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Information and Communication Technology (ICT) piees among Malaysian SMEs have
received extensive attention recently from the gowent via various incentive schemes to enhance the
usage of ICT among Malaysian SMEs. However, thegss of getting those incentives and adopt ICT
among businesses in Malaysia is sill very slow.réfage, the aim of this paper is to critically ayrd the
reasons behind this low percentage of ICT adomimong Malaysian SMESs. In order to address thieissu
extensive literature and empirical studies will dyéically analyzed to find out the key challengbst
prevent Malaysian SMEs to adopt such practicess Mvell known that the best IT practices among
businesses in general could provide good solutfonsthem to drive them towards innovation and
improving their competitive edge in this globalipat era. Hence by identifying what are the key
problems/challenges for SMEs in adopting such mest we are able to propose some sort of
recommendations by identifying the best IT pracieerldwide among businesses and whether these
practices are workable or can be adopted amongylsiala SMEs. This study will open further discussion
on this important issue by shedding light on thet b&T practices or ICT models among businesses.
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1. Introduction

Small and Medium-sized Enterprises (SMEs) opematalmost every industry in Malaysia. In particular,
SMEs play a vital role in the Malaysian manufacatgrsector, so much so that they accounted for 9% o
establishments (SMIDEC, 2002). In addition to thidalaysian SMEs contribute significantly to the
country’s development as a whole. For example tbaytribute 27.3% of total manufacturing output,
25.8% to value added production, 27.6% of fixectssand they employ 38.9% of the country’s workéorc
(SMIDEC, 2002, Saleh and Ndubisi, 2006). Apart frtmeir role in terms of contribution to exports,
employment and economic growth, there are wide tesbia literature on how to enhance their survival
especially considering that Malaysian SMEs arenfaei real threat from China. Saleh and Ndubisi §200
have identified many challenges that are facingaylsian SMEs such as red tape in government agencies
that deliver incentives; limited access to fundsfrfinancial institutions; lack of human capitaigth level

of international competition due to globalisatidhese include AFTA and competition from MNCs and
new competitors (e.g. China, India); and poor ac¢esnew technologies and underutilisation of éxgst
ones.

However, in this study our primary focus is on tmallenges or factors that affect the SMES’ envinent
with regard to adopting ICT and e-commerce. Acegdd Chye (2003), one of the most important issues
in front of Malaysian SMEs is to face the globahyetitors, in particular, the tough competitionnfro
China. The author argued that if Malaysian SMEsvahing to continue to exist, expand and to be enor



profitable, they have to invest in areas such asptmh of ICT, and introduction of a highly skilled
workforce. Chye (2003) argues as well that SMEMataysia have to cut costs and be more efficiedt an
effective and the best way to achieve that is diapéion and adaptation of ICT to achieve econorofes
scale. Hence, ICT investment and innovation is bwag very necessary for businesses to surviveifm th
21 century.

It is worth noting here that the majority of SMiEsMalaysia underutilized ICT applications in conipan
with many other developed nations. For examplepmicg to SMI association of Malaysia (2002), only
30% of Malaysian SMIs had websites in comparisoth 0% of SMEs in Europe and American.
According to Microsoft Malaysia (2006), reported ByINet Sdn Bhd, there are only 8,000 SMEs using
broadband facilities. Other countries such as Siagg Thailand and China have higher figures imseof
ICT readiness. Hence the key questions of thisysane: why this low percentage of adoption of ITosug
Malaysian SMEs? What are the best and conveniewtipes available to them? Are they aware of that?
Are they aware of the importance of IT practiceshigir businesses, that could provide good solstfon
them and drive them towards innovation and impitbregr competitive edge in this globalization era?
Hence, the objective of this paper is to analyzertfasons behind this low percentage of ICT prestin
SMEs in Malaysia. In order to address this issutaresive literature and empirical studies will biically
reviewed to find out the key challenges in prevantlalaysian SMEs to adopt such practices. Thesefor
by identifying these challenges, we are able tp@se some sort of recommendations by identifyirgy th
best IT practices worldwide among businesses arethgh these practices are workable or can be atlapte
among Malaysian SMEs. This study will open furtb&cussion on this important issue by shedding ligh
on the best ICT practices or ICT models among lessies.

2. Malaysian SMEs — Facts and Figures

As indicated earlier, Malaysian SMEs play a vitalerin the country’s development as well as being a
important driver in alleviating poverty in the cdagn According to the Malaysian Chinese Association
(MCA, 2005), SMEs accounted for 92% of the 700,08@istered companies in Malaysia and make up
33% of the total working population.

According to Bank Negara Malaysia (BNM, 2004), SMEsMalaysia can be divided into three broad
categories. The first category comprises manufaxggu€ manufacturing related services, the second
category includes primary agriculture and the tlmcdudes service sectors (including ICT). Accogiio
BNM, in order for an enterprise to be consideredSME, the two points to be considered are the dnnua
sales (turnover) as well as in terms of the nunolbéull time employees, as indicated in Table lobelAs
mentioned earlier, SMEs in Malaysia operate in ousiindustries, but they play a major role in the
manufacturing sector. According to SMIDEC (2002l 8aleh and Ndubisi (2006), SMEs in the country
accounted for more than 90% of the total manufawuestablishments in Malaysia, and around 28%ef t
total manufacturing output. Furthermore, around 4ff%%lalaysian SMEs in the manufacturing sector are
in the resource-based sector (Johan, 2005). IniaddiMalaysian SMEs play an important role in the
service sector as well. There are around 192, Sgabkshments in this sector, around 98% of whieh a
made up of SMEs (Department of statistics and SatehNdubisi, 2006). As reported in Table 2 below,
wholesale and retail trade is the largest in thgice sector, accounting for 88.8% of participatBiIES
followed by education and health sectors, then byfegsional services (such as legal, accounting,
engineering, etc) followed by selected serviceshi{sas hotels and other lodging places, travel dagernd
tour operator services, share, commodity and fareighange brokers, among others.)

Table 1: Classification and definition of MalaysiaBMEs



Category Micro-enterprise Small enterprise Medium enterprise

Services, primary Sales turnover of less  Sales turnover betweel

agriculture and than RM200,00@r RM200,000 and RM1 Sales turnover

information and fewer than five full- million or between five between RM1 million

communication time employees. and 19 full-time and RM5 millionor

technology (ICT) employees. between 20 and 50
full-time employees.

Source: compiled from BNM (2004) and Saleh and Ndubisi (2006)

Table 2: Distribution of Malaysian SMEs in the Seices Sector

Education and health 8,558

Selected services 4,146
Computer industry services 283
38

Source: data compiled from Department of Statistics and Saleh and Ndubisi (2006).

3. Importance of ICT applications

According to a report by OECD (2004), ICT and eibess applications are essential to every busiagss
they provide various benefits across a wide rarfgaetm and inter firm businesses processes as aeell
transactions. In addition to this, ICT applicati@mhance information and knowledge managementmithi
the business and could reduce transaction costemimahce the speed and reliability of transactfons
both business to business (B2B) as well as bustnemasstomer (B2C) transactions.

ICT (such as computer terminals, internet, e-meit.) and e-commerce (e.g. sale or purchase of
goods/services over the internet) could provideewhenefits to business processes. For examplayin a
business including SMEs, ICT and its applicatioruldomake communication inside the business faster
and will assist them in terms of efficient resounc@nagement. Furthermore, ICT applications sudbRE3
(Enterprise Resource Planning) and KMS (Knowledgendyement System) provide businesses with a
good source that can be used to store, share, tdizédiacquired knowledge and know-how. Customer
databases could assist employees as well as seaimgement to correspond and respond to customers
needs in a more effective and faster way (OECD4R00

Furthermore, according to Moodley (2002) and OEO04), e-commerce and internet could well assist in
reducing transaction costs and increasing the speédeliability of transactions. The use of e-camnge

and internet can also be a good instrument in iaguaefficiencies resulting from lack of coordiiat



between businesses. For example, internet-based iB@Baction and communication could reduce
“information asymmetries” between supplier and yayand bring a closer relationship between trading
partners. According to the OECD (2002) report, aelepof e-commerce have the benefits of reducing
transaction costs, enhancing transaction speed reli@bility and getting the maximum value from
transactions in terms of their value chains. Imtenof B2C context, e-commerce and internet areeftz
and reliable tools that lead to better communicatieor example, the website for a business canigeov
good information, profile, products, services attd hence this enhances the quality of a busisesgices

to customers and attract new customers as well.uSkeof websites by businesses including SMEs could
provide good tools to collect information and addreustomers’ needs and this can perhaps be ustxfo
purpose of innovation and product development.

According to Zantout and Marir (1999), cited by Sizla (2006), utilization of ICT is an important faicin
effective knowledge management; it allows “inforioatstorage, its treatment and circulation”. Howeve
in the case of Malaysia, ICT applications have htbenfocus of the Malaysian government (more detail
later) through the introduction to what is calle®® (Multimedia Super Corridor) which is encompagsin
seven flagship applications such as electronic gowent, smart school, research and developmertecjus
worldwide manufacturing web, etc. The governmerdrgfly emphasizes the use of ICT in both public as
well as private sectors, and has been urging SMEsé ICT and e-commerce in their daily operat@ass
an effective tool to enhance their businesses dkasestrengthen the Malaysian economy (MAMPU,
2003).

The importance of ICT links well with the Malaysiarsion to become a developed country by 2020.
Therefore, it is important for Malaysian SMEs talize the benefits of ICT as a vital tool to suevand to

be able to compete at the international level anohéet the challenges ahead as a result of glatializ
technological advances and liberalization. Hencedgption of ICT and its application, Malaysian SME
can enter into non-traditional markets (Johan, 2005

4. ICT adoption among Malaysian SMEs — review of theiterature

As we discussed earlier, adoption of ICT is an irtgott driver in terms of business development dtage
economic development, i.e., both at micro and maevels. Hence the impact of ICT on businesses’
management has received much attention among lssgimactitioners as well as academics (Spanos, et a
2000). According to Limaye et al. (1991) and Leidaeal. (1999) cited by Spanos (2000), the impdct
information and communication technology usage c¢a@pend on the culture and this may differ between
countries. Therefore, it is not appropriate to dode that ICT findings will be relevant and apphtato
every country as culture may differ between coest(iSpanos et al., 2000). Adding to this, thereotirer
factors or resources e.g. availability of resourgesernment policies etc which could affect tha IGse,
and this perhaps may differ across the globe. Haheee are many other factors that could influethee
adoption and adaptation of ICT among Malaysian SMEs

Kapurubandar et al. (2004), argue that many busé@se@ developing nations are still doubtful about
utilization of ICT and e-business widely. They agghat SMEs should understand the potential benefit
utilization of ICT and e-commerce in their busiressTable 3 reported some of the barriers for e-
commerce development among both developed andagegrglnations. As can be seen from the table, the
resources and other factors which are availabledfareloping countries are lacking behind those of
developed nations. For example, in terms of infeastire, developed nations are obviously far ahéad.
better ICT, easy access to phones and internét iatccomparison to developing countries. Another
important factor as shown in Table 3 is social anltural issues, where it can be seen that theaehigh
digital literacy rate in developed nations in comg@n with the developing ones. Furthermore, gowemt
and industrial policies are better and more adegimateveloped countries in comparison with devielpp
countries. According to Corso et al. (2003), latkimancial resources and manpower are importastbfa
that affect the level of ICT adoption among SMEkefgfore, it is important for policymakers as wasl
businesses to understand the factors which cofddtahe adoption and adaptation of ICT and e-cornene
among businesses. Perhaps the governments in gawgeloations should enhance and improve the
availability of infrastructure (e.g. easier accéssnternet and technology applications) as welbotser
resources in order for businesses to be more intivevand effective and compete in this globalizexild:



Table 3: Availability of resources in developed ctrties vis-a-vis developing countries

Infrastructure: Inadequate infrastructure
Reliable and adequate Infrastructure (e.g. ICT,
telecom, cheap and easy access to internet and

ihonesi

. Cultural and social issues Low or poor literacy rate
e.i. Hiih diiital Iiteraci rate
Regulatory: Inadequate policies or sometimes do not

Adequate government, industrial policies, internet exist
policies and among others relevant policies
Source: Compiled from Kapurubandara et al. (2006)

Furthermore, many empirical studies such as An(#080), Khalid (2001), among others have proved tha
technological innovation and high productivity play important role in any business organizatiomdée
being innovative, adopting new IT practices and legipg them are some of most critical and important
issues among Malaysian SMEs. According to stuaye8akaria and Hashim (2003) cited by Omar (2004),
only 15% of SMEs in Malaysia incorporate some foofinternet applications into their businesses.
According to Omar (2004), internet technology copfdvide a good solution for Malaysian SMEs and
strike them into innovation. Furthermore, Haronakt (2004) examined the awareness, perception and
readiness on ICT among Malaysian SMEs. They arthetdhere are many factors (such as high cog, lac
of expertise, company’s size, profile, type ane 9f business, among others) associated with tikedf
use of ICT among Malaysian SMEs. For example, fhend that wood and wood products industries have
very positive and high perceptions about ICT in panson with other industries such as textile, garts
and leather. Furthermore, they found that SMEsuaieg ICT (such as electronic mail, phone etc) Wide
in advertisements, supplier relationship and custamlationship. However, one of the key findindshis
study is that there is still a lack of awarenessmgrMalaysian SMEs about adoption and utilizatibfCI

and this requires huge investment as well as teahmixpertise. Therefore, Haron et al.’s study &hou
investigate in more depth why many Malaysian SMiesreot aware of the benefits and the importance of
ICT. Is it because of a lack of government and stidal policies promoting the benefits of adoptafiCT
among Malaysian SMEs? Is it because there are madequate incentives towards utilization of 1G3¥?
are there other more important factors than ICTSIES to look at?

Zailani et al. (2006), argues that there is a rfeedlalaysian businesses to adopt ICT in orderclieve
“business excellence” in this globalized world. \Afgree that ICT is an important driver in any busine
but the key issue here is that Malaysian SMEs hawederstand the long term benefits of adoptiosh an
adaptation of ICT into their businesses and mopbmantly, infrastructure and government suppost toa
be there to facilitate such adoption.

Zailani et al (2006), has examined the adoptiohG3f among Malaysian SMEs. They found that SMEs
with a positive attitude towards adopting of ICTllwachieve effective knowledge management. In
addition, they also examined some factors (suchteaknological, organizational and environmental
characteristics) that affect technology adoptiohey found that these factors have a positive impact
ICT adoption. As indicated before, we believe thavernment support and incentives in this regaay pl
an important factor and should have a positive thpen ICT adoption among Malaysian SMEs.

5. Government policies towards supporting ICT among Mé&ysian SMEs



The Malaysian government has been emphasizing eruse of ICT among Malaysian SMEs as ICT
becomes extremely relevant and important for therbet competitive in this globalized and competitive
world. Hence, the Malaysian government puts a heff@t to enhance the development of Malaysian
SMEs, this is evident from the Second Industrialstda Plan (IMP2), as well as during the seventh and
eighth Malaysian plans (Government of Malaysia,120B8aleh and Ndubisi, 2006). According to MITI
(2005), the IMP2 has initiated many policies andgpammes to enhance the development of SMEs. This
plan was formulated to improve the growth of thenafacturing sector through the entire value chairg
encourage cluster-based industrial development.edew to complete the second industrial plan (IMP2)
which ended in 2005, the Malaysian government hiisted and formulated the Third Industrial Master
Plan (IMP3) 2006-2020, which coincides with the mioy's vision to 2020. This vision envisages ayfull
developed and knowledge rich society in the coyntriyh emphasis on the importance of ICT and its
development to gain international competitivenekshén, 2005). The preparation of IMP3 involved the
creation of three bodies, an industrial planningnotttee, a steering committee and nine Technical
Resource Groups (TRG). The objective of these grdapto enhance the development of SMEs and
analyze achievements under IMP2, and assess ttentperformance and development profile of SMEs in
the manufacturing and selected service sectors admalysis will form the basis for the formulatioh
policies and strategies on SMEs to be incorporatedMP3 (MITI, 2005; Saleh and Ndubisi, 2006).

To realize the aims of IMP2, policies and prograanfor SME development in the seventh and eighth
Malaysian plans addressed several issues (MITD528nd Saleh and Ndubisi, 2006) which include the

following:

. access to markets

. increasing technology capabilities

. enhancing the adoption of ICT

. increasing product quality

. enhancing supply of skilled of labour
. increasing access to finance.

As the focus of this paper is on ICT adoptionsitiorth noting here that the Malaysian governmexst h
initiated many new measures to enhance deliveriesyand quality services. In this regard, a nunafer
customer service centers and one-stop centers egablished in the country. For example, in 2005,
Malaysian Chinese Association (MCA) has launchedoree stop ICT center to enhance SMEs
transformation of their businesses such that theyeha better use of ICT as well as to facilitate th
development of ICT based SMEs in the country (M@BA05). In addition to that, the 2006 budget has
introduced some incentives in strategic areas sisctCT industries, biotechnology and high technplog
manufacturing to face the global competition and #xternal challenges (BNM, 2005). Furthermore,
certain companies which are undertaking ICT andtimatlia services have been given some incentives
such as tax exemption and allowances up to 50%.Md#&laysian government continues to support the
development of soft technology via a large allaratio the education and to enhance the manpowéein
country. Hence, the government has launched thehNifalaysian Plan in 2006 (2006-2010) which
provides the foundation for further developmentkiey and strategic sectors in the country such as
manufacturing, services, agriculture, ICT and hibtelogy. This plan has focused on the developrognt
human capital as well as R&D and innovation amoraaysian firms which include SMEs. It is worth
noting here that this plan has also paid attertbdhe promotion of SMEs with high innovation caitieibs

to be part of what's called the global supply chdihe plan has also focused on the halal secttinen
country by providing all the necessary support taken Malaysia an international hub in this sector
(Government of Malaysia, 2006). Perhaps this pesi®MEs a good opportunity to be part of this
development as there is a huge potential for theexport their products overseas. Hence, ICT adopti
and e-commerce is extremely important for SMEsni@restrongly into and be competitive in the global
market.

Table 4: Selected grants and Incentives which axaiable for Malaysian SMEs



SMIDEC* Grant for Provides assistance to SME’s In the form of a matching grant whefe
business undertake studies in busine 50% of the approved project cost |is
planning  planning, technology and mark borne by the government and the
& development remainder by the applicant.
developm
ent

Grant For Provides assistance to SME’s f In the form of a matching grant whefe
Productivi productivity and quality 50% of approved project cost is borpe
ty & improvement and to compl by the government and the remainder
Quality with international quality by the applicant.

Improvem standards and certification

ent &

Certificati

on

Factory Provides assistance to SMEs Maximum grant per company
auditing undertaking diagnostic audit ¢ 100,000RM where 50% of approved
scheme  their manufacturing operations. project cost is borne by the
government and the remainder by the
applicant.

Grant for Provides assistance for SMEs Assistance is given in the form of|a
Enhancing improve their marketing

Marketing strategies to compete in both t

Skills of domestic as well as expo provided by the government and the
SMEs markets

Notes: *Small and Medium Industries Development pooation; **Malaysia External Trade
Development Corporation

Source: Prepared by authors based on SMIDEC (Zm2}); BNM (2005), and MITI (2002).

Furthermore, Malaysian SMEs have the opportunityatoess various grants and incentive schemes
including financial, tax incentives, business adigsassistance etc. but many SMEs are still unawére
these programmes. It is worth noting here that §p&nding in the manufacturing sector is dominated b



MNCs and large companies involved in higshnology (Johan, 2005), this indicates that Msitay SMESs

are spending less on ICT utilization in comparisgth MNCs and larger companies which are more
capable of doing so. However, gathering by therditure (MITI, 2002; BNM, 2005; SMIDEC, 2002;
2004), with regards to the availability of grantedancentive schemes for Malaysian SMEs, we noticed
that this sector has been the focus of the govamhimwed its agencies, which has been initiating many
grants, programmes, and incentives etc. Howevengsaf these incentives and grants can be summarized
as shown in Table 4, above. As indicated in thibl@ahat SMIDEC (established in 1996) is one of the
main agencies in Malaysia which has been offerirmgious incentives and grants through many
programmes to assist SMEs to develop and growdurimd to be able to compete at the international
level.

6. Conclusion

This paper has identified a number of importantdeeand issues within Malaysian SMEs. It has ateal s
some light on the practices and attitudes with nie¢¢a global operations. In addition it is believibat this
paper will help SME policymakers in formulating ithstrategies. Adoption of ICT is an important dniv
for business growth, so more should be done torjrozate this in the overall strategy. SMIDEC isrdpi

an excellent job by nurturing SMEs but more neaildé done as competition from other countries
especially China, India and other Asian countriesireal and imminent threat. We also believe more
should be done to promote the use of Informatiochmelogy in SMEs and high value activities such as
product design and engineering should be encouraged
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