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Abstract - This paper is an ongoing research activity which focused on the survival of the SMEs in Malaysia due to the 
introduction of the AEC 2015. Although the Government has introduced multiple forms of assistance for the survival of the 
SMEs, the main question is will the SMEs still be able to adopt to the changes and grab the opportunity given to them by the 
Government to compete in the local and eventually in the global market. 
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I. INTRODUCTION 
 
In 2003, the ASEAN leaders which comprises of 
Malaysia, Indonesia, Thailand, Singapore, the 
Philippines, Brunei, Laos, Cambodia, Vietnam and 
Myanmar agreed to establish an ASEAN Community 
by the year 2020 which comprises of three pillars: 
ASEAN Economic Community (AEC), the ASEAN 
Political-Security Community (APSC), and ASEAN 
Socio-Cultural Community (ASCC). However, in 
2007, the ASEAN leaders agreed to bring forward the 
establishment of the ASEAN Community to 2015 by 
establishing the AEC Blueprint for the establishment 
of the AEC by 2015. The main objectives of the AEC 
is to ensure an equitable economic development 
across the ASEAN countries and to create a highly 
competitive economic region which would be able to 
fully integrate into the global economy (ASEAN 
2011).  
 
The implementation of the AEC 2015 will transform 
ASEAN into a single market and production base 
which will enhance the ASEAN’s competitiveness. 
This will be achieved by gradually eliminating the 
exports and import tariffs as well as the non-tariff 
barriers. By implementing this, investors in the 
ASEAN region will be able to invest freely in all 
economic sectors across the region which will 
eventually reduce the production costs for the 
producers. The AEC 2015 will then boost the 
development of production networks, foster the 
regional integration of priority sectors and allow for 
the free movement of business persons, professionals, 
skilled labor and talents. This paper aims to assess the 
impact of AEC 2015 and the Government assistance 
on the Malaysia’s local small and medium enterprises 
(SMEs). 
 
II. THE ECONOMIC GROWTH OF ASEAN 
 
Figure 1 indicates the distribution of log capita per 
GDP for the nine countries in ASEAN between the 
period of 1970 and 2010. From the figure, it can be 
concluded that there exists a gap between Brunei and 
Singapore with the rest of the countries since the 

beginning of 1970, and that the output for Singapore 
continues to increase across time.  This indicates that 
the average performance of Singapore and Brunei is 
higher than the rest of the ASEAN countries’ 
performance. However it can also be noted that the 
growth of Brunei decreases over time since 1978 and 
began to stabilize after 1985, which coincidently 
happened when Brunei joined the ASEAN. It can also 
be concluded that the rest of the ASEAN countries 
tend to cluster around the average performance of 
ASEAN capita per GDP. 
 
From Figure 1, it would be interesting to identify if 
there is any possibility for the other low-income 
countries to catch up with the higher income 
countries, especially towards Singapore, as Singapore 
income continues to grow and outweigh Brunei after  
2006. If such catching up could happen, than there is 
a possibility for the ASEAN countries to achieve a 
sustainable income growth in the long run. However 
for such long run impact to take place, the differences 
between the higher income countries would need to 
decline over time, whereas the lower income 
countries would have to improve their growth in 
order to catch up with the richer nations.  
 

 
Figure 1: Per Capita of GDP for ASEAN: 1970 to 2010 

 
 
Figure 2 represents the cross sectional averages of the 
log per capita GDP of the nine ASEAN countries 
between the period of 1970 and 2010. The ASEAN is 
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broken into two groups according to the initial capita 
per GDP (1970 data). The first group consists of six 
nations and the second group consists of three nations 
as proposed by the ASEAN Secretariat, 2005). Each 
of the group indicates the time path of the average 
subgroup. From Figure 2, it can be noted that the 
arrangement of the panels from the lower income sub 
group to the higher income sub group indicates an 
escalating effect. It can also be noted that the sub 
groups seemed to be connected. 
 
The slopes of the graph represent the speed of growth 
of the countries within the group. It can be concluded 
that the first group indicates a steeper slope after the 
period of 1982, which exhibits a   faster growth rate 
as the countries become richer. Also it can be noted 
that the steep of the slope reduces as the countries 
move to become a richer nation. As such, if the lower 
income group could grow faster whereas the richer 
nations slower down on average, there is a possibility 
for the convergence to take place at one particular 
point in time. 
 
The results however only indicate that there is a 
possibility of convergence and transition in growth to 
take place between the ASEAN countries. The 
quantitative evaluation would as such be determined 
to evaluate the convergence and transition for the 
ASEAN countries. 
 

 
Figure 2: ASEAN Economic Growth: 1970 to 2010 

 
  
With respect to SMEs, it is stated in the Roadmap for 
ASEAN Community 2009-2015 (ASEAN, 2011b), 
“The AEC will establish ASEAN as a single market 
and production base making ASEAN more dynamic 
and competitive with new mechanisms and measures 
to strengthen the implementation of its existing 
economic initiative; accelerating regional integration 
in the priority sectors; facilitating movement of 
business persons, skilled labor and talents; and 
strengthening the institutional mechanisms of 
ASEAN” (page 133). In other words, the 
implementation of the AEC 2015 should transform 
the ASEAN region into a region with free movement 
of goods, services, investment, skilled labor, and freer 

flow of capital or in other words a single market 
nation. With such free movement, SMES will face 
both opportunities as well as threats. Whether the 
implementation of AEC 2015 will provide more 
opportunities or more threats to local SMEs, it 
depends on at least two main factors, namely the 
readiness of local SMEs and the seriousness of 
governments in individual member states in 
supporting/promoting capacity building in them.  
 
III. AEC 2015 IMPACTS ON THE LOCAL 
SMES 
 
There are arguments that trade liberalization can 
create benefits to the members such as improved 
resource allocation; access to new and better 
technologies; inputs and intermediate goods; 
economies of scale and scope; greater domestic 
competition; and the availability of favorable growth 
externalities, such as the transfer of know-how 
(Falvey and  Kim, 1992). Besides that, international 
trade liberalization can also improve the quality and 
productivity of the products and services through the 
enhancement of the impact of knowledge spillover 
(Raihan, 2008)  
  
However, according to Dhar, 2008, with the 
formation of AEC 2015 which will move ASEAN 
towards an international trade liberalization would 
create an immense competitive challenges to the 
ASEAN members. Tubagus and Mari (2003) also 
concluded that the implementation of AEC 2015 
would contribute little to welfare gain for many and 
especially developing countries in the region.  
   
Recent debates among policy-makers and researchers 
on the subject of SMEs in developing countries have 
focused on the ability of such businesses to survive or 
sustain their existence amid growing pressure from 
economic globalization and global trade 
liberalization. Some contributors to the debate are 
skeptical, given the fact that most such enterprises in 
developing countries are lacking the necessary 
resources, particularly technological advancement 
and skills, to remain competitive in the global 
marketplace. There is little doubt that, in the era of 
trade liberalization, SMEs in developing countries 
can only survive if they possess the capability for 
internationalization. This is, indeed, a critical factor 
that helps measure their competitiveness in the global 
market (Long, 2006). The weak competitiveness of 
SMEs is a serious obstacle for such enterprises to 
access both the international and domestic markets, 
particularly due to the low capacity of their products 
to compete with imported goods. 
  
Theoretically, trade liberalization affects individual 
local firms, including SMEs, positively or negatively, 
in four major ways (Tambunan, 2008). Firstly by 
increasing foreign competition: lower or elimination 
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of existing import tariffs, quotas and other NTBs 
have the effect of increasing foreign competition in 
the domestic market as more and more imported 
goods and services enter the domestic market. This is 
expected to push inefficient, unproductive or 
uncompetitive local firms to improve their efficiency, 
productivity and competitiveness by eliminating 
unnecessary cost components, exploiting external 
economies of scale and scope, and adopting more 
innovative technologies and better management 
practices, or to shut down.  
 
Besides that trade liberalization affects the 
development of SMEs is by lowering production 
costs due to cheaper imported inputs. Local firms 
benefit from lower input costs, thereby increasing 
their price competitiveness, so they can compete 
more effectively in domestic markets against imports 
and in export markets.  
 
Recklies (2001) stated free or internationalization of 
domestic markets for sales and purchasing at least 
indirectly influences businesses in the domestic 
economy. The example is given where the entry of 
new competitors (i.e. imported goods and services) 
into formerly protected domestic markets, or changes 
in domestic customers' behaviors or preferences 
toward foreign made goods and services, will affect 
domestic producers of similar goods and services. 
Even domestic SMEs only serving local markets with 
typical local products, e.g. small restaurants 
providing traditional foods, will be affected directly 
or indirectly by the opening of domestic markets. 
  
Lisk (1997) argued that trade liberalization could 
have some adverse effects on SMEs development and 
competitiveness in the short run. He argued that trade 
liberalization would cause SMEs to loss market 
shares as they cannot compete with a cheaper 
imported products in the local market. Besides that, 
the SMEs also would not have the opportunity to 
export their products to other countries due to lack of 
global competitiveness of the enterprises and the 
economy as a whole. 
 
According to Malhotra (1997) due to the growing 
awareness of global environmental issues and the 
awareness of governments to protect the ecosystem, 
there have been more conflicts between 
environmental protection and free trade policies. 
There had been many international agreements in 
protecting the environment which causes producers to 
use eco-labels for tradable products which eventually 
present itself as a trade barrier to the SMEs as these 
enterprises have a limited marketing budget  and 
resources to cover the costs of an eco-label. Besides 
that, most SMEs in developing countries lack of 
promoters and/or initiator for the application for an 
eco-label. Hine and Kelly (1997) studied the factors 
that would hinder and support SMEs in globalization. 

They concluded that attitudes, values, perceptions of 
risk, continuous learning, managerial and marketing 
skills, availability of resources (including financial 
resources), adjustment of organizational structure, 
and the availability and effective use of information, 
are all significant internal factors affecting the export 
success of SMEs.  
 
IV. MALAYSIA’S SMES ASSISTANCE 
 
Since the global financial crisis in 2008/2009, SMEs 
in Malaysia has yet to be fully recovered from the 
aftermath. Just as most of the ASEAN countries, 
Malaysia’s SMEs continue to face challenges 
particularly in accessing financing which is the 
important factor for the business to grow. But this 
does not mean that the Government has not been 
recognizing the importance of SMEs in Malaysia. As 
a matter of fact, the Malaysian Government has 
placed high priority to the SMEs development as they 
play the main pillar towards the economic growth of 
the country. Efforts by various ministries were in 
placed in order to increase the access and ease for 
setting up businesses, strengthening the human 
capital and introducing various programmes that 
focuses on enhancing productivity, innovation and 
export readiness.  
 
In 2015, a total of 150 Government programmes were 
carried out amounting to about RM5 billion which 
had benefited more than 580,100 SMEs. These 
programmes were monitored and reported in the SME 
Integrated Plan of Action (SMEIPA). According to 
SMEIPA, additional 20 programmes were being 
employed in collaboration with the private sectors 
amounting to RM3.1 billion which had benefited 
some 12,900 SMEs.  
 

Table 1: SME Develop Programmes by Areas, 2015 
Focus Areas No. of 

Programmes 
Financial 
Expendit
ure (RM 
mil) 

Beneficiaries 

Human 
Capital  
Developmen
t 

39 79.4 97095 

Market 
Access 

37 99.0 14553 

Access to 
Financing 

36 4398.8 456328 

Innovation 
& 
Technology 
Adoption 

22 258.1 11819 

Infrastructur
e 

16 194.4 306 

Total 150 5024.7 580101 
Source: SME Integrated Plan of Action (SMEIPA) 
2016, SME Corp. Malaysia 
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The Government recognizes the importance of the 
Human Capital development as an important factor in 
the growth of any SMEs. Many SMEs in Malaysia 
has resorted to foreign labouts due to the lower wage 
rate and the shortage of local workers whom are 
skilled or semi-skilled. If this is left unchecked, in the 
long-run it will undermine the company’s producivit 
and move up the value chain to higher value added 
activities. To address these concerns, a total of 
RM79.4 million was spent to assist 97,095 SMEs 
through 39 programmes. 
 
SMEs in Malaysia face challenges in expanding their 
market abroad due to various factors such as lack of 
knowledge, market intelligence and international 
networking. However, it has been recognized that in 
order to become a nation of higher income by the 
year 2020, local companies especially the SMEs need 
to expand internationally. In order to assist the SMEs 
in facing the challenges of the global environment, 
the Government had introduced the “National 
Council for Exports” in order to boost the export 
market. Many initiatives were taken including 
implementing programmes to help SMEs widen their 
market access. Aside from promotional and 
developmental initiatives, there were also 
programmes to improve operational and production 

standards as well as attain certification for 
compliance and quality. In 2015, a total of RM99 
million was channelled for 37 programmes under this 
focus area. 
 
V. METHODOLOGY 
 
The data used in this study is obtained from the 
Department of Statistics Malaysia which consist of 35 
sectors in the SMEs for the year of 2015. The cross-
section regression model was estimated with five 
independent variables. The dependent variable in the 
model is the value added of the SMEs, denoted by Y. 
The Technology adoption is dummy variable, 
denoted by ICT, where ICT=0 for sectors with lesser 
than 100 companies using technology for trade and 
ICT=1 for sectors with more than 100 companies that 
have adopted technology in their production. The 
Human capital will be measured by the number of 
skilled (Skill) and semi-skilled (SemiSkill) workers 
employed by the various sectors. The Average wages 
(denoted by Wage) refers to the average wages that 
employees were paid by the various sectors for 2015.  
Financial Assistance (denoted by FA) refers to the 
amount of financial assistance provided by the 
government to the various sectors. 

 
VI. FINDINGS 
 
The multiple regression analysis is conducted using SPSS. The cross-section linear regression model is 
estimated using ordinary least squares method. 
 

Table 2: Parameter Estimate 

 
Note:  * Denotes significance at 10% Significant level 
** Denotes significance at 5% Significant level 
 
Table 2 shows regression model parameter estimates, as well as corresponding standard errors, t-statistics, and 
p-levels. The estimated regression model with t-statistics in parentheses is:  
 
Equation 1: 
 
Yi = -469.265 + 0.00217SemiSkilli + 242.3277CTi + 0.667Oi 
(-2.47652) (1.82971)          (2.036878)   (46.22981) 
 
The intercept of equation (1) is -469.265 and it means the average value of value added for the SMEs in 
Malaysia at the reference category (completely with no assistance) of all independent variable. All the 
parameters in the equation (1) have positive values, and they indicate an average increase in the SMEs value 

  Coefficients Standard Error t Stat P-value 
 Intercept -469.265 189.4859 -2.47652 0.020095 
 Skilled workers 0.000447 0.002954 0.15146 0.880782 
 SemiSkill 0.002168 0.001185 1.82971 0.078783 * 

average wages 0.025243 0.069715 0.362089 0.720212 
 financial assistance -0.05955 0.068784 -0.86568 0.394582 
 Environment 0.707967 0.764973 0.92548 0.363227 
 ICT usage 242.3277 118.9702 2.036878 0.051964 ** 

Gross output(O)  0.667039 0.014429 46.22981 1.7E-26 ** 
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added for the year of 2015. For example, the second regression coefficient means that the Semi-Skilled workers 
is on average 0.002168 points more successful in contributing to the added value of the SMEs.  
 

Table 3: The Analysis of Variance 
  Degree of Freedom Sum of Square Mean Square F-Statistics P-value 
Regression 8 1.68E+08 20946793 314.8007 7.21E-24 
Residual 26 1730036 66539.85 

  Total 34 1.69E+08       
 
The F-statistic from Table 3 equals 314.8007, with a 
corresponding empirical significance level of 0.000. 
Therefore, the overall regression significance test 
shows that the regression model is significant at 1% 
significance.  
 
DISCUSSION 
 
Although the trade liberalisation such as in the case 
of AEC 2015 will create greater market and 
production opportunities, however this will also be a 
greater challenge for the SMEs. This paper suggests 
that the assistance provided by the Government to the 
SMEs will at some level assist the growth of the 
SMEs. It is interesting to see that the SMEs rely more 
of the semi-skilled workers rather than the skilled 
workers. One point would be that it is cheaper to hire 
the semi-skilled workers and another point is that due 
to the size of the company, the requirement for hiring 
of skilled workers will be lesser importance 
compared to the Semi-skilled workers. It is also 
important to note that the technology adoption in 
terms of trade plays an important role for them to 
expand their growth. The challenge for local SMEs is 
how they can make full use of the assistance provided 
especially in terms of the human capital and 
technology adoption which will depend to a larger 
extent on themselves, i.e. their readiness, and to a 
lesser extent, appropriate government supports. Thus, 
the challenge for every SMEs in Malaysia will 
depends on whether they can successfully compete in 
their own domestic markets but also in the 
international market especially within ASEAN.  
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