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Foreword
Access to credit plays a pivotal role in facilitating economic growth. For developing countries,
microfinance has become crucial as a tool to promote financial inclusion and poverty
alleviation. Therefore, enhancing outreach to increase demand for microfinance tops the
financial agenda for many countries.
Nonetheless, microfinance must be properly executed for it to be successful in achieving
its dual mission of financial inclusion and poverty eradication. Effective management of
the processes along the supply chain of microfinance is imperative. To establish attractive
microcredit programmes, microfinance institutions must develop a deep understanding of the
behaviour of micro entrepreneurs. How do they make decisions on financing? What are their
perceptions of micro financing? How can we increase their demand for micro financing? With
these and other pertinent questions in mind, AIF conducted a study on microfinance outreach
in the Greater Kuala Lumpur region.
The study provided insights on the attributes of microenterprises in urban areas as well as their
perceptions regarding microfinance borrowing. Based on the findings, strategies on how to
enhance outreach and simultaneously increase demand for microfinance are put forward.
We hope that microfinance institutions are able to capitalise on the information in this report to
enhance their outreach and create greater demand for microcredit. There is much opportunity
to promote financial inclusion.
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Executive Summary
Microfinance is recognised in the United Nations’ Millennium Developmental Goals (MDGs)
as a crucial tool to alleviate poverty, reduce financial exclusion and promote social inclusion.
Its importance as a tool to eradicate poverty by the year 2030 is further highlighted in the 17
Sustainable Development Goals (SDGs). For microfinance to have a positive impact on poverty
eradication it must be harnessed and supported. Many areas which need microfinance the most
have not been able to access it, indicating a huge gap in the potential impact of microfinance
on poverty eradication. On the other hand in some parts of the world microfinance has
begun to experience negative perceptions as a result of some borrowers getting into debt. In
Malaysia, although there are commendable developments in microfinance, for example that
of Amanah Ikhtiar Malaysia1, there is still room to expand the current market. About half of the
micro entrepreneurs surveyed felt that their current loans were too small. Evidently, there is a
mismatch between the microcredit programmes offered by the financial services sector and the
number of microenterprises willing to take part.
This report presents the findings of a study undertaken by AIF to establish reasons why
microenterprises take or refrain from taking loans; and to solicit perceptions regarding their
participation in microcredit programmes which are purportedly designed to empower the
economically active poor by creating employment and income opportunities for them.
The study sought to better understand the challenges faced by micro entrepreneurs in growing
their businesses, as well as to estimate the demand for microcredit in the Greater Kuala Lumpur
region, in order to make recommendations on how MFIs can extend their outreach effectively.
The results show that micro entrepreneurs’ participation in micro financing programmes is
influenced by the cost of borrowing, speed of loan approval, loan size, length of repayment
period and instalment amount. The low cost of borrowing is a major motivator to participate
in micro financing programmes. For micro entrepreneurs who refused to join microcredit
programmes, it was the fear of debt which made them reluctant to take on debt to finance

1

Amanah Ikhtiar Malaysia, set up as a private trust in 1987, is Malaysia’s largest microfinance institution. For further
details, refer to AIF’s case study, “Aiming for Greater Financial Inclusion Through Sustainable Development:
Transformation of Amanah Ikhtiar Malaysia (AIM)”.
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their business activities. The current low take up rate for Islamic microfinancing implies that
there is potential to grow this sector.
An insight drawn from the study is that micro entrepreneurs need both financial and nonfinancial skills to cultivate sustainable businesses. To be successful micro entrepreneurs
need information on market access, continuous monitoring and mentoring by microfinance
institutions, support to improve product quality and marketing techniques, as well as training
and technical assistance.
A strong knowledge of what encourages micro entrepreneurs to consider micro financing
programmes should enable microfinance institutions (MFIs) to improve their outreach. The
study suggests that outreach efforts from another perspective, i.e. from a demand-side, has the
potential to enhance the services offered for this particular segment of the business community.

Keywords: Microfinance, Micro Entrepreneurs, Financial Inclusion, Malaysia, Microenterprise, Microloan,
Microcredit, Microfinance Institutions
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Microcredit and
Microfinance Institutions
Microcredit is the extension of small financial loans to borrowers who usually do not have
collateral or verifiable credit histories due to the lack of steady conventional employment.
Also known as micro lending or microloans, microcredit is usually disbursed to address
income inequality and poverty. In Malaysia, it is aggressively pursued as a tool to promote
financial inclusion, which is an important thrust of the Central Bank of Malaysia to promote the
economic development of the nation.
Microfinance institutions (MFIs) in Malaysia come in the form of non-governmental
organisations, government agencies, charitable organisations, banking institutions, nonbanking organisations, or a combination of these. They provide microcredit through
microcredit programmes. These programmes, in turn, are designed to enable borrowers, the
micro entrepreneurs, to start small business enterprises, thereby creating employment and
income opportunities. The intended result, in the long term, is to empower the economically
active poor to participate in the nation’s growth process in addition to bettering their quality of
life.
While many MFIs in developing economies (including Malaysia2) have proven to be successful
in enhancing financial inclusion over the years, most of them faced one problem which is
over-reliance on donations and subsidies from other parties for their operations. Hence, their
existence and sustainability become dependent upon their ability to increase outreach and
engage potential borrowers; a key performance indicator.
According to the Department of Statistics, in 2010 micro enterprises in the Greater Kuala
Lumpur region comprised 19.5% per cent of the 645,136 small and medium enterprises (SMEs)

2

8

Hamdan, H., Othman, P., & Wan Hussin, W. S. (2012, January). Is Microfinance Program in Malaysia Really Effective
in Helping the Poor? World Review of Business Research, 2(1), 79-97.
Terano, R., Mohamed, Z., & Jusri, J. H. (2015). Effectiveness of Microcredit Program and Determinants of Income
Among Small Business Entrepreneurs in Malaysia. Journal of Global Entrepreneurship Research, 5(1), 1-14.
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in Malaysia3. And, from the survey data, only less than 15% of the respondents had received
some form of micro financing. Hence, an indirect estimation of the potential market for micro
financing services in the Greater Kuala Lumpur region would be around 107,000 clients.
To complement research on outreach which predominantly focused on the supply side,
i.e. the ability of MFIs to reach out to more clients as practised in China4, this study focuses
on outreach from the demand side, i.e. the reasons for or against taking on loans by
microenterprises.5 Their low participation rate in microcredit programmes made it imperative
to find out the perceptions of micro entrepreneurs towards the programmes, as well as the
challenges faced by them.
A survey conducted in selected towns or urban areas in the Greater Kuala Lumpur region
garnered 547 responses from micro entrepreneurs comprised of both recipients and nonrecipients of any form of microcredit. All survey respondents acknowledged that they were
owners who operated and managed businesses. Furthermore, 77 per cent of them ran their
businesses on a full-time basis, and most of them had an average of two full-time employees.

3
4
5

Economic Census 2011, Profile of Small and Medium Enterprises, Department of Statistics, Malaysia.
Cheng, E. (2007). The Demand for Microcredit as a Determinant for Outreach – Evidence from China. Savings and
Development, 31(3), 307-334.
According to SME Corporation of Malaysia, microenterprises are defined by annual sales turnover or number of
full-time employees.
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MICROENTERPRISES
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What is the size
of capital of
microenterprises?
Close to 70 per cent of the microenterprises
operated with capital of less than RM5,000 and
about 30 per cent reported a capital base of less

70%

than RM1,000 (see Figure 1). This is somewhat
consistent with the observation that more than half

of microenterprises
operated with capital
of less than RM5,000

of the respondents owned businesses of a trading
nature (see Figure 2), where the buying and selling
activities would normally be on a cash basis that
require little capital outlay.

Figure 1: Size of Business Capital
30.7%
38.2%
24.4%
7.7%

Less than RM1000

RM1,000 - RM5,000

RM5,001 - RM15,000

More than RM15,000
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What is the
business nature of
microenterprises?
More than half (53.2 per cent) of the microenterprises are in the trading business. About
a quarter (24.5 per cent) of the microenterprises run service-related business activities like
tailoring, catering and operating laundry or traditional massage centres. Another 17.4 per cent
are involved in manufacturing activities such as food processing or furniture making. Only a
small number of them are engaged in agricultural-related businesses. One reason could be
that the respondents were living in urban locations where available land for agriculture-related
activities is scarce. The lack of participation in construction businesses was expected as this
type of business activity requires large amounts of capital.
Figure 2: Business Nature of Microenterprises
53.2%
24.5%
17.4%
0.5%
0.4%
4%

Trading
Agriculture
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How much do
microenterprises earn
each month?
About 87 per cent of the microenterprises surveyed earn more than RM1,500 a month. This is
above the minimum wage of RM1,000 announced in the 2016 national Budget6, effective from
1 July 2016. Almost a third (31.4 per cent) reported a monthly income of more than RM3,500,
of which more than a third (39 per cent) earned more than RM5,000 a month. Compared to the
median monthly household income of RM4,585 for Malaysia in 20147, it can be inferred that
these businesses were sustainable.

Figure 3: Monthly Income of Microenterprises

13.2%
27.2%
28.2%
19%
12.4%

Less than RM1,500
RM3,501 - RM5,000

6
7

RM1,501 - RM2,500
More than RM5,000

RM2,501 - RM3,500

2016 Budget, Ministry of Finance, Malaysia.
Household Income and Basic Amenities Survey (HIS & BA) 2014, Department of Statistics, Malaysia.
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How do microenterprises
finance their business?
The main source of financing among microenterprises was self-financing (82.8%), followed by
borrowing from family or friends (23.6%), and loans from banks or MFIs (12.2%). Other sources
contributed less than 5% each. This indicates that the majority of microenterprises were not
keen on loans from banks or microfinance institutions to finance their businesses. Some of the
microenterprises also disclosed that they had resorted to multiple sources of financing.

Figure 4: Sources of Financing

82.8%
23.6%
12.2%
4%
3.1%
2.9%
0.4%

Self-financing
Suppliers
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How does capital size
affect microenterprises’
choice of financing?
An interesting observation on the relationship between the size of capital and sources of
financing was the fact that the higher the need for capital, the more likely the microenterprise
was to resort to getting a loan as a source of financing. For example, a higher percentage
(19.7%) of microenterprises that had larger requirements for capital (i.e. more than RM15,000)
veered towards applying for loans rather than reaching out to family and friends for their
additional financing needs. The question arises as to how many microenterprises out there
would actually like to expand their businesses or to venture into businesses with higher
capital but are thwarted by a lack of awareness or access to microcredit? MFIs could do more
to facilitate microenterprises that require more start-up capital and to create demand for
microcredit.

Figure 5: Relationship between Size of Capital and Sources of Financing
Size of business capital

Sources of financing
Self-financing

Family/ Friends

Bank/ Microfinance loan

<RM1,000

144 (72.0%)

36 (18.0%)

10 (5.0%)

RM1,001-RM5,000

169 (59.7%)

53 (18.7%)

27 (9.5%)

RM5,001-RM15,000

101 (64.3%)

29 (18.5%)

17 (10.8%)

>RM15,000

37 (60.7%)

9 (14.8%)

12 (19.7%)
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Why do many
microenterprises avoid
taking bank loans?
The survey revealed that, generally, microenterprises which did
not take bank loans did not regard meeting loan requirements
nor the frequent loan repayments as a deterrent; they had
ample information on loans; had no bad experiences with loan
applications or the services provided; and did not particularly

Fear of being in
debt and losing
collaterals are the top
reasons why micro
entrepreneurs avoid
taking bank loans.

distrust banks.
The top reasons why microenterprises avoided taking
loans was the fear of being indebted (69.1%), followed
by apprehensiveness in losing their collateral (42.2%), the
lack of need for debt financing (40.8%), and the business
being not viable enough to make a loan (32.1%). As most
micro financing programmes do not involve any form of
collateral, MFIs should ensure that any misconception on
this issue is clarified to potential borrowers.
In short, “fear” is the key reason as to why these micro
entrepreneurs did not consider resorting to microcredit for
their financing needs. In understanding these fears, MFIs
should redesign their marketing strategies to overcome any
concerns micro entrepreneurs might have for micro financing
options on offer.

Table 1: Top Reasons for Not Taking Bank Loans
Agree
(%)

Neutral
(%)

Disagree
(%)

I am afraid to have debt

69.1

19.4

11.5

I am fearful to lose my collateral

42.2

30.7

27.1

I do not need any credit

40.8

37.8

21.4

My business is too weak to make a loan

32.1

37.8

30.1

Reason
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What motivates micro
entrepreneurs to
consider debt financing?
When asked for reasons (they were allowed to provide more than one reason) why they take
bank loans, the main reason given by micro entrepreneurs who are currently taking some
form of financing was the low cost of borrowing (43.3 %). Other key reasons given were the
speediness of loan application approval (34.2%), the length of repayment period (31.2%), and
appropriate size of instalment (30.2%). Not many of the respondents viewed size of the loan
and frequency of instalment as important considerations when applying for microcredit. The
least important reason was the grace period, perhaps because their businesses were already
up and running, thus they did not value the need for this feature. The responses suggest that
in order to increase the demand for micro financing, MFIs could contemplate a review of their
programmes so as to allow for more flexibility to meet the distinct needs of borrowers.

Figure 6: Reasons for Taking Bank Loans
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43.3%

34.2%

31.2%

Low borrowing
cost

Speed of loan
approval

Length of
repayment period

30.2%
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Size of
instalment

Size of loan
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instalment
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How do the micro
entrepreneurs view
current financing
schemes?
Some 82.7% of the micro entrepreneurs’ surveyed agreed with
the statement ‘I am committed to make regular payment’.
Some 79.0% agreed with ‘I do have the ability to pay back
on time’, and 70.4% agreed that ‘I always make my payment
on time. This indicates that they have positive perceptions
about their credit worthiness. They view themselves as good
customers of the MFIs.
There is, however, still room for the MFIs to grow their services
and products as about half (48.1%) of the micro entrepreneurs felt that their current loans were
too small. To enhance the features of their offerings, MFIs could also look into the repayment
period, which more than a third (40.7%) of the micro entrepreneurs felt was too short. In
short, larger loan amounts and longer repayment periods will provide borrowers with greater
opportunities to make more investments, as some of these microenterprises might require
longer-term loan periods to achieve profitability. These are areas that MFIs could look into to
increase the size of the microfinance market.
Figure 7: Micro Entrepreneurs’ Views on Current Financing Schemes
I am committed to make
regular payments

82.7%
Action should be taken
for default payments

59.3%

I do have the ability to
pay back on time

79%
The current loan
is too small

48.1%

I always make my
payment on time

70.4%
The repayment period
is too short

40.7%
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What challenges do
microenterprises face?
Low demand for their products was the biggest problem plaguing the microenterprises as
reported by 348 (63.6%) of the 547 respondents. The other two top challenges were lack
of capital and increasing competition. These challenges suggest that small businesses face
difficulties in penetrating the market place, and their ability to compete may be impeded by
a lack of capital. Thus, what needs to be examined is whether the lack of capital could be a
reason why microenterprises were unable to penetrate their target market. The findings on
micro entrepreneurs’ views of their current financing schemes whereby almost half of them felt
that the loan size was too small may suggest a possible challenge. The small percentage who
reported lack of support from the government or their family may be unaware of the various
facilitation initiatives available, both financial and non-financial, a space which the MFIs could
readily fill.

Figure 8: Challenges Faced by Micro Entrepreneurs
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63.6%

62.2%

60.9%

Low demand for
products

Lack of working
capital

Growing
competition

45.0%

24.1%

11.2%
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Shortage
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Deficiency
in skills

Lack of support from
government

Lack of support from
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What are the
future plans of
microenterprises?
Despite the challenges, the future of microenterprises
looks promising. Around two-thirds (65.6%) of micro
entrepreneurs were positive, and planned to expand their
Almost two-thirds of
micro entrepreneurs
plan to expand their
business.

businesses. Another quarter of them were contented
with what they are doing, with no forthcoming plans
for the near future, possibly indicating stability in their
businesses. A few of them (4.7%) were sensitive to the
need to change, perhaps to remain competitive or to
venture into trending businesses; or merely to remain
viable. Another 4.2% were considering moving business
location while a small percentage (2.3%) planned to close
down their business.

Figure 9: Micro Entrepreneurs’ Plans for the Future

65.6%

25%

Expand my
business

No plan

4.7%

4.2%

2.3%

Change business/product

Move the location

Close down
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What kinds of assistance
do microenterprises
need?
Tackling these challenges to help microenterprises realise their business plans requires deep
understanding of the way micro entrepreneurs work. The micro entrepreneurs surveyed
seemed to be caught in a business dilemma. While they were afraid to be indebted, they also
recognised the need for capital to grow in order to sustain their businesses as well as to face
competition. This is evidenced from the survey where 58 per cent of the micro entrepreneurs
needed access to working capital.
Table 2: Types of Assistance Needed by Micro Entrepreneurs
No. of Respondents

(%)

Access to working capital

317

58.0

Entry into market information networks

126

23.0

Support services from MFIs

89

16.3

Aid to improve products and marketing

87

15.9

Training and technical assistance

85

15.5

Assistance for business development

53

9.7

Financial literacy and education

52

9.5

The micro entrepreneurs surveyed also admitted the need for information on market entry
networks (23%). Less than 20% of the micro entrepreneurs indicated the need for support
services from MFIs, aid to improve products and marketing, or training and technical
assistance. An interesting observation is that while almost 60% agreed that they needed access
to working capital, only 16.3% said they needed support services from MFIs. So, how do micro
entrepreneurs perceive the roles of MFIs in providing business capital? This is a question which
needs to be asked within the realms of micro financing. Another observation is the fact that
although they are less than a fifth, micro entrepreneurs are aware that to grow their business,
they also need exposure to product and marketing knowledge as well as training and technical
assistance to improve product quality and marketing techniques. This suggests a maturing of
the microenterprise market place.

22
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Yet another group of micro entrepreneurs, although less than 10% of the overall number
surveyed, are already on another learning curve; they expressed the need to acquire business
development skills and financial literacy and education. These micro entrepreneurs are
probably aware of the importance of financial literacy in running a business and should have
higher potential to grow their business in a sustainable manner. This could be an opportunity
for MFIs to supply awareness training as a way of developing the overall microfinance market.
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MFIs can employ various strategies to enhance their
outreach in order to create greater demand for micro
financing. Most importantly, they need to dispel the
misconception that microcredit requires collateral. This

MFIs must choose
multiple channels to
increase awareness of
micro financing.

seemed to be a major inhibitor for micro entrepreneurs to
consider micro financing.
Secondly, they need to allay fears of being indebted among
micro entrepreneurs. Nonetheless, encouragement for micro

entrepreneurs to leverage micro financing must be carried out in a transparent and ethical
manner where the borrowers’ financial well-being must be taken into account. MFIs must not
put their business interest above the mission of attaining sustainable financial inclusion.
MFIs must choose multiple channels to increase awareness of micro financing. One option is to
leverage on existing social networks among current and new clients since approximately half
of the respondents who took some form of micro financing indicated that they took the loans
based on recommendations by their neighbours and friends (Table 6). This suggests that wordof-mouth endorsement from people they know and trust is effective and should be leveraged
as part of the MFIs’ marketing programme.
MFIs can also capitalise on face-to-face interaction with potential clients. MFI staff can extend
outreach through roadshows and meet the client sessions. MIFs personnel interfacing with
potential borrowers need to be trained to provide clear and concise explanations of micro
financing programmes in layman’s terms to allay the fears and misperceptions of potential
borrowers.
Table 3: Sources of information for Current Financing Scheme
No. of Respondents

(%)

Neighbours and friends

47

42.3

Explanation from the staff

34

30.6

Internet/social media

12

10.8

Newspaper

5

4.5

Pamphlet

4

3.6

Exhibition

4

3.6

Television/Radio

4

3.6

Others

1

0.9
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The enabling power of technology may be one of the
most effective tools to enhance outreach for microfinance.
As there is a significant increase in access to the Internet,
MFIs should be able to use social media to market their
products and services. With access to a bigger clientele
base, MFIs should be better equipped to get feedback
on customer needs. MFIs can also use data analytics to
redesign their financing programmes to better suit the
needs of their target markets e.g. payment holidays.
Going forward, when thinking about product design and
innovations, MFIs need to bear in mind the importance
of adopting a client-centric approach, i.e. based on a
deeper understanding of client needs.

26

It is important to
adopt a clientcentric approach
to understand
microfinance client
needs better.
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Appendix 1
Survey Methodology
Open-ended questionnaires were distributed to micro entrepreneurs in selected towns or
urban areas in the Greater Kuala Lumpur region; comprising both recipients and non-recipients
of any form of microfinance. The four selected areas were Shah Alam/Kelang, Subang Jaya/
Petaling Jaya, Selayang/Ampang Jaya, and Sepang/Kajang. The survey collected responses
from 547 microenterprises.
Distribution of responses by area
Shah Alam/Klang

Sepang/
Kajang

Subang Jaya/ Petaling
Jaya

Selayang/
Ampang Jaya

174

170

124

79

31.8%

31.1%

22.7%

14.4%

Profile of Respondents
No. of Respondents

(%)

Gender
Male

262

47.9

Female

285

52.1

4

0.7

18-30

146

26.7

31-45

224

41.0

46-60

165

30.2

8

1.5

89

16.3

Shop

255

46.6

Night/Day market (mobile)

111

20.3

Home

59

10.8

Not applicable

33

6.0

Full-time

424

77.5

Part-time

123

22.5

Age (years)
Below 18

Over 60
Location of business
Market (permanent)

Type of business
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