
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2010 2011 2012 2013 2014 2015 2016 2017

Component 2016- | 2011-

L 2017 | 2017

Index of Green Economy Indicators 109.4 114.0 2.1 1.9

Policy responses and economic opportunities [l b bk K:} 4.2 2.9

Economic, demographic and social context
for sustainable development

115.2 1202 22 2.7

The environmental dimension of quality of
life
The natural asset base 107.2 108.2 0.5 1.1

106.2 1151 4.1 2.0

The environmental and resource productivity [J{ol-%< B {07 %X} 0.7

Source: Department of Statistics Malaysia and Economic Planning Unit

Malaysian Wellbeing Index

The MyWI grew by 0.5% per annum, from 117.2 points in 2015 to
120.2 points in 2020, driven by both economic and social wellbeing
subcomposite indices, as shown in Exhibit 1-13. Based on the
economic wellbeing subcomposite index, Malaysians benefitted from
upgraded transportation infrastructure, improved working life, better
quality of education and enhanced communications. Likewise, the
increase in social wellbeing subcomposite index reflected higher
social participation as well as improved environment and governance.
Nevertheless, family and health subcomponents recorded among

the least improvements. Family and health issues that need to be
addressed include divorce rates as well as non-communicable disease
cases.

Exhibit 1-13

Malaysian Wellbeing Index,
2015 and 2020

MyWI
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Source: Department of Statistics Malaysia and Economic Planning Unit



Issues and Challenges

Malaysia continues to strengthen economic resilience through

the implementation of various measures over the last five years.
Nevertheless, several key issues remain including low productivity
among micro, small and medium enterprises (MSMEs), low quality of
investment, slow structural economic transition, wide development gap
between states, low share of CE, limited gains from GVC participation,
disruption of the medium-term fiscal consolidation and adverse impact
on the environment from unsustainable development. These challenges
can significantly affect the nation’s economic performance. Therefore,
macroeconomic strategies under the Twelfth Plan will continue to
focus on ensuring sustainable economic growth.
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Issues and Challenges

®

Low Productivity among Micro, Small and
Medium Enterprises

(® Limited Gains from Global Value Chain
Participation

(® Disruption of the Medium-Term Fiscal
Consolidation

(® Adverse Impact of Economic Growth on
Environment
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Low Productivity among Micro, Small and
Medium Enterprises

The productivity level of MSMEs remains low, despite various efforts
undertaken to boost productivity. MSMEs were three times less
productive than large firms, resulting in a wider productivity gap
during the Eleventh Plan. The lack of technology adoption and limited
diffusion of technological innovation by MSMEs contributed to low
productivity. In addition, MSMEs were highly dependent on low-
skilled workers. Given the large presence of MSMEs in the economy,
accounting for 97.2% of total establishments as at December 2020,
enhancing the productivity performance of MSMEs will contribute
greatly to increase national productivity.

Exhibit 1-14
Quality of Investment, 2010-2020

Approved Investment,

2010-2020
Labour (‘000) Capital to
Capital (RM billion) labour ratio
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Labour [ Capital =@= Capital to labour ratio (right scale)

Source: Economic Planning Unit and Malaysian Investment Development Authority

Low Quality of Investment

Based on the approved investment data, Malaysia is shifting from
labour-intensive to more capital-intensive industries, with the ratio of
capital expenditure to labour increasing from 0.7:1 in 2010 to 1.5:1
in 2020, as shown in Exhibit 1-14. However, investment was largely
on physical structure accounting for 59.5% of total investment, while
investment in ICT equipment and other machinery and equipment
was at 20.3%. This reflects the low adoption of technology and
automation among firms to harness the full potential of emerging
technology, impacting the productivity and efficiency of firms.

Gross Fixed Capital Formation by
Type of Assets, 2010-2019

Gross fixed capital formation
Share to total, %

80 —

60 — 59.5

48.2
40 —
26.0
20 — 20.3
0 —
2010 2015 2019
Structure M Transport equipment

[ Other assets [ ICT equipment and other machinery & equipment

Note: Based on GDP at current prices.

Source: Department of Statistics Malaysia
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SlOW Structura| Economic Transition to be competitive in the global market. However, most industries
in Malaysia remain at the lower end of the production value chain.
As Malaysia progresses beyond 2020, it is imperative to move further These industries are concentrated in labour-intensive economic
up the value chain and diversify sources of growth by developing activities with low technology content, as shown in Exhibit 1-15.

new and complex products in the services and manufacturing sectors

Exhibit 1-15
Slow Structural Economic Transition within Sectors, 2015-2020

Services Value-added Manufacturing Value-added Agriculture Value-added
RM billion RM billion RM billion RM billion
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Note: Based on GDP at constant 2015 prices.
Source: Department of Statistics Malaysia and Economic Planning Unit
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Malaysian firms still have some way to go to close the labour
productivity gap with firms in regional comparators in East Asia
and aspirational comparators of the Organisation for Economic
Co-operation and Development (OECD) economies, particularly in
the manufacturing and services sectors. Large manufacturers are
globally more competitive in terms of multifactor productivity, but
the small and medium sized manufacturers are well behind regional
comparators. Most services firms are sub-optimally small and the
firms with relatively high labour productivity employ too few workers.
Workforce skills and labour issues are often cited as the main
obstacles to invest in the manufacturing and services sectors.

The agriculture sector lacks high technology adoption. Despite

the implementation of various strategies to increase agrofood
production in achieving self-sufficiency, the subsector’s share of
total agriculture at 53.3% in 2020, remains below the 60% target.
The agriculture sector is heavily dependent on palm oil despite
initiatives to diversify the production of crops. The services sector
is driven by the expansion of traditional services'? subsector, while
the modern services!® subsector remains stagnant. Similarly, MSMEs
in the manufacturing sector focuses more on product assembly and
packaging. In addition, the manufacturing sector lags behind advanced
countries in terms of capacity and capability to develop local
technology.

Widening Development Gap between States

The national GDP per capita increased by 2.8% per annum during

the Eleventh Plan, however it is unequally distributed among states.
The Federal Territories and five states recorded GDP per capita above
the national average of RM43,378 in 2020, with FT of Kuala Lumpur
registering the highest at RM120,600. Meanwhile, Kelantan, Sabah,
Kedah and Perlis registered low GDP per capita due to the excessive
reliance on commodity-based sectors. Kelantan recorded the lowest
GDP per capita amounting to RM14,083 with a gap of 67.5% below
the national average. Wide regional disparity continues to prevail with
Selangor and FT of Kuala Lumpur contributing 40.4% to the national
GDP. The Central region recorded the highest GDP per capita of
RM62,886 in 2020, while the Sabah region is the lowest at RM22,858
with a gap of 63.7% to the Central region.

Low Share of Compensation of Employees

Higher CE is crucial in providing a decent standard of living to all
Malaysians. However, the contribution of CE to GDP is still low

12 Consists of electricity and gas, water, sewerage and waste management, wholesale
trade, retail trade, motor vehicles, food and beverage, accommodation, transportation
and storage, other services as well as government services subsectors.

13 Consists of information & communication, finance & insurance, business services,
private health services and private education services subsectors.

compared with most of the high-income countries, such as the US,
Australia, Republic of Korea (ROK) and Singapore, as shown in Exhibit
1-16. The lower CE was a result of continued reliance on low-skilled
workers, which suppressed wages and salaries. The structure of the
economy remained at the lower end of the value chain, limiting its
ability to create skilled and high-paying jobs. This was reflected by
the low composition of skilled jobs, averaging 27.6% during the 2016-
2020 period. In addition, the income received by employees did not
correspond with the value of output produced, which restricted the
growth of CE.

Exhibit 1-16

Compensation of Employees by
Country Comparison, 2019
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Source: Department of Statistics Malaysia and Organisation for Economic
Co-operation and Development (OECD)



Limited Gains from Global Value Chain
Participation

Malaysia is deeply integrated in the GVCs with exports having
sizeable imported inputs. Malaysia’s use of imported inputs to produce

goods for exports at 36.9%'4, is among the highest in the region
compared to other countries such as Taiwan, the Philippines, Indonesia

Exhibit 1-17
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and ROK. However, Malaysian products used in other economies’
exports was relatively low at 18.7%'>. This indicated that Malaysia’s
gains from GVCs participation were limited, as shown in Exhibit 1-17.
It is therefore important for Malaysia to shift towards higher
value-added activities to be more competitive in the GVCs, while
increasing locally produced inputs to reduce import content.

Gains from Global Value Chain Participation, 2015

GCV participation, % Gains from GVC participation
a 36.9 2.3 2.3 25
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[ share of import content in exports

. Share of domestic input in other countries’ exports

‘ Gains from GVC participation (right scale)

Note: Gains from GVC participation refers to the share of domestic input in other countries’ exports divided by the share of import content in exports.

Source: OECD-WTO: Statistics on Trade in Value Added database, 2015

14 Measured as backward linkage, which is the share of imported inputs to produce goods

for exports.

15 Measured as forward linkage, which is the share of Malaysian products used as inputs
in other economies’ exports.
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Disruption of the Medium-Term Fiscal
Consolidation

The medium-term fiscal consolidation was disrupted to allow the
Government to support the economic recovery and preserve the
growth potential. The biggest challenge is to sustain pragmatic
fiscal management and return to the fiscal consolidation path, while
continuing to support growth. Long-standing fiscal issues need to
be addressed, particularly the narrow revenue base, tax leakages
and untargeted provision of tax incentives, rising retirement charges,
increasing healthcare and education outlays as well as the lack of

a comprehensive public expenditure review. The level of debt and
liabilities also remain elevated following the need to fund the stimulus
packages in line with the Government’s commitment to protect the
economy and promote recovery.

Adverse Impact of Economic Growth on
Environment

Malaysia is fortunate to be endowed with abundant natural resources
to support the economic growth. However, the rapid economic
expansion has affected the environment in some cases. There was
also a significant economic cost from the impact of climate change
that was not fully incorporated into the cost of socioeconomic
development. This is further exacerbated by the lack of a systematic
tool to assess the holistic impact of development on the environment.

Way Forward: Twelfth Malaysia
Plan, 2021-2025

Macroeconomic Prospects

The Twelfth Plan marks the first half of the WKB 2030, which aims
to achieve a decent standard of living for all Malaysians. In tandem
with the objectives to achieve balanced development and a people-
centric economy, greater efforts will be undertaken to achieve the
multidimensional goals of the Twelfth Plan. These goals encompass
macroeconomic targets as well as socioeconomic goals to balance
economic growth, equitable income distribution and wellbeing of the
rakyat. The Twelfth Plan is also part of the final phase under the 6R
approach implemented to protect the rakyat and businesses as well as
restructure the economy affected by the COVID-19 pandemic.

External Economic Environment

As the global economy recovers from the aftermath of the COVID-19
pandemic, world economic growth is projected to grow by 4.1% per
annum during the Twelfth Plan, as shown in Exhibit 1-18. The pace of
recovery will depend on the progress of vaccination rollout and the
effectiveness of economic stimulus packages implemented throughout
the world. Global growth is to be driven by the emerging markets and
developing countries, as it is expected to grow by 5.1% compared

to advanced economies’ growth of 2.7%. The economy of PRC is
projected to expand slower due to structural factors, including an
ageing population and slower productivity expansion. Nevertheless,
PRC is still expected to be the main driver of global growth. Growth
in advanced economies will be led by the US, arising from greater
business fixed investment as well as research and development
spending.
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Exhibit 1-18

World Economic Outlook, 2016-2025

Growth, % p.a. Average Annual Growth Rate, %

Twelfth Plan?

Eleventh Plan

World Output 3.3 -3.3 2.0 4.1
Advanced Economies 1.8 -4.7 0.7 2.7

Emerging Market and Developing Economies 4.5 -2.2 3.0 5.1

World Trade 2.2 -8.5 0.7 5.3
Imports

Advanced Economies 2.6 -9.1 0.6 5.0

Emerging Market and Developing Economies 1.7 -8.6 0.7 6.2

Exports
Advanced Economies 2.0 -9.5 0.3 4.9
Emerging Market and Developing Economies 2.7 -5.7 1.5 5.5

Commodity Prices
Nonfuel (average based on world commodity import weights) -0.4 6.7 2.9 2.6

Crude Oil (USS per barrel)? 42.8 41.3 53.3 53.6
Growth (%) -15.7 -32.7 -4.1 4.2

Consumer Prices
World 2.7 3.2 3.2 3.2
Advanced Economies 0.7 0.7 1.3 1.8
Emerging Market and Developing Economies 4.3 5.1 4.8 4.2

Note: * Average of UK Brent, Dubai Fateh and West Texas Intermediate crude oil prices.
2 Estimate.
Source: International Monetary Fund, World Economic Outlook (April 2021)

World trade is also expected to recover and grow stronger at expected prolongation of low commodity prices. Potential downside
5.3% per annum, mainly supported by stronger trade performance risks to global economic growth include lingering impacts from the
by emerging markets and developing economies. World inflation COVID-19 pandemic, protracted trade tensions as well as geopolitical

is expected to be moderate at 3.2% per annum following the uncertainties.
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Domestic Economy Exhibit 1-19

Against the backdrop of the challenging economic environment, GrOSS Natlonal Income Per Caplta,
including expectation of a prolonged and uncontainable COVID-19

pandemic, the Malaysian economy is expected to recover in line with 2020 and 2025

the measures to reopen the economic sectors. During the Twelfth GNI per capita

Plan, potential output is expected to expand between 4% and 5%. at current prices

Private sector activity will rebound and remain the anchor of growth RM57,882
supported by accommodative monetary and fiscal policies. Labour (US$14,842)

market conditions are expected to improve with full employment in
the Twelfth Plan, while inflation is projected to be stable.

RM42,503
During the Twelfth Plan, the GDP is expected to grow between (US$10,111)
4.5% and 5.5% per annum led by higher labour productivity growth,
resulting in a 6.4% per annum rise in GNI per capita, from RM42,503
(US$10,111) in 2020 to RM57,882 (US$14,842) in 2025, as shown in
Exhibit 1-19. Salaries and wages are also expected to rise, resulting in
a more equitable distribution of income between capital owners and
employees as well as contributing to higher household income. The
overall wellbeing of the rakyat is expected to improve, supported by
both economic and social progress as well as balanced and inclusive

regional development.

2020 2025

Source: Department of Statistics Malaysia and Economic Planning Unit
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Twelfth Malaysia Plan: Selected Macroeconomic Targets
4 . )
Consumption and Investment
Average Growth of Real Average Private Investment Average Growth of Real
Private Investment (2021-2025) in Current Prices (per year) Public Investment (2021-2025)
% RM258
3.8 billion
Average Public Investment Average Growth of Real Average Growth of Real
in Current Prices (per year) Private Consumption (2021-2025) Public Consumption (2021-2025)
RM80
billion
- J
4 . )\
International Trade
Average Growth of Current Account of the
Gross Exports (2021-2025) Trade Balance (2025) Balance of Payments (2025)
RM191 RM44
billion billion
- J
4 N/ )
Unemployment Inflation Fiscal Balance
Average Annual Percentage of
Unemployment Rate (2025) Inflation Rate (2021-2025) Fiscal Balance to GDP (2025)
4.0%
- AN
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Macroeconomic Strategies to Restore Growth and Strengthen Economic Fundamentals

The macroeconomic policies for the Twelfth Plan will focus on restoring the economic growth and strengthening the economic fundamentals.
Emphasis will be given to ensure a conducive and competitive economic environment towards achieving greater economic resilience. Eight
strategies will be implemented to restore growth and strengthen economic fundamentals, as shown in Exhibit 1-20.

Exhibit 1-20

Macroeconomic Strategies and Multidimensional Goals, 2021-2025

Multidimensional Goals

4.5% to 5.5%

GDP growth per annum

RM57,882

GNI per capita by 2025

3.6%

labour productivity
growth per annum

40%

compensation of employees of GDP by
2025

average monthly household
income by 2025

J
~
J
RM10,065 ]

1:25

GDP per capita gap between
Central and Sabah regions by 2025

to GDP by 2030*

45%
reduction in GHG emissions intensity

1.2%

Malaysian Wellbeing Index
growth per annum

N2 N A Y A

: *Based on emissions intensity in 2005.

( )
Macroeconomic Strategies
e Enhancing Productivity ® Promoting Quality Investment
® Accelerating Structural ® Reducing Regional
Economic Transition Development Disparity
® Increasing Share of Compensation ® |Leveraging Participation in the
of Employees Global Value Chain
e Strengthening Fiscal Governance e Advancing Green Growth
. ,




Enhancing Productivity to Sustain Quality
Growth

Efforts to accelerate productivity growth will continue under the
Twelfth Plan, with MFP expected to contribute 40.4% to GDP growth,
as shown in Exhibit 1-21. The improved GDP growth will contribute
to higher labour productivity growth of 3.6% per annum, as shown
in Exhibit 1-22. The strong collaboration between the Government,
private sector and academia established under the MPB will be
leveraged to further improve productivity at the national, sectoral
and enterprise levels. At the national level, the planning mechanism
will be strengthened, the successful initiatives under the Productivity
Nexus will be scaled up and the productivity gap between the large
firms and MSMEs will be narrowed. In addition, various strategies at
the sectoral level will be implemented to strengthen the ecosystem
to increase productivity, including uplifting research, development,
commercialisation and innovation (R&D&C&I) in new technology and
improving access to financing in supporting innovation and skills
development.

Exhibit 1-21
Factors of Production, 2016-2025

Growth, % p.a.
Share to growth in brackets, %

4.5~5.5

Eleventh Plan Twelfth Plan

[ Multifactor productivity Labour M Capital

Note: Based on GDP at constant 2015 prices.
Source: Department of Statistics Malaysia and Economic Planning Unit
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Exhibit 1-22

Labour Productivity by Kind of
Economic Activity, 2020-2025

Average
Annual Growth
Rate, %

Actual Target ‘ Twelfth Plan

2020 2025 2021-2025

RM ‘000 Per Worker,
at Constant 2015 Prices

Sector

Agriculture 53.3 60.3 2.5
Mg‘dgﬁsi’;‘; 1,247.6 1,341.9 1.5
Manufacturing 120.7 148.7 4.3
Construction 38.3 46.2 3.8
Services 84.3 100.6 3.6

Source: Department of Statistics Malaysia and Economic Planning Unit

Promoting Quality Investment to Strengthen
Economic Growth

On the demand side, the private sector will continue to be the key
driver of growth. Private consumption is expected to increase at an
average annual rate of 5.8%, as shown in Exhibit 1-23. The increase
will be supported by higher household income arising from expected
stable labour market conditions in tandem with the post-COVID-19
economic recovery, higher minimum wage and cash assistance to the
targeted groups.

Private investment will rebound and is expected to grow at 3.8% per
annum or an average of RM258 billion at current prices compared
with RM233 billion during the Eleventh Plan period. It will become
the catalyst of economic growth after the slowdown during the 2019-
2020 period. The National Investment Aspirations (NIA) will be the
basis for comprehensive reforms in all investment-linked initiatives
and policies. NIA adopts a holistic and targeted approach in an effort
to attract more quality investment in line with the goals to create
high-paying jobs, expand domestic networks and enhance inclusivity.
In addition, efforts will be focused on improving the ecosystem and
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Exhibit 1-23

Gross Domestic Product by Expenditure, 2016-2025

Growth, % p.a.
at constant 2015 prices

Private consumption

Private investment

Public consumption

Public
investment

Exports

Imports

Private investment,
% to GDP
at current prices

[ Twelfth Plan

M Eleventh Plan

Source: Department of Statistics Malaysia and Economic Planning Unit

regulations to enable more effective public service delivery and
facilitate ease of doing business. Existing investment incentives will
also be reviewed to attract more investment, especially in strategic
and high-impact industries. Domestic direct investment will be
promoted, focusing on technology adoption and providing innovative
business ecosystem, especially for MSMEs. In efforts to attract FDI,
focus will be given to companies that will facilitate market access
as well as technology and knowledge transfer for domestic firms.
Through these efforts, private investment is expected to increase to
more than 75% of total investment during the Twelfth Plan period
compared with 70% during the Eleventh Plan period, attaining the
average level prior to the 1997/1998 Asian Financial Crisis.

investment

investment

Investment, RM billion % p.a.
at current prices

at current
prices

378.4

296.6

2020 2025 2021-2025

15.7 14.4

Measures to further promote private investment will include
leveraging on competitive advantages of industry clusters, enhancing
competitiveness and promoting sustainable development. Collaboration
between businesses and higher education institutions will also be
enhanced to address skills shortages. Investment institutions will be
reformed to focus on attracting quality investment that promote the
development of complex products and services, create high-skilled
and high-paying jobs, encourage high use of domestic inputs and
improve development in underserved areas. In addition, the incentives
administration framework will be streamlined and targeted to improve
efficiency and effectiveness.



Public investment is expected to grow at 2.6% per annum driven

by the Federal Government development expenditure and capital
spending of non-financial public corporations (NFPCs). The investment
will be largely in infrastructure, transport, utilities as well as the oil
and gas industry. Major public sector projects that will be undertaken
include the ECRL, Johor Bahru-Singapore Rapid Transit System and
Pan Borneo Highway. In view of the constraints in the allocation

of development expenditure, these projects will be implemented in
phases to ensure fiscal sustainability. Public consumption is expected
to expand by 3.7% per annum, in line with the measures taken to
reduce the impact of the COVID-19 pandemic and stimulate the
economy.

Exhibit 1-24
Gross Domestic Product by Kind of
Economic Activity, 2020-2025

Share to GDP, % Growth, % p.a

RM1,713 billion

RM1,344 billion

Services

Manufacturing

Construction
Agriculture
Mining & quarrying

2020 2025 2021-2025

Note: Based on GDP at constant 2015 prices.
Source: Department of Statistics Malaysia and Economic Planning Unit
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Accelerating Structural Economic Transition to
Move Up the Value Chain

The services and manufacturing sectors will continue to be the main
drivers of the economy, as shown in Exhibit 1-24. The agriculture
sector will be reinvigorated to support the downstream activities

and to enhance food security. The growth in these sectors will be
supported by strong demand, enhanced productivity as well as higher
value-added and knowledge-intensive activities. The implementation of
the National Fourth Industrial Revolution (4IR) Policy will be pivotal to
boost growth across all sectors.

The services sector is expected to record a steady growth of 5.2%

per annum and constitute 58.3% of GDP in 2025. The wholesale

and retail trade subsector will continue to be the main contributor,
supported by strategies to modernise the subsector as well as
enhance the efficiency and effectiveness of the supply chain.
Concerted efforts will be undertaken to ensure higher adoption of
technology to enhance efficiency and productivity within the sector in
line with the Malaysia Digital Economy Blueprint. Emphasis will also
be placed on accelerating the development of high potential growth
industries, including the halal, creative and tourism.

As Malaysia progresses towards embracing the 4IR, the manufacturing
sector will continue to focus on shifting into higher value-added,
diverse and complex products. Among the key industries that

will drive growth are E&E, chemicals and chemical products and
aerospace. In addition, focus will be given to growth along the value
chain in shipbuilding, pharmaceutical and medical devices. Efforts

will also be undertaken to leverage digital technology and enhance
mechanisms to boost productivity, in line with the National Policy on
Industry 4.0 (Industry4WRD). Emphasis will also be given to capitalise
on the benefits of disruptive technologies in gearing up for the 4IR.
The sector is expected to expand by 5.7% per annum, led by the
export-oriented subsector.

Adoption of smart farming through modern and new technologies
is vital in reinvigorating growth in the agriculture sector. In this
regard, the emphasis will be on expediting the transformation of
the agriculture sector into a modern, dynamic and competitive
sector, supported by greater R&D&C&I. In addition, the strategies
and initiatives under the National Food Security Framework and
the National Agrofood Policy 2021-2030 will be implemented to
meet food self-sufficiency targets and comply with international
food safety standards. The utilisation of biomass and biogas will
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also be optimised. The development of agricommodity entrepreneurs
in speciality products, including tocotrienols, will be promoted to
diversify into higher value-added products. This sector is projected to
grow by 3.8% per annum during the Twelfth Plan, contributing 7% to
GDP in 2025.

The construction sector is expected to expand by 4.2% per annum,
driven by the civil engineering and residential buildings subsectors.
More affordable housing will be developed in strategic locations.

A total of 500,000 affordable homes will be built, which will be
supported by several initiatives, such as Rumah Mesra Rakyat, Residensi
Wilayah and Program Perumahan Rakyat.

The mining sector is expected to increase by 2.6% per annum
during the Twelfth Plan, mainly driven by the increase in natural
gas production. Meanwhile, LNG production is expected to increase
to 32 million tonnes per annum, supported by the PETRONAS
Floating LNG (PFLNG) facilities in Sabah. The production of crude
oil and condensate is expected to moderate due to exploration of
hydrocarbon resources activities in challenging areas such as
deep-water and marginal fields.

Reducing Development Disparity to Promote
Regional Balance

Priority will continue to be given to bridging the development gap
among states to ensure balanced regional development. The potential
of each state and region will be optimised to stimulate and accelerate
economic growth. Collaboration between the Federal, state and

local governments, including regional development authorities, will

be further strengthened for better regional development planning,
implementation and coordination. Initiatives will be undertaken to
upgrade infrastructure and re-energise economic activities in rural
areas as well as improve the rural-urban linkages. More equitable
distribution of socioeconomic benefits from balanced development
across states and regions will narrow regional disparity and increase
the wellbeing of the rakyat.

The GDP for all states is expected to expand in line with the national
economic performance, as shown in Exhibit 1-25. The states with the
lowest GDP per capita, namely Kelantan, Sabah, Kedah and Perlis

are anticipated to record faster growth and narrow income disparity.
Similarly, all regions are expected to record positive economic growth
and narrow disparity in income. The GDP per capita gap between the
highest and lowest regions, namely the Central and the Sabah regions,
is expected to be reduced from 1:2.8 in 2020 to 1:2.5 in 2025.

Exhibit 1-25

Gross Domestic Product by State,
2016-2025

GDP Growth,
% p.a.
FT of K. Lumpur 42 , National GDP
1 growth of the
Selangor 43 ' Zv;ﬂt‘tg :};m:
Melaka 458 R
N. Sembilan :5.0
Johor : 5.1
Sarawak . 5.3
g
P. Pinang 5.4
'
FT of Labuan 55
'
Perak . 56
Perlis 58
Kedah I 6.2
Pahang ' 6.3
Sabah ' 6.5
Terengganu ; 6.6
Kelantan ; 6.7
o 1 2 3 a4 s & 7
M Eleventh Plan M Twelfth Plan

Note: Based on GDP at constant 2015 prices.
Source: Department of Statistics Malaysia and Economic Planning Unit

Increasing Share of Compensation of Employees
to Improve Living Standard of Workers

During the Twelfth Plan, the share of CE to GDP is targeted to reach
40%, as shown in Exhibit 1-26. Efforts will be undertaken to promote
high value-added economic activities and attract more investment

in knowledge-intensive industries to spur the creation of skilled

and high-paying jobs. Labour productivity initiatives will be further
emphasised through greater adoption of advanced technology as well
as upskilling and reskilling the workforce. In addition, measures will
be taken to reduce dependency on low-skilled foreign workers. These
measures are expected to raise wages and salaries, and subsequently
improve the living standard of workers.



Exhibit 1-26

Gross Domestic Product Based on
Income, 2020 and 2025

Share to GDP, %
GDP at current prices

RM2,021 billion

RM1,417 billion

57.1%
60.1%
2.2% L
2020 2025
8 Compensation of Gross operating B Taxes less
employees surplus subsidies

Source: Department of Statistics Malaysia and Economic Planning Unit

Leveraging Participation in the Global Value
Chain to Strengthen Trade and Balance of
Payments

Malaysia’s trade performance is expected to improve in tandem

with the expected recovery in global trade and the strengthening of
major commodity prices. Gross exports are projected to increase at an
average annual rate of 5% supported by higher value-added products
and diversification of markets. The implementation of the ASEAN
Economic Community (AEC) Blueprint 2025 and new free trade
agreements (FTAs) are expected to provide further impetus to external
trade growth. These new trade agreements include the Regional
Comprehensive Economic Partnership (RCEP), the world’s largest

FTA covering about 30% of global GDP and 2.2 billion people. The
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RCEP offers huge potential for Malaysia in terms of enhanced trade
facilitation, greater market access and reduced trade barriers. Malaysia
has close trade linkages with the RCEP economies contributing almost
60% to the nation’s total trade in 2020. According to the

World Bank?¢, the RCEP is expected to generate a net positive effect
on Malaysia with an increase in GDP of 0.8% by 2030. In addition,
there are a number of FTAs currently being negotiated, which will
benefit domestic industries, in particular manufacturing, tourism,
finance, ICT, eCommerce, education, healthcare, agriculture, energy
and aerospace.

Exports of manufactured goods is expected to record an average
growth of 4.9% per annum, particularly driven by E&E and
resource-based exports!’. Growth in E&E exports at 5.1% per
annum will be led by integrated circuits, diodes and photosensitive
semiconductors following continuous demand in emerging
technologies such as autonomous vehicles, artificial intelligence (Al),
fifth generation technology standard (5G) and internet of things (loT).
Agriculture exports are expected to increase by 4.8% per annum,
mainly contributed by palm oil and palm-based products as well as
natural rubber. Growth of mining exports will rebound by 7.3% per
annum supported by higher demand for crude petroleum and LNG
exports.

Gross imports are estimated to expand at an average annual rate of
5.9% in line with strong exports performance and higher domestic
investment activities, which will require more imports of intermediate
and capital goods. Nevertheless, continuous efforts will be undertaken
to enhance product substitution, especially for parts and components
to reduce the import content. Imports of consumption goods are
projected to strengthen as purchasing power of Malaysians are
anticipated to increase during the Twelfth Plan. The trade surplus is
expected to remain substantial at RM191 billion in 2025.

Efforts to leverage gains from trade will be intensified by further
improving the efficiency of trade facilitation at all entry points and
intensifying eCommerce transactions by encouraging MSMEs to
utilise digital platforms. In addition, initiatives to strengthen resource-
based downstream activities and related services will be escalated,
while boosting competitive advantage of main export industries
through adoption of new technologies. Collaboration among industry
players, government agencies and research institutions will be further
enhanced to identify new high value-added products and markets.

16 Actual and Potential Trade Agreements in the Asia-Pacific: Estimated Effects, World
Bank (2019).

17 Includes chemicals and chemical products, manufactures of plastics, petroleum products,
processed food, palm-oil based manufactured products as well as rubber and wood
products.
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The current account of the BOP is projected to remain in surplus at
RM44 billion or 2.2% of GNI in 2025 supported by higher surplus

in the goods account despite the continued deficit in the services
account. Net payments for transportation, construction, insurance and
professional services will contribute to the persistent deficit in the
services account. However, measures will be undertaken to reduce the
deficit, including greater internationalisation and continued promotion
of Malaysia as a preferred destination for tourism, education

and healthcare. In addition, efforts will be intensified to increase

the efficiency of logistics services by streamlining administrative
procedures, increasing regulatory compliance and stricter enforcement.

Strengthening Fiscal Governance to Enhance
Public Finance Management

Fiscal policy will be expansionary in the short-term to revitalise the
economy after the COVID-19 pandemic. Fiscal consolidation will
resume once the economy is on a better footing to ensure long-
term fiscal sustainability. As such, the fiscal balance is targeted to
be between -3.5% and -3% of GDP in 2025. The total development
expenditure allocation is estimated to be at RM400 billion in the
Twelfth Plan period. However, allocations for basic development
expenditure in 2021 and 2022 are expected to be challenging.

Fiscal governance will be strengthened by institutionalising the

fiscal sustainability principles throughccc the introduction of the
Fiscal Responsibility Act, which is imperative to ensure long-term
fiscal sustainability. Revenue will be enhanced by exploring new
sources, expanding the revenue base, reviewing tax incentives,
strengthening overall tax administration and adopting a medium-
term revenue strategy. The management of expenditure will be
strengthened by introducing medium-term budgeting and expenditure
frameworks, undertaking public expenditure reviews and improving
Government procurement management to ensure spending efficiency
and effectiveness. The medium- and long-term debt and liabilities
management will continue to be enhanced with the implementation
of accrual accounting, introduction of medium-term debt strategy,
establishment of the Debt Management Office as well as
enhancement of the government guarantees framework.

Advancing Green Growth to Enhance
Environmental Sustainability

During the Twelfth Plan, efforts will be undertaken to ensure that
development policies strike a balance between socioeconomic
development and environmental sustainability. In this regard, an
economic model on the green economy will be introduced to
complement existing macroeconomic planning and impact analysis.
The model will determine the linkages between economic growth and
the use of natural resources as well as environmental impact, which
will be a key reference for policy-making. This is crucial in ensuring
sustainable growth, boosting resource efficiency and maintaining
environmental ecosystem resilience. Concurrently, the assessment
of socioeconomic impact on utilisation of limited resources such

as water, energy, land use and raw materials will be conducted to
support the formulation of development policies.

Maintaining Price and Labour Market Stability

Inflation is expected to stabilise at a lower level, averaging 2.7% per
annum following better economic prospects along with the anticipated
recovery in the global economy and commodity prices. The labour
market is projected to remain favourable with more job creation for
locals, backed by productivity improvement, greater utilisation of

the latent® workforce and higher female labour force participation.
The economy is estimated to return to full employment with an
unemployment rate of 4% by 2025. Employment is expected to grow
moderately at 1.4% per annum to reach 16.2 million by 2025, with an
additional of 1.1 million jobs created.

Enhancing Wellbeing of Rakyat

The MyWI is targeted to increase by 1.2% per annum during

the Twelfth Plan, compared with 0.5% during the Eleventh Plan.
Both the economic and social wellbeing subcomposite indices are
targeted to achieve higher growth. Social wellbeing is expected to
improve substantially arising from a more balanced and people-
centric development. The wellbeing of the rakyat will be enhanced
through increased social participation and quality of the environment,
improved transportation connectivity and better access to healthcare
services.

8 Potential labour force, which is currently not in the labour market such as the
elderly, housewives and disabled persons.



Conclusion

During the Eleventh Plan, the Malaysian economy expanded at a moderate rate, underpinned
by sustained domestic demand and a diversified economic base. The unprecedented COVID-19
pandemic and the low commodity prices dampened economic growth and weakened the fiscal
position. Despite these challenges, the Malaysian economy is expected to rebound and achieve
stronger and more sustainable growth during the Twelfth Plan. Focus will be given to expediting
economic recovery and resetting the economy to achieve the multidimensional goals. This

will increase the sustainability and resilience of the economy in realising the vision to be a
prosperous, inclusive and sustainable nation.
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Overview

The ‘new normal’ created by the global COVID-19 pandemic
has re-defined Malaysia’s approach towards its economic
priorities and strategies. It has provided Malaysia with a window
of opportunity to reform its economic foundation towards a
stronger recovery. The aim is to create a high-value and resilient
economy, characterised by innovative industries and based on
entrepreneurship.

Theme 1 focuses on restoring the growth momentum of
core economic sectors in the country and at the same time,
stimulating and propelling the growth of strategic and high
impact industries, as well as Micro, Small and Medium
Enterprises (MSMEs).

The services, manufacturing, agriculture, mining and
construction sectors have been faced with a multitude of
challenges. These include low productivity, uncompetitive firms,
and imbalanced industrial development between regions. These
have been further exacerbated by the COVID-19 pandemic.

A key priority moving forward is to shift all sectors towards
higher value-added activities. This will be supported by boosting
productivity growth in moving up the value chain, strengthening
the financial capability of industry players as well as scaling up
successful Productivity Nexus and green practices. These efforts
will enhance overall competitiveness of businesses.

The Twelfth Plan also aims to expand export markets by
improving market efficiency, empowering the role of industry
players and strengthening trade facilitation. In addition, an
effective financial intermediation ecosystem will be promoted,
with a focus on promoting innovation, competitiveness, as well
as the Islamic Finance agenda. The role of industrial estates
and food production areas will be strengthened through the

Selected Key Performance
Indicators

Chapter 2: Restoring Growth
Momentum

GDP Growth Per
Annum

RM57,882 GNI Per Capita

Chapter 3: Propelling Growth of
Strategic and High Impact Industries
as well as Micro, Small and Medium
Enterprises

Contribution of MSMEs
to GDP

Contribution of MSMEs
to Total Exports
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development of balanced industrial estates and the implementation of a green industry concept. These will narrow the
development gaps across regions and states, as well as between urban and rural areas. Additionally, the strengthening
of the country’s economic foundation will be supported by improvement in overall governance and the development of
comprehensive policies and legislations.

In regenerating economic growth, sustainable industrial development will be emphasised. While efforts undertaken
in the Eleventh Plan witnessed various structural reforms and acceleration of technology adoption, overall industry
development remains lacklustre and MSMEs continue to be uncompetitive.

In the next five years, focus will be placed on accelerating the development of strategic and high impact industries,
namely electrical and electronics (E&E), global services (GS), aerospace, creative, tourism, halal, biomass as well as smart
farming activities. Efforts will be aimed among others at promoting high technology adoption, governance reforms,
talent upskilling, innovation and R&D to transform these industries into producing high value-added products and
services, expanding global market and attracting quality investments.

In parallel, focused efforts will be undertaken to boost the capabilities of Malaysian entrepreneurs and enterprises, as
well as cooperatives. Taking full cognisance of the COVID-19 pandemic impact, efforts will be undertaken to enable
MSMEs to better compete in a globalised market. The development of innovative and sustainable entrepreneurs will be
intensified through the adoption of advanced and digital technology. In addition, governance and facilitative regulations
will be further enhanced to ensure the continuity and sustainability of businesses.

As Malaysia continues its path towards economic recovery, priority will be given in creating a high growth, and resilient
economy. Theme 1 of the Twelfth Plan will be at the forefront which will lay the foundation required to support WKB
2030.
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Why do we need to transform
these industries?

Malaysia needs to accelerate the
development of key industries to realise its
full potential of competing on a global stage.
Strategic interventions in the following high-
impact industries will:

Enhance the contribution of these
industries to GDP, namely E&E, GS,
aerospace, creative, tourism, halal,
smart farming and biomass.

e Spurinvestment in digitalisation and
advanced technologies, build niche
capabilities, and generate significant
multiplier effects.

s Implementing the green economy
agenda by prioritising environmental,
social and governance (ESG) elements
in investment.

o Create more high quality employment
opportunities.

How will this be achieved?

Strategic interventions to boost economic
growth will be implemented through:

* Boosting the E&FE industry to move
up the value chain through design and
development (D&D), as well as front-
end manufacturing activities.

+ Realising the potential of the creative
industry through the development of
a holistic ecosystem.

e Enhancing the competitiveness of
the halal industry to capture a bigger
global halal market share.

e Transforming the aerospace industry
with a focus on high-end, technology-
driven manufacturing.

e Attracting multinational companies to
position Malaysia as the regional GS
hub.

o Accelerating the development of high
value-added products and services in
the biomass industry.

e Re-energising the tourism industry by
strengthening brand positioning and
aggressive promotion.

o Intensifying smart farming activities by
accelerating the adopticn of modern
technologies.

 Promoting greater private sector
investments in driving industrial
growth.
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ategic and High Impact Industries to Boost Economic Growth

What will success portray?

o E&E contribution to GDP of RM120
billion.

e Creative industry contribution to GDP
of RM31.9 billion.

e Halal exports of RM56 hillion.

e Aerospace industry revenue of RM30
billion.

o GS total investment at RM89 billion.

e Biomass industry total investment at
RM10 billion.

o Total inbound tourist expenditure at
RM73 billion.



Twelfth Malaysia Plan, 2021-2025
T1-6 Theme 1: Resetting the Economy

Game Changer Il
Transforming Micro, Small and Medium Enterprises as the New Driver of Growth

Why do we need to transform = How will this be achieved? What will success portray?

MSMEs?
MSMEs are vital in promoting The transformation of MSMEs through o MSMEs’ contribution to GDP
entrepreneurship and economic growth of enhancement of digital adoption and increases to 45%.
the country. Transformation of MSMEs will: c?mpehhvegess as vvell as the developm;r]wt « MSMES’ contribution to total exports
- of a supportive ecosystem encompasses the ncreases to 25%.

s |ncrease the contribution of MSMEs following initiatives:

to GDP and exports. « MSMEs’ average annual growth of

o  Introducing a national MSMEs labor productivity at 3.5%.

e Enhance the competitiveness of digitalisati q

MSMFs. 'sitalisation roadmap. ¢ 90% of MSMEs digitalise their

e Leveraging the Pusat Internet Komuniti
(PIK) and Pusat Internet Desa (PID)
as the one stop centres to drive

e Address the low level of technology digitalisation.
and digital adoption.

business operations.
o Globally competitive MSMEs.

¢ Enhance the capabilities of
Bumiputera entrepreneurs.

+ Developing a unified portal to
facilitate entrepreneurs to obtain
essential information on financing
resources and advisory services.

e Shifting more MSMEs from a domestic
focused market to the global market.

e Implementing the second chance
intervention programme to assist
failed entrepreneurs and mitigate the
risk of bankruptcy.

o Appointing a commissioner to assist
small businesses in securing payments
on time and resolving payment
disputes.

e Leveraging the cooperative movement
in developing entrepreneurs.
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Introduction

The five economic sectors, namely services, manufacturing, agriculture, mining and
construction, continue to serve as the drivers of economic growth, creating jobs for the rakyat
and generating export earnings. During the Eleventh Plan, efforts to strengthen growth and
expedite structural reforms were undertaken by broadening the economic base, venturing

into knowledge-intensive and high value-added activities, as well as expanding exports. The
services sector continues to be the biggest sector in the economy in 2020, contributing 58% to
total gross domestic product (GDP). The manufacturing sector contributes 23% to GDP, mining
7%, agriculture 7% and construction 4%. In general, these economic sectors face challenges

in terms of low productivity, uncompetitive firms, rapid changes in the financial landscape

and imbalanced industrial development between regions. There are also challenges arising
from ineffective implementation mechanism and governance in some sectors. The COVID-19
pandemic has slowed down the growth of all sectors, impacting production, supply chain, trade,
investment and productivity.

In the Twelfth Plan, concerted efforts will be undertaken to rejuvenate all economic sectors
to ensure the growth momentum is restored. For this purpose, the focus will be on boosting
productivity mainly through accelerating technology adoption, expanding market exports,
strengthening the effectiveness of financial intermediation ecosystem, enhancing the role

of industrial estates as well as improving governance and policy. Efforts to rejuvenate the
economic sectors also require a major shift in approach and implementation mechanism that
will transform the sectors and improve the performance of the economy.



Performance of the Eleventh
Malaysia Plan, 2016-2020

During the Eleventh Plan, the economy grew at an average annual
rate of 2.7%, mainly driven by the services and manufacturing
sectors. Concerted efforts were undertaken to transform the services
and construction sectors, energise manufacturing and modernise
agriculture. However, the economy was affected by external
headwinds and a slowdown in the global economy, especially in
2020. The COVID-19 pandemic has disrupted the global value chain
and domestic economic activities.
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Performance of Selected Targets

Four targets, namely share to GDP, sectoral growth, labour
productivity and total exports were set to strengthen growth of

the economy and expedite structural reforms in each sector, as
shown in Exhibit 2-1. The contributions to GDP targets for services
and manufacturing sectors were realised, while for construction,
agriculture and mining, the achievements were slightly below
targets. Volatile commodity prices was the main reason for the

low contribution of the agriculture sector to GDP, while mining
production was affected by lower global oil and gas prices. In terms
of value added, all sectors recorded positive growth albeit lower than
targets set, except for mining which contracted at an annual average
rate of 2.2% and construction at 0.7%, mainly due to the COVID-19
pandemic. In terms of labour productivity, only the agriculture sector
surpassed its target as it grew by 0.5% per annum. The performance
of other sectors was below the targets due to the slow adoption of
automation and high dependency on low skilled workers. The export
performance of all sectors fell below target due to a sharp decline in
global demand towards the end of the Plan period.
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Exhibit 2-1
Eleventh Malaysia Plan: Performance of Selected Targets
Share to GDP

/7.5% 7.4% /.3% 6.8%

Value-Added Growth

1.5% 0.4% 0.7% -2.2%

2020 2020 2020 2020
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Labour Productivity Growth Total Exports

0.2% 0.5% 4.2% -0.9% RM80.3 RM71.7 RM98.0 RM57.4

billion billion billion billion

2020 2020 2020 2020 2016-2020  2016-2020 2016-2020  2016-2020
Agriculture Mining Agriculture Mining

o % % % RM4.6 RM3.2 RM928.3 RM847.7
43% 1.0” 3.9 1.8 billion®. billion billion | billion

2020 2020 2020 2020 2016-2020  2016-2020 2016-2020  2016-2020

Construction Manufacturing Construction Manufacturing

RM184.4 RM91.7

3.9% 1.3%

billion billion

2020 2020 2016-2020  2016-2020
Services Services

Target

Performance

o
o
Target Achieved
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Performance of Selected Initiatives

Agriculture Sector

Various measures were implemented in the agriculture sector to
increase sustainable production in improving food security as well as
generating high and sustainable income for farmers!. The measures
included provision of financial support, incentives for automation and
mechanisation, efficient marketing channel, capacity building and
infrastructure. A total of 113 new market outlets such as Pasar Tani,
Gerai Buah-Buahan Segar, Agrobazaar Kedai Rakyat and Agrobazaar
Rakyat were added to the existing 784 to enhance market access for
farmers and consumers. The cumulative total sales generated from
these 897 outlets were RM7.9 billion. The dedicated food production
areas contributed to production of agricultural produce valued

at RM1.5 billion involving 3,857 agropreneurs. A total of RM133
million loans were approved for 3,700 agropreneurs to undertake
various agrofood subsector activities. Under the Young Agropreneur
Programme, RM126 million worth of grants and loans were approved,
benefitting 6,969 youth agropreneurs to initiate and expand
agricultural activities. A total of RM76 million worth of matching
grants were disbursed for automation and mechanisation through
agricultural departments and agencies. A total of 4,960 farmers
obtained Malaysia Good Agricultural Practice (myGAP) certification,
which contributed to the production of safe and quality agricultural
produce.

Several measures were implemented to strengthen the upstream
and downstream activities of the agricommodity? subsector, which
benefitted almost one million smallholders, particularly in oil palm,
rubber and cocoa plantation. These measures included expansion of
replanting programmes with high quality varieties, enhancement of
research and development (R&D) activities and technology adoption,
implementation of sustainable management as well as optimisation
of resources through smallholders land consolidation. This subsector
attracted total approved capital investments in the downstream
activities amounting to RM7.6 billion in 2019, from RM3.6 billion

in 2016, with 38.2% being domestic investments. In the area of
sustainable agricultural practices, 88% of the total 5.9 million
hectares of oil palm planted area received the Malaysian Sustainable
Palm Oil (MSPO) certification.

1 Farmers in the horticulture, fishers in marine fishery, fish farmers in aquaculture,
ranchers in livestock, agropreneurs, as well as smallholders in the agricommodity
subsector.

2 Agricultural-based commodities which include oil palm, rubber, timber, cocoa,
pepper, kenaf and other commodities under the Ministry of Plantation Industries
and Commodities purview in the future.

Construction Sector

The Construction Industry Transformation Programme, 2016-2020
(CITP) was implemented as a national agenda to transform the
construction sector to be greener and cost efficient. The CITP mid-
term review re-aligned 115 KPIs to 36 KPIs in an effort to accelerate
the transformation of the construction sector, with 91% overall
achievement. Meanwhile, the adoption rate of Industrialised Building
System (IBS) in the public projects was 85% in 2020, exceeding the
80% target. However, the IBS adoption rate in private projects was
41%, below the 50% target. The MyBIM Centre was established in
2017 as a one-stop centre to provide reference, support services and
skills training to expedite technology adoption in the construction
sector.

Manufacturing Sector

The High Value-Added and Complex Product Development
Programme was introduced in 2016 to improve capacities and
competencies of industry players in developing high value-

added complex products. As of 2020, a total of 60 projects were
implemented under this programme, undertaken through public-
private-academia partnerships. Out of these projects, a total of

57 new complex products® and 29 new industry enablers* were
developed, while 12 intellectual properties were filed. In addition,

in line with the National Automotive Policy 2014 (NAP 2014),
various programmes were implemented to increase the number of
vendors that meet the minimum requirements of original equipment
manufacturers (OEMs) and participate in the supply chain. As a result,
the number of qualified vendors increased to 498 in 2020, from 277
in 2014. Exports of automotive parts and components increased to
RM11.3 billion, from RM4.7 billion during the same period. In order
to ensure the local automotive industries continue to be competitive,
the National Automotive Policy 2020 (NAP 2020) was launched in
February 2020, aiming to propel the country to become a regional
leader in automotive manufacturing.

The National Policy on Industry 4.0 (Industry4WRD) was launched
in 2018 to catalyse change in people, processes and technology in
the manufacturing sector. In terms of readiness of firms to adopt
Industry 4.0 related technologies, 890 firms were assessed through
the Readiness Assessment Programme (RAP). In addition, efforts
to encourage firms to modernise production plants, acquire new

3 Products that have strategic opportunities for diversification according to the
economic complexity measures.

4 The catalyst in producing a product more efficient and productive. Among the
enablers that have been developed are standards, testing laboratories and
systems.



technology, upskill workers as well as expand into new markets were
also undertaken through the Domestic Investment Strategic Fund
(DISF). During the Eleventh Plan, a total of RM837 million matching
grants under DISF were approved for 183 projects.

Services Sector

The services sector was mainly contributed by the traditional services
subsector at 71.1%, while the balance 28.9% was by the modern
services® subsector. The modern services subsector, recorded

a higher growth of 5.1% per annum in the Eleventh Plan period
compared with 3.2% by traditional services subsector. This better
performance of the modern services subsector was contributed by
the information and communication, finance and insurance as well as
business services subsectors.

Efforts to transform the services sector into more knowledge-
intensive and innovation-led sector were undertaken in line with
the Services Sector Blueprint, 2015-2020 (SSB) through 29 action
plans. The average cumulative achievement for four policy levers,
namely internationalisation strategy, investment incentives, sector
governance reform and human capital development, under the SSB
was 93.3%. The internationalisation strategy registered the lowest
performance at 89.5%.

Measures undertaken to improve governance in the services
sector included enhancing the rules and regulations governing

the development of the subsectors. The Consumer Protection Act
1999 was amended in 2017 to regulate credit sales, and in 2019
to increase the Tribunal for Consumer Claims jurisdiction limit from
RM25,000 to RM50,000. The Guideline on Foreign Participation in
Distributive Trade Services Malaysia 2010 was revised in 2019 in
line with the rapid growth of eCommerce and to better attract new
foreign investment. The Traditional and Complementary Medicine
Act 2016 [Act 775] was introduced to regulate the traditional and
complementary medicine (T&CM) services. The Traditional and
Complementary Medicine Blueprint, 2018-2027 was launched

in 2018 to guide the development of T&CM services in terms of
practices, education, training and herbal medicinal materials and
products as well as research.

Developments in the financial services sector continued to be
guided by the Capital Market Masterplan 2 and the Financial Sector
Blueprint, which covered the period 2011 to 2020. The capital

5 Comprising information and communication, finance and insurance, business
services, private healthcare and private education services subsectors.
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market grew by 5% per annum, between 2016 and 2020, from
RM2.8 trillion to RM3.4 trillion, while assets in the banking system
and insurance and takaful sector grew by 5.1% per annum, from
RM2.7 trillion to RM3.3 trillion. Collectively, the assets of both
capital market as well as banking system and insurance and takaful
sector amounted to about 4.8 times the size of the national GDP in
2020. In addition, alternative fundraising avenues within the capital
market, such as the Venture Capital (VC), Private Equity (PE), Equity
Crowdfunding (ECF) and Peer-to-Peer (P2P) Financing grew by 13.6%
per annum from RM579.7 million in 2016 to RM965 million in 2020
to complement the banking system in mobilising capital for high
growth firms and innovative activities.

Productivity

Overall labour productivity recorded an average annual growth rate
of 1.1% during the Eleventh Plan, from RM84,114 per worker in 2015
to RM89,025 in 2020. The Malaysia Productivity Blueprint (MPB)
which was launched in 2017, provided a framework to enhance
productivity in a more comprehensive and cohesive manner. Among
the initiatives undertaken under the MPB included developing the
Integrated Foreign Workers Management System (ePPAXx), launching
of Industry4WRD and establishing the Unified Public Consultation
portal. The ePPAx expedited and simplified the hiring of foreign
workers in the approved sectors. The Unified Public Consultation
portal was launched in 2019 to provide a platform for the public to
air their views and provide feedback on regulations or amendments
of existing legislation in improving governance.

The nine private sector-led Productivity Nexus conducted various
programmes at the enterprise level, benefitting more than 10,000
companies. The Post School Finishing (PSF) programme under the
Electrical and Electronics Productivity Nexus trained 127 graduate
engineers in integrated circuit design. The Industrial loT PLUGFEST
programme was developed to accelerate the adoption of internet

of things (loT), benefitting 200 micro, small and medium enterprises
(MSMESs) in electrical and electronics (E&E) subsector. In addition,
the Malaysia Tourism Excellence Business Certification (MaTEx) was
awarded to 250 enterprises which fulfilled MaTEx quality standards
under the Tourism Productivity Nexus. During the 2018 to 2020
period, the overall labour productivity growth for subsectors under
the nine Productivity Nexus declined marginally at an average annual
rate of 0.2% due to the COVID-19 pandemic, as shown in Exhibit 2-2.
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Exhibit 2-2
Labour Productivity for Subsectors under the Nine Productivity Nexus,
2017-2020

RM ‘000 per Worker, Average Annual
Sector Subsector! at Constant 2015 Prices Growth Rate, %

2017 2020 2018-2020
1.0

Agriculture Agrofood 89.2 91.9

Manufacturing Chemicals and Chemical Products 291.1 276.8 -1.7
Machinery and Equipment 84.5 86.2 0.7
Electrical and Electronics 164.8 177.4 2.5

Services Retail and Food & Beverages 44 .4 42.7 -1.3
Tourism 66.9 37.3 -17.7
ICT Services 339.2 367.3 2.7
Professional Services 76.9 78.0 0.5
Private Healthcare 61.3 59.1 -1.3
Overall 82.7 82.3 -0.2

Note: * Subsectors are defined in line with the scope of each Productivity Nexus.
Source: Department of Statistics Malaysia and the Economic Planning Unit



Issues and Challenges

The economic sectors continue to face issues and challenges that
affect competitiveness and hinder the sectors from achieving their
full potential. Malaysia lags behind most regional peers in terms of
productivity growth. Issues with respect to uncompetitive firms,
limited market access, slow response to emerging trends and
imbalanced industrial development, especially in less developed
regions have suppressed sectoral growth. Ineffective implementation
and governance mechanism have resulted in inefficiencies as

well as increased cost of doing business. These challenges have
been compounded by the COVID-19 pandemic that requires
comprehensive strategies and effective implementation to restore
the growth momentum.

Issues and Challenges

Low Productivity

Low Market Access and Uncompetitive Firms

Rapid Changes in the Financial Landscape

Imbalanced Industrial Development between
Regions

Ineffective Implementation Mechanism and
Governance
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Low Productivity

Malaysia is still facing various productivity-related issues, stemming
from low value-added activities, lack of financial capacity and
inefficient resource management. Productivity growth in most
sectors remains lower than the target due to continued dependency
on low-skilled labour and the slow progress in automation and
mechanisation. In the agriculture sector, unsustainable financing
mechanisms for replanting affected the capability of smallholders,
resulting in low yields. Ineffective farm management and land
fragmentation limit optimisation of land use and adoption of modern
agriculture technology. In addition, high post-harvest losses along
the supply chain contributed to low productivity in the sector.
Productivity of the construction sector continues to lag behind due
to slow adoption of IBS and other technological tools, including the
Building Information Modelling (BIM).

In terms of the MPB implementation, the formulation and design of
enterprise-level productivity programmes and initiatives are currently
based on macro-level analysis. This approach has not been able to
identify diverse enterprise-level issues such as market power, product
competition, firm dynamism and resource allocation. In addition,
there is a lack of proper evaluation of these initiatives, programmes
and incentives. The implementation of programmes under several
Productivity Nexus were confined to certain geographical locations
where the industries are concentrated, especially in the Klang Valley.
Thus, these initiatives only benefitted a small number of enterprises.

Low Market Access and Uncompetitive Firms

Most local firms in all the economic sectors face challenges in
expanding locally or internationally due to low capability to penetrate
markets and lack of competitiveness to participate in the global
supply chain. Despite the conclusion of 13 free trade agreements
(FTAs) at both bilateral and multilateral levels, the utilisation rate

for most of these FTAs is still below expectation, partly due to the
lack of knowledge and understanding by firms. In addition, domestic
market inefficiency and unhealthy competition in the agriculture
sector, especially through the excessive exploitation by middlemen in
the distribution channels limited market access.

Local firms including small and medium professional practices
(SMPPs) face challenges in handling large projects internationally
due to lack of capacity and capability as well as limited financing and
experience. In addition, the current investment and procurement
policies of government-linked companies (GLCs) favour big and
experienced companies. As such, inexperienced SMPPs are unable to
participate in GLCs business activities both domestically and globally.
Besides, it is also perceived that Malaysia’s domestic regulations are
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accomodative to traditional low value-added services, as opposed
to high-technology modern services subsector. Furthermore, tax
incentives in emerging technology such as Al and blockchain are still
less flexible to meet dynamic changes in the market. This followed
by low readiness among industry players to adapt technology and
invest in talent for better career pathways. These hinder the firm’s
competitiveness and resilience to expand into the global market.

The logistics industry is fragmented and has limited economies

of scale. The industry players are mostly small- to medium-size
companies competing through aggressive pricing strategies instead
of offering quality and breadth of services. The majority of service
providers offer basic transport and storage services, and lack the
capability to offer specialised or integrated services. Malaysian
companies are slow in adopting the multimodal transport services
concept and thus are unable to enhance the efficiency of the
logistics supply chain. The cost of logistics services in Malaysia is
higher compared with regional competitors. The industry also faces a
shortage of skilled, experienced and entrepreneurial talent as well as
low technology adoption. Industry players lack the drive to increase
competitiveness in terms of quality and are mostly confined to the
domestic market.

There is insufficient seamless connectivity, particularly last-mile
connectivity in rural and hinterland areas, as well as limitations in
terms of facilities, including warehouses and depots, leading to high
cost and delays in inland transportation. Meanwhile, Malaysia’s
ranking in three key global indices are behind neighbouring countries,
namely the World Competitiveness Yearbook, 2021, at 25, Global
Competitiveness Index, 2019/2020, at 27* and the Logistics
Performance Index, 2018, at 41st. This demonstrates weakness in
policy implementation and lack of effective measures to improve
competitiveness. Neighbouring countries are aggressively improving
their logistics infrastructure and marketing themselves as logistics
hubs, challenging Malaysia’s aim to be a regional logistics hub.

Rapid Changes in the Financial Landscape

The financial sector is facing new challenges due to the rapid changes
in the global and domestic markets. Rising market uncertainties,
including the impact of the global health crisis and other adverse
shocks, pose a challenge to the banking system and capital market.
Slow adaptation and response to global megatrends, such as rapid
technology advancement and digitalisation, recalibration of global
value chains as well as changing consumer demands threaten to
undermine the financial sector’s efficiency and competitiveness. In
addition, there is intense competition from other countries within the
region in offering innovative financial products and services.

Imbalanced Industrial Development between
Regions

Huge development gaps remain among, regions as well as between
urban and rural areas. The Eastern region in Peninsular Malaysia,
Sabah and Sarawak face challenges in attracting investment due

to inadequate infrastructure, such as utilities, telecommunications
and transportation. In addition, there is a lack of planning in the
development of industrial estates, with the management and
maintenance of some of the estates being below the expectations
and requirements of investors. As a result, a number of industrial
parks are underutilised and most industries are concentrated in well
developed areas.

Ineffective Implementation Mechanism and
Governance

The implementation of policies remains a challenge in addressing the
needs of various sectors within the economy. Related regulations
and programmes are administered by multiple agencies, resulting

in overlapping of roles and functions as well as target groups. This

is evident in the duplication of grants disbursements and provision
of training, resulting in rent-seeking behaviour and suboptimum
resource utilisation. In addition, existing platforms for collaboration
among agencies have not been fully leveraged, leading to fragmented
coordination and monitoring. Limited data sharing and lack of big
data analytics (BDA) among agencies affect overall development
planning and implementation.

Way Forward: Twelfth Malaysia
Plan, 2021-2025

In the Twelfth Plan, efforts will focus on rejuvenating the economy
to ensure the momentum of growth is restored. This will be
achieved by boosting productivity growth, expanding exports
markets, strengthening the effectiveness of financial intermediation
ecosystem, enhancing the role of industrial estates and food
production areas as well as improving governance and policy.

The private sector will play a greater role in restoring the growth
momentum in meeting future challenges and competing in the global
market.



Way Forward: Twelfth Malaysia Plan, 2021-2025

Restoring Growth Momentum

Priority Area A

Boosting Productivity
Growth

Strategy Al

Strengthening the Planning, Evaluation and Monitoring
Mechanism

Strategy A2

Moving up the Value Chain

Strategy A3

Strengthening Financial Capability
Strategy A4

Scaling Up Successful Productivity Nexus
Strategy A5

Scaling Up Green Practices

Priority Area B
Expanding Export
Markets

Strategy B1
Improving Market Efficiency
Strategy B2

Empowering Industry to Compete in the Domestic and
Global Markets

Strategy B3
Strengthening Trade Facilitation

Priority Area C

Strengthening the Effectiveness of
Financial Intermediation Ecosystem

Strategy C1

Transforming the Financial Ecosystem to Meet Future
Economic Needs

Strategy C2

Enhancing the Resilience and Governance of the Financial
System

Strategy C3

Promoting a Sustainable and Inclusive Financial System

® @

Priority Area D
Strengthening the Role of Industrial
Estates and Food Production Areas

Strategy D1
Enhancing the Role of Industrial Estates and Food
Production Areas as Growth Catalyst

Strategy D2
Achieving Balanced Industrial Estates Development

Priority Area E
Improving Governance and Policy

Strategy E1

Strengthening Coordination and Collaboration
Strategy E2

Enhancing Institutional Roles and Functions

Strategy E3
Strengthening Policies and Legislation
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Twelfth Malaysia Plan: Selected Targets

Boosting Productivity Growth

Average Growth of Labour Productivity
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Strengthening the Effectiveness of
Financial Intermediation Ecosystem
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Strengthening the Role of Industrial Estates
and Food Production Areas
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Priority Area A
Boosting Productivity Growth

Malaysia aims to boost productivity growth across all sectors

in restoring the momentum of economic growth and enhancing

the competitiveness of industries. Emphasis will be given to
strengthening the planning, evaluation and monitoring mechanism,
moving up the value chain and strengthening financial capability.

In addition, measures will be undertaken to scale up successful
initiatives of the Productivity Nexus. Green practices will also be
scaled up in managing resources and environmental issues. The
implementation of these measures will drive productivity growth and
improve efficiency.

Strategy @ Strengthening the Planning,
Al Evaluation and Monitoring
Mechanism

Stlztzegy (® Moving up the Value Chain

Strategy
A3 ®

Strengthening Financial Capability

Strategy @ Scaling Up Successful Productivity
A4 Nexus

Strategy
A5 ®

Scaling Up Green Practices

Strategy Al

Strengthening the Planning, Evaluation and
Monitoring Mechanism

A robust planning, evaluation and monitoring mechanism is crucial in
ensuring that policies for productivity growth will be able to deliver
the intended outcomes. Evidence-based policy (EBP) making will

be promoted including, establishing a user-friendly data sharing
framework. In addition, programme evaluation and monitoring will be
improved to increase the effectiveness of productivity initiatives.

Promoting Evidence-Based Policy Making

The adoption of EBP approach will enhance the effectiveness of
policies and programmes by leveraging available research and studies.
The adoption of EBP will be supported by establishing a dedicated
network to facilitate research on productivity. This network will
involve participation of experts from government agencies, research
institutions and institutions of higher education. It will also facilitate
better collaboration between international and local researchers.

In addition, the compilation of microdata will be strengthened,
including developing a linked employer-employee dataset, to better
identify the diverse and pertinent factors which stifle enterprise-
level productivity. A user-friendly data-sharing framework will also be
developed to improve the research ecosystem. This improvement will
facilitate access and enhance transparency of the microdata as well
as foster diversification of research.

Improving Programme Evaluation and Monitoring

A structured programme evaluation framework will be developed to
assess the effectiveness of all productivity programmes, particularly
in ensuring more cost-effective interventions. Monitoring and
reporting mechanisms will be strengthened to ensure transparency
and sustainability of intervention programmes. In this regard, the
findings from the evaluation and monitoring efforts will be made as
references in improving existing and developing new productivity-
related programmes.



Strategy A2
Moving up the Value Chain

As part of efforts to strengthen resilience, all sectors will need to
move up the value chain by enhancing efficiency and modernising
the production process and developing new products and services.
Measures will be introduced to enable all economic sectors to
move up the value chain by improving operational and production
processes, adopting emerging technology in new product
development, accelerating talent development as well as increasing
high value-added activities. These efforts will enhance business
competitiveness, thus improving sectoral productivity.

Improving Operational and Production Process

The operation and production process in the agriculture sector will be
transformed to minimise costs, reduce processing time and optimise
the usage of resources through adoption of digital technologies.
Farmers will be encouraged to adopt digital applications in farm and
fishery management practices, production and marketing. The sector
will utilise BDA that enable farmers to access granular data, such as
on agricultural land, farm inputs, incentives and financial assistance
as well as market demand in making smart decisions on production.
The utilisation of sonar-based fish detection system will encourage
efficient marine fishery activities. Meanwhile, farmers as well as
agricultural cooperatives and associations will be encouraged to
leverage eCommerce platforms to improve marketing of agriculture
produce, reducing over dependency on intermediaries. In addition,
these platforms will be leveraged to outsource farming machinery
and equipment services to optimise resources and achieve cost
efficiency. The adoption of technology in the agriculture sector will
also minimise farming operations risk from health-related crises to
ensure uninterrupted production.

In the construction sector, in line with the Construction 4.0 Strategic
Plan adoption of advanced technologies, including augmented reality
(AR) and virtual reality (VR) in buildings and infrastructure projects
will be intensified. Efforts will also be undertaken to increase the
effectiveness of project implementation and monitoring by promoting
real-time collaboration. The existing online application and approval
mechanism will be improved to simplify and shorten the project
approval process. In this regard, the existing One Stop Centre (OSC)
3 Plus Online platform at local authorities, will be integrated with the
BIM e-submission system. This integration will enable information
sharing among respective approval authorities and allow assessment
of building plans using three dimensional information modelling.
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The quality of development projects will be further improved through
wider adoption of quality assessment tools. In this connection, the
IBS Score and the use of Quality Assessment System in Construction
in the evaluation of construction projects will be expanded,
particularly in the private sector. These tools will contribute to
efforts in promoting best practices, improving credibility of industry
players and reducing dependency on low-skilled labour, mainly
foreign workers.

Efforts will be undertaken to modernise and digitalise operations and
processes in the manufacturing sector, which will propel the industry
towards higher productivity. The implementation of Industry4WRD
will be intensified, particularly in developing local system integrator
capabilities to provide innovative solutions related to digitalisation
of production processes. In addition, the implementation of RAP will
be enhanced to facilitate more firms in adopting Industry 4.0 related
technologies for productivity improvement.

Concerted efforts will be undertaken to ensure higher adoption of
technology to enhance efficiency and productivity across the services
sector. Modern services subsectors, such as financial, professional
and private healthcare services, will focus on the adoption of 4IR
technologies to increase efficiency and effectiveness in service
delivery. In the wholesale and retail subsector, emphasis will be on
modernising business activities that are mostly manually operated.
Large scale retailers will be encouraged to invest in systems that

are cost-effective and improve consumer experience, including
self-check-out, and pick and pack. Meanwhile, hawkers and petty
traders will be encouraged to adopt multichannel payment gateways,
including e-payment and e-wallet, as a step to modernising their
business.

Digitalisation in logistics services is essential to increase productivity
and efficiency as well as deliver quality services. The industry will be
encouraged to digitalise its operations and connect to an integrated
platform in establishing a smart and highly efficient supply chain.
This initiative will facilitate seamless information sharing and
improve cost efficiency, which will eventually benefit end users

and drive competitiveness of the logistics industry. In keeping up
with increasing demand from eCommerce channels and meeting
expectations of consumers, logistics services providers will be
encouraged to increase investment in warehousing and distribution
centres to enhance efficiency. This will assist in accelerating
development of the advanced supply chain.
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Increasing High Value-Added Activities

In the agriculture sector, efforts to increase high value-added products
will be intensified in the upstream and midstream activities by
producing premium agricultural products, high-yielding crop varieties
and breeds as well as internationally accepted by-products. Smart
farming and precision agriculture technologies will be adopted on a
wider scale for both agrofood and agricommodity subsectors. These
initiatives will include adopting high-tech farming methods utilising
BDA, Al and loT as well as precision tools, such as drones, robotics
and sensors. Focus will also be given to developing and customising
agricultural machineries and equipment to suit local conditions,

such as terrain features, weather and crop requirements. In addition,
smart indoor vertical farming or plant factory will be expanded by
leveraging on existing Permanent Food Production Parks (TKPM), idle
land and abandoned buildings. Farmers will be encouraged to adopt
organic farming practices in meeting increasing demand for organic
products and generating higher income. In the area of marine fishery,
agricultural cooperatives and associations will be encouraged to
venture into deep sea and high sea fishing utilising modern vessels
and innovative equipment to enhance competitiveness as well as
promote a sustainable fishing industry.

The mining sector will be repositioned to be more agile, sustainable
and competitive in providing resources for other industries. In

this respect, the midstream and downstream industries will be
strengthened to enhance the high value-added activities related

to mining. Industry collaboration in R&D, particularly in processing
technology and product design will also be promoted to create more
high value-added products. Meanwhile, the National Mineral Industry
Transformation Plan 2021-2030 will drive the development of the
mineral industry holistically. The plan will, among others, improve
the governance and legislation as well as human capital and value
chain development. Furthermore, international cooperation will be
explored to facilitate technology transfers and foreign investment in
the mineral subsector and mineral-based manufacturing subsector.
In addition, a comprehensive chemical roadmap will be developed to
address gaps in the downstream oil and gas ecosystem, particularly
in petrochemical. The roadmap will also prescribe the right
infrastructure support required to attract more quality investment.

In increasing high value-added activities in the construction sector,
focus will be on greening the sector. Adopting and implementing
green construction practices will create value, improve resource
efficiency and cost effectiveness, while reducing environmental
impact. The industry players in this sector will be further encouraged
to uptake green building design that promotes resources, energy
and water efficiency as well as incorporates measures to withstand
extreme weather patterns and natural disasters.

Implementation of the circular economy® concept will increase the
use of sustainable, durable, biodegradable and recycled construction
materials, which will contribute to lower cost and higher product
value. Its implementation will be promoted through the application
of the IBS concept and technologies, BIM, Prefabricated Prefinished
Volumetric Construction (PPVC) and Modular Methods. The green
procurement initiative in the construction sector will promote
sustainable resource sourcing and increase demand for high value-
added green construction materials. Developers will also be urged
to adopt sustainable certification and performance tools, including
the Sustainable Infrastructure Rating Tool (Sustainable INFRASTAR),
Green Building Index (GBI) and GreenRE in ensuring environmental
sustainability features are incorporated from the beginning of the
design and construction phases to operation phase.

The growth strategy in the manufacturing sector will focus on
producing high value-added and complex products, especially in the
E&E, chemical and chemical products, machinery and equipment
(M&E) and aerospace. Meanwhile, avenues for growth along

the value chain in the shipbuilding, pharmaceutical and medical
devices will be explored. Intensification of high value-added
activities in the automotive industry will be supported through

the implementation of the NAP 2020. The manufacturing sector
will also focus on developing and incorporating key technologies,
including loT, Al, sensor fusion as well as deep and machine learning
into manufacturing products, in line with the implementation of the
Industry4WRD. The sector also aims to increase the production of
advanced critical parts and components locally to reduce imports,
which includes using robotics application to cater for increasing
demand.

In the services sector, technological innovations are changing the
way businesses operate and deliver services. In ensuring continued
recovery and restoration of the economy, the modern services
subsector will focus on accelerating high value-added activities,
adapting technological changes, improving labour productivity

¢ Emphasises on putting resources back into environmental and economic systems
through reuse end waste and waste prevention initiatives, thus reducing material
loss.



and increasing export. These efforts will lead to a high quality and
knowledge-based services sector. For the professional services
subsector, local SMPPs will be encouraged to provide high value-
added services through the adoption of 4IR technology such as BDA,
Al and loT. This effort will transform service delivery and provide
better customer services and complex products. In this regard, a
comprehensive roadmap for all professional services to embrace 4IR
will be developed.

Meanwhile, measures will be undertaken to increase the adoption of
BDA as well as strengthen the provision of holistic end-to-end care
in the private healthcare subsector. This effort will enable real time
analysis and provide high quality healthcare services. In addition,
exclusive high-end medical tourism packages for premium healthcare
travellers will be promoted. This will better position Malaysia as

the choice destination in the region among healthcare travellers.
Emphasis will also be given on digital innovation in healthcare
delivery and solutions to ensure better quality of healthcare services
including aged care services. In the private education subsector,
virtual teaching and experiential learning will be further strengthened
to enhance the learning experience, thus improving the quality of
education. This will drive innovation in the production of education
technologies and tools, such as educational applications as well as
audio and video materials.

The Industrial Collaboration Programme (ICP), a component of the
Government Procurement policy will be promoted as a strategic

tool to support the effort in moving up the value chain through high
technology uptakes and innovation strategies. In this regard, the
implementation of the ICP will be further strengthened to ensure
more significant involvement of the local companies in the economic
development. This initiative will drive creation of higher value

local contents and jobs, enabling technology transfer, promoting
innovation as well as greater regional and global market penetration
through strategic partnership.

Adopting Technology in New Product Development

A more targeted approach will be taken to move the economic
sectors up the value chain, producing high value, diverse and
complex products through technology adoption. The establishment
of the Research Management Unit (RMU) will enhance management,
facilitation and monitoring of research activities by industry and
research institutions. Experimental research and commercialisation
will be prioritised to encourage more demand-driven R&D activities.
In addition, efforts will be intensified to strengthen technical
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cooperation in product innovation among local and international
research centres, higher education institutions (HEIs) and the private
sector.

Efforts will be intensified to embrace future industries in

producing high value products and enable continuous productivity
improvements in the manufacturing sector. In this regard, a centre of
excellence for future industries will be established to coordinate and
integrate best practices and research as well as provide support and
training. The centre will establish strategic collaboration to optimise
resources in conducting R&D&C&I activities.

In the agriculture sector, research will focus on developing new crop
varieties, livestock and fish breeds, methods of planting and niche
export products, as well as ensuring affordable, healthy and safe
agriculture produce. Research will be intensified through greater
collaboration between local and international research institutions.
In accelerating the development of the private healthcare subsector
under the services sector, a more coordinated research in T&CM
will be conducted through private sector led collaboration with

the research institutions. The research will focus on high-value and
complex products as well as quality control and safety, utilising
advanced medical technology along the value chain.

Accelerating Talent Development

The skills and capability of the workforce will be uplifted to enable

all economic sectors to move up the value chain. In the agriculture
sector, the training curricula and modules will be reviewed to produce
certified and highly knowledgeable agriculturists to meet current

and future demand. A professional body will be established to
recognise trained and experienced farmers, farm experts, agricultural
technicians and scientists, as professional agriculturists to elevate the
standing, image and recognition of the agriculture sector workforce.

Industry players in the construction sector will be encouraged to share
resources and partner with training institutions in providing industrial
training for workers and students on the latest applied technology.

In addition, university-industry linkages will be strengthened by
embedding industry input and expertise in the field of study and
training to keep abreast with the rapid technological changes.
Industry players will also be encouraged to leverage training and
accreditation programmes offered by the Construction Industry
Development Board to upskill existing workers, in producing qualified
local talent in the sector.
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Industries in the manufacturing sector will be encouraged to
collaborate with skills training institutions in designing customised
training programmes to accommodate their respective needs in
moving up the value chain. Efforts to uplift talent will also focus on
expanding the provision of micro-credentials programmes to meet
the current reskilling and future skills requirements. Under these
programmes, workers will be trained to acquire additional skills
set, such as software coding or data analytics modelling beyond
traditional disciplines to meet market demand.

The shift to a knowledge-based services sector requires talent in
this sector to be equipped with the latest professional and practical
skills. In this regard, a new SSB will provide the strategies for talent
development programmes in the services sector. A holistic blueprint
for business and professional services will also be formulated

to guide the relevant stakeholders in upskilling the talent with
automation tools and advanced technology in embracing 4IR.

Strategy A3
Strengthening Financial Capability

The financial capability of some stakeholders, particularly farmers,
entrepreneurs and MSMEs will be strengthened to facilitate the
adoption of emerging technology along the value chain to increase
productivity. Measures will include enhancing existing incentives
and introducing new financing mechanisms for technology adoption.
These initiatives are expected to attract quality investment and
produce more high value-added products, while addressing issues
related to food security, healthcare and overdependency on low-
skilled labour.

Enhancing Incentives and Financial Assistance

Incentives and financial assistance in all economic sectors will be
enhanced to promote quality investment based on a performance-
based approach. In the agriculture sector, financial incentives for
investment, including in building, machinery, training and utilities will
be reviewed to catalyse the transition from traditional to modern
agriculture. The subsidy and incentive disbursement mechanisms will
be rationalised from input-based to performance- and output-based.
This rationalisation is expected to minimise leakages and enhance
productivity, thus increasing the income of farmers. The Skim Tanam
Semula (STS)? will be implemented and an endowment fund will be

established to improve the replanting financing mechanism. FELDA
settlers will be the pioneers of this new scheme before rolling it out
to all smallholders.

In the manufacturing sector, performance-based incentives will be
emphasised with clear KPI, validity period and exit policy to increase
productivity. The Automation Capital Allowance will be improved in
terms of quantum and mechanism to allow manufacturers to further
diversify into high value-added and complex products. In addition,
the promoted list for tax incentives in the Promotion of Investment
Act 1986 will be updated to encourage industries to diversify the
product base and increase productivity. Concurrently, measures will
be undertaken to increase the uptake of matching grants through
collaboration with financial institutions.

Initiatives to spur growth in the services sector will continue to

focus on attracting quality investment, particularly in the modern
services subsector by improving existing incentives. In the private
healthcare subsector, existing tax incentives will be revised to attract
involvement of more research-based organisations and increase
foreign direct investment (FDI) in clinical research. This is to promote
Malaysia as a regional hub in clinical research, especially in the fields
of cardiology, oncology, rheumatology, fertility and genetic diseases.
At the same time, efforts will be undertaken to increase domestic
investment in the pharmaceutical industry through commercialisation
of R&D findings to secure sustainable medicine supply in Malaysia.

The adoption of digitalisation in teaching and learning is vital to
enhance competitiveness of the private HEIs. In this regard, the
private HEls, particularly MSMEs will be encouraged to utilise
existing financing facilities to upgrade and modernise ICT assets as
well as digitise teaching content. This initiative will enable private
HEIs to improve quality and expand online teaching and learning for
better outcomes.

Introducing New Financing Mechanism and Incentives
for Technology Adoption

A new financing mechanism and incentive structure will be
introduced to accelerate the development of high potential
industries across the economic sectors, particularly in adopting 4IR
technologies. A dedicated smart farming fund will be established
to accelerate the adoption of modern technology in the agriculture

7 The Replanting Scheme (STS) is a monthly fixed contribution by smallholders
comprising of investment to finance replanting and life insurance elements.



sector. This fund will offer opportunities for farmers, especially

for youth agropreneurs and smallholders to modernise farming
activities along the value chain in ensuring food security. Incentives
will be introduced in the construction sector to encourage adoption
of technology, such as IBS, BIM and modular construction.
Mechanisation and automation in this sector will expedite project
completion, ensure resource and cost efficiency while maintaining
quality. This will also reduce dependency on low-skilled workers.

Malaysia is expected to become an aged nation by 2030, thus
innovative solutions are required to ensure the population continues
to be productive. In this regard, financial incentives will be
introduced to promote adoption of advanced healthcare technology
among private aged healthcare facility providers. This technology,
which include robotics, VR and AR, will contribute to a healthier and
more productive aged society.

Strategy A4

Scaling Up Successful Productivity Nexus

Under the Twelfth Plan, the Productivity Nexus model will be further
leveraged to drive the implementation of productivity initiatives

at the sectoral level. These initiatives will be undertaken through
close collaboration among government, private sector and academia.
Successful initiatives and programmes under the existing nine Nexus
will be scaled up to boost overall productivity.

Expanding the Coverage of Productivity Nexus

The Productivity Nexus model, where the private sector takes the
lead in formulating and implementing productivity improvement
programmes at the sector level will be extended to cover more
sectors. At least two new Productivity Nexus will be established
during the Twelfth Plan, namely construction and logistics services.
These two sectors have strong linkages with other sectors and
contributed 7.1% to the GDP and 12.9% of total employment in
2020.
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Enhancing Effectiveness of Productivity Nexus
Initiatives

A comprehensive review will be carried out to assess the
effectiveness of initiatives and programmes under the nine
Productivity Nexus. Ineffective programmes will be rationalised

to ensure resources are channelled to programmes that have
greater impacts in improving enterprise productivity. The initiatives
and programmes that have a significant impact on productivity
improvement will be rolled out to benefit more enterprises across
the nation. A comprehensive mechanism will also be established to
facilitate the scaling up of these programmes.

Strategy A5

Scaling Up Green Practices

Green practices will enhance efficiency in resource utilisation, thus
contributing to higher productivity, protecting the environment

and sustaining natural resources for inter-generational use. In this
regard, focus will be given in accelerating the adoption of green
practices among industries and enhancing the related implementation
mechanisms. The implementation of green practices across all
sectors of the economy is intended to build long-term resilience,
generate sustainable businesses and new economic opportunities as
well as provide societal and environmental benefits.

Accelerating the Adoption of Green Practices among
Industries

Industries will be encouraged to accelerate the adoption and
implementation of green practices, particularly sustainable
consumption and production (SCP) practices. The expansion of green
procurement initiatives will increase demand for green products
and services, and catalyse the industries to shift towards green
practices. Industries will be urged to procure and utilise local green
products and services, which will contribute in expanding the green
market. In addition, industries will be encouraged to implement the
circular economy concept throughout the products and services
value chain. This will lead to optimisation of recycled materials used
in the production cycle, thus reducing demand for raw inputs. The
triple helix collaboration in R&D will be strengthened to increase
innovation and commercialisation of green products as well as
transfer best practices into mass-production for higher productivity.
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Sustainable agriculture will improve food safety and security as well
as minimise its impact on the environment. Efforts to inculcate green
practices in the agriculture sector will be intensified by encouraging
farmers to adopt good agriculture practices such as myGAP,

MSPO and Malaysian Organic (myOrganic). In addition, agriculture
procurement for contract farming will be leveraged to promote
adoption of green practices. This initiative will enable agricultural
cooperatives and associations to facilitate farmers in adopting smart
farming and environment-friendly farming practices.

Enhancing Implementation Mechanisms for Green
Practices

A short-term action plan and a guideline on government green
procurement (GGP) on works will be introduced to encourage green
practices in the construction sector. A nationwide implementation

of the GGP on works, including procurement of green labelled
materials, will catalyse the shift towards more sustainable and green
construction practices. Industry players will be urged to adopt green
certification and performance tools for new development projects
as well as renovation and retrofitting works. The tools, include the
Malaysian Carbon Reduction and Environmental Sustainability Tool
(MyCREST), Sustainable INFRASTAR, Malaysia Green Highway Index,
GBI and BIM.

The global demand for products in manufacturing sector is shifting
to more durable and resource-efficient goods that are repairable,
reusable and recyclable. In this regard, the circular economy model
will be promoted through a structured mechanism to enable
industries in adopting sustainable manufacturing processes,
reducing the use of raw materials and increasing the use of
recycled materials. The implementation of the National Policy of
Remanufacturing will help industries to embark on the circular
economy through the remanufacturing of products. Under this policy,
the focus will be on five sectors namely, aerospace, automotive,
electronics and information technology, marine as well as M&E. In
addition, the adoption of the eco-industrial parks concept which
embodies the circular economy model will be made a pre-requisite
for the development or new industrial parks. Existing industrial
parks will also be encouraged to adopt the model, by promoting
collaboration among tenants in these parks in managing resources
and environmental issues efficiently. In addition, industry players will
be required to adopt the environment, social and governance (ESG)
elements in their business practices. The adoption of the ESG in the
manufacturing and related sectors will promote the low-carbon and
climate-resilient economy.

Priority Area B
Expanding Export Markets

A stable and healthy market is important to stimulate sectoral
growth and achieve sustainable economic development. In this
regard, the role of GLCs will be enhanced while a more fair and
healthy competitive environment will be encouraged to improve
market efficiency for the private sector to expand into domestic
and international markets. Measures to expand domestic and export
markets will focus on improving market efficiency, empowering role
of industry players and strengthening trade facilitation.

Strategy
B1

@ Improving Market Efficiency

Strategy @ Empowering Industry to Compete in
B2 the Domestic and Global Markets
Strategy

@ Strengthening Trade Facilitation

B3

Strategy B1
Improving Market Efficiency

Market efficiency is crucial in ensuring industries gain wider
market access and attain higher growth, to remain competitive and
sustainable. Initiatives to improve market efficiency will encompass
connecting suppliers directly to consumers through digital
platforms and enhancing supply chain sustainability. Efforts will
also be undertaken to position Malaysia as a regional logistics hub,
capitalising its advantage of good connectivity in the Asia-Pacific
region. These initiatives will offer a wide range of opportunities and
create a more efficient network effects.



Connecting Suppliers and Consumers through Digital
Platforms

In the agriculture sector, farmers will be encouraged to leverage
eCommerce platforms to facilitate direct sales and enhance
traceability of agricultural products. In this regard, related
infrastructure and facilities will be improved to enable more
farmers to have direct access to market the products. In addition,
collaboration between eCommerce companies as well as agricultural
cooperatives and associations will be established to enable farmers
in the rural areas to participate in the online market. Agricultural
cooperatives and associations will also be encouraged to utilise
eCommerce market places to increase exports to new markets. An
online auction platform will be developed for a number of agricultural
products to facilitate transparent transactions, thus improving the
efficiency of the market and eradicating price manipulation by
middlemen. Farmers will also be able to better manage production
risk through this platform, allowing more contract farming and joint
ventures for the supply of agricultural produce. These efforts will
lead to improved market efficiency, induce higher productivity and
expand market access for farmers.

Enhancing Supply Chain Sustainability

The manufacturing sector supply chain will continue to be enhanced
to produce basic inputs for manufacturing products. In this regard,
initiatives will be undertaken in mapping and identifying gaps in the
existing supply chain to ensure its sustainability. New investment
as well as mergers and acquisitions (M&A) will be promoted in
addressing the gaps. In addition, Malaysian companies will be
encouraged to increase cooperation with foreign companies to
facilitate the transfer of technology and knowledge, and develop a
skilled domestic workforce.

Positioning Malaysia as a Regional Logistics Hub

In the effort to position Malaysia as a regional logistics hub, ease
of doing business, including regulatory procedures will be improved
to facilitate domestic players as well as attract global players to
base their operations in the country. An efficient supply chain
management and regional distribution centres will be established
to provide comprehensive services to consumers. Logistics services
providers will be encouraged to adopt best practices and emerging
technology as well as introduce new ways of doing business.
Multimodality will be promoted to establish a well-integrated
logistics and communication network to ensure an efficient and
advanced supply chain. Industry players will be encouraged to
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form alliances, including through M&A to become fourth-party
logistics (4PL) providers to manage and control all activities within
the supply chain network and serve as a single point of contact for
customers. Establishing Malaysia as a regional hub will increase the
competitiveness of industry players and expand the market share in
the region.

Strategy B2

Empowering Industry to Compete in the
Domestic and Global Markets

The capacity of industry will be strengthened to enhance
competitiveness and sustainability of local industries. This will be
undertaken by encouraging collaboration among industry and scaling
up capacity and capability of industry players to increase export
market share. These efforts will enable the industry to participate
effectively in the domestic and global market.

Encouraging Collaboration among Industry

Efforts will be intensified to increase collaboration among industry
players, including through smart partnerships, to enhance market
access. The contract farming approach will be further expanded

in the agriculture sector. Through this approach, anchor companies

or agricultural cooperatives and associations will provide greater
market access for smallholders, particularly for high value agricultural
products. This will generate higher income for the farmers.

In the manufacturing sector, multinational companies (MNCs) will

be incentivised to collaborate with MSMEs to strengthen backward
linkages to assist MSMEs in participating in the global value chain.
This collaboration will expedite technology transfer to domestic
firms. In addition, MSMEs will be encouraged to leverage industry
associations to obtain marketing advisory services and information in
increasing market access.

Scaling Up Capacity and Capability of Industry Players

The ability of industry players to venture into the international
market is highly dependent on capacity and capability to fulfil the
expectations of the global value chain. In this regard, a consortium
of industry players in the construction sector will be established

to integrate various local industry players, including contractors,
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suppliers and financiers, to bid for international projects.
Establishment of the consortium will allow the industry players to
capitalise on individual strengths and create synergistic value to
enhance competitiveness.

GLCs play an important role to assist small firms in increasing market
shares and creating local brand visibility abroad. Towards this end,
GLCs will be encouraged to implement hand-holding programmes
for SMPPs in the services sector, particularly the business and
professional services subsector. This will reduce GLCs dependency
on foreign professional talent while creating more opportunities
for SMPPs to grow. Meanwhile, SMPPs will be encouraged to form
companies through M&A in establishing strong multi-disciplinary
enterprises as well as digitalise and adopt advanced technology.
This will enable SMPPs to keep abreast with rapid technological
advancement and enhance competitiveness. In this regard, tax
incentives will be considered for M&A companies to adopt digital
technology. These initiatives will enhance capacity and capability
of SMPPs to expand in the domestic market and penetrate into the
international market.

A national oil and gas services and equipment (OGSE) industry
blueprint, which will serve as a guide for the development of

the industry, will be formulated. The blueprint will provide
strategic direction to improve competitiveness, efficiency and
technological capability of local OGSE industry players. Through
these improvements, the local OGSE industry players will be able
to upscale services and undertake complex jobs domestically and
internationally.

Strategy B3
Strengthening Trade Facilitation

Effective trade facilitation will ensure seamless movement of goods
and services between countries. During the Plan period, focus will
be on leveraging trade agreements, and intensifying marketing and
export promotion. These initiatives will enable exporters to access
wider markets, enhance trade activities and increase overall visibility
of local products and services internationally.

Leveraging Trade Agreements

Malaysia has implemented various trade agreements to expand and
promote international trade. MSMEs, SMPPs and mid-tier companies
in all sectors of the economy will be encouraged to maximise
opportunities from existing FTAs, bilateral agreements and economic
partnerships with other countries. Industry players will be provided
with advisory services and comprehensive information relating

to foreign market as well as market intelligence. In addition, new
bilateral and multilateral agreements with potential trading partners
will be explored. The Regional Comprehensive Economic Partnership
agreement, which potentially provides preferential market access

to 45% of the world’s population, is expected to be ratified and
implemented in the Twelfth Plan period. Several potential FTAs are
currently being negotiated and will be among the priorities to be
leveraged. These trade agreements will open up greater opportunities
for local industries to penetrate the global market.

Intensifying Marketing and Exports Promotion

Trade missions will be further streamlined to play an effective

role in intensifying marketing and promotion efforts. Export
promotion efforts will be enhanced to increase exports of high

value products to traditional and new markets. Premium and high
value agricultural produce, such as birdnest, Musang King durian

and MD2 pineapple will be actively promoted through various
platforms. Agricultural exporters will be encouraged to comply with
Malaysia’s Best standard, which meets internationally recognised
myGAP and myOrganic standards, as well as Grading, Packaging

and Labelling of Agricultural Products Regulation to ensure

market acceptance. Meanwhile, concerted efforts to counter the
discriminatory campaigns against Malaysia’s agricommodity products,
particularly on palm oil and timber will be continued. These include
intensifying programmes to ensure full adoption of the MSPO among
smallholders by the end of 2021.

Continuous efforts will be undertaken to facilitate industry players
in the manufacturing sector to penetrate into markets of major
trading partners. The National Trade Blueprint (RTPN) is designed to
improve the business ecosystem and enhance the competitiveness
of Malaysian exporting companies by focusing on trade regulations,
logistics and market access. In addition, the Mid-Tier Companies
Development Programme and Going Export (GoEx) Programme will
be enhanced to enable local companies to export high value-added
products. Manufacturers will also be encouraged to create strong
brand propositions for local products to increase international
recognition. The Malaysian brand will be promoted globally as a
brand for quality products.



In the services sector, efforts will be undertaken to increase export
of local products and services to further reduce the services trade
deficit. For private healthcare subsector, Malaysia healthcare

brand visibility will be strengthened by intensifying marketing

and promotion digitally. Moving forward the industry will shift

its focus on promotion of high intensity revenue services such as
fertility and oncology, as well as strengthening existing network

and channels through strategic partners in identified key markets
especially ASEAN and Middle East. The potential of private HEIs

will be leveraged by introducing niche programmes to attract
international students. Strategic collaboration between private HEls,
and large corporations as financial partners, will be encouraged.
This collaboration will mutually benefit both parties by improving
the sustainability of the private HEls and ensuring the right talent
for the corporations. Meanwhile, the various export initiatives and
programmes in the retail and F&B subsectors, including the Enhanced
Franchise Development Programme and the Product Transformation
and Distribution Programme will be enhanced to improve their
effectiveness. Measures will also be implemented to uplift the brand
image of local products and services to increase international market
presence.

The existing services export fund will be expanded to cover the
business services focusing on high potential activities, while the
implementation and monitoring of the fund will be strengthened.
These will increase the utilisation rate and enhance the effectiveness
of the financing facility. Mandatory reporting by fund recipients will
be imposed to track the performance and to get timely feedback

to facilitate necessary intervention measures. This initiative will
strengthen the capability of local service providers to penetrate the
international market.
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Priority Area C

Strengthening the Effectiveness of
Financial Intermediation Ecosystem

An effective and resilient financial intermediation ecosystem is key
to support the sustainable growth of the economy and development
of society. This is particularly critical as countries, including Malaysia,
respond to and recover from the economic and social impact of the
global health crisis and other adverse shocks. The launching of third
capital market masterplan and the new blueprint for the financial
sector will serve to steer the direction of the overall financial
system over the next five years. Emphasis will be on transforming
the financial ecosystem to meet future economic needs, enhancing
resilience and governance, as well as promoting a sustainable and
inclusive financial system.

Strategy (® Transforming the Financial

Cl Ecosystem to Meet Future
Economic Needs

Strategy @ Enhancing the Resilience and
C2 Governance of the Financial
System
Strategy (® Promoting a Sustainable and
C3 Inclusive Financial System

Strategy C1

Transforming the Financial Ecosystem to Meet
Future Economic Needs

Efforts will be undertaken to ensure that the financial ecosystem

is able to meet future needs of the economy. These efforts will

be premised on promoting greater innovation and enhancing
competitiveness of the financial services sector, as well as facilitating
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wider avenues of financing across the life cycle of all businesses.
Taken together, these initiatives will transform the financial
ecosystem to become more vibrant, efficient and technology-
enabled.

Promoting Innovation and Competitiveness to
Enhance Efficiency

As economic growth is increasingly driven by advancement in
technology and knowledge-intensive activities, efforts will be
focused on facilitating innovation and technological applications

in the financial services sector. The adoption of e-payments in the
economy for more seamless and secure financial services experience
will also be expanded and accelerated. Incumbents in the financial
system will therefore need to adapt and digitise to remain relevant,
while measures will be undertaken to facilitate greater industry
digitisation to improve overall efficiency of the financial services.

To infuse competition and foster greater innovation, efforts will

be undertaken to facilitate entry of new players such as digital
banks, digital insurers, robo-advisors and digital brokers, as well as
support market participants in embracing new innovative business
models. Enhancements to key enabling infrastructure, regulations
and practices will also be pursued, including implementation of an
effective cyber security framework to promote greater efficiency,
safety and resilience. There will also be continued efforts to enhance
regional connectivity and linkages to attract greater foreign capital
and knowledge transfer into the country.

Facilitating More Financing across Business Life Cycle

Differentiated market-based fundraising avenues will be further
expanded to cater to the fundraising needs of MSMEs across their
growth cycle, as well as more mature companies seeking regional
expansion. This entails the development of a vibrant alternative
financing to complement the banking system, as well as reinforcing
consumer protection in the provision of credit, given the growing
number of non-traditional entities. In addition, efforts to enhance
the provision of microfinancing to these enterprises will continue to
be pursued. Alternative financing will enable greater opportunities
for businesses as well as investors seeking portfolio diversity. It

is envisaged that these efforts will promote greater efficiency in
intermediating risk capital to mobilise savings into high potential
growth sectors of the economy.

Strategy C2

Enhancing the Resilience and Governance of the
Financial System

Strengthening the resilience of the overall financial system is critical
against the backdrop of increasing volatility and greater uncertainties
in the global financial system. Focus will be given on strengthening
safeguards for financial stability and enhancing good governance.
This will ensure resilience and integrity of the financial system.

Strengthening Safeguards for Financial Stability

A more collaborative approach among regulatory authorities within
and beyond the country will be adopted to strengthen regulatory
enforcement, given the growing recognition that financial markets
are increasingly fragmented, with a greater number of non-traditional
players providing borderless services. In keeping up with technology
advancement and proliferation of data, tools and mechanisms relating
to regulatory technology (regtech) and supervisory technology
(suptech) will also be developed to enhance the effectiveness and
efficiency of regulators’ role and functions.

Enhancing Good Governance in the Financial Sector

Regulatory and supervisory focus towards inculcating good

culture and conduct within the financial sector will be enhanced
through more outcome-focused regulatory action to shape market
and institutional behaviour. This includes greater emphasis on
strengthening investor confidence in listed companies through
effective discharge of directors’ duties and responsibilities. In
addition, the role of institutional investors in good governance and
stewardship will be enhanced, and holistic anti-corruption measures
will be implemented within the capital market.



Strategy C3

Promoting a Sustainable and Inclusive Financial
System

The financial sector plays a critical role in advocating sustainable and
inclusive finance. This includes efforts to promote Islamic finance,
advance financial inclusion and literacy among the wider population,
as well as enhance sustainable financial services.

Promoting the Islamic Finance Agenda

Moving forward, Malaysia aims to sustain its position as a leading
international Islamic financial centre. Efforts to consolidate
Malaysia’s role as a prominent thought leader in Islamic finance,
particularly in the areas of regulation and supervision will be
intensified. Additionally, the adoption of value-based intermediation
(VBI) principles in the provision of finance will be expanded. On this,
Islamic financial institutions have been exploring the usage of social
finance instruments through blending endowment (wagqf), donation
(sadagah) and alms-giving (zakat), to further unlock and more
effectively mobilise resources towards provision of financing and
financial protection to low income communities. Backed by strong
global leadership track record in Islamic capital markets, Malaysia

is well-positioned to further innovate in this space. In this regard,
measures will be undertaken to develop more innovative market-
based mechanisms and products, leveraging on Islamic fintech, to
better serve the needs of a wider financial market and the economy
at large.

Advancing the Financial Inclusion and Literacy Agenda

Advancing the financial inclusion agenda remains a key priority

to ensure all Malaysians have meaningful access to quality and
affordable financial services, with emphasis on innovative financial
solutions, technology-led modes of delivery and assessment tools.
The offering of micro-insurance and micro-takaful products will

be expanded, while instituting measures to ensure long-term
sustainability of medical health insurance and takaful for the
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population. Efforts will also be accorded to expedite reforms and
address structural issues that hinder the financial inclusion agenda,
such as inadequacy of financial safety nets to buffer B40 households
from income shocks. This will be pursued in collaboration with key
strategic stakeholders for effective outcomes. At the same time,
initiatives under the National Strategy for Financial Literacy will
continue to be pursued to further improve financial literacy among
Malaysians.

Enhancing Sustainable Financial Services

Malaysia has made important strides in integrating ESG considerations
into business practices and investment considerations of companies
and financial service providers. The financial system will play a
catalytic role in transforming Malaysia into a low-carbon economy.
Recognising the urgent need to accelerate and ensure a smooth and
orderly transition, a committee comprising of Bank Negara Malaysia,
the Securities Commission Malaysia and the financial industry, will
drive and support climate change actions within the sector. This
committee will focus on risk and data management, governance

and disclosure, product and innovation, as well as engagement and
capacity building.

Islamic finance was developed with an overarching objective that
emphasises positive value creation and prevention of negative
impact. Islamic financial institutions are primed to advance the
sustainability agenda, through initiatives such as the VBI framework.
Through VBI, Islamic finance will bring various stakeholders
together to advance the sustainability agenda. VBI also encourages
Islamic financial institutions to assess how they create value and
impact, particularly in response to changing economic, social and
environmental conditions. This will support the socioeconomic
development in line with Malaysia’s long-term agenda of economic
growth and shared prosperity for all. In addition, efforts to develop a
facilitative Sustainable and Responsible Investment (SRI) ecosystem
under the SRI Roadmap will also be intensified. Islamic finance will
also be leveraged to further advance SRI solutions. This will include
broadening Islamic capital market products and services to further
support social finance activities, such as waqgf, for the greater good of
society.
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Priority Area D

Strengthening the Role of Industrial
Estates and Food Production Areas

The development of industrial estates and dedicated food production
areas have been recognised as one of the important platforms

in attracting investments especially high-tech investments. For
Malaysia, industrial estates have played an important role in boosting
rapid development in a number of selected industries, promoting the
decentralisation of development and accelerating regional growth.
Under the Twelfth Plan, focus will be given on enhancing the role of
industrial estates as growth catalyst and achieving a more balanced
industrial development. Hence, initiatives will be intensified to
improve the attractiveness and investments in these areas.

Strategy @ Enhancing the Role of Industrial
D1 Estates and Food Production Areas
as Growth Catalyst

Strategy
D2

@ Achieving Balanced Industrial
Estates Development

Strategy D1

Enhancing the Role of Industrial Estates and
Food Production Areas as Growth Catalyst

Measures will be undertaken to better plan, coordinate and manage
the development of industrial estates and dedicated food production
areas throughout the country. The development will be in line with
the aspiration of becoming a high-tech nation and the 2030 Agenda,
particularly focusing on efficient management, adoption of advanced
technology as well as environmental sustainability. Incentives and
financial assistance will be reviewed to promote the development of
these areas.

Enhancing Industrial Estates Development and
Management

Resilience of industrial estates depends on a sustainable ecosystem.
Recognising this, the development of industrial estates will be
promoted based on the green industry concept. Through this
concept, sustainable practices will be incorporated in increasing
economic prosperity with minimal environmental and social impact. A
comprehensive guideline on eco-industrial parks will be introduced to
be adopted by industrial estates.

Development of new industrial estates will be based on prospective
demand and tailored to the actual needs of investors. A policy
framework will be formulated to guide the developers in the
planning, development and operation of these estates. This
framework will enhance backward linkages and efficient maintenance
of industrial estates in creating a conducive investment ecosystem.
Developers will be encouraged to conduct comprehensive feasibility
and market studies to reduce the potential risks of underutilisation
of industrial estates. Meanwhile, a comprehensive review will be
undertaken to revive the existing underutilised industrial estates.

The role of dedicated food production areas will be strengthened
to increase participation of agropreneurs in modern farming. A
comprehensive mechanism in developing and managing these food
production areas, such as TKPM, Aquaculture Industrial Zones

and Permanent Ruminant Production Parks will be formulated
through collaboration between the Federal and state governments.
Collaboration between the government, private sector service
providers and agropreneurs will be intensified to facilitate adoption
of modern technologies.

Strengthening Provision of Incentives and Financial
Assistance

The provision of incentives and financial assistance for players in
industrial estates, particularly those investing in advanced technology
will be enhanced. Greater automation and technology utilisation
along the value chain will drive productivity growth and reduce
reliance on low-skilled foreign workers. Incentives will be redesigned
to attract quality investments that utilise clean technology to ensure
sustainable practices. Financial assistance will also be extended to
agropreneurs in the food production areas to facilitate the adoption
of smart farming practices for higher income and productivity.



Strategy D2

Achieving Balanced Industrial Estates
Development

Industrialisation is an important enabler in regional development

in ensuring a balanced and inclusive growth. In the Twelfth Plan,
efforts will be undertaken to promote equitable development and
improve industrial distribution in narrowing development gaps across
regions and states as well as between urban and rural areas. A more
dispersed industrial development will enable better utilisation of local
resources and spur greater economic activities through the spillover
effects.

Promoting Equitable Industrial Development

The development of industrial estates, particularly in less developed
states will be complemented by a number of facilities and

supporting infrastructure. As such, industrialisation roadmaps will
also be formulated including for Sabah and Sarawak to ensure the
development of industrial estates is based on local strengths and
capabilities. In addition, the existing investment incent