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ABSTRACT 

 

SMEs represent a backbone of Malaysian economy. Their internationalization is no longer a 

choice but is a necessity that allows grow and global expansion. This study is meant to be both 

descriptive and explanatory study which aims to assess the environment of internationalization of 

Malaysian SMEs by looking to the incentives and drivers that enable them expanding their 

activities and operations abroad. The findings show the extensive assistance of the governmental 

institutions through the establishment of multiple plans, schemes, initiatives and incentives 

applied for typically all industries and designed to relate the local SMEs with the global chain via 

programs such as industrial linkage and global suppliers program. Export is the mode that is 

mostly followed while the implementation of ICT and E-commerce are still at a low level. The 

results indicate that efficient outcomes are not yet engendered which may be attributed to the 

lack of awareness or the inefficiency of the implementation of all these actions. Therefore, there 

is a need to review the institutional actions and better assessment of the drivers.  
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CHAPTER ONE 

INTRODUCTION 

 

This chapter introduces the research and discusses the state of SMEs in Malaysia as well 

as their contribution to the three economic sectors namely: manufacturing, agriculture 

and services. It also presents some issues and challenges that face SMEs in Malaysia. 

 

1.1. Introduction 

As the global marketplace continues towards further development, Small and Medium-

sized enterprises (SMEs) provide an effective tool for achieving economic growth. Small 

businesses make a major contribution to economic development and employment 

generation with local communities and national economies. The development of SMEs is 

moving to the top of policy makers’ agendas. SMEs account for over 95% of enterprises 

and 60-70% of employment in OECD countries and considered as an essential driver for 

creating job, social cohesion, innovation and growth in advanced industrialized countries, 

as well as in emerging and developing economies (OECD 2004).  

 

The increasing integration and globalization have lead to recognizing of SMEs as a 

diverse, important as large sector in both developing economies and economies in 

transition. The formal recognition of this role has come from the G-8 Group, which 

indicated - during its meeting in Denver in 1997, the considerable contribution of this 

sector to economic dynamism and employment in the most industrialized countries and 

acknowledged that this experience would yield sustainable development if replicated in 

developing countries (Raynard & Forstater, 2002). 
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Operating in overseas markets strengthen a firm competitiveness from international 

competition, boost its involvement in those markets and turns it out to be a key player in 

its domestic market (Lages and Montgomery, 2004). Domestically, internationalization 

creates social prosperity, helps national industries to improve productivity, engenders 

foreign exchange, supports socio-economic development, diminishes the national deficit 

and enhances employment opportunities. 

 

Although domestic markets may allow firms to grow, it does not guarantee firm survival. 

For SMEs, the existence of large leading firms competing on the global market creates 

threats such as stronger competition, higher barriers to entry and power asymmetries in 

value chains. However, it also provides new business opportunities for innovation and 

new export markets through both upstream and downstream activities with the large firms 

and interaction between SMEs themselves. Generally, smaller firms are faced with a 

variety of difficulties to overcome these challenges, and often suffer from their limited 

size and resources. They also have limited knowledge and experiences in the 

international level. But the increasing advances in telecommunication and technologies 

have considerably opened new perspectives for SMEs to be involved in global market 

throughout the reduction of the costs and risks. This makes it likely for a number of 

SMEs to learn from their global ventures and further exploit opportunities in foreign 

markets.  

 

Successful transformation and growth of the economy require SMEs to utilize the 

existing resources and leverage on new market opportunities. Internationalization is 

increasingly becoming part of the current reality of doing business among SMEs 

particularly with the advent of globalization. SMEs’ internationalization has expanded 

due to technological development, markets deregulation, the liberalization of world trade 

and the emergence of regional economic cooperation agreements. Typically, SMEs are 

more resource-constrained (Coviello & McAuley, 1999), but even as such, these firms 
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can successfully operate in foreign markets (Oviatt & McDougall, 1994) and are able to 

access to valuable resources through their international activities.  

 

However, deciding to enter a new markets represent one of the most challenging options 

for SMEs. The psychic distance, such as differences in terms of legal, political and 

cultural factors between the local and the new foreign market makes the process of 

internationalization difficult for SMEs (Johanson & Vahlne, 1977). This is due to the 

characteristics of SMEs which are typically having lack of international experience, 

limited financial and personal resources. These factors often are regarded as major 

barriers for successful foreign expansion of SMEs. Consequently, SMEs are typically risk 

adverse (Baird, Lykes, & Orris, 1994) and prefer to establish in countries that are 

characterized by a low perceived psychic distance and a low perceived degree of 

uncertainty (Johanson & Vahlne, 1977).  

 

Changes in the international business environment make SMEs experiencing increased 

competition as foreign firms gain access to local markets, which means that no market is 

completely safe from competition. Within these conditions, SMEs need to be supported, 

guided and nurtured by the governments for certain time until they develop their own 

capabilities and strengthen their competitiveness which allows them to face and compete 

with foreign firms. The supportive actions may be in the form of incentives, tax 

exoneration, subsidiaries, export training, trade barriers, and so on. 

 

1.2. Background 

SMEs sector in Malaysia continue to play a vital role in the country's industrialization 

program and represent the backbone of industrial development in the country (Saleh and 

Ndubisi, 2006). Due to their increasing number and nature of operations, the role of 

SMEs in promoting endogenous sources of growth and strengthening the infrastructure 

for accelerated economic expansion and development in Malaysia has been recognized. 
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Apart from their large numbers and contribution to generating income through exporting, 

Malaysian SMEs are also known to provide new job opportunities, introduce innovations, 

stimulate competition, and assist big companies (Hashim and Wafa, 2002).  

 

1.2.1. Definition of SMEs 

In 2005, a common definition of SMEs across all economic sectors was approved by the 

National SME Development Council (NSDC) for adoption by all Malaysian Government 

Ministries, Financial Institutions, and Agencies involved in SME development. 

Generally, SMEs are defined in two groups with three categories for each: Micro, Small, 

and Medium (NSDC, 2008). 

 

A. Manufacturing 

"Small and medium enterprises in the manufacturing, manufacturing-related services and 

agro-based industries are enterprises with full-time employees not exceeding 150 or with 

annual sales turnover not exceeding RM25 million."  

 

B.  Services, Primary Agriculture and Information & Communication Technology 

(ICT) 

"Small and medium enterprises in the services, primary agriculture and Information & 

Communication Technology (ICT) sectors are enterprises with full-time employees not 

exceeding 50 or with annual sales turnover not exceeding RM5 million." 
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Table 1: Definition of Malaysian SMEs  

Manufacturing Services & Agriculture 

Based on full-time employees 

Micro Less than 5 employees less than 5 employees 

Small 05 to 5o employees 05 to 19 employees 

Medium 51 to 150 employees 20 to 50 employees 

Based on annual sales turnover 

Micro Less than RM250.000 less than RM200.000 

Small RM250.000 to RM10 million RM200.000 to RM1 million 

Medium RM10 million to RM25 million RM1 million to RM5 million 

    

Source: NSDC (2008) 

 

1.2.2. Malaysia’s SMEs sector 

According to SME Annual Report 2007, SME sector in Malaysia accounts for 99.2 %, or 

518,996 of total establishments in the three key economic sectors, namely manufacturing, 

services and agriculture with 56 percent of total employment and contribute 32 percent to 

gross domestic product and 19 percent of total exports of the nation. The growth in 

productivity of SMEs rose to 5.3%. Geographically, the majority of manufacturing 

companies in Malaysia are located in the West Coast of Malaysia, which is industrialized 

and has ports facilities. Johor shelters the largest concentration of manufacturing 

companies such as textiles and apparel and the wood-based industries due to the 

availability of cheap labor and logging activities, with 17.5 per cent, followed by 

Selangor (16.7 per cent), Perak (9.4 per cent) and Pinang (8.7 per cent). Most of SMEs in 
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Selangor are in the transport equipment and electrical sectors while in Johor, there is a 

large concentration in the textiles and apparel and the wood-based sectors. Major parts of 

other sectors (such as food and food-related manufactures) are concentrated in the states 

of Perak and Johor. This is attributed to the vast forest concentration in Johor and Perak, 

and the deforestation in Selangor is appropriate to provide communication and 

transportation infrastructure to link the nation’s capital city with other parts of Malaysia 

and the world (Saleh & Ndubisi, 2006). 

 

1.2.2.1. The Manufacturing Sector 

In 2007, 96.5% or (39,436) of establishments in the manufacturing sector were SMEs, 

contributing 30.7% of total manufacturing output and 26.3% of total value added. 

402,496 or (31.6%) of the total workforce was employed in this sector. the table below 

summarizes total output, value added and employment both in terms of value and 

percentage share of manufacturing share.  

 

Table 2: Total Output, Value Added and Employment of SMEs 

 Value level 

Percentage Share of 

Manufacturing 

Sector (%) 

Growth (%) 

 2006 2007 2006 2007 2007-2007 

Total Output 88,266 94,356 29.31 30.74 4.91 

Value Added 17,798 19,251 25.66 26.33 8.16 

Employment 402,496 413,397 31.21 31.62 4.91 

 

Source: SMEs Annual Report 2007.   
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As for the distribution of SMEs’ output in the Manufacturing Sector shown in the 

following,  the food products and beverages sub-sector recorded the largest contribution 

among SMEs, accounting for 32.3% share of total output, Followed by chemicals and 

chemical products that recorded a 16.5%, rubber and plastic products 10.2% and furniture 

4.1% of the total output. These industries accounted for 63%, valued at RM59.5 million, 

of total output by SMEs in the same year. The growth in productivity of SMEs in 2007 

rose to 5.3%, with a value of RM46.6 million up from RM44.2 million in 2006. The 

productivity gain was attributed to higher value added creation and capacity utilization in 

selected sub-sectors. The high productivity growth recorded in the Chemicals and 

Chemical Products (11.4%) and Petroleum Products (8.4%) sub-sectors is due to 

continued investments in modern technology and advanced production processes which 

resulted on the delivery of higher value added products and services. 

 

Figure1: Distribution of SMEs’ Output in the Manufacturing Sector 

 

 

 

 

 

 

 

 

 

Source: SMEs Annual Report 2007.  
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Year 2007 witnessed the continuous improvement of labor cost competitiveness of SMEs 

in the manufacturing sector, with a 2.7% of decline. This is due to the higher growth of 

productivity (5.3%) as compared with labor cost per employee of 1.3%. 

 

1.2.2.2. The Agriculture Sector 

The agriculture sector contributed 7.7% of the GDP and 12.1% of total employment in 

2007. The sector generated export earnings of RM82 billion as a result of favorable 

commodity prices in the international market. Furthermore, the sector recorded a 

productivity growth of 2.8% in 2007. In 2005, there were 34,188 SMEs in the agriculture 

sector and 93.1% (31,838) consist of micro establishments. SMEs contribute 42.1% 

(RM8.7 billion) to total output of the industry. The agriculture sector comprises of estates 

or plantation companies and the SMEs in the farming sector. Plantation companies are 

involved in the cultivation of export oriented crops such as oil palm and rubber. The 

SMEs are mainly involved in the cultivation of both food and non-food crops, livestock 

breeding, fisheries and aquaculture. In 2005, a total of 526,257 SMEs were involved in 

the cultivation of the following types of crops: Fruits 30.0%, Industrial Crops 1 29.5%, 

Paddy 29.4%, Vegetables 7.7%, Cash crops 2.6%, Herbs and spices 0.9%, Forest 

plantation and other crops 0.1% 

 

The productivity of Malaysian agricultural workers in 2006 increased to USD16,040 

compared to USD10,594 in 2005, ahead of counterparts in Asia such as Philippines 

(USD5,250), (USD3,651), India (USD3,379), PR China (USD3,270) and Indonesia 

(USD2,872). The reason behind is the higher commodity prices especially oil palm and 

rubber resulting in higher farm income 
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1.2.2.3. The Services Sector 

The services sector represents the major contributor to the economy, contributing 53% to 

GDP in 2007. In the same year, output growth in the sector strengthened to 9.7% 

compared to 6.8% in 2006. This was attributed to the expansion in finance, strong 

domestic consumption, insurance activities and the intensification of business and 

tourism activities. The services sector recorded a productivity growth of 5% to a level of 

RM54,229 in 2007 up from RM51,653 in 2006. The growth was substantially driven by 

improved efficiency and higher ICT usage. 

 

It is clear, therefore, that SMEs in Malaysia are distributed in all sectors of activities and 

are playing an increasing role in the local economy. In addition to the employment and 

wealth that they may generate, the involvement of SMEs in a diversified range of 

activities strengthens the diversification of the overall economy, necessary for reducing 

risk of the economy’s dependency to a limited number of activities. Regarding their 

seize, Malaysian SMEs are flexible and can respond faster to various opportunities that 

may appear at any time in the global market, as well as to exploit local opportunities that 

can give them an advantage to supply multinational firms that operate in the South East 

Asian region. 

 

1.2.3. Some Issues and Challenges Facing SMEs in Malaysia 

Small and Medium-sized Enterprises in Malaysian are still massively dependent on the 

local market. According to a survey conducted in 2004 by National Productivity 

Corporation (NPC) and Small and Medium Industries Development Corporation 

(SMIDEC), Malaysian SMEs export only 26 per % of their total output and their 

domestic market share is being challenged by the inflow of more competitive products 

from neighboring countries and other new emerging economies. 

According to Saleh and Ndubisi (2006), Malaysian SMEs are facing many domestic and 

global challenges impeding them to achieve economies of scale and compete in the 
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international market. These challenges are; the limited skilled human capital resources, a 

substantial orientation towards domestic markets rather than global market, a low level of 

technology, technological capabilities and ICT penetration, low levels of research and 

development (R&D), a high level of international competition (i.e. from AFTA, India and 

China), a high level of bureaucracy in government agencies and internal sourcing of 

funds. 

 

1.3. Problem Statement  

SMEs may play a central role in developing the private sector and integrating into global 

economy as efficient way to alleviate poverty in developing countries (Raynard & 

Forstater, 2002). To effectively participate in global markets, SMEs are required to have 

and maintain significant capabilities in different areas ranging over the industry value 

chain, including production, design, distribution, branding, and marketing (Abonyi, 

2003).  The borderless world exposes SMEs to many challenges that affect their 

businesses both domestically and internationally. Etemad (1999) concluded that 

“entrepreneurs and emerging businesses must learn about global business to thrive 

alongside larger firms already in the international marketplace.” 

 

Malaysia’ bilateral FTAs and the Association of South East Asian Nations (ASEAN) 

Free Trade Agreement (AFTA) have resulted on an increasing intensification of 

competition. As such, Malaysian companies are obligated to enhance their 

competitiveness and comply with the necessary standards to be better ready for foreign 

competition. The internationalization of Malaysian SMEs represents a concern that took 

place in the planning of entrepreneurs simultaneously with the opening of the local 

market. This fact has provided the insight that the world market would offer more 

opportunities and unlimited scope for growth that Malaysian SMEs can exploit to become 

part of the global chain.  
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Historically, efforts to understand internationalization of businesses have focused 

extensively on large multinational companies (McDougall & Oviatt, 2000). Practitioners 

and academics have observed that a little has been done to help the managers of SMEs to 

penetrate successfully foreign markets. The research on the internationalization of firms 

based in emerging markets has been focusing on large firms such as the Mexican Cemex, 

Brazilian AmBev, Chinese Lenovo, and Indian Tata (Yamakawa, Peng and Deeds, 2008). 

Accordingly, research on the internationalization of SMEs in developing countries is still 

in an infant stage (Kuada & Sörensen, 2000). In their review of SMEs 

internationalization literature Coviello & McAuley (1999) have found that out of sixteen 

recent empirical studies done between 1992 and 1998 only one has been conducted in 

developing countries. For example, there have been few systematic studies of the export 

strategies and their performance’s implications as adopted by firms from emerging 

economies (Aulakh et al, 2000). 

 

However, there is a lack in our understanding about the overall environment of 

internationalization of Malaysian SMEs, and how it allows the firm to strengthen it 

competitive advantage, improve its competitiveness and identify international business 

opportunities. Also a little is known about the governmental and institutional support 

towards SMEs and the forms of this support whether, promotions, incentives, subsidies, 

or tax exonerations. Consequently, the modes of entry that are mostly shaping the 

international activities of SMEs as well as the internationalization pattern and trends also 

are not yet well known. Thus, the existence of this study which aims to investigate all this 

issues and provide evidence that may be useful for both SMEs and policy maker. 

 

1.4. Research Question 

Certain questions need to be addressed in the context of this study, including:   

1. Within the current business environment, what are the factors that can help Malaysian 

SMEs to internationalize?  
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2. What are the kinds of governmental and institutional incentives that are offered to 

SMEs willing to engage in international operations?   

3. What are the current trends and patterns of internationalization that shape SMEs sector 

in Malaysia? 

 

1.5. Research Objectives 

The major objectives of this study are as follow: 

1. Examine the various kinds of incentives aimed to enable Malaysian SMEs 

internationalize their businesses activities, 

2. Evaluate the most attractive drivers of internationalization among Malaysian SMEs, 

and 

3. Identify the pattern and trends of the internationalization among Malaysian SMEs. 

 

1.6. Research Significant   

Although there have been a great deal of research on internationalization in the literature 

studies, these studies have been primarily conducted over large companies in which it has 

been found that they have a better ability to enter foreign markets due to their resources, 

capabilities, and market knowledge. In other hand, most of the studies on SMEs 

behaviors, activities, nature, and development are conducted in the developed world. A 

little research has been done on SMEs in developing countries. In despite of their sheer 

number, SMEs in Malaysia did not attract as much attention from scholars as should be. 

Thus, a lack of understanding about their behavior does exist, and it is larger when it 

comes to the topic of their internationalization. Therefore, this study provides a 

significant insight to the policy makers and the overall Malaysian economy. 
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The study is also important because it represents a an attempt to rigorously identify 

successful evidence of internationalization of SMEs within the environmental 

perspective, providing, therefore, a considerable insight to policy makers, managers, and 

researchers by addressing a number of key issues that affect Malaysian SMEs’ future 

international development and competitiveness in the global market. 

 

1.7. Limitation of the Research 

The limitations of this study can be attributed to two factors. The first factor concerns the 

time which is limited and did not allow for deep examination of the issue nor to go 

through further ramifications, necessary to better look into all the relevant strands of the 

study. The second limitation is related to the use of secondary data which is being 

recognized as less accurate compared to primary data. This choice was basically more 

appealing because the use of primary data would have required much more time.   
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CHAPTER TWO 

LITERATURE   REVIEW 

 

Besides reviewing the literature in terms of both SMEs concept and internationalization 

concept in this chapter, whatever factors, drivers and models that may impact the SMEs 

internationalization will also be reviewed in this chapter. First, the concept of 

internationalization is through Uppsala model, Transaction cost approach (TCA), 

Network Model and International Entrepreneurship Theory (IET), as well as the concept 

of born global firms. After that, the chapter discusses the concept of SMEs, their entry 

modes to foreign market, their adoption of E-commerce, their involvement in networks, 

and the role of Government towards their development. 

 

2.1. Concept of internationalization 

Certain scholars tend to define ‘internationalization’ as the outward movement in a firm’s 

international operations (Johanson & Wiedersheim, 1975). Simultaneously, 

‘internationalization’ is defined as a process in which specific orientations or attitudes are 

combined with successive stages in the evolution of international operations (Wind et al., 

1973), or as a ‘sequential process of increased international involvement with the 

associated changes in organizational forms’ (Johanson & Vahlne, 1977). 

Research on internationalization area has tended to focus on large manufacturing firms. 

Many theories have tried to explain the phenomenon of internationalization through both 

economic and behavioral approaches. Coviello and McAuley, (1999) acknowledge that 

none of the theories and models can fully capture the actual internationalization of SMEs, 

which makes the integration of these theories and models recommended for 

understanding the process. 
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2.1.1. The Uppsala internationalization model 

A. Internationalization of the Firm (Johanson & Wiedersheim, 1975 

Referring to findings of several studies of international operations of four firms in 

Sweden, Johanson & Wiedersheim conceptualize in 1975 the internationalization process 

as an incremental process involving four stages with no regular export activities, export 

via independent representatives (agents), sales subsidiary, and production/manufacturing. 

The reason of the incremental character of internationalization is due to; 1) lack of 

knowledge about foreign markets, and 2) the tendency to avoid uncertainty. 

 

B. The Internationalization Process of the Firm (Johanson and Vahlne, 1977) 

Also based on Penrose’s theory of the firm growth and the behavioral theory of the firm, 

Johanson and Vahlne (1977) developed a theoretical model to explain the 

internationalization process of the firm. This model emphasizes the development of the 

individual firm, its gradual acquisition, and integration, and the use of knowledge about 

foreign markets and operations and its increasing commitment to foreign markets. In this 

dynamic model the outcomes of one cycle of events constitute the input to the next. There 

is a distinction between change and state aspects of internationalization variables. State 

aspects are market commitment (resource commitment to the foreign markets) and 

market knowledge about foreign markets and operations, whereas Change aspects are 

decisions to commit resources and performance of current business activities. The basic 

assumptions of the model are that lack of knowledge that is an important obstacle to the 

development of international operations and that the necessary knowledge can be 

acquired mainly through operations abroad.” (Johanson & Vahlne, 1977).  
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Figure 2: The Uppsala Model  

 

 

 

 

 

Source: Johanson & Vahlne, 1977, p.26 

 

A fundamental assumption is that market knowledge, including perceptions of market 

opportunities and problems, is acquired primarily through experience from current 

business activities in the market. Experiential market knowledge generates business 

opportunities that consequently represent driving force in the internationalization process, 

which is consequently assumed to be the first way of reducing market uncertainty 

(Johanson & Vahlne, 1977). While the experiential knowledge is considered unique to 

the company, the objective or general knowledge is considered as a public good that 

could be transferred at little or no cost. Lack of knowledge and resources is also 

considered as the most important constraint to internationalization. The concept of market 

commitment consists of two factors: 1) the amount of resources committed, and 2) the 

difficulty of finding alternative use for the resources and transferring them to alternative 

usage. There is direct relation between market knowledge and market commitment. 

Knowledge is considered as a resource and it is assumed that the better the knowledge 

about a market, the stronger is the commitment to the market. 

 

Change aspects include current activities and commitment decisions. Current business 

activities are considered the first source of experiential knowledge. The commitment 

decision, which refers decision to commit resources to foreign operations, is the second 

          State aspects                                                                   Change aspects 
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change aspect that depends on the nature of the decisions that are made and how they are 

made. Decisions are made in response to perceived problems and opportunities on the 

market. The model assumes that awareness of need and possibilities for business actions 

are dependent on experience. Commitment will be made in relation to current business 

activities.  

 

Three exceptions are implied regarding the small steps in additional market commitment: 

1) large resources implies that the consequences of commitments are small; therefore, 

large firms with surplus resources can take larger internationalization steps; 2) due to 

stability and homogeneity of market conditions, market knowledge can be gained in ways 

other than through experience, and 3) firms are offered with considerable experience 

from markets that share similar conditions, which enables them to generalize the 

experience. At the operational level, two patterns can be explained. The first is that the 

engagement of the firm in the specific country market develops according to the 

establishment chain (Johanson & Wiedersheim, 1975) which indicates an increasing 

commitment of resources to the market. The second stresses that firms enter new markets 

with greater psychic distance (including differences in culture, language, business 

practice, industrial development, and education). 

 

2.1.2. Transaction cost approach (TCA) 

Coase (1939), the founder of transaction cost approach, argues that costs of entering into 

transactions should be focused and well examined, which makes the internalization 

perspective very much related to the TCA. Therefore, the exemplary question in 

internalization theory is that should a firm assess the costs through internalization within 

its own boundaries (a subsidiary) or through some form of collaboration with an external 

partner (externalization) when deciding to enter a foreign market?  
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The internalization and TCA are both concerned with the minimization of transaction 

cost and the conditions underlying market failure (Dunning, 1988). The intention is to 

evaluate the characteristics of a transaction in order to choose the most efficient, i.e. 

transaction cost minimizing, governance mode. The internalization theory can be 

considered the TCA of the multinational firms. For instance, when a firm is to enter 

foreign markets, it may find the search costs for a nearby and familiar market more 

satisfactory than those for far markets. And it would externalize if it finds that it is 

cheaper to manage the internationalization through an intermediary 

 

2.1.3. Network Model of Internationalization 

This model was introduced by Johanson and Mattson (1988) and offers an external view 

to describe the internationalization of industrial firms in markets through networks of 

relationships between firms. The main assumption is that, in industrial markets, firms are 

linked to each other through long relationships. Complex inter-firm information and 

social and technical channels are being established and developed by the parties in the 

relationships. In other hand, domestic relationships are assumed also to be more 

developed and stronger than export relationships. This model emphasizes the need for 

gradual development of market knowledge and the need to learn from interaction with 

other firms during the process. Marketing activities play an important role in this model 

and serve to establish, develop, maintain and sometimes break relationships, to determine 

exchange conditions and to treat the actual investment activities. “Investments are 

processes in which resources are committed to create, build or acquire assets which can 

be used in the future, assets which can be tangible or intangible” (Johanson & Mattsson, 

1988, p.200).  

 

According to Johanson and Mattson (1988) the firm’s desire to utilize and develop its 

resources in such a way that its long-run economic objectives are served is the driving 

force for increased internationalization. The individual firm is dependent on resources 

controlled by other firms and can gain access to these external resources through its 
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network positions. Hence, two dimensions describe the internationalization situation: 

internationalization of the firm, and internationalization of the market. The first means 

that the firm establishes and develops network positions and business relationships in 

networks in foreign markets in three ways: international extension, penetration and 

international integration. The firm’s position in the network has a different structure 

depending on whether the market has a high or low degree of internationalization. It 

creates four possible alternatives: the early starter, the lonely international, the later 

starter and the international among others. 

 

 Analysis of the previous theories shows that they can all be applied on SMEs. In the 

Uppsala Model, learning is the key factor in identifying business opportunities in foreign 

markets. In the Economic approach (such Dunning eclectic theory), location advantages 

are the source of opportunities in foreign markets, while ownership advantages provides 

competitive advantage that need to be used for the firm competitiveness in the global 

market. In the network approach relationships or networks provides information about 

foreign market opportunities and play an important role in assisting firms to exploit them.  

 

2.1.4. International Entrepreneurship Theory (IET) 

The term “international entrepreneurship” first appeared in 1988 in a short article written 

by Morrow who suggested that declining cultural barriers, advancements in technology, 

and increasing cultural awareness has opened once-remote foreign markets to all types of 

companies; small firms, established companies, as well as new ventures (Zahra and 

George, 2002). Soon after that, the empirical study of McDougall (1989) that was 

conducted to comparing domestic and international new ventures opened the door for 

academic study in international entrepreneurship (McDougall & Oviatt, 2005, p. 537). 

 

International entrepreneurship is the study of cross-border entrepreneurial behavior, it 

concentrates on how opportunities are discovered, enacted, analyzed and exploited in 
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order to creating new goods and services. McDougall and Oviatt’s (2000, p. 903) defined 

the international entrepreneurship as a “ combination of innovative, proactive and risk  

seeking behavior that crosses national borders and is intended to create value in 

organizations”. This definition has been one of the most widely accepted. Afterwards, a 

deeper concept of entrepreneurship was embraced, defining it as “the discovery, 

enactment, evaluation, and exploitation of opportunities across national borders to create 

future goods and services” (McDougall & Oviatt, 2005). Discovery refers to finding 

innovative opportunities, enactment means to proactively put opportunities into uses that 

acquire a competitive advantage, and evaluation is required to interpret the actions taken 

to develop experience and knowledge. 

 

According to this theory, the entrepreneurial behavior of individuals and firm is the basis 

of foreign market entry. Technological advancements with better communication 

between the countries, and cheap and easy ways to access to information have helped 

SMEs to expand abroad. International Entrepreneurship has been receiving a lot of 

interest from researchers and academics. According to IET, the key to 

internationalization nowadays is the entrepreneur. He and/or she is being recognized as 

the one that possesses the skills and enough information to measure the opportunities in 

the market with ability to create and make stable relationships with other firms, suppliers, 

customers, government and media. He and/or she can be the one that has objective 

knowledge and experience. The entrepreneur is also able to commit the resources in an 

efficient way to achieve competitive advantage due to his character of risk-taker. In the 

international entrepreneurship theory, the entrepreneur needs to be opportunity seeking 

and internationally experienced in order to better exploit the opportunities he might 

identify in the market and be able to commit to it through entrepreneurial activities that 

would be translated as entrepreneurial services. An essential part of the discussion about 

international entrepreneurship theory is international new ventures (INVs or Born Global) 

which will be discussed in the following section. 

 



21 

 

2.1.5. Born global firms 

International New Ventures (INV), Instant Internationals, Infant Multinationals, high 

technology Start-Ups and Born-Global’ SMEs are different terms explaining a 

phenomenon that is becoming increasingly common. According to Hashai and Almor 

(2002), “Born global’ SMEs are small, entrepreneurial enterprises incorporating 

characteristics of multinational enterprises (MNEs) in terms of target markets and 

international dispersion of value adding activities and they appear to have a number of 

unique features and are inherently paradoxical”. Many firms do not develop in 

incremental stages in their international activities. They often start international activities 

right from their birth, to enter very distant markets right away, to enter multiple countries 

at once, or even to form joint ventures without prior experience etc. 

 

The concept ‘Born Global’ was first introduced in a survey conducted for The Australian 

Manufacturing Council by the consultants McKinsey to analyze the new exporters 

amongst the small and medium sized production firms. The surprising result of the survey 

was that 25% of all the firms have typically started export activities less than two years 

after their foundation and they were responsible for about 20% of the total export 

(McKinsey & Co., 1993). Many of Australian Born Global firms are high-tech firms and 

the typical one uses well-known technology. These firms have experienced higher growth 

rates than other industries in Australia with a large growth in their export compared to 

what they sell in the local market. Two major factors might explain the phenomenon; 

Management’s commitment to internationalization and the firm’s ability to standardize 

production, marketing, etc. in a global market instead of customized it (McKinsey & Co., 

1993). 

 

Several small studies conducted during 1980s acknowledged the existence of firms which 

are internationally oriented right from the birth. Hedlund & Kverneland (1985) came out 

with the term ‘leapfrogging’ to describe the situation when a firm jumps over stages in 

the classical stages model. This behavior’ argument is due to the homogeneity of export 
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markets and role of internationalization as a central part of the firm’s strategy. Ganitsky 

(1989) called these firms ‘innate exporters’ as opposed to ‘adoptive exporters’ where 

innate exporters tend to be more flexible and they have often a lack of experience and 

resources. Looking into characteristics of “High Technology Start Ups”, Jolly et al. 

(1992) found that their founders were persons from different countries and that they 

follow strategies focusing on international niche markets. Thus, due to their high tech 

product, these firms may have to be international right from the beginning. Oviatt and 

McDougall (1994) call this type of firms ‘International New Ventures’ (INV) and define 

it as “a firm that right from its birth seeks a competitive advantage by using resources 

from several countries and selling its products in several countries”. 

 

Among other studies, Bell (1995) departs from the stages models and studies small 

computer-software firms in, Ireland, Norway, and Finland, as contradictor results, 

between 30 and 50% did not follow the stages suggested in the traditional models. Vítor 

(2001), through the study of three Portuguese firms, one from the footwear and two from 

the software ad Industry, have found that born globals are not specific to technology-

intensive sectors. To explain the factors influencing the formation of Vietnamese born-

global firms, Thanh & Chong, (2008) founded that the major driver to the formation of 

Vietnamese born-globals is the entrepreneurs’ leadership desire together with the need 

for short-term profits. 

 

2.2. The concept of SMES 

This section discusses the concept of SMEs by looking to their characteristics and 

motives for internationalization, with focus on their economic role in both BRIC 

countries (Brazil, Russia, India and China) and some Asian countries. 
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2.2.1. Characteristics of SMEs  

SMEs in general have in recent years attracted considerable attention from scholars of 

international business, entrepreneurship and strategy (Eunni & Brush, 2007). SME 

usually refer to firms operating in all sectors as long as they do not surpass a particular 

size. In order to define the size of SMEs, a number of indicators are proposed such total 

capital, as profits, market position, number of employees and turnover. However, the 

most appropriate quantitative criteria that are often used number of employees and 

turnovers as. 

 

Compared to a more bureaucratic structure in large firms, organizational structure in 

SMEs is organic, “A salient feature of an organic organization is the absence of 

standardization and the prevalence of loose and informal working relationships” 

(Ghobadian & Gallear, 1996). SMEs are in a very good position to adapt to new 

technology; they may be able to adapt faster than larger companies that can be slowed by 

bureaucracy and stricter staffing hierarchies. (Judith, 2009). 

 

Due to these characteristics, SMEs are significantly more flexible to environmental 

changes than large firms (Levy & Powel, 1998). Therefore, SMEs are more likely to 

survive in turbulent environments than large bureaucratic organizations, where flexibility 

and/or innovation to adapt to new situations are the key factors. The flat structure of 

SMEs and lack of hierarchy allow them to have a more flexible work environment and 

enables the top management and employees to build a strong personal relationship 

(Ghobadian & Gallear, 1996). Following are some of the characteristics of SMEs: 

 

 Organization: the employees of SMEs are really close to the 

entrepreneur/owner/manager of the firm, which makes them easy to be influenced 

by them. 
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 Flexibility: the communication experienced by SMEs and its customers makes it 

easy for SMEs to react faster and more flexibly to the customers’ needs. 

 Risk taking: this characteristic occurs in situations where major competition is 

undermining the activities of an SME, or where its survival of may be threatened. 

By not having experience or information about foreign markets, the entrepreneur 

or management team take risk on decision making.  

 

2.2.2. SMEs’ motives for Internationalization 

Research has shown the existence of two kinds of motivations behind the 

internationalization of SMEs, internal and external motivations. The most important 

internal motivation is the company's commitment to foreign market by its 

owner/entrepreneurs or senior management team because they are the decision-makers 

within the firm. Among other internal-specific factors which push the SMEs operating in 

foreign market include: available production capacity, differential firm advantages and 

accumulated unsold inventory (Johnston & Czinkota, 1982).  

 

Among external factors that motivate firms to conducting export and other international 

operation; the availability of foreign market information, profit and growth opportunities 

abroad; foreign country regulations; increased domestic competition; and unsolicited 

orders from abroad etc (Katsikeas and Piercy, 1993). Meanwhile, through 

internationalization, SMEs might maintain competitive advantages and avoid being 

thrown out of the market. Foreign subsidiaries give the firm faster adaptation and reaction 

to technological innovation, market trends and changes in local rules and customer tastes. 

Behaviors such as “follow-the-leader” are typically rationale for SMEs, because if their 

competitors have undertaken some activities in the overseas market, they are inclined to 

follow their competitors. 
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2.2.3. SMEs in BRIC countries 

In Brazil more than 98% of all companies are Small and Medium Enterprises; they create 

53% of all jobs, but their contribution to total exportations is very low and represents 

only 2%. SEBRAE which is a national government institution is assigned to compile 

surveys, studies, and statistics on SMEs. However, most of the studies are of a descriptive 

nature, leaving an obvious opportunity to develop research with a more normative 

approach (Jorge Miguel, 2007). 

 

According to Bolotinsky and Hongda (2008), the contribution of Russia's GDP generated 

by small and medium enterprises (SMEs) is estimated at 13-17%. Their number of 

employees reached 6.5 million in 2000 or only 10% of the total Russian workforce 

(Russian federal statistics agency). There is a widespread opinion that Russian SME 

statistics are not very reliable and timely. A special effort is needed to upgrade SME 

statistics in order to give decision-makers a clear and up-to-date picture. 

 

SMEs form the backbone of the Indian manufacturing sector and have become engine of 

economic growth. It is estimated that they account for about 90% of industrial units in 

India and 40% of value addition in the manufacturing sector. They have always been 

encouraged, initially through government policies providing protection to small 

businesses (Sheth, 2004). In 1997, federal initiatives moved from a focus on 

protectionism to one of promoting stability and growth (Manimala et al., 2001). 

Economic and social integration require India to focus on the international business 

environment (Sheth, 2004). Indian executives are optimistic about the future and see the 

opening of the global markets as an opportunity for expansion. Challenges facing Indian 

SMEs can be classified into three broad categories: country specific, industry specific and 

firm specific issues. 
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In China, SMEs are becoming increasingly important in the national economy. According 

to the National Bureau of Statistics of China, there were more than 42 million SMEs in 

China by 2006. They contributed 55% to the total GDP in 2005 (Bolotinsky & Hongda, 

2008). Local and foreign experts estimate that SMEs employ about 75% of the workforce 

in China's cities and towns and are responsible for about 60% of the total Chinese 

industrial output (US embassy in China, 2002). Their proportion of export has reached 

68%. The flow of foreign investments in china, especially after it joined the World Trade 

Organization (WTO) in 2001, makes Chinese companies face global competition, 

 

2.2.4. SMEs in Asia 

SMEs, in East Asian economies, have been recognized as a priority area and especially 

within the context of the Asia Pacific Economic Cooperation Forum (Harvie & Lee, n.d.). 

Before the advent of financial and economic crisis, SMEs in the region represented more 

than 90 per cent of regional enterprises and were estimated to contribute between 40 to 

85 per cent of the total employment in individual regional economies with a potential of 

making major impact on workforce training (Hall 2000). The contribution of Asian SMEs 

for direct exports is as much as 35 per cent (Hall 2000). Therefore, the role of SMEs in 

the various economies differs considerably. For instance, they play a larger structural role 

in Japan, Taiwan, China, Vietnam, and Thailand with over 70 per cent of employment, 

than they do in Malaysia or Indonesia with only around 40 per cent contribution (Harvie 

& Lee, n.d.). In terms of GDP for instance SMEs contribute 98.1% in Taiwan and 99.2% 

in South Korea.  

 

Similarly, contribution of SMEs to exports varies widely. They are relatively more export 

oriented in Taiwan, China, and Korea than in Indonesia, Thailand, Japan, Singapore and 

Malaysia. Furthermore, their dynamic role also varies widely. For example in Singapore, 

even though SMEs are not as significant in terms of numbers and employment, they are 

important in providing a flexible skilled production base that attracts larger multinational 

corporations (Harvie & Lee, n.d.). 
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The difficulties encountered by SMEs in Asia differ considerably in the aspects of 

investing abroad, exporting, industrial structure change, industrial upgrading, and 

developing and expanding (Harvie & Lee, n.d.). SMEs in some economies such as 

Philippines, Thailand and Indonesia have problems of a lack of information, orientation 

and experience in investing and trading abroad. In other countries specifically where 

technology is more advanced, concerns are generally about the protection of intellectual 

property rights such as copyright and patenting in exporting (Harvie & Lee, n.d.). The 

lack of access to loans and shortage of skilled labor hinder to upgrading quality 

production in other countries. Accordingly with these differences, there are several 

common difficulties faced by SMEs in the region in terms of investing and exporting 

abroad, namely: shortage of funds for setting up business channels abroad a lack of 

information on overseas markets; difficulties in managing workers employed abroad, and 

a lack of experience in international business practice. 

 

2.3. SMEs Common Foreign Market Entry Modes 

The decision about which foreign markets to focus on is among the most pivotal for long-

term success of internationalizing SMEs. International entry mode choice is considered a 

critical strategic decision. Entry mode can be defined as an institutional arrangement to 

organize and conduct transactions of international business. Scholars have primarily 

focused on transaction cost theory, but although these studies demonstrate the robustness 

of the Transaction Cost model, they fail to examine how the model applies to smaller 

entrepreneurial firms. (Brouthers & Nakos, 2004). 

 

Due to their limited financial and managerial resources available for International 

expansion, lack knowledge about foreign markets and a few international contacts they 

have, SMEs may choose to enter foreign markets consecutively rather than 

simultaneously, and may be obliged to limit the number of foreign markets aimed to enter 

to (Agndal, Chetty, & Wilson, 2008). The following sections discuss Export, 
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International Franchising and International Strategic Alliances which represent the modes 

that are mostly considered by SMEs when entering foreign markets. 

 

2.3.1. Exporting  

Several studies have shown how export problems can have negative affect against 

manufacturing firms from developing countries. Researchers, in the field of 

entrepreneurship, focus on how can entrepreneurs exploit opportunities in new product 

markets. Exporting is considered as the most easies, quickest, and popular way for many 

small companies to go international, because it requires less commitment of 

organizational resources compared to other modes of foreign market entry, involves 

fewer business risks, and offers greater flexibility of managerial actions (Leonidou, et al., 

2007). A research report conducted by the International Trade Administration indicates 

that 230,736 small and medium-sized firms (companies with fewer than 500 workers) 

exported goods in 2001. In U.S. for instance, SMEs exported goods valued at $182 

billion or 29.2% of the total goods exported. 

 

The extensive literature revealed 40 different stimuli that can impact the export behavior 

of small firms. Export stimuli -also called motives, incentives, or attention evokers, refer 

to all those factors triggering the decision of the firm to initiate and develop export 

activities, and they are divided into internal and external (Leonidou, et al., 2007) 

 

2.3.2. International Franchising 

International franchising has widely become an established global mode of entry within 

the service sector such as retailing and food industry, and it provides this sector with an 

excellent opportunity for global expansion. Research in the field of international 

franchising has been examining how do companies which have successfully developed 

domestic franchising bring their experienced franchising operations into the international 
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marketplace (Doherty, 2005). A variety of International franchise issues related to the 

methods franchisors use to expand internationally has been examined. 

 

 Research recommends that franchising relationship is a critical factor for the success of 

any franchising systems. Welch (1990) groups the factors influencing franchise 

internationalization into three: direct stimuli, decision-maker characteristics and 

background factors. He stresses that international franchising, in most cases, develops 

along the time as a result of a mixture of factors interacting with the background factors 

and decision maker characteristics. 

 

2.3.3. International Strategic Alliances (ISA) 

Strategic alliances can be defined as partnerships among two or more firms that decide 

they can better pursue their mutual goals by combining their resources and their existing 

competitive advantages (Dereskey, 2006). The establishment of joint ventures with a 

foreign partner for local production is a best example of ISA whereby the local partner 

provides knowledge on production sites, markets, while the other partner may bring in 

the product, and technical and managerial know how. ISAs that involve a small firm 

linking up with a large client or supplier are often characterized by asymmetries in power 

and commitment (Gemser et.al, 2002).  

 

SMEs that engage in these asymmetric relationships will, most probably, have a growing 

desire to establish more equally balanced relationships. The SMEs may also receive a soft 

support from it partner whether client or supplier such as contacts and foreign market 

information. International Strategic Alliances facilitates the internationalization process 

of the SMEs, since a package of orders is often assured, and/or it can exploit existing 

distribution networks and/or can exploit the existing knowledge on foreign markets. 
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2.4. E-commerce (EC) 

The use of the Internet along with a range of other information and communications 

technologies is transforming the way how business is conducted locally and globally 

(Judith, 2009).  Various definitions were given to EC. Electronic Commerce Team of 

European Union considers that “it refers specifically to buying and selling products or 

services over the Internet.” Another definition, which is provided by the World Trade 

Organization, defines EC as “production, distribution, marketing, sale or delivery of 

goods and services by electronic means.”  

 

A recent survey by the OECD found that one of the major obstacles to using electronic 

commerce was lack of understanding of electronic commerce techniques and the 

technology needed to use it. The slow development of EC in developing countries might 

be explained by the lack of necessary physical infrastructure (e.g. poor 

telecommunication infrastructure, lower personnel computer penetration,) and the lack of 

supportive institutional environment that facilitates the building of transactional integrity 

(Oxley and Young, 2001). The few available studies related to SMEs in developing 

countries reveal a delay or failure of SMEs in adopting ICT and e-commerce 

technologies (Kapurubandara & Lawson, 2007). 

 

Benefits and limitations of internet for EC 

SMEs become able to take advantage of the opportunities offered by the internet and go 

global virtually overnight. E-commerce is redefining location needs for a new generation 

of companies large and small to expand abroad (Jacoby, 2000), therefore, enabling small 

entrepreneur to compete on the internet simply by setting up a home page. According to 

Kaynak et al. (2005), most prominent ones are: 

 It facilitates transactions and offers direct links with suppliers, customers and 

distributors; 
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 Facilitates transfer of information;  

 Enables companies to develop new products and services for existing and new 

Customers. 

 Offers opportunities for companies to market their products around the world 

without physically contacting customers or advertising in other parts of the world. 

 

Simultaneously, there are some technical and non-technical limitations associated with 

internet-based EC. Kaynak et al. (2005) acknowledge also that the main technical 

limitations are related to security concerns and infrastructure. First, the firm exposes itself 

to security risks when it uses the internet to engage in EC, which fall into three general 

categories: data transfer and transaction risk, virus risk, and client/server risk. Second, 

telecommunications bandwidths, in many areas, are inadequate. Software development 

tools are still evolving and changing rapidly, which makes it difficult for SMEs to 

integrate the internet and EC software with some of their existing applications and 

databases. 

 

2.5. Networking 

Business collaboration has become common practice among companies, and can range 

from informal business relationships to highly formal ones like joint ventures (Gomes-

Casseres, 1994). Porter (1998) defined business networks or clusters as “geographic 

concentrations of interconnected companies and institutions in a particular field,” while 

Johanson and Mattsson (1988) consider it as “the relationships that a firm develops with 

its customers, suppliers, competitors, distributors and government.” however, various 

terms can be used interchangeably to indicate these collaborations including; clusters, 

production nets, networks, virtual corporations or constellations. Even though various 

studies have been conducted in different countries but a common understanding of the 

networking concept has yet to be achieved. 
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The increased pressures of the globalization process mixed with the desire to fully benefit 

from opportunities offered by global market have created two main challenges for SMEs: 

the first is how to strengthen their individual competitiveness (Fassoula, 2006), while the 

second is due to their limited size to take advantage of synergy effects created by entering 

into cooperative relations with other SMEs and related partner institutions (Karaev, Koh 

& Szamosi, 2006). SMEs usually tend use relationships they have with other firms in 

order overcome resource limitations necessary to internationalization. Accordingly, it is  

argued  that  firms  must  acquire  information  about  foreign  markets  from  external  

parties if they are to  succeed  internationally. Relationships  may  then  be  used  to  

identify  and  exploit  specific  business opportunities.  Drawing  on  the  expertise  of  

other  firms  in  a  relationship  network  can,  thus,  improve  international performance  

(Blomstermo,  Eriksson,  Lindstrand,  &  Sharma,  2004). 
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CHAPTER THREE 

METHODOLOGY 

 

This chapter concerns the methodology of the study and serves to discuss the following 

elements: purpose of the study, approach of the study, data collection, population of the 

study, and data analysis. 

 

3.1. Purpose of the Study 

There are three major purposes of a study or a research, namely; exploratory, descriptive 

and explanatory. An exploratory study deals with phenomenon with a limited knowledge 

about, such as, undiscovered or new topics (Yin, 2003). It usually focuses on the ‘what’ 

rather than the ‘why’ questions. Exploratory study enables researchers to provide a 

comprehensive view of the problem area and allows generating hypotheses and suggests 

direction and feasibility for further research. A descriptive study describes the 

phenomenon of interest, especially when certain amount of knowledge is already 

available on the topic under investigation. Their goals are to describe relevant aspects of 

the phenomenon of interest. It often focuses on ‘how’ and ‘who’ questions. The 

explanatory study aims to explain the patterns related to the phenomenon of interest and 

answer the research questions (Yin, 2003). This purpose often involves formulating 

hypotheses and testing them empirically in order to explain the nature of certain 

relationships.  

 

The purpose of this study indicates that it is not only a descriptive study, but it is also an 

explanatory because it attempts to examine motives of the internationalization of 

Malaysian in a context that is different than the other contexts within which other studies 

have explored the phenomenon. Conjointly, the qualitative approach enables the 

assessment of the complex process of internationalization, not only to understand the 
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internationalization of SMEs and the role of entrepreneurs, but also to search for driving 

forces that lead SMEs toward international operations  

 

3.2. Approach of the Study 

Two different methods or approaches are available to researchers, namely quantitative 

and qualitative (Guba and Lincoln, 1994). The emphasis in the quantitative researches is 

done over the measurement and analysis of causal relationships between variables, not 

processes. Whereas, the qualitative approach requires an emphasis on meanings and 

processes that cannot be measured in terms of quantity, frequency, intensity or amount. 

Additionally, researchers in qualitative studies stress the socially constructed nature of 

reality in order to define the relationship between the researcher and the phenomenon 

under investigation. Thus, the qualitative approach allows for a deeper understanding of 

the phenomenon within its context.  

 

Therefore, the qualitative approach is more consistent with the purpose of this study. In 

topics like internationalization, qualitative research is useful in investigating the 

meanings and interpretations that people give to events they have (experienced 

entrepreneur’s) perception and is appropriate for understanding human phenomenon like 

orientation of entrepreneurs and their action and behaviors. Only few statistics are going 

to be used for the measurement of some factors and the depiction of the SMEs’ 

involvement in the global market, whereas, most of the information and data are 

qualitative and serve for the description and explanation of the overall environment, as 

well as the search for driving forces that lead SMEs toward international operations. 

 

3.3. Data Collection 

It is very important to choose the appropriate data collection method for any given study 

in order to achieve a successful research. According to Sekaran (1992), data are divided 
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into two categories; primary data and secondary data. Primary data are those that are 

collected by a researcher himself for a specific purpose or study, and are often collected 

through surveys and interviews or direct observations. Secondary data refers to the data 

that are collected by another researcher from external sources such as articles, TV, 

magazines, etc, and used for a different purpose or study. Questionnaire, interviews, 

observations, documentation, standardized tests, analysis of artifacts, archival records and 

visual materials are some of the methods that are commonly used for data collection. 

Each of these methods has its own advantages but no single source has a complete 

advantage over all others.  

 

A wide range of documents is to be used in this study to augment and corroborate 

evidence from other sources offering the necessary information about the motives of 

SMEs in Malaysia and their practices in terms of international business. Two sets of 

documents are used. The first set includes data provided by the relevant governmental 

bodies such as National SME Development Council (NSDC), Bank Negara Malaysia 

(BNM), SMIDEC, EXIM Bank, SME Bank and MATRADE which provides general 

information and statistics about the sector of SMEs in Malaysia, incentives, strategies and 

policies designed to developing the SMEs sector and preparing it for internationalization. 

In addition, I also refer to the report of United Nations Development Program which 

showcases challenges of globalization for Malaysian SMEs, their policy and institutional 

framework, and the practices adopted to promote their growth. The second set of 

documents refers to the formal studies that have been conducted by scholars to 

investigate the behavior of SMEs in Malaysia towards their internationalization. These 

articles are published by local, regional, and world journals and treat a variety of aspects 

related to the topic of this study including adoption of e-commerce and government 

incentives. 
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3.4. Population of the Study 

The population that is to be studied in this research is not limited to certain SMEs only. 

Instead, the entire SMEs sector in Malaysia is concerned, including all the firms both 

small and medium that are registered under the various agencies and institutions from 

which the data has been collected such as; SMIDEC, NSDC and SMEs Bank. 

 

3.5. Data Analysis 

Data was analyzed to identify, examine, compare and interpret themes and patterns. The 

analysis has been started after the collection of all the necessary data.  Before that data 

were classified and stored in different files as soon as they were collected in order to be 

kept undamaged. They were also reviewed regularly with the emergence of new 

connections and questions. A maximum of relevant information and statistics were 

retrieved during the analysis. The analysis was based on an extensive reading of the 

available data in order to identify the most relevant information and compare them with 

whatever other information are gathered from other sources because data was collect 

from different sources. This comparison was intended to select only the reliable 

information. 
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CHAPTER FOUR 

FINDINGS 

 

This chapter presents and classifies the information collected in such a manner that better 

allows for understanding and discussing the topic. This information includes: 1) the 

multiple incentives granted by the governmental institutions to SMEs and statistics 

concerning the involvement of these SMEs in international operations, 2) the programs 

designed to relate local SMEs with MNCs, and 3) the degree of ICT and EC’s 

implementation in SMEs. 

 

4.1. The Institutional Framework  

Malaysian government has established a policy and institutional framework that 

addresses the developmental needs of SMEs. Strategies during the Eighth Malaysia Plan 

(8MP) (2001–2005) adopted strategies that emphasize the development of SMEs in the 

manufacturing sector, with the particular development of a more competitive Bumiputra 

Commercial and Industrial Community (BCIC). Funding was made available through 

agencies like Malaysia External Trade Development Corporation (MATRADE), 

Malaysia Technology Development Corporation (MTDC), Small and Medium Industries 

Development Corporation (SMIDEC) and Standards and Industrial Research Institute of 

Malaysia (SIRIM) Berhad were created to address critical issues in promoting and 

developing SMEs.  

 

Ninth Malaysia Plan (9MP) 2006 - 2010 and the Third Industrial Master plan (IMP3) 

2006 - 2015 outline key strategies for SME development which are aimed to enhance 

their capabilities to become regional and global entities able to compete for access to 

global supply and production chains. Therefore, it focused on a comprehensive approach 

that aim to increasing their access to capital, providing greater access to business 
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services, improving the general business environment, and application of Information and 

Communications Technology (ICT), capacity building and enhanced productivity. 

 

A study conducted in 2001 by the Central Bank of Malaysia showed: 1) the low 

contribution of SMEs to GDP; 2) their domestic-market orientation; 3) the constraints 

they face in terms of capacity, level of technology, access to markets and resources to 

upgrade skills and production process; and 4) limited access to finance. Certain measures 

were taken to improving infrastructure; building capacity of SMEs; ameliorating access 

to financing; enabling market access; and improving both growth and competitiveness. 

 

The Malaysian government established National SME Development Council (NSDC) in 

2004 to ensure that SME development plans are on the right path. NSDC is chaired by 

the Prime Minister and its regular meetings are held with agencies, ministries, banks and 

financial institutions providing support for SMEs, and a reporting mechanism for 

monitoring outcomes of activities and transparency and accountability amongst policy 

implementers. It represents the highest policy-making body and designs the future 

direction and strategies for SME development. It is also responsible for formulating 

broad policies and strategies to facilitate SME development and monitor the effective 

implementation of the policies and action plans.  

 

4.1.1. Export Initiatives  

This section provides rich information about the various initiatives, programs, and 

incentives granted to SMEs in terms of modes of foreign markets entry modes and other 

activities that might be seen as drivers for internationalization. 
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Market Development Grant (MDG) 

Malaysia External Trade Development Corporation (Matrade) is undertaking efforts to 

develop markets overseas for products and services of both SMEs and other large 

companies. The creation of MDG scheme is intended to provide a matching grant to 

assist SMEs in undertaking activities for the development of export markets. SMEs 

willing to be qualified for the Market Development Grant (MDG) should be: 1) 

Incorporated under the 1965 Act of Companies and 2) having 60% of its equity held by 

Malaysians (Assisting Small and Medium Sized Bumiputera and Women Owned 

Businesses, n.d.). a total of 620 applications were approved on matching grants with total 

amount of RM3.9million under the Market Development Grant Scheme (Saleh & 

Ndubisi, 2006).   

Eligible activities for this grant include; 1) participation in international trade Fairs, 2) 

participation in investment and trade missions, 3) participation in marketing missions, 4) 

participation in In-Store promotion abroad, 5) participation in professional international 

and industry conferences held abroad, 6) participation in meetings that concern mutual 

recognition agreements, negotiations, free trade agreement (FTA), ASEAN, world trade 

organization (WTO), as well as other market negotiations to access foreign markets, 7) 

promotional activities aiming to gain export markets, 8) initial cost of establishing office 

overseas promoting exports of Malaysian product and services, seeking opportunity for 

outsourcing, undertaking research on the market and monitoring the implementation of 

projects and contracts abroad, 9) promotional activities in the areas of hypermarkets and 

retail outlets overseas, 10) participation in international tenders, and finally 11) cost of 

conducting export market research abroad (Guidelines for MDG, n.d.). 

 

Bumiputera and Women Owned SMEs 

Bumiputera Exporters Development Program (BEDP) and Women Exporters 

Development Program (WEDP) are two programs Designed and managed by 

MATRADE to assist export activities of small and medium-sized Bumiputera and 

women-owned enterprises that have limited experience in exporting, or want to export for 
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the first time. A Women Owned Enterprise is where a woman owns at least 51% of the 

equity, she is the biggest shareholder, or she is the managing director and chief executive 

officer in same time (Guidelines for MDG, n.d.). 

These programs provide participants with the best start to exporting by giving assistance 

in selected overseas markets, valuable advice and information. Participants have to 

complete a 3-year program that will provide them in visitation programs, export 

promotional activities, seminars and trainings in improving their knowledge and 

capabilities to become sustainable exporters. 

 

Training to enhance exporters’ knowledge  

To enhance the exporters’ knowledge on market accessibility, global trade requirements 

and trade practices, MATRADE organizes export training programs for Malaysian 

exporters that would be exporters. These programs aim to enhance the awareness among 

the local business community about export opportunities as well as develop their export 

marketing skills. The topics covered include branding, country briefings, import 

regulations, international product and environmental standards, trade financing, market 

updates, market requirements and skills in international marketing and e-commerce 

(MATRADE, n.d.). Some of these programs are organized by MATRADE alone, while 

others are undertaken conjointly with other parties such as foreign embassies, 

government agencies, financial institutions, private sectors and to organize seminars and 

workshops.  

 

Trade Advisory and Consultation 

Trade Advisory Help Desk is an agency that belongs to MATRADE and serves as the 

first point of contact for business visitors to MATRADE who have general enquiries on 

MATRADE‘s services and programs. The Help Desk also assists the relevant enquiries 

received from the business community both locally and overseas and forwards the 
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enquiry to the concerned departments within or outside the organization for follow-up 

action. 

 

Briefing & Consultation 

MATRADE also undertake a series of consultation and briefing sessions which serve as a 

platform for the exporting community to provide publishing directories and handbooks, 

advisory services and dissemination of information via the online news and websites. It 

also provides feedback on export related programs issues and activities. Business 

consultations provide also. 

 

Multi Currency Trade Financing (MCTF) 

Multi Currency Trade Financing (MCTF) MCTF is a facility developed by Export-Import 

Bank of Malaysia (Exim), and the commercial and Islamic banks (namely RHB Bank, 

Maybank, CIMB Bank, Alliance Bank, AMBank, EON Bank, Hong Leong Bank, Public 

Bank, and AFFINBANK), and designed for SMEs exporters to be financed with working 

capital from the banks without furnishing any collateral, but all transactions involved in 

this facility must be with the Letter of Credit issued by the overseas buyers.  

The objective is to encourage the exports of SMEs goods and services abroad, in 

particular, to the ASEAN, OIC, and G-15 countries, and enable them access to banks’ Pre 

and Post-Shipment working capital trade financing without any collateral (EXIM Bank, 

2006). Insurance Policy is provided by EXIM bank and aimed to protect the banks from: 

1) the failure of the exporter to pay his advances granted against export Irrevocable 

Letters of Credit or his credits due to his insolvency (pre-shipment). 2) The failure of the 

overseas Issuing Bank to honor the Irrevocable Letters of Credit (post-shipment) (Exim 

Bank, 2006). 
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Other export facilities developed by Exim Bank 

Malaysian SMES can also take advantage of the multiple facilities offered by EXIM 

Bank to provide specialized finance and insurance services to companies of all sizes 

which are exporting and investing abroad. These facilities include: 1) Supplier Credit 

which is a type of financing that enables exporters to execute orders in hand, 2) Overseas 

Contract Financing (OCF) and Export Services Facility, 3) Overseas Project Financing 

(OPF), 4) Buyer Credit which are Loans granted to foreign buyers of Malaysian goods 

and services, 5) Malaysia Kitchen Financing Facility designed to finance the 

establishment of Malaysian restaurants overseas, 6) Multi Currency Trade Financing 

(MCTF). In addition to other facilities that are designed to protect commercial banks that 

finance SMEs’ international activities, which indirectly benefit SMEs, including Indirect 

Export Financing Scheme (IEFS), EXIM Overseas Guarantee Facility (EOGF) and IDB 

Co-Financing Facility (Exim Bank, 2006). 

 

Market Access Programs 

In its efforts towards ensuring fair competition and opportunities, Malaysian government 

is actively participating in trade negotiations and regional and bilateral trade agreements 

to reduce barriers. Therefore, SMEs must ensure compliance with market requirements in 

terms of product quality, delivery schedules and pricing to better benefit from this 

advantage. SMIDEC Annual Showcase (SMIDEX) represents another way for SMEs to 

explore new market opportunities. Therefore, SMEs are given the opportunity to exhibit 

their goods and demonstrate their service capabilities to potential customers and exploit 

possible linkages and networking with MNCs and larger firms. This event, for instance, 

attracted 4,279 trade visitors, paved the way to 183 business-matching sessions between 

50 SMEs and 37 MNCs and generated total sales of RM3.1million (Saleh & Ndubisi, 

2006).  
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4.1.2. Franchising 

The Government has, in the Ninth Malaysia Plan, highlighted franchising as one of 

several strategies to promote a globally recognized Malaysian brand. The SMEs Annual 

Report 2006 reported the existence of 321 franchise systems in Malaysia, out of which 

124 are contracted by Malaysian SMEs with foreign franchisees, accounting for more 

than 3% of total retail sales (Franchising for SMIs/SMEs, 2008).  

 

Figure3: top five franchising sector in 2006 

 

 

 

 

 

 

 

 

 

Source: Franchising for SMIs/SMEs (2008)  

 

Becoming a franchisor is a viable option to promote business growth for in international 

markets for SMEs. A franchisor SMEs are required to register their franchise business 

with the Registrar of Franchises, a service under Ministry of Entrepreneur and Co-

operative Development, before they can offer to sell the franchise to any other party. 
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According to the 1998 Franchise Act, franchisors are required to submit a completed 

Application Form BAF 2 together with other documents to the Registrar. 

 

4.1.3. Tax and Incentives for merger and acquisitions of listed SMEs 

To encourage public listed SMEs to expand and compete in the international market, 

stamp duty and real property gain tax (RPGT) exemptions are given on Merger and 

acquisition undertaken by companies listed in Bursa Malaysia (SMIDEC, 2009).  

 

4.1.4. Incentives for acquiring a foreign-owned company 

A Malaysian-owned SMEs that acquires a foreign-owned company established abroad for 

the purpose of acquiring high technology for production within the country or gain new 

export markets for local product, will be granted a deduction equivalent to the acquisition 

costs for five years (SMIDEC, 2009). 

 

4.1.5. Branding and Marketing  

The government has created a Brand Promotion Grant (BPG) in order to better assist 

Malaysian companies both big and small. The BPG is assigned the development and 

promotion, in the international market, brand names owned by Malaysian companies for 

products and services originating in Malaysia (Branding, Advertising & Marketing for 

SMIs/SMEs, 2008).  

 

Products and services are easily replicable in the current environment of business, which 

poses a big challenge for SMEs to differentiate their products from their competitors in 

the global market. Therefore, brand is the only feature that help consumers identify, 

differentiate and recognize the product in the market, and a strong brand image is the 

only asset SMEs can develop that cannot be replicated. Thus, SMEs must make a serious 

http://www.smibusinessdirectory.com.my/editorial/mice/396-branding-advertising-a-marketing-for-smissmes
http://www.smibusinessdirectory.com.my/editorial/mice/396-branding-advertising-a-marketing-for-smissmes
http://www.smibusinessdirectory.com.my/editorial/mice/396-branding-advertising-a-marketing-for-smissmes
http://www.smibusinessdirectory.com.my/editorial/mice/396-branding-advertising-a-marketing-for-smissmes
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commitment to develop a brand strategy for their products and services. Advertising and 

promotions are vital elements of branding. SMEs, therefore, should work with agencies 

that can provide professional advice on how to develop, promote and manage their brands 

to ensure that the brands are well positioned in the market. 

 

4.1.6. Creation of new products 

According to the Ministry of International Trade and Industry (MITI), Malaysian 

exporters can no longer compete on price alone as their neighboring competitors in 

Thailand, Indonesia, Philippines or China are making strides in improving their product 

quality. The government has provided certain incentives and grants in the aim of creating 

Malaysian brands with quality and differentiating Malaysia’s products in the world 

market, therefore, enabling local exporters to avail themselves of the various incentives 

and grants, while also working towards reducing their cost of doing business. These 

include: outsourcing of inputs for business activities and seeking out lower cost inputs, 

increasing productivity and upgrading of technology, business collaboration to enhance 

production, R&D and marketing, creation of a pro-business environment, continuous 

efforts to improve delivery systems and reduce the cost of doing business, enhancing 

conditions of market access through tariff negotiations under the bilateral, regional and 

WTO arrangements. 

 

4.2. Encouraging outward investment opportunities 

SMEs are encouraged to undertake outward investments in order to gain access to new 

export market and to be more competitive suppliers to SMEs, as well as enabling them to 

enable them to benefit from the wider sourcing for the industrial inputs and provide better 

opportunities for collaboration and resource sharing. The success of this aim is based on 

the following guidelines: 1) equipping SMEs with knowledge and skills, 2) enabling 

SMEs access to market intelligent, 3) conformance to international standards and 

regulations, 4) large involvement of trading companies in export of products and services 
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of SMEs, 5) enhancing the role of the industry associations in facilitating SMEs’ markets 

access, and 6) leveraging the halal hub. 

 

4.3. Regional cooperation 

SMIDEC participation in the multiple regional workshops, seminars and programs is 

beneficial and allows for learning experiences, methods and strategies that need to be 

implemented within the national SMEs sector to develop it as a backbone for the national 

economy and strengthen its competitiveness to exploit opportunities provided by the 

international market. 

 

4.3.1. SME Programs under ASEAN 

One of the main benefits related to SME development under the ASEAN Economic 

Community (AEC) is the creation of an SME financial facility in each ASEAN Member 

Country. Malaysia will co-lead the implementation of this project with Brunei 

Darussalam under the ASEAN SME Working Group (SMEWG) which is scheduled to be 

achieved by 2011. In collaboration with MPC and the Japanese Association for Overseas 

Technical Scholarship (AOTS), SMIDEC organized, the ‘Benchmarking for Best 

Practices in Total Quality Management for Enhancing the Growth and Competitiveness 

of SMEs in ASEAN’ in 2007. 23 participants shared their experiences and a framework 

was formulated based on the requirements of respective participating countries. 

 

 In addition, a survey to identify sub-contract requirements for SMEs and assess the 

capabilities of SMEs in meeting the requirements of suppliers was conducted during the 

Workshop on ‘ASEAN Automotive Activity Project’ that has been held in Malaysia in 

2007. These requirements are to be incorporated into the SME production and 

management system audit before they can be considered as approved suppliers (MITI, 

2007). Malaysia also participated in the ASEAN-Japan Policy Workshop on ‘SME 
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Development (Micro and Small Enterprise Finance)’ held in 2007in Brunei Darussalam. 

This workshop exposed the method of valuation of project proposals used to assess 

companies that do not have proper business records. 

 

4.3.2. SME Programs under APEC 

Under APEC capacity building programs, Malaysia gained experiences to support the 

creation of a business environment which is more conducive to the growth of SMEs, as 

well as the determining strategies in accelerating internationalization, creating self-reliant 

SMEs, enhancing market access through e-commerce and building capacity for the SME 

innovation policy. Among these programs 1) APEC Capability Building Seminar on Ease 

of Doing Business (Australia), 2) APEC Seminar on Best Practices for SME’s 

Internationalization (Chile), 3) APEC ‘One Village One Product’ (OVOP) Training 

Workshop on E-Commerce (Taiwan), 4) The Second APEC OVOP Seminar (Japan), and 

5) APEC SME Innovation Leader Workshop (South Korea) (MITI, 2007). 

 

4.3.3. The inaugural Asia-Europe Meetings (ASEM) 

The Beijing 2007 Declaration on strengthening cooperation among ASEM Members on 

SMEs was approved to encourage and promote the development of SMEs through the 

strengthening of economic and trade cooperation, improvement of innovative capability 

and rising employment level to attain social prosperity.  

 

4.4. Industrial Linkage Program (ILP)   

SMEs ply an increasing important role in industrial development through assuming 

linkages across industries in the manufacturing sector. A majority of Malaysia-owned 

SMEs operate in sectors that are not internationally linked such as the wood products, 

food products and machinery and engineering services sectors (MITI, 2007). SMEs, 

under the Industrial Linkage Program, are linked as suppliers of large companies and 
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multinational corporations (MNCs) for both products and services. This program aims to 

establish linkages in both domestic and international markets and enhance the capabilities 

of SMEs to meet the specific market requirements. The Program has succeeded in 

creating linkages for SMEs in the food and beverages, auto-parts components, chemical 

and chemical products and electrical and electronic products sub-sectors. The program 

would initially focus on industry clusters, which have the greatest potential for linkages 

and are critical to the country’s industrial development program namely:  

- International cluster: Foreign investment driven, such as the E&E industry. 

- Policy-driven cluster:  Attempts at creating strategic industries for technology 

acquisition such as machinery and engineering, automotive industry and 

transportation equipment. 

- Naturally-evolving or indigenous cluster:  Resource-based cluster such as the 

palm base and wood-base cluster. 

 

A total sales generated from these linkages in 2007 amounted to RM321.2 million, 

surpassing the total annual sales of SMEs over the last 10 years. A total of 722 SMEs 

linked to large companies and MNCs in 2007, and generated cumulative sales worth 

RM772.9 million. The significant increase in sales was contributed by the specific project 

missions organized by SMIDEC, as well as linkages with a foreign research and 

development entity (MITI, 2007). A study conducted in 2001 over 50 SMEs in the E&E 

sector in Penang, the area known as Malaysia’s Silicon Island, has shown that all of these 

SMEs were serving larger MNCs. Also 66 % of them were locally owned, while the rest 

were controlled by foreigners. A stronger linkage has been realized among Penang E&E 

SMEs and MNCs than elsewhere and technology transfer and diffusion have proceeded 

further among the SMEs in this area relative to even the Klang Valley (UNDP, 2007). 
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 Global Supplier Program (GSP) 

The Global Supplier Program is a further extension of ILP and provides an opportunity 

for SMEs to participate in the global supply chain. Under this program, SMEs are given 

the opportunity to exchange the capacity and capabilities to supply world class services 

and products to large corporations, or MNCs, and their operations around the globe. 

Participant SMEs can take advantage of the option to take up equity in the linkage 

projects and a special loan scheme would be offered to them as well (UNDP, 2007). 

 

4.5. ICT and E-commerce  

The rapid rate of in order to compete globally within the rapid technological change, 

SMEs need to keep pace with technological progress. Strong ICT capabilities are 

therefore very important because firms all around the world are increasingly relying on 

internet-based business-to-business (B2B) as efficient portals to source intermediate 

inputs and services. Indeed, the B2B is the fastest growing part of the electronic-business 

markets. In Malaysia, SMEs still need to transform themselves to keep pace with the 

changes occurring in the MNC because is not enough for them to serve only foreign 

owned corporations based on the country, which is the trend now. SMIDEC, in 

collaboration with a private company from the United Kingdom (UK), initiated the 

‘Nurturing Globally Competitive SMEs through Innovation’ program to meet the 

strategies of the Ninth Malaysia Plan. The Program is aimed to develop, nurture and 

coach Malaysian SMEs in the information technology sector to commercialize their 

products and services (MITI, 2007). 

 

According to the United Nations Development Program’s (UNDP) report, most of local 

SMEs in Malaysia had not installed an Information Technology (IT) infrastructure, such 

as Local Area Network, and lesser than 20 per cent of SMEs had access to the Internet. A 

survey of 12,000 SMEs in Malaysia indicated that only 16 per cent had a web presence. 

Therefore, the implementation of ICT among SMEs in Malaysia is still at a basic level 
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where the use of computers is only used for simple accounting and word processing. 

Usage of sophisticated programs and applications such as Supply Chain Management 

(SCM), Enterprise Resource Planning (ERP) and Customer Relationship Management 

(CRM) are insignificant because their advantages have not yet been appreciated (UNDP, 

2007). The high cost of installing hardware and software programs mixed with the system 

maintenance are impediments of the adoption of ICT infrastructure. Therefore, the 

purchase of ICT systems is estimated at between RM10,000 to RM30,000. 

 

A survey conducted by SMIDEC in 2003 showed that the most widely adopted ICT 

applications by SMEs are: CAD (24.7 per cent), e-commerce (22.5 per cent), CAM (12.9 

per cent) and ERP (10.7 per cent) (Asokkumar, 2006). The application of Ecommerce is 

not at the level required to allow for internationalizing of SMEs, this is because they have 

a confidence with the more familiar regional and international trade shows rather than 

B2B portals that offer a huge potential for marketing and/or supplying from outside. Two 

levels of the reluctance of Malaysian SMEs to participate in e-commerce are stressed: in 

the first level, firms are not convinced of the benefits of e-commerce and their owners are 

convinced that their traditional customers are sufficiently numerous and will remain loyal 

to them, making it nonsense to feel the need of implementing e-commerce. Others are 

willing to consider switching as a reaction to the switch of their own customers and 

suppliers. Thus, many SMEs seem they are not fully appreciating the new opportunities 

that e-commerce will generate; rather they view it as merely replacing current modes of 

conducting their businesses. 

 

 At the second level, obstacles to adopting e-commerce relate to factors such as the lack 

of trained people, the high cost, lack of capital and apparent failure after a short period of 

experimentation, and reservation regarding the security of e-transactions. For instance, 

more than 60 per cent of the SMEs owners and executives do not understand English 

language, which impede them to attend seminars, technology conferences or exhibitions 

organized by big vendors — either because they are conducted in English or because they 
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assume they are targeting at large scale enterprises. There is thus an information gap 

about how heavy investments in ICT can transform their operations or increase 

productivity. Many strongly believe they can survive by just strengthening their links in 

the domestic market, without the need for ICT.  
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CHAPTER FIVE 

DISCUSSION 

 

This chapter highlights the significance of the findings that have been presented in the 

previous chapter. The chapter begins the discussion on the incentives granted to SMEs 

for boosting their internationalization and in terms of ICT and E-commerce as drivers for 

internationalization as well as Networking and industrial linkage and outsourcing 

 

5.1. Incentives for SMEs in their internationalization 

This study highlighted a variety of incentives and programs that have been introduced to 

encourage the expansion of SMEs into foreign markets. These incentives and programs 

have been designed by many institutions belonging to Malaysian government such as: 

MATRADE, SMIDEC, NSDC, EXIM BANK, SME BANK and so on, and covered 

different operations and activities that have been estimated as critical for enticing SMEs 

to expand carry out their product or to be part of the global chain at least by supplying 

multinational corporation operating in Malaysia and ASIAN.  

 

The essential incentives and programs that have been implemented are: multi currency 

trade financing (MCTF), training on exporters, market development grant (MDG), 

incentives for Bumiputera and women owned SMEs export, trade advisory and 

consultation, briefing & consultation, export facilities developed by Exim Bank, 

exemption for shipping operation, tariff incentives, franchising, incentives for acquiring a 

foreign-owned company, tax and incentives for merger and acquisitions of listed SMEs, 

branding and marketing and encouraging outward investment opportunities. 

 

http://www.smibusinessdirectory.com.my/editorial/mice/396-branding-advertising-a-marketing-for-smissmes
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Export has been the activity that captured the large portion of these incentives. Export is 

not as riskier as other modes of entry and requires low level of financial commitment. 

This makes the Malaysian government able to support as maximum SMEs as possible to 

carry out their products abroad through export and experiment knowledge on the 

international markets’ threats and opportunities. This reality about export falls in line 

with what Johanson & Wiedersheim (1975) argued to be the first stage of the incremental 

process of internationalization. Incentives related to import tax exoneration usually falls 

under the national trading and economic policy aimed to reduce firms –including SMEs, 

costs and increase their competitiveness in terms of price at the global market, while 

incentives for acquiring a foreign-owned company and tax and Incentives for merger and 

acquisitions of listed SMEs are designed to help SMEs looking for resources abroad.  

 

5.2. Networking and industrial linkage and outsourcing 

Networking, industrial linkage and outsourcing represent most attractive drivers for 

SMEs to identify business opportunities in the international markets. A huge efforts have 

been done by the government to create strengthen and sustain linkage between local 

SMEs and foreign MNCs. Two main programs has been focused namely Industrial 

Linkage Program (ILP) and Global Supplier Program (PSG). The increase of the number 

of business matching sessions between SMEs and MNCs and large companies from 304 

in 2006 to 183 business-matching sessions between 50 SMEs and 37 MNCs in 2007 

indicate the improvement as well as the opportunities that might be generated if programs 

and policies are efficiently monitored.   

 

Most of Malaysia SMEs are owned and managed by local people who are usually Malay, 

Chinese or Indian. In terms of networking, for instance, Malay-owned SMEs tend to tie 

strong relations with businesses from Middle East and, while Chinese and Indians are 

easily establishing and developing complex inter-firm information and technical and 

social channels with businesses from China and India respectively. Therefore, being part 

of a network has opened the door for Malaysian SMEs for international extension, 



54 

 

penetration and international integration. Furthermore, networking is a common practice 

among Born Global SMEs operating in high technology’s industries such as E&E located 

in Penang.  

 

5.3. Adoption of ICT and E-commerce among Malaysian SMEs 

Utilization of ICT and E-commerce are other drivers for the development of SMEs in 

both domestic and international market. They are no longer a choice but a necessity for 

SMEs willing to compete in a global arena (SME Annual Report 2007). Although the 

importance of having the ICT and e-commerce infrastructure in today’s business 

environment to increase overseas sales and generate opportunities for outsourcing in the 

global value chain, and although the efforts that have been done by Malaysia’ 

governmental agencies to facilitate the adoption of e-commerce but the current level of 

adoption of Internet-based business is not clear yet and seems to be below the required 

level that may strengthen SMEs’ global competitiveness.  

 

The reasons behind the reluctance of Malaysian SMEs to adopt ICT and E-commerce are: 

the lack of awareness of their importance as a tool to reach their products to foreign 

consumers, the strong belief on the domestic market and it growth opportunities or the 

lack of the necessary funds to acquire them. Therefore, the adoption can be done 

reactively as a requirement of large companies that are to be supplied, or initiated 

proactively once it enormous advantages are realized.  
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CHAPTER SIX 

CONCLUSION & RECOMMENDATION 

 

6.1. Conclusion  

Within the current trends of the globalization, the competition between domestic SMEs 

and foreign firms cannot be avoided. Malaysia’s SMEs have to continue expanding their 

efforts in order to increase their competitiveness. They also have the potential to 

contribute considerably to the economy and can give a strong underpinning for the 

growth of new industries as well as strengthening existing ones for the country’s future 

development. The development of well diverse and internationally globally competitive 

SMEs is critical for the achievement of sustainable economic growth Malaysian 

government has realized this role and created various bodies and agencies focused 

especially on the development of the sector of SMEs. It has tried to develop and promote 

SMEs, but results seem to be mixed. Surveys conducted by SMIDEC, NSDC and Bank 

Negara have identified the impediments and challenges facing SMEs in the context of the 

changing global market. 

 

Malaysia is an export-dependent country that has experienced fast development towards 

being a knowledge-based economy. Support to the sector of SME is considerable, with 

government diminution of the skill differences between SMEs and TNCs. A variety of 

incentives, programs and policies have been implemented to strengthen SMEs and enable 

them for a global competition, but it seems that these programs and incentives did not 

engender an efficient results which may be attributed to the lack of awareness of all the 

institutional actions designed for SMEs development. In addition, the lack of awareness 

of government incentives to support the adoption of new technology recommends that the 

way of advertising these incentives are faulty or lack coverage (UNDP 2007). These 

initiatives have focused on addressing domestic limitations and impediments of SMEs 
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and enhancing their capacities and capabilities in areas such as infrastructure, access to 

financing, market access, technology development and ICT.  

 

Aptitude to integrate into the international economy to take advantage of accessing 

supply chains of multinationals companies is no longer a choice but a necessity. 

Malaysian SMEs generally focus on labor-intensive modes of production and neglect 

R&D activities which represent a major factor impeding international growth and 

expansion. However, the reality shows that a number of Malaysian SMEs have become 

global service providers (GSPs) (e.g. LKT, Eng Technology and Atlan) (Asokkumar, 

2006). Clusters has also been created but they are judged as not performing as expected 

and are losing importance since the process of technology transfer is very slow. 

 

Although the bulk of the incentives previously discussed, which include almost all modes 

of entry available for SMEs in their access to foreign markets, but export remains the 

foreign market mode of entry preferred by SMEs.  Accordingly, Export base is heavily 

focused in manufacturing sector particularly electronics which may explain the number 

of the studies that have been conducted by SMIDEC to understand SMEs behaviors and 

their needs. This in turn, may be explained by the involvement of this kind of industries 

in international integration in the global chain and export activities. 

 

Therefore, Malaysia has given a high commitment to the development and strengthening 

of it the sector of SMEs by recognizing its great potential to contribute to economic 

growth and human development. Its experience provides valuable insights in terms of the 

number of initiatives, programs and initiatives toward internationalization of the sector, 

and the ability to learn from, and correct, deficiencies in a continuous effort towards 

improving its SME competitiveness and development strategy and growth towards the 

international market. 
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6.2. Recommendations  

Both policy makers and Malaysian SMEs need to be aware about the importance of 

competitiveness in the increasing globalization. Malaysian SMEs can no longer compete 

on cost alone. It is now necessary to consider how to make the incentives given to SMEs 

for their internationalization more effective, efficient and rational. These incentives 

would not have big results if the SMEs are not able to offer products of quality with 

competitive prices. SMEs must improve product quality and to conform to international 

standards to enhance market share. Towards this end, SMEs need to adopt innovative and 

cutting edge technologies, and must give priority to R&D to enhance product quality and 

work processes which are the factors that may provide them with global competitive 

advantage. 

 

Governments must focus on creating an enabling environment for the sustained 

international growth and development of SMEs by proactively seeking international 

business opportunities that fit its SMEs, strengthening legal institutional, administrative 

and financial set-ups and formulating appropriate policies at both the micro and macro 

levels. The government must adapt systems of corporate governance that are flexible to 

SMEs structures and implementation capacities, and do so in a credible manner that is 

understood within the country and from outside. The private sector should be allowed to 

take the leading role in the development of SMEs including the joint projects that may be 

willing to establish with foreign firms. SMEs have to realize that internationalization is 

not just finding new customers or suppliers in other countries. The internationalization of 

business requires a process of profound change that includes taking advantage of the 

usage of ICT and e-commerce, taking risks, opening up the firm’s culture and a flexibility 

as well as capacity for learning, which in turn requires planning and strong leadership. 

Other suggestions include: 

 Policy objectives and measures should target the reduction of barriers of 

internationalization, rather than increasing the administrative burden; 



58 

 

 Special plans need to be set up at the national level in cooperation with bilateral 

and international organizations for skills upgrading and entrepreneurship 

development 

 It is necessary to focus on agribusiness incubators and closely monitoring 

technology upgrading issues and developing new mechanisms and incentives to 

entice the participation of MNCs industrial clusters; 

 It is necessary to develop regional cooperative programs in order to strengthen 

networking and share know-how on best practices for supporting SMEs; 

 Creating the culture of award for SMEs that succeed in their international 

expansion; 

 Focusing incentives on sectors with a competitive advantages;  

 Government has to encourage franchising and outsourcing among SMEs by 

establishing a clear policies; 

 Efforts toward extensive use of ICT as an effective tool for enhancing 

international marketing capabilities of SMEs are needed; 

 Emphasizing the use of internet as a tool to penetrate foreign markets and increase 

both efficiency and effectiveness by way of e-commerce and e-business. 

 

6.3. Future Research 

For further research in the future, it is suggested that efforts need to be oriented towards 

how to raise awareness among SMEs of the array of government services that are 

provided. Many SMEs are not aware of programs, incentives and promotions designed 

for international expansion which makes them absent. Furthermore, increasing awareness 

about the benefits that may be drawn from the usage of ecommerce and ICT is imperative 

because they are still not widespread within Malaysia context. With growing competition 

and the establishment of more large MNCs in Malaysia, it becomes quite necessary to 
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know not just how to enable SMEs make the first move towards internationalization, but 

how to sustain within the fierce competition.  
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