
 

1 
 

THE DEVELOPMENT OF SMALL AND MEDIUM ENTERPRISES (SMEs) IN 

MALAYSIA UNDER THE ASEAN ECONOMIC COMMUNITY (AEC) 

FRAMEWORK
1 

 

 

Tamat Sarmidi (PhD)  

 

Associate Professor and Chair School of Economics  

Universiti Kebangsaan Malaysia  

tamat@ukm.edu.my 

 

 

1.   INTRODUCTION 

 

Globalization is an essential strategy for faster and sustainable development of 

small and open economies (Lee and Vivarelli, 2004). The Association of South East 

Asian Nation or known as ASEAN has adopted the globalization strategy to accelerate 

the development of the region. As a result, together with other essential factors, ASEAN 

has emerged as one of the fastest growing region in the world for the last few decades. 

Similarly, globalization strategy is a key factor for major dimension of the firm’s 

growth (Peng and Delios 2006). Empirical evidence shows that firms that embark on 

international markets are more successful (Yang, Jiang, Kang and Ke, 2009). It is 

believed that globalised firms have wider industry- and resource-based consideration. 

Under its globalization strategy, ASEAN has launched the ASEAN Economic 

Community (AEC) in 2015. The formation of the AEC is aimed towards achieving four 

visions; 1) highly integrated and cohesive; 2) more competitive, innovative and 

dynamic; 3) enhanced connectivity and sectoral cooperation; and 4) more resilient and 

inclusive economy. Under the AEC, ASEAN member countries have free movement of 

goods, services, investment, skilled labour, and freer flow of capital. Underpinning of 

all those potential and opportunities are ASEAN market are having excess to market 

worth of US$2.6 trillion and over 622 million consumers. The formation of AEC is 

expected to have better sources of natural and human resources that could heighten the 

region economic efficiency and competitiveness. 

 

                                                           
1
 Most of the discussion in the text are adapted from various publication and reports including various 

Annual Report, SME Masterplan, and periodic published by SME Corp Malaysia. 
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Insert Figure 1 about here 

In ASEAN, cooperation among SME development began way back in 1995, when 

fostering SME development became one of the priority areas in respect of policy focus 

and resources. The ASEAN SME Agencies Working Group (SMEWG), which 

comprises representatives from ASEAN SME agencies, was formed to formulate 

policies, programmes and activities on SME development. The SMEWG serves as a 

consultative and coordination forum to ensure the development of SMEs under the on-

going process of ASEAN integration and support the establishment of the ASEAN 

Economic Community. SME Corp. Malaysia is the Malaysian Focal Point for this 

working group (Figure 1). 

This paper aims to give an overview of what are the strategies, initiatives, 

programmes, challenges and how the small and medium enterprises (SMEs) in Malaysia 

embrace to all the opportunities as well as the challenges under the establishment of the 

AEC in 2015. Failing to have in- and fore-sight of huge AEC potential is a great 

appalling for SMEs in the region 

The paper is organised into three parts. First, description of background profile of 

the SMEs in Malaysia. Second, evaluation of the existing initiatives, programmes, 

opportunities and challenges faces by Malaysia SMEs, and third, way forward, 

suggestion on the direction of SMEs under the AEC framework. 

 

2.   BACKGROUND 

 

Malaysian government has a strong believed on the role of SMEs as an engine 

growth for achieving high income nation by year 2020. It is because SME in Malaysia 

constitute of 97.3 percent of all business establishment and contribute to 59 percent of 

employment opportunities. Malaysian government optimisms that the SMEs could 

contribute more to the development of the nation as compared to present. For that, 

government has set up a SME Masterplan which act as a game changer to accelerate 

growth in year 2020. In the SME Masterplan, it is targeted that by 2020 SMEs will 

contribute at least 41 percent of the GDP, 62 percent of the employment and 25 percent 

of total export. Currently, SME in Malaysia contributed approximately 33.1% of total 
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GDP, 59.5% of total employment and contributed 28.4% to the exports of the country 

in (NSDC 2015). 

Under the Eleven Malaysia Plan (11MP) for the period 2015 to 2020, government 

of Malaysia through SME Corporation Malaysia (SME Corp. Malaysia) as the agency 

tasked to coordinate and drive the SME Masterplan trying hard to empower and equip 

SMEs with the required capability and capacity to meet the challenges of an 

increasingly competitive business environment. Therefore, SME Corp concentrated on 

the implementation of the six High Impact Programmes (HIPs) which is critical for the 

success of the Plan. At the same time, the Plan also enlisted 26 other supporting 

measures to reinforce the ecosystem. The prudent implementation SME Masterplan 

under the Eleven Malaysia Plan is believed to be key success to achieving the developed 

nation status. 

Definition of SME varies between countries. In Malaysia, the definition of SME is 

based on two categories. One is for manufacturing sector and second for services and 

other sectors. For the manufacturing sector, SMEs are defined as firms with sales 

turnover not exceeding RM50 million or number of full-time employees not exceeding 

200. While for the services and other sectors, SMEs are defined as firms with sales 

turnover not exceeding RM20 million or number of full-time employees not exceeding 

75. There are three SME size in Malaysia. First is medium size, second is small size and 

last is micro. For detail characteristic of SMEs size, please refer to Figure 2. 

 

Insert Figure 2 about here 

Based on the Economic Census 2011 which was officially released in September 

2012, the distribution of business establishment for SMEs in Malaysia are 90% in 

services sector or 580,985 establishment, 6% or 37,861 establishment in manufacturing 

sector and 3% or 19,238 establishment in construction sector. The remaining 1% (6,708) 

in the agriculture sector and 0.1% in the mining and quarrying sector. 

In term of SMEs size, micro enterprises control approximately 77% of all SMEs in 

Malaysia followed by small enterprises (20%) and medium enterprises (3%). Based on 

region, most of the SMEs (19.5%) are in Selangor, 13.1% in Wilayah Persekutuan and 

10.7 in Johor. Refer to Figure 3 for detail distribution of all sectors, Figure 4 for 
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distribution between sizes of enterprises and Figure 5 for concentration of SMEs based 

on region. 

Insert Figure 3 about here  

Insert Figure 4 about here 

 Insert Figure 5 about here 

With  this  very  strong fundamental,  moving  ahead,  the  on-going trade  

liberalisation through the ASEAN Economic Community (AEC) is expected to open 

‘new doors’ for market opportunity and access to greater resources. Now as Malaysia 

steps into the final phase of its journey towards achieving a developed nation status, it is 

imperative that SMEs address these challenges and find new niches in the Fourth 

Industrial Revolution, for SMEs to assume a bigger role in the country’s development 

process. 

 

3.   CHALLENGES 

 

With the inception of AEC at the end of 2015, SMEs has to adapt to the current 

globalisation trend of business environment in order to remain relevant in the industry. 

Regionalisation has become ever more important in the under the AEC. Wise strategies 

are needed to smoothen the transition for businesses to integrate into the regional 

market. Despite of enjoying lower trade and non-trade barriers, better regulations 

pertaining to licenses and permits for operating in the regional market are also being 

reviewed and streamlined to becoming more business-friendly, SMEs are facing stern 

competition from regional SMEs. 

The challenges are more eminent with the launched of Industrial Revolution 4.0. 

New definition and better approached of doing business have side-lined traditional 

business. Success story of Facebook, Alibaba and UBER are only beginning of a long list 

of new companies with new approached in doing business. Falling to change and refuse 

to adapt to new, relevant and bold strategies will wipe out traditional business entity from 

business world. A lot of example has been highlighted in the study case and academic 

articles.  

Under the SME Masterplan there are six challenging areas to be addressed in order 

to empower SMEs. These challenges are; 
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i. Innovation and Technology Adoption  

ii. Human Capital Development 

iii. Access to Financing 

iv. Market Access 

v. Legal and Regulatory Environment 

vi. Infrastructure 

 

During the 27
th

 ASEAN Summit meeting in 2015, ASEAN SME Agencies 

Working Group (SMEWG) has launched the ASEAN Strategic Action Plan for SME 

Development (SAPSMED 2016-2025). The Action Plan serves to strengthen the 

engagement with SMEs, including microenterprises, in an increasingly competitive 

economic environment. The aim of the Action Plan is to prepare the SMEs to face the 

current challenges under the globalization era and support the growth and development of 

SMEs towards creating globally competitive and innovative SMEs by 2025. The five 

goals of the Action Plan are to promote technology, productivity and innovation; 

increase access to finance; enhance market access and internationalisation; enhance the 

policy and regulatory environment; and promote entrepreneurship and human capital 

development. 

To achieve the above mentioned AEC’s goals and objectives and to overcome 

those challenges,  NSDC  has come  up  with few  strategies  and programmes to  

ensure that those challenges will be contained and the opportunities will be secured. 

 

4.   STRATEGIES, INITIATIVES, PROGRAMMES AND INCENTIVES 

 

The government's commitment to SMEs has been evidenced by the establishment 

of Small and Medium Industries Development Corporation (SMIDEC) since 1996. 

SMIDEC is responsible for providing loans and grants for capacity building, start-ups, 

expansion, branding, and certification of SMEs. It also promote development via 

linkages, provide skills training  and implement development programs. 

With the growing potential of SMEs as an engine of Malaysia growth, Malaysia 

government has set up National SME Development Council (NSDC) in 2004 as a 

highest policy making body in promoting  a  more  holistic  and  coordinated  approach  
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in  SME development.  The  Council  is responsible body to steer Malaysian SME 

development by setting the strategic direction and formulating policies to promote the 

growth of SMEs across all economic sectors. In 2012 the Council under the SME 

development framework has come out with SME Masterplan which chart out direction of 

SME until 2020 with the objective to achieve high income nation status. The SME 

Masterplan has four Goals (i. to increase business formation, ii. to raise labor 

productivity, iii. to expand number of high growth and innovative firms and iv. to 

intensify formalization), and six Focus Areas (i. innovation and technology, ii. market 

access, iii. human capital development, iv. legal and regulatory framework, v. access to 

financing and vi. infrastructure and security). To ensure to achieve these four goals, the 

SME Corp has come up with six High Impact Programs (HIPs). These High Impact 

Programmes design by SME Corp are 1: integration of registration and licensing of 

business establishments 2: technology commercialisation 3: SME investment 

programme (SIP), 4: going export (GoEx) program,  5: catalyst programme, and 6: 

inclusive innovation. 

 

Insert Figure 6 about here 

The Malaysia government is very committed in providing necessary infrastructure 

for the development of the SMEs so that the Malaysian SMEs become leading economic 

impetus. In every annual budget government has assigned huge allocation for SMEs. 

For instance in 2016 budget, the government has set aside a total of RM9.5 billion for 

long-term development of SMEs, including RM107 million under the SME Masterplan 

to continue with the implementation of the above mentioned High Impact Programmes. 

The Malaysian government through SME Corp has come out with wide range of 

programmes, strategies and initiatives in line with SME Masterplan to equip Malaysian 

SMEs so that they can compete and penetrate not only at ASEAN level but at global 

level. Malaysia under the execution of SME Corp has formulated number of initiatives 

and programmes that aim to increase capacity, competitiveness, export prospects, 

branding and compliance to international standards for SMEs products.  Among  recent  

initiatives that cover the product development, business strategy, marketing 

incentives, on-line platform and access to financing especially for Bumiputra. Those 

selected programmes meant to empower local SMEs are; 
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4.1    BRAND DEVELOPMENT 

The programme aims to enhance further the quality and visibility of 

Malaysian product at local and international market. There are two programmes 

under this category. 

4.1.1  Branding and Packaging Mobile Gallery 

The programme was developed to help all SMEs especially rural SMEs to 

provide awareness on the importance of branding and packaging, disseminate 

information and provide advisory services on branding and packaging and 

provide fundamental training to rural SMEs across the country. 

4.1.2    National Mark of Malaysian Brand 

SME Corp in collaboration with SIRIM QAS International Sdn. Bhd. 

developed the National Mark of Malaysian Brand, a certification scheme that 

depicts, the quality, excellence and distinction of products and services of 

Malaysian companies. Through this effort, the government hopes to change the 

perception that local products are of lower quality, reliability and low packaging 

standards than big brand names. Under this programme, only selected 

participating Malaysian companies with high quality product or services will be 

given the right to carry the National Mark of Malaysian Brand for the period of 

two years. In order to retain the Mark, auditing and monitoring measures will be 

done periodically to ensure adherence to the criteria set. 

4.1.3    Halal Mentoring Programme 

Halal product and services has huge potential to penetrate AEC market. 

Under the product development programme, Halal Industry Development 

Corporation (HDC) has appointed Nestlé Malaysia as a mentor to set a standard 

and best practices on Halal product. The programme also aims to establish a 

strategic collaboration to promote the potential of business opportunities towards 

enhancing the capabilities of local SMEs in the Halal Food and Beverages (F&B) 

industry. 

 

4.2   BUSINESS ACCELERATOR PROGRAMME 

Business Accelerator Programme (BAP) is an integrated assistance 

programme to enhance capabilities of small and medium enterprises (SMEs) 
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through business advisory and financial support. The Programme supports a 

wide range of capacity building initiatives to assist SMEs to grow their 

businesses locally and abroad. 

4.2.1    Bumiputera Enterprise Enhancement Programme (BEEP) 

The Bumiputra Enterprise Enhancement Programme (BEEP) is a 

specialized programme which aims to create and develop competitive, resilient 

and dynamic Bumiputera SMEs through a comprehensive integrated assistance 

with hand-holding approaches including strengthening their core business, 

building capacity and capability, increase productivity and facilitating access to 

financing consisting. It is because out of  all business establishment the 

Bumiputra only constitute 37%. In 2017 government through SME Corp has 

allocated RM5.6 billion for BEEP programme. 

4.2.2    Tunas Usahawan Belia Bumiputra (TUBE) 

The Tunas Usahawan Belia Bumiputera (TUBE) programme is a 

government initiative to encourage youth to venture into business. The objectives 

of this programme are: i. To acculturate entrepreneurship; ii. Paradigm shift from 

job seekers to employment providers; and iii. To create resilience and 

sustainability of entrepreneurs. The programme was launced with an initial 

allocation of RM10 million in 2016. The programmes mainly to inculcate and 

develop Bumiputera youths aged between 18-30 years to participate in 

entrepreneurship. The programme includes both mental and physical endurance, 

and participants will be exposed to the landscape and challenges of the business 

world. To ensure the success of the programme, SME Corp provides RM15,000 

in the form of grant to assist them in starting the business. 

4.3   GO-EX PROGRAMME 

The programme is one of the High Impact Programmes (HIP) of the SME 

Masterplan and developed as part of the Government’s initiatives to guide and 

enhance the growth of exports of Malaysian SMEs. MATRADE was appointed 

as the implementing agency of the programme to nurture local SMEs to become 

more resilient and competitive in the international market place. This programme 

is aimed at addressing challenges faced by SMEs on new market entry due to the 

high upfront costs and the lack of detailed knowledge about new markets and 

http://www.smecorp.gov.my/images/pdf/GarisPanduan_Definisi_Baharu_PKS_updated.pdf
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competitors. The programme is targeted at export ready companies or high 

potential exporting companies venturing into new products or new markets. The 

programme will provide customized advisory and marketing assistance by 

appointed Market Advisors and Market Linkers to SMEs to significantly improve 

their export performance. 

4.3.1    Galakan Eksport Bumiputra (GEB) 

The programme was launched during the 11th Malaysia Plan. It is jointly 

operated by SME Corp Malaysia and Majlis Amanah Rakyat (MARA), 

MATRADE and Exim Bank. The objectives of the programme are to increase 

number of qualified and high performing Bumiputera SMEs with export market 

potential and to create network and supply chain among Bumiputera SMEs. The 

government has allocated RM200 million for next five years to assist Bumiputra 

companies to penetrate ASEAN market. 

 

4.4   DIGITAL MALAYSIA 

Digital Malaysia programme was launched in 2012 to advance the country 

to become a developed digital economy by 2020. Digital Malaysia aims to tap 

global demand for digital products and services, increase citizen income and 

unlock entrepreneurship potential for the bottom 40% household income (B40) 

group, empower the next generation workforce with digital skillsets and the 

productive use of digital tools, and to drive technology adoption amongst 

Malaysian SMEs to enhance productivity. To achieve these goals, the government 

has established a number of key initiatives to develop the e-commerce industry. 

Among others are as follows: 

4.4.1    Enabling e-Payment for SMEs 

Enabling ePayment for SMEs and Microenterprises is a project under the 

Digital Malaysia initiative aimed to increase the adoption of ePayment among 

SMEs. Due to the cost constraint and intricate process of ePayment, SMEs and 

Micro Enterprises are facing difficulties in acquiring ePayment capability. With 

this initiative, SMEs and Microenterprises are being enabled to accept ePayment 

via means of simplifying the acquisition process and lowering its cost. It will also 
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accelerate the adoption of ePayment with the distribution of affordable Point-of-

Sale (POS) terminals. 

4.4.2    eTRADE PROGRAMME 

The eTRADE programme was implemented by Malaysia External Trade 

Development Corporation (MATRADE) in association with SME Corp in 2012. 

It aims to accelerate Malaysia’s exports through the participation of Malaysian 

SMEs in leading international e-marketplaces. The three core activities 

undertaken through the eTRADE programme involve selection of international e-

marketplace, awareness and outreach programmes, as well as on-boarding the 

qualified SMEs on the e-marketplace. Two leading programme under the 

eTRADE are Business to Business (B2B) e-marketplace and Business to 

Consumer (B2C) e-marketplaces. These programmes are in collaboration with 

leading international e-marketplaces such as Alibaba, TradeIndia, Amazon, 

eBay, JD, TMall, Suning, Kjt.com and Yhd.com. 

 

4.5   FINANCING PROGRAMMES 

One of the biggest challenge of the SMEs to go global is limited access to 

financing facilities. Financial access can help firms start up and expand SMEs 

through inter alia development of new products and production processes, and 

investment in human capital. A variety of financial services (credit, savings, 

insurance, and payment facilities) are crucial for growth in the SME life cycle. 

Malaysian government in collaboration with few registered financial institution 

are determined to providing financial assistance to eligible SMEs. Here are few 

example of those assistance from the government 

4.5.1    Shariah-compliant SME Financing Scheme (SSFS) 

To provide financing assistance to eligible Malaysian SMEs whereby the 

Government of Malaysia has agreed to pay 2% of the profit rate charged on the 

financing provided by Participating Financial Institutions. SMEs which 

currently comply with eligibility criteria and having Shariah-complient 

facilities can be granted of maximum of RM1 billion for financing 

applications from 1/1/2016 until 31/12/ 2017. 
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4.5.2     Soft Loan for SME (SLSME) 

The SLSME was launched since December 2001 to promote the 

development of SME in Malaysia. This Scheme assists existing as well as newly 

start-up enterprises in project, fixed assets and working capital financing. The 

fund for this Scheme is channelled by the Government of Malaysia via SME 

Corporation Malaysia to MIDF for the implementation of the Scheme. By 2020, 

the Project is expected to generate 1.125 million ePayment merchant outlets 

points enabled by Electronic Funds Transfer Point-of- Sale (EFTPOS) terminal. 

 

5.   WAY FORWARD  

 

Given the current sluggish global economy and high degree of uncertainty, SME 

business are likely to face a more challenging year ahead. The growth is premised on 

barring any sharp deterioration in external demand, volatility in financial markets due to 

uncertainty in the policy direction of developed markets and also unexpected fall in 

domestic demand. Moving forward, SMEs are very much interested in boosting export 

and diversifying into new markets, participating in international trade and customising 

its products or services according to international standards. The formation of AEC is 

purely opportunity for Malaysia SMEs to go abroad and tap very dynamic and fast 

growing region. However, blunder mistake could have adverse impact on Malaysia 

SMEs. Well planned strategies and prudent programmes implementation with solid prior 

economics knowledge could be advantages to the Malaysia SMEs. 

The integration of the ASEAN economy through the AEC will continue in stages. 

As the region’s leading engine of growth, SMEs are a huge priority in the integration of 

the ASEAN economy. Their continued development and expansion is crucial to the 

growth, competitiveness, and stability of the region. Malaysian SMEs should take the 

opportunity of AEC as Malaysian products have a high reputation in terms of quality, 

safety and design. Malaysian Halal products are also regarded highly and thus, this is an 

opportune time for domestic SMEs to capture a larger market share within ASEAN. 

There are abundance of opportunities for companies to grow as the region provides 

avenues through an integrated channel for bigger network and market accessibility. As 

such, ASEAN will continue to steer the course towards the launch and implementation of 



 

12 
 

the AEC and beyond, in order to preserve the region’s competitive edge and foster 

closer cooperation and ties among member nations. 
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Figures 

 

 

Source: Source: SME Corp. Malaysia 

Figure 1: ASEAN SME Working Group 

 

 

Source: Source: SME Corp. Malaysia 

Figure 2: Definition of SME in Malaysia 
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Source: Source: SME Corp. Malaysia 

Figure 3: Distribution of SME’s in Malaysia 

 

 

Source: Source: SME Corp. Malaysia 



 

15 
 

Figure 4: Distribution of Business Establishment for Micro, Small and Medium 

Enterprises in Malaysia 

 

 

Source: Source: SME Corp. Malaysia 

Figure 5: Concentration of SMEs based on regions 

 

 

Source: Source: SME Corp. Malaysia 

Figure 6: NSDC Strategies and SME Development Framework 


