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ABSTRACT

Small and medium enterprises (SMEs) are undeniably the backbone of many developing
economies, considering their sizeable share of business establishments and contribution to
employment creation. Nevertheless, they have fallen short of policymakers' expectations
because of the weak interlinkage issue that limits their ability to create wealth. The issue
stems from SMEs' excessive reliance on non-SMEs as their primary input sources, while
non-SMEs are more dependent on their cluster and imports. This paper seeks to assess the
magnitude of the issue in Malaysia and Thailand by comparing the productive structures
of SMEs in both economies using the cascaded input-output modelling technique. The
findings validated the weak interlinkage issue in Malaysia and Thailand, with the latter
suffering from it to a greater extent. Overall, SMEs remain integral to the growth drivers
of developing economies. Therefore, development policies should continue to support
them by considering their value-added multiplier impacts. Considering all facts and
figures, strengthening existing linkage programmes and establishing an SME content
requirement policy are this study's two recommendations for improving the interlinkage
situation.
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INTRODUCTION

Weak interlinkages between small and medium enterprises (SMEs) and non-SMEs (essentially large firms)
have been at the forefront of policy discussions since the 1990s. It has been regarded as a long-standing
structural issue for many economies (Cho, 1997; Canare et al., 2017; Rothkegel et al., 2006; Hussain, 2000;
Ndemo and Smallbone, 2015; Alvarez and Barney, 2001; Sulej et al., 2001). The issue stems from SMEs'
excessive reliance on non-SMEs as their primary input sources, while the latter are more dependent on their
cluster and imports (Utit et al., 2021). Even with much policy emphasis, the issue is still evident in the current
economic setting.

The impacts of the weak interlinkage issue can be traced mainly through the contribution of SMEs to
major macroeconomic indicators, such as the gross domestic product (GDP, including value-added). Although
representing an average of 95% of the total companies globally (Ayyagari et al., 2007), SMESs' impact on
value-added has been considerably smaller, particularly among the group of developing economies. In the
cases of Malaysia and Thailand, SMEs accounted for 98.5% (907,065 companies) and 99.7% (2,765,966
companies) of each country's total companies in 2015. However, they were only able to create 42.7% and
39.6% of each country's contribution to value-added, respectively (DOSM, 2017; OSMEP, 2018;
OECDI/ERIA, 2018). The statistics show that most of the value-added in these economies has been generated
by non-SME companies, representing only a small fraction of the total business establishments.

Despite their weak contribution to creating wealth, SMEs are still regarded as major sources of growth
due to their labour market impacts (other than their sizable shares from the total number of companies). SMEs
in Malaysia and Thailand were responsible for 64.7% and 80.3% of employment creation in 2015,
respectively. Nevertheless, the massive contribution to employment partly explains their low contribution to
value-added as it links to the labour-intensive nature of small and medium-sized businesses (Robbins et al.,
2000; Cowling, 2003; Cowling et al., 2015; Abdullah, 2019). In short, labour-intensive economic segments
are exposed to problems related to efficiency and productivity (due to low technological adoption), thus,
reducing their capability in creating value-added.

While many empirical works have discussed the issues concerning SME development, their potential
cannot be ignored. Economies such as Japan and the European Union have provided solid evidence for the
potential of SMEs in driving economic growth (SMEA, n.d.; European Commission, 2019). For example, the
Japanese government emphasised SMEs as a tool for economic reconstruction (1945-1954) immediately after
World War Il. Various SME-based policies were then utilised to develop Japan into one of the world's leading
economic powers. Similarly, by empowering SMEs through adopting a standard policy framework, the Small
Business Act in the European Union assisted the region in recovering from the 2008 Financial Crisis.

This paper sought to assess the magnitude of the weak interlinkage issue in Malaysia and Thailand by
comparing the productive structures of SMEs in both economies. In its empirical analysis, the paper utilised
the cascaded input-output modelling technique for SMEs. Generally applied at the national level, the
modelling technique was cascaded by modelling the respective SME input-output tables for Malaysia and
Thailand!. The application of the input-output modelling approach in this study is supported by the model's
capability in conducting economic-wide analyses, especially in SME studies (see USITC, 2010; Tang et al.,
2016; Khazanah Research Institute, 2018; SME Corporation Malaysia, 2018; Chong et al., 2019).

Note that this research work offered two novelty aspects. First, concerning scientific knowledge, this
paper has explored and quantified the depth of the weak interlinkage issue in two neighbouring economies,
which has long affected their SMES' contribution to growth. This effort was motivated by the evidence-based
requirement in policy analysis. Second, it has recommended relevant policy measures that have the potential
to improve the situation. Reviews of the existing literature have shown that many studies have focused on the
causes and effects of the weak interlinkage issue. Still, only a few have discussed ways forward for correcting
it.

The presentation of this paper is structured into six sections. Section 2 presents the literature gaps to
justify the contribution of this research to the existing literature. Section 3 discusses the framework of SME
input-output tables. Section 4 explains the methodological approach used in this research. Section 5 presents
the main findings obtained from the study, and Section 6 provides the concluding remarks and policy
recommendations.

! The SME input-output tables for Malaysia and Thailand were obtained from the works of Utit et al. (2016) and NESDB (n.d.).
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CONTRIBUTION TO THE LITERATURE

Reviews on existing literature provide two main research gaps. First, the heterogeneous SMEs’ definitions in
different economies lead to difficulty in assessing their productive structures. This situation often resulted in
many SMEs' analyses failing to observe the real strength of SMEs in one country compared to others. Second,
the research frameworks of existing studies primarily focused on a single country analysis, thus limiting the
discussion of how the weak interlinkage issue might impact different economies. Building upon these gaps,
this paper provides empirical contributions to the literature by addressing them.

Empirically, a rich body of literature discussing various aspects of SMEs is available. Nevertheless,
most of the discussions are hindered by the heterogeneous nature of SMEs’ definitions. Xie et al. (2010) and
Edinburgh Group (2012) concurred that defining what constitutes SMEs is exceptionally challenging as there
is no standard definition available. According to the International Finance Corporation (2014) of the World
Bank Group, currently, there are 267 definitions of SMEs being used by various institutions in 155 countries.
In most cases, the number of employees is the most common criterion used to define SMEs (Ayyagari et al.,
2003).

However, the use of the same criteria in a group of countries still does not confirm that their definitions
are uniform since different cut-off ranges are used across countries (Ayyagari et al., 2003). For example, a
medium firm's cut-off range for the number of employees in one country is between 100-250 employees, but
in another country, it is between 100-300 employees. The differences resulting in SMEs studies are mostly
conducted on a single country basis as bridging the definitions for different countries involves extensive
research work.

The productive structures of SMEs are also unique, depending on the structural features in different
economies. In general, SMEs rely more on domestic intermediate inputs in the production process and have
high value-added intensity (Tang et al., 2016; Chong et al., 2019). Meanwhile, non-SMEs have a high share of
imported intermediate inputs in their input-mix structures and lower value-added intensity. In this case, firms
or sectors with high import content tend to have lower value-added because imports are considered leakages to
the domestic economy as they are not produced domestically (Hassan et al., 2018).

As a consequence of the structural differences, SMEs are exposed to several issues. SMEs are often
beset by problems related to efficiency and productivity (Canare et al., 2017). Past literature has identified the
causes of the problems, which include financial access (Beck and Demirguc-Kunt, 2006; Chittithaworn et al.,
2011; Harvie et al., 2013), technological access (Lee and Runge, 2001), market access (Rogerson, 2013),
production capacity (OECD, 2008) and lack of entrepreneurship skills (Wiklund and Shepherd, 2005;
Wiklund et al., 2009).

Above all, the most severe issue commonly diagnosed is the weak interlinkage issue. Hussain (2000)
stressed that the issue had become a barrier to SMEs operators in facing an ever-growing, competitive and
globalised economic arena. Although the issue has garnered the interest of researchers from different parts of
the world, the existing studies mainly focused on single country analysis due to the extensive research work
required to harmonise the SMEs classifications and the lack of relevant datasets to facilitate the research
process (Cho, 1997; Canare et al., 2017; Rothkegel et al., 2006; Hussain, 2000; Ndemo and Smallbone, 2015;
Alvarez and Barney, 2001; Sulej et al., 2001).

The following sections outline the process of addressing the identified research gaps, focusing on
SMEs in two neighbouring economies, Malaysia and Thailand.

FRAMEWORK OF SME INPUT-OUTPUT TABLES

The growing importance of SMEs as an economic development tool has led policymakers and researchers to
integrate various facts and figures into their policy formulation processes. Among the notable studies that have
expanded the input-output modelling horizon to cover SMEs include the works by Tang et al. (2016) and
Chong et al. (2019). For instance, Tang et al. (2016) expanded the national input-output table for China to
accommodate SME and state-owned enterprises (SOES) components to assess their interactions and economic
consequences. Meanwhile, Chong et al. (2019) integrated business size elements in the Netherlands' supply
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and use tables (SUTSs)? to evaluate the role of SMEs in the Dutch economy. In Malaysia, related research
works were pioneered by Utit et al., 2016), who examined the growth impacts of different business sizes.
While Malaysia's chapter on SME input-output has been considered academic work, Thailand has started to
utilise such a model in policy planning since 2005 (OSMEP, 2016).

The framework of SME Input-Output Tables

Before delving into technical details, it is essential to examine the layout of the SME input-output datasets for
Malaysia and Thailand. The tables depicted the flow of goods and services sold (demand) and bought (supply)
in the economies over a calendar year. Specifically, it demonstrates the interlinkages between sectors of
different sizes and their relationships with final customers. Tables 1 and 2 give the simplified SME input-
output framework for both economies.

Table 1 Simplified SME-IO framework for Malaysia
Intermediate demand

S Md L R Final demand Total output
Small (S)
Intermediate _Medium (Md) Z f X
input (Z) Large (L) (intermediate demand required among sectors) (final demand) (total output)
Others (R)
Import (m)
Indirect tax (t) \%
Value-added (v) (primary inputs)

Total input (x')
Source: Utit et al., 2016)

Table 2 Simplified SME-IO framework for Thailand
Intermediate demand
S N
SMEs (S) Z
(intermediate demand required

Final demand Total output Total Import

Intermediate input f X m

(2) Non-SMEs (N) among sectors plus imports) (final demand) (total output) (-) less imports
Indirect tax (t) \%
Value-added (v) (primary inputs, excluding
Total input (x) imported intermediate inputs)

Source: Based on the author's illustration

The SME input-output table for Malaysia was developed for the 2010 base year, covering 176 sectors
with separations into small, medium, large, and others®. In contrast, Thailand developed two sets of tables, the
first for the 2005 base year and the second for 2010. The datasets covered 360 sectors with only two
categories of separation: SMEs and non-SMEs. Other than the level of detail for sectoral segregation, another
distinct characteristic between the datasets produced for Malaysia and Thailand is related to the treatment of
imports. The compilation of the dataset for Malaysia separated the intermediate input component into two
parts: domestic intermediate inputs and imported intermediate inputs. Meanwhile, the components were
aggregated in the case of Thailand.

The datasets were then harmonised through a two-step process to bridge the differences. The process
started by mapping the list of sectors available in both datasets. Several sectors in Malaysia's input-output
table were aggregated to match the sectoral grouping in Thailand's tables and vice-versa. Next, Malaysia's
small and medium-sized sectors list was grouped into SMEs, following Thailand's size categorisation. The
standardised framework and the number of matched sectors resulting from the harmonisation process are
given in Tables 3 and 4.

2 The SUTSs describe how products (goods and services) are brought into an economy (either as a result of domestic production or imports
from other countries) in the supply table, and how those same products (intermediate consumption; final consumption by household, non-
profit institutions serving households, and general government; gross capital formation; and exports) are used in the use table.

3 “Others” classification refers to the sectors that cannot be segregated into small, medium and large categories. Two types of sectors fall
under this limitation. The first is sectors with fewer players, such as Crude Oil and Natural Gas, and the second is the public sector. The
main reason behind this limitation is the confidentiality policy that has prevented the Department of Statistics Malaysia from releasing the
related industrial microdata.
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Table 3 Standardised SME input-output table framework for Malaysia and Thailand
Intermediate demand

S N R Final demand Total output
Intermediate input % Z f X
(Z) —Non-SMEs (N) (intermediate demand required among sectors) (final demand) (total output)
Others (R)
Import (m)
Indirect tax (t) \
Value added (v) (primary inputs)

Total input (x)
Source: Based on the author's illustration

Table 4 Number of matched sectors in the SME input-output tables for Malaysia and Thailand

Size Sector Total
AGR MIN MAN CON SER

SMEs 5 3 22 1 7 38

Non-SMEs 5 3 22 1 7 38

Others 1 1

Note: AGR = Agriculture; MIN = Mining & Quarrying; MAN = Manufacturing; CON = Construction; SER = Services

It is important to note here that the harmonisation process does not explicitly map the definitions of
SMEs in Malaysia and Thailand because of the differences in the way SMEs are categorised in each country.
For example, the definition for SMEs in Malaysia only involves two sectoral groupings (manufacturing and
non-manufacturing), while Thailand detailed the definition into four sectoral groupings (manufacturing,
services, wholesale and retail). Appendix 1 defines SMEs in Malaysia and Thailand.

METHODOLOGY

Based on Table 3, the standardised SME input-output table framework components were separated into three
quadrants. The first quadrant explains the intra- and intersectoral transactions, represented by the matrix Z.
Each element of z;; indicates the amount of commodity from sector i used by sector j. In the second quadrant,
vector f represents the final demand components—private consumption (c), investment (i), government
consumption (g) and export (e). Finally, in the third quadrant, vector V gives the primary input components—
imports (m), indirect tax paid to the government (t) and value-added (v). Vector X' is the total input, which
equals the total output represented by vector x. Overall, the rows represent the amount of output that each
sector sells as intermediate inputs and to final consumers. Meanwhile, the columns indicate the sectoral
consumption of intermediate inputs and imports, the payment of taxes, and value-added creation (labour and
capital).

The following equation defines a demand-driven model (also known as the Leontief model) that
depicts the link between; output, intermediate inputs, and final demand, as shown in Table 3.

x=Zi+(c+i+g+e)
x=Zi+f @

where X is total output, Z denotes intermediate deliveries, i is a column vector of sector n, and f is the final
demand vector with its components as previously described. As a result, Equation (1) states that total output
equals the sum of intermediate inputs plus final demand.

Intermediate inputs are represented as endogenous variables in the model, whereas final demands are
treated as exogenous variables. Equation (1) can be modified as follows to create a standard Leontief input-
output model:

x=Ax+(c+i+g+e) @)
Xx=Ax+f

where A is the input-output coefficient matrix, which depicts the amount of input a sector buys from other
sectors per output unit. By adopting an n-sector economy with an intersectoral transaction matrix (Z) and
sectoral total output vector (x), the input-output coefficient matrix can be expanded as follows:
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A=781 3)

where R is the diagonalised matrix of x reflecting the intermediate purchases of sector j from sector i. Equation
(2) can be represented as follows:

x=(—-A)"f
x = Lf 4

where 1 is the identity matrix and (I — A)™? is the Leontief inverse matrix or multiplier matrix. The elements
in this matrix reflect the total output impacts for any sector j to meet each unit of final demand.

Structural Analysis and Multiplier Model

Two main analyses were conducted to assess the magnitude of the weak interlinkage issue in Malaysia and
Thailand, involving structural comparison analysis and multiplier impacts. While the first analysis dealt
directly with the data in the standardised input-output tables through descriptive analysis, the multiplier model
was developed based on the Leontief inverse matrix.

Structural comparison analysis was conducted to assess two important aspects of input-output flows in
an economy: the production and output structures of SMEs. Observing the production structure was intended
to understand the input mix or the ingredients in the production activities of SMEs and examine the
interlinkage between SMEs and non-SMEs in the economy. This analysis was essential in proving the
existence and quantifying the depth of the weak interlinkage issue in Malaysia and Thailand. In contrast,
output structure was observed to assess the roles of SMEs in the economy. Specifically, the analysis informed
whether SMEs were growth drivers (taking roles as intermediate input suppliers in the value chain) or final
product producers.

In development planning, multiplier impact is a general indicator used by policymakers to assess the
potential of economic sectors. In this study, the prospect of SMEs impacting growth was evaluated from the
perspective of value-added multipliers. Value-added became the main indicator in this study’s assessment
since its changes directly explain the movement of GDP.

The modelling process for value-added multipliers started with expanding the standard input-output
model in Equation (4). Introducing a vector of value-added coefficient h, which was derived by dividing the
amount of value-added v of the jth sector by total input to sector x;. In matrix notation, h becomes:

h=vx1 (5)

Each element of the value-added coefficient indicates the value-added per unit of output produced by
each sector. By post-multiplying the diagonalised value-added coefficient, h with the Leontief inverse matrix,
the value-added multiplier was obtained.

Besides input-output, the multiplier model can also be developed using the econometric approach.
However, as this research considers the overall interactions in the economic system, the input-output
modelling technique was employed. The utilisation of this approach is in line with the general equilibrium
concept (as opposed to the econometric approach, which is based on the partial equilibrium concept), which
stresses that equilibrium prices and quantities are assumed to have resulted from the economy-wide
interactions. Additionally, the weak interlinkage issue that can only be assessed through the intra- and
intersectoral transactions in the input-output table further justified the utilisation of this approach.

Data Sources

The primary datasets used in this paper were the SME input-output tables for Malaysia and Thailand (Utit et
al., 2016; NESDB, n.d.). The dataset for Malaysia was available for the base year 2010 and Thailand for 2005.
Although Thailand has developed datasets for 2005 and 2010, only the former was available for public access.
One might argue that using these datasets exposed this study to a time-lag issue. However, evidence from past
studies has indicated that only marginal changes have taken place in these economies. In Malaysia, structural
changes were found to take more than ten years due to the lack of economic diversification (see Khazanah
Research Institute, 2018). Meanwhile, in Thailand, Sen (2016) asserted that the absence of widespread land
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reforms due to the high prevalence of tenancy farming in some parts of the country, especially Central
Thailand, has impeded the pace of structural transformation.

RESULTS AND DISCUSSION

This paper assessed the magnitude of the weak interlinkage issue in Malaysia and Thailand by cascading the
input-output modelling technique for SMEs. Specifically, the structural comparison analysis and value-added
multiplier model developed in the methodological section were applied to the standardised SME input-output
tables. The results from the analyses have been structured into two subsections. The first subsection provides
the outcomes for the structural comparison analysis. Next, the discussion continues in the second subsection
covering the sectoral value-added multiplier impacts among SMEs.

Structural Comparison

This subsection discusses the structural differences between SMEs in Malaysia and Thailand, with the specific
attention given to their production and output structures.

Concerning the production structure, the composition of inputs in production activities in both
economies was assessed to observe the intra- and intersectoral transactions between SMEs, non-SMEs and
others, and primary inputs requirements—imports and value-added. In this assessment, value-added was treated
as part of the primary inputs as the indicator represents the payment of salaries and wages to labour and
capital expenditures. Note that the total input requirement sums up to 100%, implying the fixed input
assumption in the input-output analysis. Table 5 details the findings of the production structure analysis.

Table 5 Production structures of SMEs and non-SMEs in Malaysia and Thailand (percentage, %)

Component i SMEs i N_on-SMEs i
Malaysia Thailand Malaysia Thailand
SMEs 24.83 11.88 10.14 9.86
Non-SMEs 14.57 23.13 23.92 22.36
Others 6.15 6.23 4.44 3.17
Imports 15.39 15.36 25.56 28.73
Value-added 39.06 43.39 35.95 35.87
Total Input 100.00 100.00 100.00 100.00

Source: Based on the author's estimation

The findings confirmed the existence of the weak interlinkage issue in Malaysia and Thailand.
Specifically, SMEs in both economies depended on non-SMEs as input suppliers, but the latter relied more on
their clusters (non-SMEs producers) and imports. For example, 14.6% and 23.1% of inputs in SMEs
production in Malaysia and Thailand were sourced from non-SMEs. In contrast, non-SMEs only acquired
10.1% and 9.9% of intermediate inputs from SMEs. The imbalance transactions, particularly for non-SMEs,
were contributed by the significant shares of inputs sourced from their group of sectors and imports. Between
the two economies, the magnitude of weak interlinkage was more extensive in Thailand due to the larger gap
in input flows between SMEs and non-SMEs (23.1% vs 9.9%) compared to Malaysia (14.6% vs 10.1%).

Empirical evidence has shown that SMEs' productivity levels mainly explain this situation, evidenced
by the OECD asserting that smaller firms are far less productive than their larger counterparts (OECD, 2021).
Further, low technological absorption and the labour-intensive nature of SMEs in these two Southeast Asian
countries have also partly contributed to the productivity situation (Intarakumnerd and Goto, 2016). Therefore,
elucidating the weak supply chain from SMEs to non-SMEs.

As it is evident that non-SMEs are less dependent on SMEs as input suppliers, the outcomes from the
output structure analysis quantified the flow of excess production of SMEs, thus determining their roles in the
economy. While it is clear that the intra- and intersectoral flows were flagged as the intermediate demands,
flows to; private consumption, government consumption, investment and export components were captured as
final demands. Table 6 presents the findings of the output structure analysis.
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Table 6 Output structures of SMEs and non-SMEs in Malaysia and Thailand (percentage, %)

Component SMEs__ Non-SMEs
Malaysia  Thailand Malaysia  Thailand
Total intermediate demand 49.32 29.97 38.68 41.06
Total final demand 50.69 70.03 61.33 58.95
e Private consumption 18.86 26.69 10.84 17.93
e Government consumption 0.03 0.81 0.04 0.87
e Investment 493 14.27 7.27 7.07
e Exports 26.87 28.26 43.18 33.08
Total Output 100.00 100.00 100.00 100.00

Source: Based on the author's estimation

The findings show a larger outflow of SMEs' output to final consumers. Nevertheless, the composition
of intermediate and end-use products was almost balanced in Malaysia at 49.3% and 50.7%, compared to
Thailand (30.0% vs 70.0%). Linking this observation to the findings in Table 5, the situation in Thailand was
driven primarily by the extensive gap in input flows between SMEs and non-SMEs (which also reflects the
magnitude of the weak interlinkage issue). Overall, SMEs in Malaysia were more integrated with the domestic
production sectors as almost half of their output flowed back into the economy for further processing. These
findings also offered a clear signal for SMEs in Malaysia concerning their potential to become growth drivers
(by supporting the production of other economic sectors through the supply of intermediate inputs). On the
other hand, Thai SMEs were more integrated with final consumers.

Value-Added Multiplier Impacts

The discussion in the previous subsection provided evidence concerning the issue of weak interlinkages
surrounding SMEs in Malaysia and Thailand. Nevertheless, SMEs remain an integral part of development
policies because of their sizable share and contribution to employment creation. In development planning,
decisions to promote growth in any economic segment depend on the potential outcomes for macroeconomic
indicators, such as value-added. Therefore, this subsection is structured to discuss the sectoral value-added
multiplier impacts to identify the high-performing SMEs in both economies. Table 7 details the value-added
multiplier impacts for 38 SMEs, non-SMEs, and average national sectors.

Besides having large multiplier impacts, another important consideration in promoting sectoral growth
is the base effect. Size does matter in development planning because it determines the achievement of short-
and medium-term policy targets. For example, the Twelfth Malaysia Plan (12MP) aimed to improve the
contribution of SMEs to GDP by 45% at the end of the plan period (EPU, 2021). Malaysia's SMEs in sectors
involving the Processing & preserving of foods, Wholesale & retail trade, Restaurants & hotels, Real estate
and Business services should be promoted as growth drivers since they recorded the largest SMESs number in
the economy. Similarly, in Thailand, considering their strength in agricultural production, downstream sectors
that are directly linked to agriculture can be promoted as growth drivers. The sectors include; Processing &
preserving of foods, Grain mills, Wholesale & retail trade, Restaurants & hotels and Business services.
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Table 7 Sectoral value-added multiplier impacts of SMEs and non-SMEs in Malaysia and Thailand

Sector Malaysia Thailand
SMEs  Non-SMEs  Average National SMEs Non-SMEs  Average National
1  Crops 0.87 0.87 0.87 - 0.84 0.84
2 Rubber 0.89 0.90 0.89 - 0.93 0.93
3 Livestock 0.69 0.74 0.71 - 0.79 0.79
4 Forestry 0.77 0.76 0.76 - 0.93 0.93
5  Fishery 0.73 0.74 0.73 - 0.76 0.76
6  Crude Qil Mining 0.82 0.91 0.91 0.87 0.87 0.87
7  Metal Ore Mining 0.87 0.85 0.85 0.76 0.85 0.83
8  Other Mining & Quarrying 0.85 0.87 0.86 0.73 0.86 0.80
9  Processing & Preserving of Foods 0.79 0.78 0.79 0.71 0.72 0.72
10  Grain Mills 0.72 0.76 0.73 0.82 0.84 0.82
11 Animal Feeds 0.53 0.50 0.52 0.47 0.47 0.47
12 Tobacco Products 0.78 0.79 0.79 0.91 0.94 0.94
13  Textile Products 0.65 0.58 0.61 0.70 0.71 0.70
14  Leather Products & Footwear 0.71 0.68 0.70 0.67 0.67 0.67
15 Wood Products 0.74 0.69 0.71 0.75 0.77 0.76
16  Paper and Paper Products 0.64 0.63 0.63 0.55 0.59 0.58
17  Printing 0.65 0.63 0.64 0.60 0.61 0.60
18  Petroleum Refinery 0.65 0.73 0.73 0.26 0.22 0.22
19 Basic Chemicals 0.63 0.65 0.64 0.58 0.58 0.58
20  Other Chemical Products 0.54 0.53 0.53 0.60 0.62 0.61
21 Tyres 0.49 0.49 0.49 0.76 0.76 0.76
22  Plastics Products 0.47 0.45 0.46 0.56 0.57 0.57
23 Non-Metallic Products 0.59 0.56 0.57 0.66 0.69 0.68
24 Iron & Steel Products 0.44 0.45 0.45 0.46 0.51 0.49
25  Basic Precious & Non-Ferrous Metals ~ 0.31 0.30 0.31 041 0.47 0.43
26  Fabricated Metal Products 0.50 0.47 0.49 0.40 0.46 0.44
27  Industrial Machinery 0.50 0.45 0.46 0.46 0.51 0.48
28  Other Machineries 0.43 0.40 0.40 0.32 0.35 0.34
29  Motor Vehicles and Repairing 0.47 0.38 0.39 0.46 0.44 0.44
30  Other Manufacturing 0.61 0.53 0.56 0.46 0.49 0.48
31 Electricity & Gas 0.71 0.66 0.67 0.74 0.76 0.76
32 Construction 0.66 0.66 0.66 0.63 0.67 0.64
33 Wholesale & Retail Trade 0.80 0.77 0.80 0.95 0.97 0.95
34  Restaurants & Hotels 0.79 0.79 0.79 0.83 0.84 0.84
35  Transportation 0.70 0.66 0.67 0.60 0.65 0.63
36 Real Estate 0.87 0.85 0.86 0.97 0.98 0.97
37 Business Services 0.82 0.80 0.82 0.79 0.89 0.80
38  Other Services 0.84 0.79 0.83 0.76 0.82 0.78

Source: Estimated based on Equation (5)

CONCLUSION AND POLICY RECOMMENDATIONS

This paper explored the long-standing structural issue of weak interlinkages underlying SME development in
Malaysia and Thailand and quantified their magnitude based on the cascaded input-output modelling
technique. The findings validated the issue's existence in both economies, with Thailand recording it to a
greater extent. As the issue leaves SMEs with gaps in their supply chain to non-SMEs, a sizeable share of
SMEs' output is marketed for end-use, thus making it more integrated with final consumers. Nevertheless, the
situation in Malaysia is more balanced, with vast potential for SMEs to grow as an ancillary economic
segment. SMEs remain integral growth drivers for developing economies, such as Malaysia and Thailand, due
to their size and employment impacts. Therefore, development policies should continue to support them by
considering their value-added multiplier impacts.

Based on the provided facts and figures from the structural comparison and multiplier analysis, two
policy recommendations are proposed: strengthening existing linkage programmes and establishing a content
requirement policy.

In practice, policymakers have pushed for the adoption of various linkage programmes to improve
intersectoral transactions between SMEs and non-SMEs. In Malaysia, the business linkage (BLing) program
and SME mentoring are among the existing programmes focusing on improving integration and promoting
systematic and smart partnerships between SMEs and non-SMEs (SME Corporation Malaysia, 2018).
Meanwhile, Thailand advocates for subcontracting activities, particularly in high-value processing and
manufacturing (Punyasavatsut, 2008). However, these programmes need to be strengthened to improve their
effectiveness by encouraging the involvement of government-linked companies (GLCs). The participation of

GLCs is essential because it helps break the linear value chain between SMEs and non-SMEs.
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Implementing a content requirement policy in non-SME production should also be considered. This
suggestion would encourage non-SMEs to divert their input sources, especially from abroad, to local SMEs.
Certain thresholds for SMEs content in non-SME products could be introduced to support this policy
initiative. However, it should be made non-compulsory to avoid violating the General Agreement on Tariffs
and Trade for unfairly treating imported products compared to domestic products (see WTO, n.d.). As a
measure to improve the compliance rate of non-SMEs, tax incentives could be introduced as part of the policy
framework.

Despite the relevance of the findings offered in this paper, there remain areas for improvement. First,
the current research has not considered the level of productivity that becomes an important determinant for the
degree of interlinkage. Second, the discussions in this paper have been limited to the situation in the domestic
markets. Therefore, improvement in these areas should be the primary focus of future studies. Additionally, a
global value chain analysis might offer new insights for measures to improve the interlinkages situation
between SMEs and non-SMEs.
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