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Preface

M
uch have been written in various forms with re

spect to Micro, Small and Medium Enterprises

(MSMEs). In spite of  this, a compilation of  works

on “cross border SMEs”, especially between

Malaysia and Indonesia, has still not been made available to the pub-

lic. Prior to addressing the issue at hand, let us look at what we mean

by MSMEs for Malaysia and Indonesia? Micro, Small and Medium

Enterprises (MSMEs) have been defined differently in both countries.

So far, there has not been a unified definition that is accepted by all.

In Malaysia, SME Corp, a coordinating body on SMEs, refers to

micro size SMEs as companies with sales turnover of  less than

RM300,000 and employees less than five. However, for small size

SMEs in the manufacturing sector, it refers to companies that have

sales turnover between RM300,000 and RM15 million and employ-

ees between 5 and 75 people, while in the services sector it is de-

scribed as companies that have sales turnover between RM300,000

and RM3 million, and employees between 5 and 30 people. As for

medium size SMEs, in the manufacturing sector, it includes compa-

nies with sales turnover between RM15 million and 50 million, and
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employees between 75 and 200 people. However, in the services sec-

tor, companies that have sales turnover between 15 million and RM

20 million and employees between 30 and 75 people are already con-

sidered as medium size SMEs. In Indonesia, MSMEs are defined as

those enterprises which have full time employment of  less than 100

employees with a substantial proportion of  them consisting of  micro

enterprises with not more than five full-time employees.

Elsewhere in these two nations, SMEs are much regarded as “un-

sung heroes” as they play significant economic and social roles by

offering new job opportunities, lowering unemployment rate, increas-

ing competition and productivity, and providing substantial benefits

to the economy of  the two countries, Malaysia and Indonesia alike.

The SMEs in both the neighboring nations are considered to be the

backbone of  the modern-day economy. Thus, it is far from being a

surely not a “fish bone” anymore. The importance of  this segment is

undisputed. For instance, a total of  98.5 percent of  the Malaysian

business establishments are SMEs. In 2017, these businesses were re-

sponsible for 37.1 percent of  the country’s GDP, 66 percent the total

employment of  the country, and 17.3 percent of  the total Malaysian

export. The annual growth of  these SMEs’ contributions towards the

GDP, employment and export are 7.2 percent, 3.4 percent and 7.9

percent respectively. A more or less similar example can be illustrated

for the Indonesian counterpart. The importance of  MSMEs in the

Indonesian national economy has been well noted. There are more

than 56.8 million MSMEs establishments and they consist of  approxi-

mately 99.9 percent of  the total number of  enterprises. It can be

further emphasized that within MSMEs, microenterprises seem to be

more dominant compared to small and medium enterprises. It covers

about 98.7 percent, while small and medium enterprises represent

only about 1.13 percent and 0.09 percent respectively.
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Having those figures are insufficient as there is a yawning gap be-

tween the needs, demands and policy responses in SMEs that often

dampen their prospects. The recent economic turbulence has only

added to SMEs’ problems. In this regard, SMEs in both nations have

also been struggling for the improvement in the cost reducing indus-

tries by providing relatively lower prices which bring transformation

to the industrial structure and development of  new markets along

with large and multinational corporations (MNCs). SMEs directly

and indirectly assist and facilitate growth, multiply and replicate into

sufficient mass across industries and sectors. Starting in the late 70s

and early 80s, SMEs have started to become more innovative and

flexible in terms of  reducing cost, technology adoption and diversifi-

cation of  products. Hence, it becomes imperative for us to ensure

that SMEs, which are facing one of  the toughest times in the indus-

trial history, are strongly supported by the relevant stakeholders; gov-

ernments, financial agencies, institutions and associations.

Realizing the need to leverage further on the development of  small

and medium enterprises (SMEs) in these two brotherly countries,

Malaysia and Indonesia, a small group of  scholars/researchers from

IIUM, UMY, UNIDA Gontor and UNISSULA have collaboratively

embarked on a little-known project known as the Research Matching

Grant Schemes (RMGS), International Islamic University Malaysia

(IIUM), Project ID: RMGS 17-001-0027. After a successful Malay-

sia-Indonesia Workshop on SMEs in 2019, that was conducted to

present all the RMGS findings, a subsequent effort is to compile the

selected-relevant papers in the form of  a book to enable the knowl-

edge and the latest findings to be shared with the public at large.

Thus, the book, “Cross Border SMEs: Malaysia and Indonesia”, is

put forward as an extension of  a compilation of  works designed to

foster the status, growth, progress and development of  SMEs, espe-



viii HILMAN LATIEF

cially in Malaysia and Indonesia. Such an effort has not been made

elsewhere.

In view of  this, we would like to extend our appreciation to the

Research Management Center (RMC) of  the International Islamic

University Malaysia (IIUM), the research centers of  Universitas

Muhammadiyah Yogyakarta (UMY), Universitas Darussalam (UNIDA)

Gontor, and Universitas Islam Sultan Agung (UNISSULA) for undoubt-

edly giving us the opportunity by providing research grants under

RMGS. The grants from our respective institutions enabled us to

generate and integrate these research papers into an edited book.

Therefore, special thanks and the flagship’s appreciation to those who

have contributed their papers and their efforts and unquestionable

support which have eventually led to this edited book.

Edited By:

Moha Asri Abdullah

Rizal Yaya

Dzuljastri Abdul Razak
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Glossary

Chapter 1
Respondents’ profile: Demographic characteristics of  SMEs, reasons

of  involvement in business, and training attended

Business Profile: Includes year of  establishment, type of  ownership, busi-

ness sector, source of  initial financing capital, type of  financing, total

asset turnover, total sales turnover per year, and number of  employees.

Kaiser-Meyer-Olkin (KMO): a measure of  how suited your data is

for Factor Analysis. The test measures sampling adequacy for each

variable in the model and for the complete model.

Bartlett’s test: A test for homogeneity of  variances is used to test that

variances are equal for all samples.

Business Performance: Increase or decrease in certain business aspects

Chapter 2
MSMEs: Micro, small, and medium enterprises

Profile: Personal characteristics and business status

Methodology: Approach used to conduct the chapter.

Expertise: expert skill or knowledge in business

Education level: Last education completed by the respondents

Years of  business establishment: Length of  business establishment

period.

Form of  Business: Legal structure of  the business
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Chapter 3
Conceptual Framework: general framework of  research by identifying

study variables that can provide results to answer the above research

questions.

Hypothesis: A hypothesis is a tentative statement about the relationship

between two or more variables which is testable.

Success Factors: variables that may affect the success of  SMEs business

Knowledge skill: training in different areas, such as accounting, team

management, marketing, communication, and technology use.

Reliability test: a test to see the internal consistency of  the data for the

variables used in a study.

Correlation matrix: Output of  regression analysis shows the correlation

among the variables in a tabular from.

Chapter 4
MEs: Micro Enterprises

ISFI: index of  Sharia financial inclusion

Financial inclusion: delivery of  financial services, at affordable costs, to

sections of  disadvantaged and low-income segments of  the society

Micro-finance: making minor loans prepared to poor people through

programmes designed in particular to fulfill their particular needs and

circumstances.

Access to Shariah finance: outreach of  sharia financial services

Usage of  Shariah finance: frequency with which customers use sharia

financial services.

Chapter 5
Familiarity: Knowledge level on Islamic financing products available in

the markey.
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Chapter 6
CTR: Current training requirement reported by the respondent during the

survey.

FTR: Future Training Requirement. Training reported to be required in

next one- or two-years’ time

Reliability Statistics: Shows the level of  internal consistency for the scale

used in this study

TR: Training Received. Type, and fields of  training received by the respon-

dents

Training Gap: Difference between training receive and training need

Chapter 9
DFTZ: Digital Free Trade Zone

External barriers: comprise of  industry barriers (industry structure and

competition), market barriers (customer and procedural) and macro en-

vironmental barriers (direct and indirect export)

Internal barriers: include company barriers (marketing knowledge, fi-

nancial and human resource) and product barriers (quality and techni-

cal adaptation

Chapter 11
Business area: fields of  business

Financial literacy: financial knowledge to attain the welfare. This finan-

cial literacy is related to the ability of  individuals or business firms in

financial planning and management.

Legal form: Legal structure of  the business includes co-operative, private

limited, partnership, sole-proprietorship.

Record-keeping: accounting of  all financial transactions in the business.

Risk: uncertainty or the possibility of  financial loss.
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