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CHAPTER 2

RESEARCH CONTEXT: LARGE FIRMS IN MALAYSIA

2.0 Overview of Chapter 2

This chapter presents the contextual background gf wgfudy., with special
reference to the large firm sector in Malaysia. There aré 1 ldis #ssed in this
chapter. The first topic describes the definitions PWNlarge Jtirm

n{& rofs of\la‘{.ge firms in
o
pagdds 1n,Malaysia. The last

specifically in Malaysia. The second topic examin

Malaysia. The third topic examines the publlc' Nc '
topic describes the government intervent'Emrf \ﬁKm _

@

Y
N
ympletelywdMterent challenges (Beaver,

* @ss strategies to achieve high
O

@m & Karnani, 1991; Wagner &

2.1 Various Definitions of Large

Large and small firms are e\wit

2003) and thus, both have %} t
performance (Ballantine ’QQ 1

Hansen, 2005). For e@e,/
n

different manageptal“agd tge

1%

X

manufacturin innovation strategio¥ employed by large and small firms also differ

jrtmgf)nnovation, large and small firms face

(Knight, 1989). Studies found that the

(Wagner %@en, 2005; Zahra and George, 2000). Accordingly, it is important to

conddag scParate studies on the effects of corporate entrepreneurship on firm

performance according to firm size. This 1s because it is questionable whether the
results of studies on small firms can be generalized to larger firms and vice versa,

largely due to the fact that all core references with smalls firms as samples used the



21

perceptual performance data (Andersen, 2010). Therefore. this study 1s focused on

large firms.Generally, the large firm can be defined as an organization that grows

beyond the medium-sized business. However. there is no standardized definglon of a
large firm as every agency, country or researcher has given varieties @

e nition

Among the justifications used for each detinition incldwi following to

based on various justifications.

promote entrepreneurship, investment and growth, facilitat a(x?ﬂo venture capital,

Euronmissiom

2
s accqrdin tf t—@?;apital

cutting administrative burdens and increase legal certa

2003). Furthermore, the classification of the firm size

e

eﬁ@n; an organization that has

E;Q.n €50 million or a €43 million

balance sheet total.

The United Na@s
firm size based (05%56 AU

1dpsttial. pment Organization (UNIDO) detined

&

:1_* OQE'mployees by giving classifications for
T

industrialized agg¥developing coun@s (Elaian, 1996). Notably, for industrialized

countries % the United States and Europe, the large firm is an organization that

has 5@QandIhore workers while the developing countries defined it as an organization

with 100 or more workers. The various definitions of firm size across industries and
also across countries demonstrate that there 1s no uniformity in what constitutes firm

size across the globe. Therefore, 1t is crucial to determine the definition of the large

firm in the Malaysian context.
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In Malaysia itself, different agencies have detined firm size (e.g. Micro, Small,

Medium and Large) differently based on their own criteria, usually according to their

annual sales turnover, number of full-time employees or shareholdei funds

(Secretariat to National SME Development Council, 2005). Therefore,e N ational

SME Development Council on 9" June 2005 approved the common d?kion of firm

size across economic sectors for adoption by all Government Mi@; and Agencies

as well as financial institutions. Therefore, this definitio \Wed in this study.

l t

According to the council, the large firm can be defi cord

industry within two categories. Firstly, those in tlwéufaq B

related services and agro-based industries, must

he type of

' SO@ployees or annual sales

N\ | |
f tlélassiﬁcation of economic

activities across sectors iIn sm

l&:g in the Appendix A. This

classification of firm SlZ 1t10|| 1S sent a%for the purpose of enabling more

Ny

effective formulation @vh e d 'e,opﬁé‘{ﬂ of programmes and provision of
O

SSIS?I

al@or better monitoring of their performance
trlbutlons to th@momy (National SME Development Council,

technical and ﬁn e n

T

as well as the

2005). Th%valy of the definitions of large firms across the globe is listed in Table

@e seen that, unlike Malaysia, the United Kingdom and other European

countries share a common definition that is applicable for all industries.
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Table 2-1: Definition of Large Firms

Agencies

Definition

SME Corporation
Malaysian (2010)

Manufacturing, Manufacturing-Related Services and
Agro-based industries:-

e Sales turnover above RM25 Millioi ow
time employees of more than 150 \
Services, Primary Agriculture and

I %&tion &
Communication Technology (1CT):-

e Sales turnover above RMS nigyew or full time
employees of more than 3
500 and more employees and salesurnover of more

2. | European Commission

(2009) than € 50 million (RM223, 465. or a € 43 million
| (RM 193, 814,717) balance

3. | Industry Canada 500 employees or more _

4. | United Kingdom More than 250 employges alfd tdrnoygl oi*g?re than
(sections 382 and 465 of | £25.9 million (RM141 , 39490, émte sheet
the Companies Act | total of more than £1 illi(}l 70, 54.413.90).

| 2006)
5 | United States of | More than 500
| America

large firms increased almost

the total firm establishme:&:{the

or 97.3% of the total f'r\

these establlshmen

reason for this

becauEe th

{‘l

@ d, t%S Es accounted for 645,136 firms
% Fs &’(}ar 2010. This indicates that many of
aﬁ-ﬁom SMEs to large enterprises. Another

&enon used in the SME definition i.e. sales

turnover mgwmf low figures due to inflationary effects (SME Annual Report,

2011720 Jowever in this study, only the large firms listed in the main market,

Bursa Malaysia will be taken as a sample.
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Table 2-2: Number of Firms Establishment in Malaysia according to Size

Census of Establishments and Economic Census 2011
Enterprises 2005 (Reference Year 2010)
(Reference Year 2003)
SMEs Large Total l SMEs | Large

Number  of | 548.267 | 4.537 552.804 | 645.136
establishments

17,803

Percentage 99.2 0.8 100 97.3
share of the
total
establishment

Source: Census of Establishments and Enterprises 2005 a nOmic Census 2011,
Departn§gMgt Stgtistics, Malaysia

Table 2-3 shows that more than half of the largg comPani sar\(ﬂﬂhewvices
N
J 1.9

OIIO%E by the

N

.. 08)41%' mining and

he ®(ﬁ'0n IN many ways

Table 2-3: La&' *

i
C

Sector Total i Zrcentage of | Percentage of
Establish% arge firms | Large Firms
( Mover total | over total
| | s) | < | (sector) Large Firms
| Services ' * 8 | 1.84 | 61.21
Manufacturing ).808 4.56 | 10.16
| Agriculture 121 ] 24.02 | 11.91 |
Construction 857 | 12.90 | 16.05
Mining
| Quarrying 119 2847 | 0.67 |
Total
Establishy 662.939 17,803 2.69 100.00

Xus of Establishments and Enterprises 2005 and Economic Census 2011,
Department of Statistics, Malaysia

Source:

&d Contribution to Malaysian Economic Growth
In other developed Asian countries like Japan, Korea, Taiwan and others, their
economic growth was significantly generated by SME activities. The percentage

contribution of SMEs to the Gross Domestic Product (GDP)/total value added
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represented more than 55%, ranging from 60% in China, 57% in Germany, 55.3% in
Japan and 50% in Korea (Bank Negara Malaysia, 2003). In contrast, in Malaysia.,
large firms contributed more to the Malaysian GDP. For example, in 2011, lagge firms
in Malaysia contributed 67.5% to the gross domestic product (Bernal%& 3). In

other words, the Malaysian large firms contribute a sizable amount cﬂ&nue to the

\ {1

Similarly, the large firms also contributed a substan4gg=#thount

For example in 2005, the contribution of these lm@ms t

exports was 81%. The major export products mcld?u\ectr\

petroleum products, liquefied natural gas, ch - a d gh

Malaysian economy.
2.4 Contribution to Total Export

tal export.

the C?U&Y; total
elec{wxl.lc refined

al ucts and palm

o1ls.

2.5 Contribution to Employment @u

In terms of employmen |

corporate e capital (CVV) to support SMEs. The purpose of these programmes

1S to financial support to the small firms particularly for creating innovative
products and services. For example, Telekom Malaysia (TM) has thousands of
vendors supplying them and Tenaga Nasional Berhad (TNB) has 440 manufacturing

and service companies attached to them. Another example is the Faber Group Berhad

that has awarded contracts to more than 2500 vendors as at 2010. These vendors must
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comply with certain standards of innovation practice and thus support the increases of

SME’s level of innovativeness.

2.7 Established and Good Reputation

AN

example, PETRONAS, CIMB Bank, Maybank, Air Asia and many A Thus they

: J
d to Kffer g sell some
e

part of the firm to the public through a registration stat§Mg d wi ’h&%curities

Sult \tbz.ﬁrms will

bli ﬁ have a more

The large firms have also established their branding outside

are easily able to expand their businesses abroad.

2.8 Public Listed Companies

The firms become public companies when they

have greater access to capital markets in thecw
g\(m

objective picture of the value of the busin

In Malaysia, the Bursa Mal;

Stock Exchange (KLSE), 1s an ex%

of the Capital Markets and Se% c A ‘apﬁ?és a fully-integrated exchange,

Qxc@elate@rwces including trading, clearing,
Ny

j ar!n(fv'y to improve global accessibility to its
derivatives, Burs sia Brh ? nte

@as the Kuala Lumpur

&
mp @approved under Section 15

offering the complete ra

settlement and deposi

O

into a strategic partnership with Chicago

Exchange (C September 2009{—)

B@aysna offers a choice of two dynamic markets to companies that aim

isted* companies. First, the main market provides an ideal platform for

to b

established companies to raise funds. Second, the ACE market is an alternative
sponsor-driven market designed for companies with growth potential from all business
sectors. However, in this study, only firms on the main market will be included as

these firms are large and established. In order to be listed on the main market, the
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firms must comply with the criteria listed in Tables 2-4 and 2-5. The criteria stipulate

that the firms must have uninterrupted profit after tax (PAT) of three to five full

financial years, with an aggregate of at least RM20 million; and PAT of at legst RM6

million for the most recent full financial year. This level of ﬁnancialcm on 18

K\y

There are a few advantages and disadvantages of the figms z going public.
hanced ability to

Among the advantages are the ability to obtain equity cgpiteN
borrow and to raise equity, liquidity and valuation, pre$ Wealth. On
@
Y-rc—':.\.':lsed

the other hand, the public listed companies also have dig®vantages s

1
311&@

JefCs and%-rocedures,
\ X

disclosure of information, pressures to mainewo h%a . iﬁ

control (Hisrich et al., 2005: 513). \ | O

important in order to alert the investors.

risk of liability, expenses, regulation of corporate g?m

, lastly, loss of

Table 2-4: Listing Quan@lri&‘ria Ot

rperia

&

Aspect Quant'\%iv'
| Mode of Listing a. % tTes}
& ..

| years ("FY"), with an aggregate
million:; and

PA }!\t fegst RM6 million for the most recent full

[ i
’ - AP
b. ﬁ*ketvapltallsatlon Test

e A @a"al market capitalisation of at least RM500
mm‘lon upon listing; and

 Incorporated and generated operating revenue for at
least one full FY prior to submission

c. Infrastructure Project Corporation Test
e Must have the right to build and operate an

infrastructure project in or outside Malaysia, with
project costs of not less than RM300 million; and

e The concession or licence for the infrastructure
project has been awarded by a government or a state
agency, In or outside Malaysia, with the remaining
concession or licence period of at least 15 years




Aspect

Quantitative Criteria

Public Spread

At least 25% of the Company's share capital; and

e Minimum of 1,000 public shareholders holding not

Table 2-5: Listing Qualitative Criteria for Main Market 3 )

Source: Bursa Malaysia’s Website as at &

less than 100 shares each
\ U% 2013

Aspects

Qualitative Criteria

Y'

Core business

e An identifiable core busme lch has majority
ownership and managem troj
e (Core business should old'n ofgnvestments
in other listed companie
Infrastructure  Project e Continuity of substgMglly thg sai e'm@iement
Corporation test for at least thr ull finagcid yeg_ prior to
submission
e For manl\ te! since  the
commenc (1t gthan three full
| financia é
Financial ~Position & e Sufficjent le el g gapital for at least 12
Liquidity monj % &
. Po LLialine A S @Opelatmg activities for

h"ﬂo *
' lﬂ(.rnarket capitalisation test:

based on 1ts latest audited
& at the date of submlssnon

Moratorium on Shares

» admission
down with conditions for
listed under Infrastructure Project

'On test

| —

Transaction w1th ~
Parties

based on terms and conditions which are
nog\ytavourable to the company

AWtrade debts exceeding the normal credit period
and all non-trade debts, owing by interested

persons to the company or its subsidiary companies
must be fully settled prior to listing

R
-$

Source: Bursa Malaysia Website as at 17" June 2013

2.9 The Government Intervention in Large Firms

Our Government 1s committed to supporting the large firms by the

implementation of Government-Linked Companies (GLCs) and innovation policies as

discussed 1n further subsections.




2.9.1 Government-Linked Companies (GLCs)

The GLCs are firms with primary commercial objectives and the Malaysian
Government has direct controlling stake. This controlling stake means the ggv of

the Government to appoint a Board of Director, senior management, % ke a

major decisions such as contract awards. strategy. structuring an 1cmg, and

acquisition, among others. GLCs are controlled by the MalaySIal G rnment via the

Federal Government-Linked Investment Companies (GLI ).Y’CS are investment

arms of the Government that allocate government f

Committee on GLC High Pertformance, 2006). ¢

It 1s apparent that, the GLCs are the ba e

0 the L (Putrajaya

'-\"
Y.

untyy's economy
N
aIEZI lzaman, 2005).

n&onal workforce and

&
@narket capitalisation of

th

erowth and critical to the development of M
The statistic shows that GLCs employ g
account for approximately 36% and

Bursa Malaysia and the benchmar ite Index. They are also the

major service providers to the% pegicutilities and services, including

electricity, telecommunic @ p Jta
a-@llsted in the Main Market, Bursa Malaysia

r ;II"GT

are, Petronas ngan Affin H@gs Berhad, Axiata Group, BIMB Holdings,

| s@rvic

(}
él‘)services (Khazanah Nasional Berhad.

irlines, airports, public transport,

water and sewerage,

2014). The exam%& LGs th

Boustead% s, Chemical Company of Malaysia, CIMB Group, Malayan Banking

Berh@ysm Airports Holdings, Malaysian Airline System Berhad, Sime Darby

Berhad, Telekom Malaysia Berhad, Tenaga Nasioanl Berhad, TH Plantations, UEM
Group Berhad, and UMW Holdings. These firms are also among the top ten

companies, by size, in term of their revenue in 2010 (Azim et al., 2011).
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The empirical study has found that government intervention in GLCs improves

firm value, thus, provides evidence on the effectiveness of the ownership, and controls

the structure of Malaysian GLCs in creating firm value (Lau & Tong, 2008). s, the

ocovernment interventions in these particular firms are better governedcm rez &

Tan, 2004; Ang & Ding, 2006). Consequently, the management of the mpanies 1S

more conscious of the importance of maximizing sharehold%glue over self-

\%

N
ys 18 _{g sentlal

nnigy of various

interests (Lau & Tong, 2008).

2.9.2 Support to Innovation

The role of the government in driving the mn@m In

This can be seen by looking at the lmplem

programmes to increase and encourage inno Nes S inﬁaysia. Among
the contribution of the government in ingovati®n wa em\mg of the Smart Tag

lane to decrease tratfic at the toll bo dn. Bhd. Another role

played by the government was t N

There were 131 projects in%

matched with specific u@d

y Point Projects (EPP).

e projects are high impact,

L

the growth of the National Key

| (J

ot Grvestments have been announced for

L

Economic Areas (N
Frcge%% for example, RM 50 billion for MR'T

manufacturing a @gtrlp

project in Ku umpur All oft@é government efforts are to ensure the firms

In Malay@ innovate fturther (Azim et al., 2011). The government also has

creat@ues to support the innovation among the firms in Malaysia as

discussed in the next subsection.
e Pt d Current Policies and Support for Innovation in Malaysia
The government has identified three priority areas that crucial in innovation

activities; Science and Technology (S&T), Research and Development (R&D), and
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talent development. These areas were allocated the bulk of the Federal Government's

funding expenditure for over the last four decades. The main institutions or ministries
related to innovation were the Ministry of Science, Technology, and ll::sovation

\e.

Education (MOHE), Ministry of Finance, and the SME Corporationf? ly Science

(MOSTI), Ministry of International Trade and Industry (MITI), Minis igher

and Technology Policies (S&T) (Azim et al., 2011). z

Y,

First, the Science and Technology Policies, Researgh ?ﬁevelopmenh and

talent development were implemented to provides

pportland ncling for

innovation and research and development such @rant systgm| j\e@\nology
f rcexg'bmld the

f The{ vernment has
# ling impact on the

f

acquisition, tax incentives and training of pnv ct

minimum required researchers and scientlsgcwe

outlined seven (7) core priority areas tliam t1m@?

innovation ecosystem. The seven critic us énitiatv Tes 35 s tollows (Azim et al.,

2011:68); 1) strengthening reseat Xd '

promoting commercialisation%: ‘
Mronlo |

g1c§apac1ty and capability, 11)
' Q developing human resource
F X

capacity and capability for science, innovation and

technoentrepreneurshij

tional framework and management for

S&T, and monity %Of 0 lcyé‘nnplementatlon vi) ensuring widespread

T
\cation of techno@ leading to enhanced market-driven R&D to

diffusion and

adapt and% e technologies, and, vii) building competence for specialization In

key ef 1gn technologies.

All these policies and incentives show government’s effort to encourage
innovativeness among the firms to ensure that our economy growth rapidly. Malaysia
1s ranked among the top 20-30 most innovative countries in the world based on

various indexes-World Economic Forum (WEF), Economic Intelligence Unit (EIU)
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and INSEAD. Indicators from WEF position Malaysia as an efficiency-driven but not
yet an innovation-led economy. However, our innovation ranking may decline in the
future as other countries such as China and India are catching up rapidly accQrding to
EIU. Our nation growth is not yet led by innovation. Thus. in order to ac@. 1S10N

2020, the country needs to aggressively grow the GDP by doing innovAas the way

Yv

According to the Asian Wall Street Journal (2Q]

OYHE top five most
innovative companies in Malaysia are DiGi, Nestle, Mag®®Astro Q@i ' .

The World's 50 Most Innovative companies 2008 h@d

Malaysia which is AirASia. All these firms are lar

to move forward (Azim et al., 2011).

players in the Malaysian innovation ecosysteny

2.10 Summary of Chapter 2

This contextual chapter preseih

e

‘0

e government intervention

contributions, briefing about pUbllﬁ cI al
in large firms. In Malaysia, th% firm ‘?‘Jﬁ @ba as a firm that has more than
150 employees or with }&thz@S nl}l%'on in annual sales turnover for
@\‘El 7
manufacturing, manu ]elat ’ér
ry ,g 1

S and agro-based industries. Firms
specialising In se %'pri}n C@Lr}e and information and Communication
Technology (l ust have more tb&g\zz) employees or with annual sales turnover of
more thal@ million. Thus, this definition was used in this study. Despite

repre@nly 2.7% of the total firms’ establishment of large firms as at 2010,

these large firms have significantly contributed to the Malaysian GDP, total exports,

employment opportunities, and as a financial provider to small firms. The public listed
companies constitute firms that offer and sell some part of the firm to the public in

order to have greater access to capital markets in the future. The government
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interventions in large firms are obvious through the implementation of GLCs and

innovation policies. The next chapter discusses the first part of the literature reviews

on the background and definitions related to the variables under study.




