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I. INTRODUCTION 
 

1.1. Since the mid-1990s, Malaysia has been focusing on enhancing innovation and 

productivity to transform from an input-driven to a knowledge-based economy. Despite the 

numerous initiatives introduced, productivity levels are still wanting by all measurements 

and the economy remains highly dependent on traditional factor inputs of labour and 

capital. While these inputs are still necessary for production, higher multifactor productivity 

will ensure a more sustainable growth in the long run. During the Eleventh Malaysia Plan, 

2016-2020, productivity will be one of the game changers, where renewed efforts will be 

undertaken to boost productivity in a focused and targeted manner with clear outcomes at 

the national, industry and enterprise levels. 

 

 

II. TENTH MALAYSIA PLAN, 2011-2015: PROGRESS 
 

1.2. Productivity as defined by the Organisation for Economic Co-operation and 

Development (OECD) is the ratio between the output volume and the input volume and it 

measures how efficiently production inputs, such as labour and capital, are being used in an 

economy to produce a given level of output. Multifactor Productivity1 (MFP) measures the 

part of economic growth that cannot be explained by the increased utilisation of capital and 

labour. MFP is often interpreted as the contribution to economic growth made by factors 

such as technological progress, organisation innovation and quality of labour. 

 

1.3. Numerous initiatives undertaken to boost productivity in Malaysia since the mid-

1990s are as shown in Appendix 1-1. Although there were improvements over the years, 

productivity progress is relatively slower by international comparison. 

 

1.4. There is a correlation between a nation’s stage of development and its level of 

productivity, as shown in Exhibit 1-1. Malaysia graduated to the efficiency-driven stage of 

development in 1992 and reached the transition-to-the-innovation-driven stage in 2011. For 

comparison, South Korea took 7 years (1987-1994) from the efficiency-driven to transition- 

to-the-innovation-driven stage with a productivity growth of 5.3% per annum, while 

Malaysia took 19 years to do the same with a lower productivity growth at 2.7% per annum. 

In absolute terms, Malaysia’s labour productivity level was 32% of that of the United States 

of America (US) and 56% of that of South Korea, as shown in Appendix 1-2. 

  

                                                      
1 The term multifactor productivity (MFP) is synonymous to total factor productivity (TFP). 
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Exhibit 1-1  
Stages of Development by Selected Countries 

 
        Notes: Annual average productivity growth in bracket 
       Source: World Bank and The Conference Board 

 

1.5. Since the mid-1990s, about 70% of Malaysia’s growth has been contributed by 

labour and capital with modest contribution from MFP, as shown in Exhibit 1-2. The 

contribution of MFP is lower when compared with most of the developed economies, as 

shown in Exhibit 1-3. While labour and capital are still necessary for production, higher 

contribution from the MFP will ensure a more sustainable growth pattern and equitable 

distribution of wealth among the agents of economy in the long run. Thus, raising MFP is 

critical if Malaysia is to achieve its growth targets. 
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Exhibit 1-2 
Malaysia: Factors of Production, 1996-2015 

 
Notes: Based on GDP in 2010 prices 

  Source: Economic Planning Unit and Department of Statistics Malaysia 

 

Exhibit 1-3 
Contribution of MFP to GDP Growth, 1996-2012 

 
Source: Economic Planning Unit; Department of Statistics Malaysia; and Organisation for Economic  

Co-operation and Development 
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1.6. During the Tenth Plan, the average contribution of labour and capital to real gross 

domestic product (GDP) growth is expected to rise to 70.2% from 65.3% during the Ninth 

Plan. Correspondingly, the contribution of MFP is expected to moderate to 29.8% in the 

Tenth Plan. At the sector level, MFP is estimated to be the main driver in the construction 

and the services sectors, contributing 74.2% and 39.2% of the respective sector growth, as 

shown in Exhibit 1-4. 

 

Exhibit 1-4 
MFP by Major Economic Sector, 2011-2020 

 Agriculture Manufacturing Construction Services 
2006-
2010 

2011-
2015 

2016-
2020 

2006-
2010 

2011-
2015 

2016-
2020 

2006-
2010 

2011-
2015 

2016-
2020 

2006-
2010 

2011-
2015 

2016-
2020 

Growth, % p.a. 

MFP 1.7 0.7 1.7 1.2 0.5 0.8 4.6 8.2 8.1 4.1 2.5 2.8 
Capital 1.2 1.6 1.8 0.7 2.9 3.4 1.4 1.9 1.8 2.2 2.3 2.9 
Labour -0.10 0.1 -0.04 0.7 1.4 0.9 0.1 1.0 0.5 1.1 1.6 1.2 
GDP 2.8 2.4 3.5 2.7 4.8 5.1 6.2 11.1 10.3 7.4 6.3 6.9 

Share to real GDP growth, % 

MFP 60.0 28.5 48.6 45.4 10.7 15.6 75.1 74.2 78.2 54.8 39.2 40.8 
Capital 43.6 67.5 52.7 27.3 60.4 66.5 22.8 16.7 17.0 29.8 36.2 41.8 
Labour -3.5 4.1 -1.3 27.3 28.9 17.9 2.2 9.1 4.7 15.4 24.6 17.4 

GDP 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 

Notes: Based on GDP in 2010 prices 
Source: Economic Planning Unit and Department of Statistics Malaysia 

 
1.7. Labour productivity is expected to grow at 2.3% per annum during the Tenth Plan, as 

shown in Exhibit 1-5. Sectors with higher labour productivity than the national average 

growth are the construction and services sectors, while the manufacturing sector is 

expected to record modest productivity improvement. 

 

Exhibit 1-5 
Malaysia’s Labour Productivity by Major Economic Sector, 2005-2020 

Sector 

RM ‘000, in 2010 prices Growth Rate, % p.a. 

Actual Estimate Target 
Estimate 

Tenth Plan 
Target 

Eleventh Plan 

2010 2011 2012 2013 2014 2015 2020 2011-2015 2016-2020 

Agriculture 51.7 55.3 55.8 56.4 57.5 57.7 68.8 2.2 3.6 
Mining and 
Quarrying 

1,089 1,064 1,076 1,083 1,114 1,147 1,210 1.1 1.1 

Manufacturing 94.4 94.4 94.4 94.8 95.5 98.8 112.1 0.9 2.6 
Construction 24.7 25.8 30.0 32.2 35.7 39.1 61.9 9.6 9.6 
Services 59.3 60.8 62.4 63.8 66.4 68.1 83.4 2.8 4.1 

Total 68.7 69.9 71.4 72.5 75.0 77.1 92.3 2.3 3.7 

Notes: Based on GDP in 2010 prices 
Source: Economic Planning Unit and Department of Statistics Malaysia 
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III. ISSUES AND CHALLENGES 
 

1.8. Main challenges in enhancing productivity are in the areas of labour market, market 

dynamics, regulatory burden and innovation ecosystem. 

 

Labour Market 
 

1.9. Low creation of quality jobs, rigidity in labour regulations, talent mismatch and over-

dependence on low-skilled foreign workers, mainly in the low-wage category, have also 

negatively affected labour market condition and productivity. The structure of the 

employment with large proportion of low-skilled workers has partly contributed to the low 

labour productivity.  Skilled workers2, a crucial factor to drive productivity, made up only 

24.7% of total employment in the labour market in 2013, lower than 27.6% in 2010. 

 

1.10. The presence of labour market rigidities, such as restrictive regulation in hiring and 

firing of workers, has distorted the labour market.  For instance, the notice period for 

redundancy dismissal in Malaysia is equivalent to 6.7 weeks of salary compared with only 3 

weeks of salary in Singapore, and the severance pay for redundancy dismissal in Malaysia is 

equivalent to 17.2 weeks of salary and none in Singapore. 

 

1.11. The lack of interaction between employers and institutions of higher education led 

to mismatch between local graduates competencies and industry needs. A study3 showed 

that 80% of firms think that universities should consider reforming university curricula to 

reflect the current realities of the labour market. The mismatch between graduates and 

industry needs has suppressed the potential contribution of human capital towards higher 

productivity. 

 

1.12. Easy access to the relatively lower cost of foreign workers4 has contributed to the 

rise in the number of low-skilled foreign workers in the country, with its share of total 

employment increasing from 9.9% in 2005 to 13.4% in 2013, as shown in Exhibit 1-6. This 

has served as a disincentive for firms to innovate and automate their work processes, thus 

affecting their productivity. The correlation was evident from the trend of labour 

productivity growth for the agriculture, manufacturing, construction and services sectors 

over the period of 1991-2000 and 2001-2013 that was in tandem with the changes in the 

intensity of capital of the respective sectors, as shown in Exhibit 1-7. 

 

                                                      
2 Defined as managers, professionals as well as technicians and associate professional occupational groups. 
3 World Bank Malaysia Economic Monitor, June 2014.  
4 Malaysia’s low-skilled foreign worker levy increased between 0.4% to 0.6% per annum between 2007 and 2014 compared with 
Singapore’s significant increase from 11.7% to 13.3% per annum from 2005 to 2014. 
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Exhibit 1-6 
Malaysia’s Share of Foreign Workers to Total Employment 

 
Source: Department of Statistics Malaysia 

 

 

Exhibit 1-7 
Capital Intensity and Labour Productivity by Selected Economic Sector 

 

 
Source: Economic Planning Unit and Department of Statistics Malaysia 
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Market Dynamics 
 

1.13. While it is recognised that government intervention in the form of subsidies and 

incentives are sometimes necessary based on socio-economic and strategic reasons, the 

outcome of these subsidies is not linked to any productivity improvement, which may result 

in allocative inefficiency. From 2010 to 2014, the Government spent RM154.6 billion5 on 

non-performance related incentives and subsidies, representing 81% of total incentives and 

subsidies, as shown in Exhibit 1-8. 

 

Exhibit 1-8 
Untargeted Subsidies, Incentives and Assistance, 2010-2014 

 
Notes: *Total subsidies, incentives, & assistance 
Source: Economic Planning Unit and Ministry of Finance 

 

Regulatory Burden 
 

1.14. The Government, through the Special Taskforce to Facilitate Business (PEMUDAH) 

and the Malaysia Productivity Corporation (MPC), has taken steps to reduce regulatory 

burden by eliminating unnecessary rules and regulations as well as simplifying 

administrative processes. These have contributed to the improvement in Malaysia’s position 

in the World Bank’s Doing Business ranking from 20th in 2014 to the 18th position in 2015. 

However, there are still many areas, especially business regulations and procedures that 

need to be reviewed and streamlined. Regulatory burden raises compliance cost, cost of 

doing business, impedes efficiency and drives down productivity. 

                                                      
5 Untargeted fuel subsidies made up 59.3% of total Government assistance. Malaysia has since introduced a managed floating system for 
retail petrol and diesel prices in December 2014, aimed at increasing market efficiency. 
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Innovation Ecosystem 
 

1.15. Innovation is critical to drive productivity enhancement. Malaysia’s innovation level 

is still lacking due to inadequate ecosystem for innovation, low technological readiness as 

well as low cost and easy access to imported intermediate inputs and foreign workers. 

There are also factors within Malaysian enterprises that are hindering innovation 

particularly lack of qualified employees, poor understanding of the benefits of innovation, 

and lack of leadership and empowerment.  This is evidenced by an enterprise-level survey 

conducted by the MPC on over 200 respondents from the industry in 2014. The survey 

showed 70% of the respondents felt that the inadequate ecosystem for innovation was the 

main reason for lack of innovation in their enterprises, as shown in Exhibit 1-9. 

 

Exhibit 1-9 
Perception of Enterprises on Innovation Challenges, 2014 

 
Source: Malaysia Productivity Corporation 

 

 

IV. ELEVENTH MALAYSIA PLAN, 2016-2020: WAY FORWARD 
 

Productivity Targets 
 

1.16. Economic growth during the Eleventh Plan must be driven by more sustainable 

sources of growth, particularly improvements in productivity. Targeted initiatives will be 

introduced at the national, industry and enterprise levels to ensure tangible and significant 

improvements in productivity. Specific productivity targets will be set and the outcomes will 

be closely monitored. 
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Sectoral Targets 

 

1.17. The real GDP growth target set for the Eleventh Plan has to be supported by higher 

labour productivity growth at 3.7% per annum to RM92,300 by 2020, as shown in Exhibit 1-

5. Improvement in labour productivity will be led by the construction sector, growing at 

9.6%, followed by the services sector at 4.1%, the agriculture sector at 3.6% and the 

manufacturing sector at 2.6%. 

 

Multifactor Productivity 
 

1.18. The target is to increase MFP contribution to GDP growth to at least 40% by 2020. 

The contribution of capital and labour will correspondingly reduce to 44% and 16%, as 

shown in Exhibit 1-10. The construction sector is projected to lead the growth in MFP with 

an 8.1% average annual growth, followed by services sector at 2.8%, agriculture sector at 

1.7% and manufacturing sector at 0.8%, as shown in Exhibit 1-4. 

 

Exhibit 1-10 
Malaysia’s Sources of Growth, 2011-2020 

 
Notes: Based on GDP in 2010 prices 
Source: Economic Planning Unit and Department of Statistics Malaysia 

 

Strategies to Increase Productivity 
 

1.19. Comprehensive and cohesive strategies will be introduced at the national, industry 

and enterprise levels to meet the productivity targets, as shown in the strategy canvas in 

Exhibit 1-11. 
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Exhibit 1-11 
Strategy Canvas for Productivity 

 
 

1.20. At the national level, nine strategies will be implemented, as follows: 

 

Formulating a Five-year Malaysia Productivity Blueprint 

 

1.21. A five-year productivity blueprint will be introduced to place productivity 

enhancement at the forefront of the national development agenda. The blueprint will set 

out a comprehensive set of strategies and detail action plans with specific targets and 

timelines for implementation. The blueprint will also address the institutional mechanism to 

drive and monitor the implementation of the productivity strategies and initiatives. The 

blueprint will be prepared in consultation with industry. 

 

Strengthening the Governance and Institutional Mechanism for 

Implementation of Productivity Strategies 

 

1.22. A National Productivity Council (NPC), chaired by the Prime Minister, will be 

established to provide high level leadership to drive the productivity agenda. The NPC will 

review and formulate policies as well as strengthen cooperation and coordination among 

ministries and agencies to ensure policy cohesion at all government levels. The MPC will be 

empowered with the required capabilities and authority to lead and coordinate the 

implementation of the productivity agenda. 
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 Introducing Productivity Enhancement as a Key Performance Indicator (KPI) 

for All Development Initiatives 

 

1.23. During the Eleventh Plan, productivity will be introduced as one of the required 

outcomes in the evaluation of proposals for development budget allocation. This will help 

mainstream the productivity agenda in all development projects to ensure they are 

undertaken in the most efficient and cost effective manner. 

 

Accelerating Regulatory Reforms 

 

1.24. Regulation reforms will be accelerated to ensure new and existing regulations as well 

as their administration and enforcement are aligned with good regulatory practices. This will 

be done by expanding the adoption of the National Policy on Development and 

Implementation of Regulations (NPDIR), and conducting regular regulatory review for 

ministries and agencies. In addition, a “cost-in, cost-out” evaluation will be applied on all 

new business regulations to reduce regulatory burden. Under this evaluation, the direct cost 

of each new regulation on the private sector will be determined and the introduction of the 

new regulation will need to be accompanied by the abolishment of outdated or unnecessary 

business regulations to ensure that the total regulatory cost to business does not increase. 

 

Strengthening Human Capital 

 

1.25. The quality of human capital will be strengthened by improving the efficiency of the 

labour market through better coordination between the labour demand and supply 

mechanisms. Measures will also be focused on re-skilling and up-skilling local talent 

including through technical and vocational education and training (TVET), attracting foreign 

talent and leveraging on Malaysia’s diaspora. To ensure a compensation system that 

corresponds with productivity, the National Wage Index will be introduced and the adoption 

of the Productivity-Linked Wage System (PLWS) will be further expanded. Female 

participation rate in the labour force will also be raised through the introduction of more 

flexible working arrangements. To reduce over-reliance on low-skilled foreign workers, 

industries will be incentivised to mechanise and automate their operation and the 

recruitment of foreign workers will be streamlined through a single administration 

platform6. 

  

                                                      
6  Details are in Strategy Paper 8 on labour market and Strategy Paper 9 on TVET.  
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Enhancing productivity in the public sector 

 

1.26. Productivity in the public sector will be enhanced among others, through the 

rationalisation of government institutions and adoption of performance-based 

remuneration system. To reduce overlapping functions and redundancy among government 

agencies, a regular review of the roles and functions of government institutions will be 

conducted. Agencies with overlapping functions will be streamlined while the setting up of 

new agencies will only be considered after a thorough review to increase delivery. To 

further increase productivity and efficiency in the public sector, a performance-based 

reward system will be introduced. The key performance indicators (KPIs) of ministries and 

agencies will be aligned to include measures related to productivity improvements7. 

 

Consolidating and Rationalising Government Incentives 

 

1.27.  Untargeted subsidies, incentives and assistance will be eliminated. Government 

incentives will be redesigned to cater for industry specific needs to maximise results. The 

provision of incentive and assistance will be underpinned by specific outcomes and KPIs, 

including productivity improvement. An exit policy will also be introduced to avoid 

continuous and overdependence on Government assistance. Safety net measures, such as a 

one-off financial assistance, tax incentives and grants, will be considered to provide a 

cushion if there is a short-term negative impact on enterprises during their productivity 

improvement process. 

 

Promoting Innovation 

 

1.28.  Innovation will be further strengthened by focusing on relational capital, that is, 

improving collaboration and coordination among all stakeholders involved in research and 

development, commercialisation and innovation (R&D&C&I) – universities, research 

institutions, industry and government. To strengthen the linkage between research 

institutions and industry, and increase returns to investment on R&D&C&I, platforms such 

as AIM-Steinbeis, SIRIM-Fraunhofer, public-private research network (PPRN) and PlaTCOM, 

will be scaled up8. The funding mechanism for R&D&C&I will also be streamlined. In 

addition, social innovation will be promoted. 

  

                                                      
7 Details are in Chapter 9 on governance in the Eleventh Plan main document. 
8 Details are in Strategy Paper 21 on innovation.  
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Establishing a Dedicated National Productivity Portal 

 

1.29.  A dedicated National Productivity Portal (NPP) will be established to disseminate 

productivity-related information, including to showcase best practices by industries and 

productivity-related initiatives and programmes. The portal will also provide adequate 

information for firms to undertake a self-assessment of their productivity level relative to 

other firms in the same industry. 

  

1.30. At the industry level, two strategies will be adopted, as follows: 

 

Appointing Productivity Champions  

 

1.31. Productivity champions will be identified to spearhead productivity initiatives at 

industry level. Industry associations or market leaders within an industry will be appointed 

as productivity champions. They will assist in the preparation of the five-year Productivity 

Blueprint. In addition, they will be responsible for the formulation of industry-specific 

productivity roadmaps, which will include the setting of productivity targets for their 

respective industries, and detail initiatives to achieve the targets. The achievement of the 

productivity targets will be made a key criteria for firms to apply for government assistance 

and incentives. 

 

Customising Industry-Level Productivity Programmes 

 

1.32. Besides horizontal initiatives, industry-specific customised programmes will be 

introduced to address pain points and challenges as well as exploit opportunities and 

strengths in specific industries towards enhancing productivity. This is to ensure 

programmes are targeted and achieve the desired productivity outcomes. Priority will be 

given to industry which will have a high impact on the overall economy in terms of 

productivity and growth. 

 

1.33. At the enterprise level, five strategies will be implemented, as follows: 

 

Promoting Productivity Performance Targets 

 

1.34. Provision of incentives and assistance to firms will be contingent upon achievement 

of specific productivity targets at the firm level. 
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Introducing Firm-level Intervention Programmes 

 

1.35. Intervention programmes will be introduced to assist firms enhance their efficiency 

and productivity, including through improvement in work process and application of 

information and communication technology (ICT). For this purpose, among others, the 

University Community Transformation Centre (UCTC) programme will be expanded to 

include productivity improvement initiatives. It will cover areas such as business model, 

accounting and book keeping, ICT system and general business operating system. 

 

Promoting and Upscaling Productivity Health-Check 

 

1.36. The productivity health-check programme to identify specific issues and assess 

current operational capacities and capabilities of the enterprises will be expanded. The 

results of the health-check will be used in formulating programmes that best suit the 

enterprises. The productivity health-check will be made mandatory for applicants of 

Government's incentives and assistance. 

 

Undertaking a Biennial Enterprise-level Productivity Surveys 

 

1.37. A biennial enterprise-level productivity survey will be undertaken to assess and 

monitor productivity performance at the firm level. This will provide the basis to identify 

gaps and review measures to consistently enhance productivity to achieve set targets. 

 

Fostering a Productivity-based Culture 

 

1.38. Appropriate measures will be introduced to foster a productivity-based culture 

among Malaysians, both at society and corporate levels. Greater awareness will be created 

on the importance and benefits of productivity. 

 

 

V. CONCLUSION 
 

1.39. Unlocking the potential of productivity is a game changer in the Eleventh Plan. 

Although previous five-year Plans have alluded to productivity improvements, Malaysia 

continues to lag behind most developed economies. The Eleventh Plan introduces new 

approaches to achieve productivity improvements, targeting measures at the national, 

industry and enterprise levels underpinned by clear targets and outcomes. 
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