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Country: Malaysia

Social and Economic Background of Malaysia

According to World Bank estimates, in 2004, Malaysia had a population of 25.2 million people, 63% of whom were between the ages of 15 and 64. In 1997, 2% of Malaysia’s population lived on under US$1 per day and 9.3% lived on under US$2 per day, based on the World Bank World Development Indicators. The 2004 PPP adjusted GDP per capita in terms of current international dollars was US$9,760, a 2.6% increase from US$9,512 in 2003, according to a World Bank database. Malaysia had an unemployment rate of 3.6% in 2003, according to the International Labour Organization. The informal economy accounted for 31.1% of GNI in Malaysia in 2003 according to the World Bank. According to the UN, the GINI coefficient for Malaysia in 1997 was 0.49. The World Bank and the OECD estimate that Malaysia’s M2/GDP ratio was 0.97 in 2004. In 2003, Malaysia received US$2,473 million FDI net inflow and US$109 million foreign aid and development assistance, according to the IMF and OECD.  The World Bank states that there are no workers’ remittances for 2003.
The currency of Malaysia is the Ringgit (MYR) (M$, or RM). The Malaysian Ringgit has been pegged to the US dollar at the rate of MYR3.80:USD1 since September 1998, according to the Economist Intelligence Unit (EIU).

Malaysia has not planned to participate in the World Bank and IMF’s Financial Sector Assessment Program (FSAP).

Doing Business in Malaysia

The World Bank uses several indicators to assess the business environment of a country. In Malaysia, entrepreneurs are required to go through 9 steps to launch a business, at a cost of 25.1% of GNI per capita in 2004. Registering property requires 4 steps.  It costs 3.2% of GNI per capita to create collateral.  Malaysia scores 5 on a scale from 0 to 7 on the Disclosure Index. 

According to the World Bank, in Malaysia, credit information is collected and made available by the Central Credit Reference Information System managed by Bank Negara Malaysia (the Central Bank of Malaysia). A public credit registry covers 339 borrowers per 1000 adults. In terms of the World Bank’s Credit Information Index rating, Malaysia scores 6 on a scale from 0 to 6.

Regulatory and Legal Environment of Malaysia

According to the World Bank, in Malaysia, it takes 31 procedures and 300 days from the time a plaintiff files a lawsuit to when he or she is actually compensated. The cost of enforcing contracts in terms of legal and court fees reaches 20% of debt value. Filing bankruptcy takes about 2.3 years with a cost of 18% of estate value. The recovery rate for creditors in Malaysia is $0.35 per USD.  

According to the Che Zakiah Che Din, the Director of Development Finance of Bank Negara Malaysia, legislation for microfinance regulation includes: Moneylender Act, Banking and Financial Institutions Act, Development Financial Institutions Act 2002, and Cooperatives Societies Act 1993. A financial entity must obtain licenses from the government in order to conduct money lending business and to carry out banking business. 

According to the book, “Getting the Framework Right: Policy and Regulation for Microfinance in Asia,” written by Paul B. McGuire, John D. Conroy and Ganesh B. Thapa, NGOs are generally not allowed to make loans or take deposits. However, they can provide microcredit services by obtaining an exemption from the Minister of Housing and Local Government based on the provisions of the Moneylenders Act. The exemption is on a one-off basis which generally lasts for a period of 3 to 4 years. Bank Negara has determined that NGOs can accept compulsory savings as long as these compulsory savings are put into a trust account and not used as loanable funds. 

McGuire, Conroy, and Thapa state in their book that establishing a commercial bank requires minimum capital of US$8 million and a capital adequacy ratio of 8% of risk-weighted assets in line with the Basle Accord. Also, commercial banks are required to keep a reserve of 13.5% of their net eligible liabilities in Bank Negara as an interest-free deposit. Interest rates are also regulated by Bank Negara. MFIs are not regulated on how much they can charge borrowers for interest. 

Che Zakiah Che Din reports that in June 2003, Bank Negara Malaysia initiated the Microfinance Project to strengthen the microfinance network by building necessary infrastructure for the development of microfinance in Malaysia. The project focuses on developing product specifications, policies and procedures for microfinance management, an organizational structure for microfinance institutions as well as a supervisory and regulatory framework for microfinance. Bank Negara aims to establish a guide and reference of standard best practices for development financial institutions and other MFIs. 

According to Arumugam Rajenthran, a fellow at the Institute of Southeast Asian Studies, The Industrial Coordination Act 1975 and The Promotion of Investment Act 1986 are designed to regulate foreign investment activities in Malaysia. There are restrictions on enterprise ownership by foreign citizens. 

Microfinance Institutions (MFIs) and Commercial Banks’ Involvement in Malaysia

According to the Foundation for Development Cooperation, the financial system in Malaysia is comprised of both private and public financial institutions. Public financial institutions include 7 development banks and the Credit Guarantee Corporation (CGC) which provides guarantees on lending by other financial institutions to small and medium enterprises (SMEs). 

According to the Institutional Reform and the Informal Sector Center at the University of Maryland (IRIS), there are 34 commercial banks. According to the book “Getting the Framework Right: Policy and Regulation for Microfinance in Asia”, Bank Negara has 3 lending guidelines that require banks to lend to particular priority sectors of the economy. One of the guidelines requires commercial banks to provide loans totaling US$400 million to small business that lack an established track record under the New Principal Guarantee Scheme of the CGC. Such loans are allocated to commercial banks based on their assets, capital bases, and other criteria. Of the total allocation for each bank, at least 50% of the loans must be provided to Bumiputera (ethnic Malays). Individual loans under the scheme must be less than US$200,000 and are partially guaranteed by the CGC. In addition to providing small business loans, commercial banks are involved in microfinance through extending credit lines to Amanah Ikhtiar Malaysia (AIM) and as a conduit for schemes such as the loan fund for hawkers and petty traders operated by the CGC.  Some banks have small programs for individual lending to poor borrowers.


The World Council of Credit Unions reports that there are 517 credit unions with 37,930 members. The penetration rate is 0.27%. The savings in those credit unions amount to US$13.1 million. Their loans total US$6.7 million. 

According to the Agriculture Bank of Malaysia, Majilis Amanah Rakyat (MARA), Council of Trust to the Bumiputera, and the CGC are some of the pioneers to introduce microfinance loans to its borrowers. Agriculture Bank of Malaysia (BPM), Farmers Organization Authority (LPP), Federal Land Development Authority (FELDA), and agro-based Cooperative Societies provide microcredit for the agricultural sectors. 

The Agriculture Bank of Malaysia reports that there are also a number of NGOs that engage in microfinance, including Yayasan Usaha Maju in Sabah, Koperasi Kredit Rakyat in Selangor, and AIM, the most widely known MFI in Malaysia. The poorest of the poor are given priority for AIM loans. As a result, AIM has established an eligibility test for its potential clients based on factors such as the condition of their homes and monthly household income. In order to qualify for AIM loans, an individual’s monthly household income must be no more than $90. Tabung Ekonomi Kumpulan Usaha Niaga (TEKUN) is another NGO that is actively involved in microfinance in Malaysia. TEKUN is specialized in providing small loans to microenterprises of Bumiputera. Like AIM, TEKUN’s operation is also mainly financed by the government. It provides simple loan processing without collateral requirements and charges an 8% administrative fee for its loans. It closely monitors accounts, imposes frequent repayment (every fortnight), and requires compulsory savings (0.5% of loan amount per week). Total loans disbursed by TEKUN amounted to US$96 million as of December 2003. 

Che Zakiah Che Din reports that a microcredit scheme was launched in May 2003 by the Malaysian government to enhance microenterprises’ access to financial supports. Two development financial institutions, Bank Pertanian Malaysia (the Malaysian Agriculture Bank) and Bank Simpanan National (the National Savings Bank), are mandated to implement this microcredit scheme. The scheme is collateral-free and borrowers are eligible for loans of up to US$5,263 with interest rates at 4% per annum for a period of no more than 4 years. At the end of 2003, total loans disbursed amounted to US $164 million.  

One important feature of the banking system in Malaysia are Islamic banks. According to the Bank Negara Malaysia, charging interest is not allowed in Islamic banks based on the rules of Syariah, known as Fiqh al-Muamalat (Islamic rules on transactions). Instead of charging interest to borrowers, Islamic banks use a profit sharing mechanism. Other common Islamic banking concepts include safekeeping (Wadiah), joint venture (Musyarakah), cost plus (Murabahah), and leasing (Ljarah). Two Islamic banks, thirteen commercial banks, and seven financial companies provide Islamic banking products and services. 

According to the Global Development Research Center, CASHPOR Inc., based in Malaysia, is a network of 22 Grameen Bank replications that work to reduce poverty in the Asia-Pacific region by providing financial services to poor women. This network was established in 1991 and it provides management training, quarterly monitoring, technical assistance, and information exchange services to its members.  

Activities of Malaysia’s National Committee

Malaysia has not established a national committee and is not involved in the Global Microentrepreneurship Awards (GMA) for 2005.
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