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LOOKING BACK, MOVING FORWARD

Agriculture 
Based 

Economy

1957 to late 1970s

Resource-Led 
Economy

Basic Input 
Factors
�

1980s to mid 1990s

Innovation-Led 
Economy

Knowledge 
based Critical 
Success 
Factors
� Technology
� Market
� Funding (risk 

Late 1990s to 2020 
and to 2057

To move the economy 
up the value chain

To raise the country’s 
capacity for 
knowledge, creativity 
and innovation and 

nurture “first class 

mentality”

To address persistent 
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National 
Mission:

To Fulfill

2Source: MoSTI, 9th Malaysia Plan

Basic Input 
Factors
� Land 
� Labour

Factors
� Infrastructure
� Collateralized 
risk- free 
capital

� Labour

Rewards are rapid 

and sustainable:

• Wealth creation
• Employment 
creation

• Societal well 
being

� Funding (risk 
capital)

To address persistent 
socio-economic 
inequalities
constructively and 

productively

To improve the 
standard and 
sustainability of our 

quality of life

To strengthen the 
institutional 
implementation
capacity of the country
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MALAYSIA’S GROWTH HAS BEEN ON PAR WITH OTHER 
COUNTRIES
Real GDP growth rate comparison 1990-2006

Percentage
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3Source: Global Insight
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POST CRISIS, MALAYSIA’S GDP GROWTH HOVERS AT 5%

Malaysia was in the group of leading East 
Asian countries

Now:  Most countries except China 
are facing challenging times

9.1Malaysia

11.5China

14.4China urban*

India

Korea

1990-1997 GDP % 2000-2006 GDP %

Asian 
bench-

4.9

9.8

15.3

7.4

Urban China 
GDP growth 3x 
of Malaysia

China’s exports 
already exceed 
US and is 

4.63

5.41

7.24

Growth rate
• Selangor 5.2%
• Penang 5.0% 

4
* China – urban available until 2005 only

Source: Global Insight, McKinsey Global Institute, 9MP
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Developed 
countries

6.2

4.6

7.6

US and is 
expected to pass 
Germany 
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MALAYSIA HAS THE POTENTIAL TO GENERATE HIGHER GROWTH AND 
REACH HIGHER INCOME LEVELS

20,600***

46,717***

Malaysia

China

India

China – urban**

GDP/capita, 2006
USD*

GDP/capita, 2020
USD*

Expected 
growth
2006-2020, %***

3.8

xx7.6

11.7**

6.2

12,220

10,763

9,925

5,432

3,224 7,456

15,215

17,099 Strategic threat: In 13 

years, urban China 

per capita income 

> 2.5x urban Malaysia

STRATEGIC THREAT 
OF CHINA AND INDIA

Malaysia-
Selangor

3.4
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China has high levels 

of “early stage” 

entrepreneurship 

activity, with more 

than 15% of the 

employable 

population engaged 

in early stage 

entrepreneurial 

activity

xx1.4

3.7

xx3.9

6.1

* In 1990 USD, PPP adjusted

** China-urban data until 2005 only – assumed 15% growth rate (i.e. 2004-05 growth)  to obtain 2006 GDP/capita

*** Forecasts from Global Insight except for China-urban and Selangor which is extrapolated from growth rates between 2001-2006

Source: Global Insight, McKinsey Global Institute; Global Entrepreneurship Monitor, Selangor State EPU (UPEN)

27,451

India 6.2

Thailand

Japan

South Korea

22,457

13,123

3,224

7,450

3,237Vietnam

7,456

12,677

21,833

7,370



MALAYSIA WILL NEED TO GROW BEYOND 8% P.A. TO 
ACHIEVE VISION 2020 PER CAPITA INCOME LEVELS

Real GDP growth rates, % p.a.

7.0*2020 Aspiration

Shortfall of 1.3% 
means for some 
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6.4GDP Growth 1990-2006

Growth required between 

2006-2020 due to 

1990-2006 shortfall

7.7

* Based on target of 7% CAGR from 1990 to 2020 (corresponding to USD 10’000 GDP/capita in 2020  rebased to 1990)

Source: Vision 2020, Bank Negara Malaysia, Global Insight

How to boost 
GDP growth?

Innovation-
led economy

means for some 
years GDP has to 
grow 8-9% to get 

7.7% average



MALAYSIA’S GROWTH INCREASINGLY DRIVEN BY 
CAPITAL AND LABOR INPUTS (WORLD BANK)

1.5

1.2

0.5

3.9 4.0

TFP

Contribution to real per-capita GDP growth
Per annum

• There are natural limits 
to growth based on 
accumulation of capital 
stock

• Sustainable growth will 

7Source: World Bank 2005

0.3 0.3

0.7

1.7

1960-80

1.7

1980-2000

Schooling

Workers

Capital stock

• Sustainable growth will 
have to rely on 
increasing TFP 
(productivity) share in 
GDP growth



G and Malaysia’s ICOR* is higher than 
countries at similar income level 

18
17

25Malaysia

China
India
South Korea
Taiwan

Inefficient use of capital results in increasing 
ICOR*G

WORSE STILL, CAPITAL PRODUCTIVITY IS DIMINISHING 
(AND ALREADY BELOW BENCHMARK LEVELS)

Average 2004-2006

28

23

26

24

19

ICOR is the inverse of capital productivity – higher ICOR denotes an inefficient use of capital;

24
25

The lower the ICOR, the 
higher is capital productivity

8

15
15

21
6

5

36
18

19
18Taiwan

Thailand

Russia
South Africa

Germany
Japan
Singapore
United Kingdom
United States

Vietnam

Brazil

* Computed as average growth rate of real GDP in previous five years divided by the average share of fixed investment in GDP during 

the previous five years (at current prices); multiplied by one hundred"

Note: High ICOR values indicate low capital productivity

Source: EIU
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20202020

STATUS-QUO IS NOT AN OPTION

With

innovation

Without 

Innovation

2020202020202020

20072007

Growth of value-added per capita
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Industrial SectorAgriculture Sector

Innovation

New-economy Sectors

High RiskLess Risk
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INNOVATION IS NEEDED TO ACHIEVE 8%+ GROWTH

Innovation has the 
potential to produce 
exponential growth 
for Malaysia

• A resource-led 

economy lacks the 

inherent dynamism to 

reach out 2020 targets

The US experience

Output per hour
Index 1954=100

1954 output

Capital

Labor

Innovation

300

Innovation leads to exponential growth 

(Significant proportion of US growth is 

attributable to innovation)

10Source: Bureau of Labor Statistics (BLS); Rational Exuberance by Michael Mandel

Despite this, the National Academy of Sciences, Engineers 
and Medicine are deeply concerned about the future

reach out 2020 targets

• Innovation-led growth 

can offset Malaysia’s 

growth shortfall of 1.3%

• Therefore, innovation 

needs to be fully 

reflected in Malaysia’s 

macro-economic model

1954 output

0

100

1954 1959 1964 1969 1974 1979 1984 1989 1994 1999 2004



NEED TO STRATEGICALLY RE-ASSESS MALAYSIA’S 
APPROACH TO INNOVATION

• Second thrust of the National Mission

“To raise the country’s capacity for 
knowledge, creativity and 
innovation and nurture “first class 

mentality”

• “ Innovation is a function derived from 

Moving from a Resource-
based to an Innovation-led 
Economy will produce Wealth, 
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• “ Innovation is a function derived from 

Human Capital “

• “ New economic model for Malaysia 

that is based on innovation, creativity 

and high value industries”

Economy will produce Wealth, 
Employment and Societal 
Well-being in a Sustainable 
Way



MALAYSIA’S INNOVATION-LED ECONOMY
To achieve our National 

Mission

Requires a redirection to 

an innovation-led economy

Sustainable demand targeting 

global market niches for 

products and services:

• Green and eco-friendly

• Halal

• Organic, health and wellness

• Safety

Cost competitive physical-
intensive labor/  human capital 

Resource-led
economy   

Linear 
growth

Linear
growth

TECHNOLOGY (and 

knowledge-intensive labor/ 

human capital)

Innovation-led 
economy****

Exponential 
growth

Exponential 
growth
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Balance
Market-driven innovation

• User-driven based on 

sustainable demand 

trends

• Based on acquired 

technology

Technology driven 

innovation

• Organic and 

indigenous S&T 

development

Creation of jobs 
and wealth in a 
sustainable way

Capital (Fixed 
asset based, 
collateralized 
low risk 
capital)

Land and raw 
materials

FUNDING* 

(Risk 

capital)

human capital)

MARKET***** 
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MALAYSIA’S EXISTING FOCUS IS ON TECHNOLOGY-DRIVEN INNOVATION: HIGH 
RISK WITH LONG TIME TO MARKET, AND  LOW VALUE CREATION POTENTIAL

Malaysia’s 
strategic 
market 
positioning
and nichesTake to 

market
Science 

(basic research)
Technology

• Income 
growth 
and jobs

• Value 
added 
products 
and 
services

Technology 
risk

Funding 
risk

Market 
risk

Risk capitalResearch grants Technology grants

Market to 
be 
identified

Technology-driven innovation

14Source: MoSTI

3-5 years10-15 years

15-20 years

Science Technology and 
prototyping

Production Commerciali-
zation

VA
LU

E
 C

R
E

AT
IO

N
 (R

M
)

3-5 years

To market

Risk capitalResearch grants Technology grants



Malaysia’s strategic 
market positioning
and niches
(Market identified)

Take to 
market

Acquisition

Technology

RECAP: MARKET DRIVEN INNOVATION BEGINS FROM DEMAND

Companies/ 

entrepren-

eurs

Risk capital
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Market 

opportunity to 

be captured
Technology

Human capital

Science / 
Technology
(public sector)

Tech  
acquisition 
(local/global)

R & D 
(private sector)

Distribution 

Logistics

Branding

Process 

engineering 

and 

production

To market

Funding

Funding



INNOVATION-LED ECONOMY LEVERAGES MORE ON TECHNOLOGY, 
MARKET AND RISK CAPITAL THAN RESOURCE-LED ECONOMY 

Quantum 

leap 

change, 

with green-

Resource-led
economy   

Innovation-led 
economy

Example: Textile/furniture 
industry*
Percent of total cost

ESTIMATE

Textile

Furniture

Example: Biotechnology/ 
Software*
Percent of total cost

ESTIMATE

Biotech

Software

Linear 
growth

Exponential 
growth
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* Based on a sample of US publicly traded corporations

** Capital/Risk capital includes imputed equity cost of 10% p.a. for  textiles & furniture firms and 20% p.a. for biotechnology & software firms

*** Includes production, logistics, distribution, marketing, branding, etc.

Source: Annual reports (Quiksilver, Polymer Group, Bed Bath and Beyond, Amgen, Genentech, Microsoft)

with green-

field 

strategy 

required to 

kick-start57

68

13

67

Raw mat & 

Labor

Tech & 

market

Capital**

2731
15 16

48
28

Raw mat & 

Labor

Tech & 

market***

Risk capital**

Percent of total cost
Furniture Percent of total cost

Software



Requires deep understanding of global demand trends and opportunities, 
& associated technology, 
funding and market risks

FOR MALAYSIA, MARKET DEMAND MEANS GOING GLOBAL SINCE THE 
DOMESTIC MARKET IS FAIRLY SMALL

Cons-

umer 

needs
Busi-

ness 

practices

Social 

demands

Broad demand trends

• Quality and healthy living

• Convenience and value-

for-money

• Reliability

• Consumer-friendly

• Islamic products and 

services

• “Green” revolution

• Corporate social 

responsibility

• Outsourcing and  

off-shoring

• Process efficiency

• Increasing value 

creation

Geopolitical context trends

Government 
mitigates 
risks, 
including in
technology 
acquisition

17

Geopolitical context trends
• Continued relevance of US 

• Rise of China with concerns over 

quality, health and safety

• Emerging India and weaknesses

Shared endowments and culture
• Culturally diverse with strong ties to China/India

• Well positioned to meet Middle East demand

• Stable and open political situation

• Open economy and credible business practices

acquisition

CREATES AND 
CAPTURES 

GLOBAL MARKET 
NICHES

Government 
facilitates 
aggressive 
entrepreneur 
initiatives

• Growing Islamic market 

(halal)

• Increasing ASEAN integration

• Aging Japan/EU



Malaysia’s 
strategic 
market 
positioning
and niches

Market 
identified

Take to 
market

3-5 yearsAcquisition

Techno-
logy

Market-driven innovation

Funding 
risk

• Income 
growth 
and jobs

• Value 
added 
products 
and 
services

MARKET DRIVEN INNOVATION HOWEVER HAS LOWER RISK WITH SHORTER 
TIME TO MARKET, AND SIGNIFICANT VALUE CREATION POTENTIAL

18Source: MoSTI

Science Technology and 
prototyping Production Commerciali-zationVA
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R

E
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M
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3-5 years

Technology 
acquisition

To market

Risk capital



MALAYSIA HAS TO ADOPT A BALANCED APPROACH TO MARKET-DRIVEN 
AND TECHNOLOGY-DRIVEN INNOVATION

Malaysia’s 
strategic 

Malaysia National Innovation Model

Take to 
market 

3-5 yearsAcquisition

Techno-
logy

Market-driven 
innovation

Market 
identified

Aggressively 

pursue market-

driven 

innovation to 

capture short-

to-medium 

term 

opportunities 

for value 

creation 
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strategic 
market 
positioning
and niches

Take to 
market

Science 

(basic research)

Source: MOSTI

3-5 years10-15 years

Technology

Techno-
logy-

driven 
inno-
vation

Risk capital

Risk capitalResearch grants Technology grants

Market to 
be 
identified

Continue to 

actively 

support and 

facilitate 

technology-

driven 

innovation for 

medium-to-

long term 

benefits



Technology

MARKET DRIVEN INNOVATION OPPORTUNITY: AGRICULTURE EXAMPLE 
(XIAN LENG’S AROWANA FISH)

• To meet market demand for 

unique exotic fish in rapidly 

growing global market for 

ornamental fish

• Approximate worth 14 billion 

US dollars p.a.

• Develop proprietary 
knowledge on the 
breeding and aqua 
husbandry of the 
Arowana species

• Apply science and 
technology to replicate 
in incubators the natural 
fish spawning and 
maturing for fries 

Market (identified)

• Capture 

Malaysian 

market and 

traditional 

markets abroad

Malaysia’s 
strategic 
market 
positioning
and niches

• Acquire trace 
technology from 
Switzerland to make fish 
unique

12 to 24 months (from idea conception to market)

20Source: Xian Leng website

maturing for fries 
through genetic 
selection and cross-
breeding

• Develop and apply technology to enhance 
physical appearance and colour (also new 
colours) through proper priming and nuturing of 
fry to improve feedstock (including cockroach 
farm as a nutrient)

• Go downstream to capture growing market in 
accessories and equipment

• Further value add through perfecting 
environmental and fish farm management 
practices 

markets abroad

• List on KLSE in 

2001

• Capture new 

markets abroad

• Diversify into 

new fishes e.g. 

koi, goldfish, 

flower horns and 

carps

• Now #1 in Asia



TABLE OF CONTENTS

Section

• Case for change from a resource-led economy to an innovation-

led economy

• Model of the innovation-led economy

• Recommendations for an innovation-led economy

21

•



NEED TO CHANGE IS URGENT AND COMPELLING

Malaysia’s 

Take to 
market 

3-5 years

• Income 

Acquisition

Techno-
logy

Market-driven 
innovation

Market 
identified

Malaysia’s 

Take to 
market 

3-5 years

• Income 

Acquisition

Techno-
logy

Market-driven 
innovation

Market 
identified

202020202020202020202020

Value-added per capita

202020202020202020202020

Value-added per capita

202020202020202020202020

Value-added per capita

7.0*2020 Aspiration

6.4GDP Growth 1990-2006

Growth required between 

2006-2020 due to 

1990-2006 shortfall

7.7 How to boost 
GDP growth?

Innovation 
economy

Shortfall of 1.3% 
means for some 

years GDP has to 
grow 8-9% to get 

7.7% average

How to boost 
GDP growth?

Innovation 
economy

Shortfall of 1.3% 
means for some 

years GDP has to 
grow 8-9% to get 

7.7% average

Shortfall of 1.3% 
means for some 

years GDP has to 
grow 8-9% to get 

7.7% average

Large 
growth 
gap

Doing 
nothing 
is not    
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Malaysia’s 
strategic 
market 
positioning
and niches

Take to 
market

Science 

(basic research)

3-5 years10-15 years

Technology

• Income 
growth 
and jobs

• Value 
added 
products 
and 
services

Techno-
logy-

driven 
inno-
vation

Risk capital

Risk capitalResearch grants Technology grants

Market to 
be 
identified

Malaysia’s 
strategic 
market 
positioning
and niches

Take to 
market

Science 

(basic research)

3-5 years10-15 years

Technology

• Income 
growth 
and jobs

• Value 
added 
products 
and 
services

Techno-
logy-

driven 
inno-
vation

Risk capital

Risk capitalResearch grants Technology grants

Market to 
be 
identifiedIndustrial SectorAgriculture Sector Innovation-led Sector

20072007

20072007

20072007

Industrial SectorAgriculture Sector Innovation-led Sector

20072007

20072007

20072007

Industrial SectorAgriculture Sector Innovation-led Sector

20072007

20072007

20072007

is not    
an option

Innovation 
needed to 
plug gap

1954 output

Capital

Labor

Innovation

0

100

300

1954 1959 1964 1969 1974 1979 1984 1989 1994 1999 2004



CALL TO ACTION

I. Shift to an innovation-led economic strategy

II. Pursue aggressively market-driven innovation (MDI), continue to 

support actively technology-driven innovation (TDI)

III. Focus government’s role on risk mitigation to assist private sector drive for MDI

IV. Expand incentives / grants for entrepreneurs to acquire technology

6 DECISIONS FOR APPROVAL

23

V. Adopt new venture capital (VC) model

• Transform public-funded VCs into commercially-managed ventures;

managers to share upside gains

• Inject capital into new risk capital funds (CAPITALrisk) as a pure investor

• Attract institutions / individuals with incentives to invest in CAPITALrisk

VI. Conduct programs in Malaysia in: (i) entrepreneurship

(ii) innovation risk management

(iii) mindset change

with university / industry in collaboration with Harvard & MIT for all stakeholders



Thank you
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