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Malaysia’s electrical and electronics (E&E) 

sector already plays an important role in the 

economy. We believe that E&E will remain a key 

driver of industrial development and its 

eminent position will be emphasised over the 

coming years, with Malaysia aiming to achieve 

high income nation status.  

As highlighted in the 12th Malaysia Plan (12MP) 

- released in late-September, the country is 

striving to grow into a ‘prosperous, high 

income, inclusive, low carbon, high-tech and 

sustainable nation’ by 2025. The plan identifies 

E&E as one of the strategic and high impact 

industries that would hopefully help to propel 

economic growth to a target of 4.5% - 5.5% per 

annum over 2021 to 2025 (similar to the pre-

pandemic growth path).  

Malaysia’s key focus will be moving E&E up the 

value chain, but in our view, this will be an uphill 

task. It has much room to catch up to other 

more advanced Asian peers in areas such as 

high skilled talent, research and development 

(R&D), and a more comprehensive ecosystem 

involving the front end.   

 

A beacon of strength 

Malaysia’s E&E sector (accounting for ~6% of 

GDP and around a-quarter of manufacturing) 

has been a beacon of strength over the past 

couple of years. E&E delivered strong expansion 

Indicator
Pre-COVID trend (2016-

2019 average)

11MP (2016-2020) 

performance

12MP (2021-2025) 

target

GDP growth, per annum 4.9% 2.7% 4.5% - 5.5%

Labour productivity 

growth, per annum
2.9% 1.1% 3.6%

GNI per capita, end of 

period
MYR45,311* MYR42,503 MYR57,882

Source: Malaysia 12MP, CEIC, DBS; * end of 2019
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• Malaysia is aiming to achieve high 

income nation status, as highlighted in 

the 12th Malaysia Plan  

 

• E&E is a key economic driver, and one of 

the identified strategic and high impact 

industries 

  

• Malaysia is already established in back-

end semiconductors, and aspires to 

move up the value chain 

 

• It however has much room to catch up in 

high skilled talent, R&D, and front-end 

ecosystem 
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of an average of 5.4% per annum over 2016 to 

2020 in real terms, not only outperforming 

headline GDP (2.7%), but also the overall 

manufacturing sector (3.3%). E&E also 

registered relatively consistent and decent 

growth of around 5% per year in the previous 

five years from 2011 to 2015. In comparison, 

however, the expansion was roughly in line with 

the broad economy and the manufacturing 

sector during that period.  

 

 

In terms of productivity, the E&E sector has 

been more productive compared to other 

segments of manufacturing and the overall 

economy. Average E&E productivity growth 

was already stronger than broad manufacturing 

over 2011 to 2015, and their productivity 

growth gap widened in 2016 to 2020. This 

underscores the government’s priority in 

further boosting the more productive sector.  

Looking at near-term growth trends, E&E 

strength continued at a time when the 

economy was reeling from domestic challenges, 

especially from COVID-19. When Malaysia was 

able to largely keep the pandemic under control 

in 2020, following the harsh movement control 

order that lasted from March 2020 to early-May 

E&E factories were humming. Malaysia was 

able to capture higher external demand for tech 

equipment, partially due to the rising work-

from-home trend.  

 

While factories were heavily disrupted in 2021 

due to the surge in Delta variant virus cases, 

higher vaccination rates among workers would 

allow activity to rebound going into 2022, as 

operational capacity ramps up to meet the 

strong order books. At the same time, Malaysia 

is looking to attract foreign investment, as 

companies seek to build up capacity amid the 

global chips shortage.
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Key external fundamental support 

Malaysia’s E&E sector is a key ingredient in the 

country’s export-driven growth model, and will 

continue to provide strong fundamental 

external support, in our view. 

E&E accounted for an overwhelming share of 

overall exports at close to 40% in 2020, slightly 

below around 47% for other manufacturing 

goods. Within E&E exports, semiconductors 

have grown in importance, significantly 

overtaking that of other products. E&E’s export 

share also increased at the expense of primary 

commodities exports over the past couple of 

years. This trend would extend further, 

particularly as the emphasis in the 12MP shifts 

towards growing technology and reducing the 

reliance of commodities, amid increased global 

urgency to tackle climate concerns.  

 

Malaysia has a positive goods trade balance, 

acting as a key support to its current account 

surplus. This is partly supported by the E&E 

trade balance, even though it did not rise as 

much in recent years. The slower rise in the E&E 

trade balance reflects Malaysia’s important role 

in the global electronics value chain as a key 

player in semiconductor assembly, testing, and 

packaging, by importing key components and 

then exporting these intermediate electronics 

goods to key trading partners such as China and 

the US. 

 

Malaysia’s manufacturing investments have 

been supported by E&E. E&E investments have 

been largely dominated by foreign direct 

investment (FDI) inflows over the years, 

accounting for above 80% of overall investment 

in the sector. The incoming E&E FDI has 

therefore provided support to Malaysia’s 

financial account. 
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Malaysia’s foreign E&E investment inflows have 

seen a sizeable pick-up since 2018, with 2021 

looking to set a fresh record in investment 

value. 2020’s fall was an exception due to the 

pandemic. Companies have diversified into 

Malaysia as part of their ‘China+1’ strategy, 

amid the intensified trade and technology 

dispute between US and China, which started 

during the Trump administration. Malaysia’s 

positive E&E FDI outlook and landscape have 

partially been due to the presence of an 

established E&E back-end ecosystem built up 

over the years. The government’s proactive 

approach in attracting investments through 

various incentives and initiatives introduced in 

the Penjana economic stimulus package and 

Budget 2021 (see Appendix 1) also lent 

important support to incoming investments. 

We think this shift towards alternative 

manufacturing locations looks likely to 

continue, as companies seek to maintain China 

as the primary production base, while 

increasingly looking for additional production 

locations. In our view, Malaysia is well 

positioned to benefit (see ‘ASEAN’s potential in 

semiconductor manufacturing’, September 23, 

2021).  

Aspirations to move up the value chain 

Malaysia is aspiring to move up the E&E value 

chain over the 12MP period. Malaysia has been 

successful in developing itself into a key player 

in the global semiconductor value chain over 

the decades, but it lies majorly in the lower-end 

of the global semiconductor supply chain in 

assembly, testing, and packaging. The move 

towards technological upgrading and more 

innovative activities to improve productivity is 

 
1 Asian tigers refer to the four economies of Hong Kong 
SAR, South Korea, Singapore, and Taiwan, which 

key to reach high income status, like the Asian 

tigers1, and avoid the middle-income trap. 

In our view, the shift upwards is a difficult task 

and will not be smooth sailing. This is even 

though Malaysia has the potential to be more 

involved in the front-end E&E value chain 

activities such as design and chip fabrication, 

and attract high quality FDI. We think Malaysia 

has room to catch up to the Asian tigers, in 

terms of talent development and R&D, both of 

which were also mentioned in the 12MP. While 

initiatives mentioned in the 12MP to tackle 

these areas are relatively broad, it signals a 

move in the positive direction (see Appendix 2). 

Room to train more highly skilled local talent 

We find that Malaysia’s highly skilled labour 

force is in the middle of the pack, when 

compared with other Asian economies in our 

coverage at DBS (where data is available from 

the International Labour Organization). 

 

 

managed to undergo rapid industrialisation from 1960s 
to 1990s to develop into high-income economic status.  

https://www.dbs.com.sg/corporate/aics/templatedata/article/generic/data/en/GR/092021/210923_insights_semiconductor.xml
https://www.dbs.com.sg/corporate/aics/templatedata/article/generic/data/en/GR/092021/210923_insights_semiconductor.xml
https://www.dbs.com.sg/corporate/aics/templatedata/article/generic/data/en/GR/092021/210923_insights_semiconductor.xml
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Malaysia’s share of highly skilled labour force at 

around 30% lags behind higher income and 

more advanced economies such as the Asian 

tigers (with shares ranging from approximately 

40% to almost 60%). Malaysia however fares 

better than other ASEAN peers and India, 

except for Singapore. 

Looking deeper into occupation type, 

Malaysia’s lower share of technicians among its 

labour force likely contributed to its middle 

ranking in its highly skilled labour force, among 

Asian peers. Malaysia instead has a much higher 

share of its labour force in services and sales, 

which are also of lower productivity relative to 

manufacturing jobs. 

R&D and innovation key to productivity gains 

Increases in R&D are important for Malaysia to 

move up the E&E value chain. Malaysia has 

been making efforts to innovate by steadily 

increasing its gross expenditure in R&D (GERD) 

over the years, even though there was a decline 

in 2018. The bad news is that Malaysia’s R&D 

investment is low versus regional peers, despite 

the progress. Malaysia has much room to raise 

R&D spending to levels that are comparable to 

high income nations. 

Malaysia’s total patent applications have 

mainly come from non-residents, rather than 

residents. While non-resident applications look 

high compared to local ones, Malaysia is ranked 

the second lowest among the Asian economies 

in our universe.  
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An IMF working paper (The Leap of the Tiger: 

How Malaysia Can Escape the Middle-Income 

Trap, 2015) argued that Malaysia’s missing link 

to growing out of middle income status lies in 

the lack of local technology creation. It pointed 

out that Malaysia tried hard to facilitate  

technology transfer and diffusion from MNCs, 

notably in E&E, as early as the late 1980s, but 

this approach did not bear fruit to a large 

extent. There was not much technological 

creation, with MNCs contributing to export 

complexity, and locals mainly involving in back-

end work. Indeed, most local Malaysian 

semiconductor firms engage in back-end 

activities, serving the MNCs, rather than front-

end work. For instance, Oppstar Technology 

Sdn Bhd and SilTerra Malaysia Sdn Bhd, which 

are home-grown companies engaged in 

integrated circuit design and foundry activity, 

respectively, count themselves as the minority 

(see Appendix 3). Moreover, SilTerra has not 

been competent enough to compete with 

industry giants on the global stage (MIDA, 

quoting The Edge). 

 

 

Other than human capital accumulation and 

raising R&D, the government is also looking to 

strengthen the E&E ecosystem. The Malaysia 

Semiconductor Association (MSIA) was formed 

in early 2021 to provide companies, especially 

locals, with a greater representation and serve 

as a collective voice for E&E and semiconductor 

firms to grow market share and rise in the value 

chain (The Edge).  

E&E will continue to play an important role in 

the Malaysian economy, but the question of 

whether the country can successfully move up 

the value chain remains an open one. A focus in 

increasing the share of highly skilled workforce 

and raising R&D, coupled with a clear strategy 

to nurture a more complete semiconductor 

ecosystem (involving the front end), would 

hopefully enable Malaysia to rise progressively 

in the technological frontier and have a decent 

shot in escaping the middle-income trap, and 

achieve its aspiration of a high-income nation 

over the coming years, in our view.  

https://www.imf.org/en/Publications/WP/Issues/2016/12/31/The-Leap-of-the-Tiger-How-Malaysia-Can-Escape-the-Middle-Income-Trap-43021
https://www.imf.org/en/Publications/WP/Issues/2016/12/31/The-Leap-of-the-Tiger-How-Malaysia-Can-Escape-the-Middle-Income-Trap-43021
https://www.imf.org/en/Publications/WP/Issues/2016/12/31/The-Leap-of-the-Tiger-How-Malaysia-Can-Escape-the-Middle-Income-Trap-43021
https://www.mida.gov.my/mida-news/where-are-malaysian-players-in-the-semiconductor-value-chain/
https://www.mida.gov.my/mida-news/where-are-malaysian-players-in-the-semiconductor-value-chain/
https://www.theedgemarkets.com/article/msia-offers-local-ee-firms-help-accessing-global-market
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Appendix 1: Selected initiatives to attract manufacturing investments 

 

 

  

0% tax rate for 10 years for new investment in manufacturing sectors with capital 

investment between MYR300 - MYR500 mn

0% tax rate for 15 years for new investment in manufacturing sectors with capital 

investment above MYR500 mn

100% Investment Tax Allowance for three years for existing company in Malaysia 

relocating overseas facilities into Malaysia with capital investment above MYR300 

mn

Special Reinvestment Allowance for manufacturing and selected agriculture activity, 

from YA 2020 to YA 2021

Additional operating expenditure for Malaysian Investment Development Authority 

(MIDA) to undertake marketing and promotional activities

Establishment of Project Acceleration & Coordination Unit (PACU) at MIDA

Enhancement of Domestic Investment Strategic Fund

Manufacturing License approval for non-sensitive industry within 2 working days

MYR1 bn special incentive package for high value-added technology, including in 

aerospace & electronic cluster. The fund aims to support R&D investment in 

aerospace as well as electronic clusters such as in Batu Kawan, Penang and Kulim, 

Kedah industrial parks

MYR500 mn High Technology Fund provided by Bank Negara Malaysia (BNM) to 

enable Malaysia to remain competitive in the global supply chain and maintain the 

supply chain ecosystem and protect high skilled jobs

Tax incentives for 

company 

relocating into 

Malaysia

Application for the special tax rates offered through Penjana to selected 

manufacturing companies, which relocate their businesses to Malaysia and bring in 

new investments, will be extended for another year until 31 December 2022

Source: Penjana and Budget 2021 documents, DBS

Tax incentives for 

company 

relocating into 

Malaysia

Other initiatives

Penjana stimulus package

Budget 2021

Funding 

initiatives
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Appendix 2: Selected initiatives from 12MP to move up E&E value chain 

 

  

Areas of focus to move up E&E 

value chain
Selected initiatives

Additional skills sets, including software coding and data

analytics modelling, will be provided by various training 

institutions to meet market demand

Establishing industry-led Fourth Industrial Revolution (4IR) skills 

development centres, incentivising industry to reskill and upskill 

employees in 4IR areas, and establishing an AI-enabled data 

platform to facilitate manpower planning

Employees will be upskilled and reskilled in the field of 

designing.

A dedicated centre will be identified to train highly skilled 

design engineers to meet industry demand

Enrolment in science, technology, engineering and mathematics 

(STEM) education programmes will be increased

Programmes in software engineering and programming in public 

universities will be aligned with industry requirements

Incentives will be provided to encourage companies to invest 

more in D&D activities, such as  integrated circuits (IC), IC 

packaging, embedded systems as well as test and engineering 

design services

R&D grants and incentives will be reviewed to cater to advanced

technology push and market pull activities

Dedicated technology and innovation centres will be 

established to drive technology development, accelerate 

innovation and technology transfer as well as increase the 

development of home-grown technologies.

Source: 12th Malaysia Plan documents, DBS

Uplifting the development of 

talent and capability

Enhancing R&D and

Design and Development (D&D)
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Appendix 3: Selected semiconductor domestic firms and MNCs operating in Malaysia 

 

 

Companies Business segment in Malaysia Company type

V.S. Industry Bhd Electronics manufacturing services (EMS) Local

SKP Resources Bhd EMS Local

K-One Technology Bhd EMS Local

Aemulus Holdings Bhd Equipment Local

Pentamaster Corp Bhd Equipment Local

Visdynamics Holdings Bhd Equipment Local

JF Technology Bhd Equipment Local

Inari Amertron Bhd OSAT (Outsourced semiconductor assembly and testing) Local

Malaysian Pacific Industries Bhd OSAT Local

KESM Industries Bhd OSAT Local

Unisem (M) Bhd OSAT Local

Globetronics Technology Bhd OSAT/EMS Local

Oppstar Technology Sdn Bhd Integrated circuit design Local

SilTerra Malaysia Sdn Bhd Fabrication Local

Infineon Fabrication/ Assembly and testing MNC

Intel Assembly and testing MNC

Micron Assembly and testing MNC

Texas Instruments Assembly and testing MNC

Source: News sources, MIDA, DBS

Note: The list is for illustration and is not exhaustive



Malaysia’s electrical and electronics sector potential October 13, 2021 

 

   Page 10 
 

 

GENERAL DISCLOSURE/ DISCLAIMER (For Macroeconomics, Currencies, Interest Rates)  

 
The information herein is published by DBS Bank Ltd. It is based on information obtained from sources believed to be reliable , but the Group does not make any 

representation or warranty, express or implied, as to its accuracy, completeness, timeliness or c orrectness for any particular purpose. Opinions expressed are 
subject to change without notice. Any recommendation contained herein does not have regard to the specific investment objecti ves, financial situation & the 

particular needs of any specific addressee. The information herein is published for the information of addressees only & is not to be taken in substitution for the  
exercise of judgement by addressees, who should obtain separate legal or financial advice. The Group, or any of its related c ompanies or any individuals connected 
with the group accepts no liability for any direct, special, indirect, consequential, incidental damages or any other loss or  damages of any kind arising from any 

use of the information herein (including any error, omission or misstatement herein, negligent or otherwise) or further communication thereof, even if the Group 
or any other person has been advised of the possibility thereof. The information herein is not to be construed as an offer or  a solicitation of an offer to buy or  

sell any securities, futures, options or other financial instruments or to provide any investment advice or services. The Gro up & its associates, their directors, 
officers and/or employees may have positions or other interests in, & may effect tran sactions in securities mentioned herein & may also perform or seek to 

perform broking, investment banking & other banking or financial services for these companies. The information herein is not  intended for distribution to, or  
use by, any person or entity in any jurisdiction or country where such distribution or use would be contrary to law or regulation. Sources for all chart s & tables  

are CEIC & Bloomberg unless otherwise specified. 
 
DBS Bank Ltd., 12 Marina Blvd, Marina Bay Financial Center Tower 3, Singapore 018982. Tel: 65-6878-8888. Company Registration No. 196800306E. DBS Bank 

Ltd., Hong Kong Branch, a company incorporated in Singapore with limited liability. 18th Floor, The Center, 99 Queen’s Road C entral, Central, Hong Kong SAR. 
 

Sources: Data for all charts and tables are from CEIC, Bloomberg and DBS Group Research (forecasts and transformations) 


