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4.0  INTRODUCTION 

 

The spread of the first Coronavirus Disease (COVID-19) in Wuhan, China, shocked the whole world 

at the end of  2019. The World Health Organization (WHO) declared this epidemic a global pandemic 

for different countries worldwide on March 11, 2020 (Cucinotta & Vanellli, 2020). Due to this, many 

countries limited the movement of their people and business activities, and large gatherings, including 

schools, to effectively transmit the disease (Toda, 2020). On March 18, 2020, the Malaysian 

government had also announced the Movement Control Order (MCO). People of the country were 

instructed for a  'social distancing' to enable and resolve the spread of COVID-19. 

 

However, the COVID-19 pandemic continued to spread rapidly. The positive number of cases 

in Malaysia climbed to 15,096, and the total death toll was 155 (Ministry of Health Malaysia Statistics 

Report, 2020). This pandemic crisis hit Malaysia and harmed the economy, politics, social system, 

health, education, and many more. After the last process ended on December 31, 2020, the MCO had 

been directly enforced, and Malaysians were ordered to remain at home and not do regular work outside. 

The new Standard Operating Procedures (SOP) concerning the MCO had then been adopted by 

everyone in the country (Aziz, 2020).  

 

In other cases, MCO had also impacted the job market, where many people became jobless. A 

considerable number of enterprises, corporate activities, private and government agencies suddenly 

closed down. The enforcement of MCO had caused the closure of several businesses due to being 

unable to bear the cost of expenses, including employee wages and many more (Department of Statistics 
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Malaysia, 2020). Not only that, sectors excluded from the MCO implementation had also received 

negative effects due to the need to conform to the very strict and mandatory SOPs. Indeed, the 

Movement Control Order (MCO) is the most significant factor contributing to businesses' closure. In 

addition, the tourism sector and other industries such as the hospitality, food industry, consumption, 

and many more had been shaken due to travel restrictions and border closures during MCO (Department 

of Statistics Malaysia, 2020). This indicated that the spread of COVID-19 in Malaysia had severely 

affected small and medium-sized enterprises (SMEs).  

 

4.1  SMEs in Malaysia 

 

Being one of the main contributors to the Malaysian economy (Zalina, Firdaus & Azman, 2016), 

approximately 907,065 registered SMEs in Malaysia (SME Corp, 2019). The SME segment accounts 

for approximately 98.5 percent of total business establishments across all sectors of the economy, 36.6 

percent of Malaysia's Gross Domestic Product (GDP), and 65.3 percent of jobs in 2016.  

 

 SMEs are defined as firms with sales turnover not exceeding RM50 million or employment in 

the manufacturing sector not exceeding 200 employees. Although SMEs are companies with sales 

turnover not exceeding RM20 million or jobs not exceeding 75 employees for services and other 

industries, SMEs are firms with sales turnover not exceeding RM20 million (SME Corp, 2019). With 

many small and medium-sized businesses in the economy, any industry and economic downturn would 

eventually affect different sectors and national economic growth.  

 

 From the perspective of the GDP contribution of SMEs, all sectors reported an increase in 2018, 

excluding the construction sector. The agriculture sector dominated SMEs' GDP, with a 52.8 percent 

share driven by the fishing subsector, as shown in Exhibit 3. As for construction, the contribution of 

SMEs to GDP was 46.4 percent, compared with 46.6 percent in the previous year. SMEs' GDP in the 

services sector rose to 42.2 percent compared to 41.7 percent in 2017, dominated by the sub-sector of 

wholesale and retail trade, food & beverage, and accommodation. Finance, insurance, real estate, and 

business services have also significantly supported this sector, especially in professional services. 

SMEs In the manufacturing sector, GDP attributable to petroleum, chemical, rubber, and plastic 

products increased slightly to 34.4 percent (2017: 34.2 percent). Meat, beverages and tobacco and non-

metallic mineral products, essential metals, and processed metal products have added to the activities 
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of SMEs. Meanwhile, the GDP of SMEs in the mining & quarrying sector reported a share of 2.4 

percent in the mining and quarrying sector (2017: 2.3 percent ). 

 

 

Figure 4.1  Contribution of SMEs GDP to Malaysia for 2018 at Constant 2015 Prices 

 

 Based on the above explanation, it is clear that SMEs are enterprises that maintain below a 

certain threshold income, assets, or a certain number of employees. However, each nation has its 

concept of SMEs. For instance, specific size requirements must be met, and the sector in which the 

company works is also taken into account. Undeniably, SMEs play an essential role in the economy, 

albeit small in scale. They vastly outnumber large corporations, employ vast numbers of individuals, 

and are typically entrepreneurial, helping shape creativity. Nevertheless, the COVID-19 issue affected 

SMEs as a whole in the Malaysian business market. 

 

4.2  IMPACT ON SMEs  

 

Many factors impacted the small businesses' outcomes due to COVID-19. The effects can be split into 

two categories, namely internal and external variables.  
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4.2.1 Internal Factors 

 

4.2.1.1 Business Disruption 

 

Most organizations highlighted their critical concerns regarding operational disturbances during the 

time of containment. The government has stopped SMEs in the transport, services sector, malls, and 

other industries to close all non-essential business premises. Therefore, other companies in the business 

group need to have domestic needs, and the community needs to continue its activities, but on a smaller 

scale.  

 

 As reported by Wahyudi (2014), this problem had undoubtedly contributed to the cash flow 

issues. After the companies closed during the MCO, some businesses reported a "zero income" cash 

flow imbalance. The owners were still forced to make mandatory employee wages, business loans, 

rental fees, utilities, and other fixed costs. These fees will be paid based on the arrangement between 

the trader and the occupant of the premises. Even though commercial banks had offered a moratorium 

for six months on all business loans, companies with assets such as factories could make payments to 

the bank. However, not all enterprises benefited from such programs as they used other financing 

methods such as financial leasing Business Stimulus Packages Economy PRIHATIN 2020 and  PKS 

PRIHATIN.  

 

 Additionally, the Economic Stimulus Package or PRIHATIN PKS launched by the Malaysian 

government was still in the early stage. The respondents were waiting for more information on the 

distribution procedures and applications of these packages. The evidence is backed by the experience 

of business owners who claimed that monthly asset rental payments were undisclosed based on the six-

month loan moratorium program. Therefore, for SMEs, access to financial stimulus packages is also a 

problem. Financial difficulties could expose them to the risk of bankruptcy if they do not pay the 

financial institutions. The company may become bankrupt over a prolonged period of confinement. The 

gear ratio and size of the monthly loan payment are essential factors. Cassia and Minola (2012) asserted 

that the greater the gearing and repayment ratio, the higher the risk of bankruptcy faced by the firm. 

Based on interviews, the majority of the SMEs stated their financial readiness to sustain business for a 

maximum duration of three to six months without sales or with a sharp decrease in cash inflows during 

the MCO period. 
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4.2.1.2 Unemployment 

 

Malaysia has formulated its 2020 vision as a strategy to speed up the country's growth. However, the 

COVID-19 pandemic has left enormous consequences on the country's economic, political, and social 

development. During the COVID-19 outbreak, the MCO by Labor Statistics (2020) showed that 

unemployment increased to 610,000 (17.1 percent) compared to 521,000 in the same month in 2019. 

The negative effect of the MCO on the labor market was affected by the high unemployment rate in 

March 2020. Following the spread of the COVID-19 outbreak, these numbers were estimated to 

continue to grow. This scenario could be seen among the employees in several industry sectors, 

including tourism, business, creative industry, accommodation, manufacturing, business, human 

resources, private medicine, professional services, non-governmental organizations (NGOs), 

agriculture, and plantations.  They were left unemployed due to the enforcement of MCO.  

 

 A study conducted by a market research company (IPSOS) found that unemployment issues 

rose compared to the previous year to 40 percent at the current high COVID-19. The survey data also 

showed that 62 percent of Malaysians expressed concerns about the outbreak of COVID-19, which also 

affected the national economy because of concerns about any form of outdoor activities, including work 

(IPSOS Report, 2020). The new MCO limitations on movement compounded this. Consequently, the 

spread of the COVID-19 pandemic crippled the economy in Malaysia and throughout the world. As a 

result, several workers had been instructed to take unpaid leave for many months, pay cuts varied from 

20 to 50 percent, and even some employees faced job instability when the business terminated their 

operations. This also triggered a retrenchment problem for the workforce, and, as a result, the 

unemployment rate increased. 

 

4.2.1.3 Business Bankruptcy 

 

In other studies, large corporations had also been facing massive damage due to the COVID-19 

pandemic crisis. While large companies could turn to bankruptcy as a means of security, small business 

owners typically saw it as a last resort and were more likely to avoid filing in the case of sudden events. 

The crisis of COVID-19 coincided with a giant corporate struggling before the outbreak, such as retail.  
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 Referring to the problem facing SMEs was that when their business activities could not be 

carried out, they were unable to manage and withstand the demands of the Malaysian government. The 

company profit was also historically used for the payment of previous expenses. Hence, they were not 

able to know the conclusion of this COVID-19 pandemic as SMEs. By producing goods as a source of 

business, SMEs rely on their day-to-day operations. It was inevitable that their corporation would not 

thrive if their company could not function for a long time. This scenario would cause the businesses to 

lose and cause them to be regarded as bankrupt and unable to pay debts for incurring expenses.  

 

 When the Malaysian government declared the MCO to the whole company, the goods could 

not be sold to the purchaser. Data in August 2020 showed that bankruptcy cases were decreasing from 

year to year. Between the period June-July 2020, again in line with the role of payment stimulus in 

reducing liquidity constraints and contributing to more bankruptcy than in 2020, it was projected that 

severe economic shocks would reduce the probability of a bankruptcy wave predicted by increasing 

unemployment.  

 

 In the form of stimulus tests and expanded unemployment benefits, customers had gained 

liquidity. Social Security Organization (SOCSO) and other facilities have helped fund bank loans and 

bonds for large and small enterprises through the Wage Security Scheme. In reality, this is the way the 

Malaysian government-supported and protected the SMEs from bankruptcy. Large-scale tolerance 

policies and the eviction and seizure of moratorium also aimed to reduce the financial problems for 

businesses and the same user. Although there is a comprehensive policy endorsed, the evidence showed 

that there were still a large number of financial problems in the economy, with 20-30 percent of 

households experiencing food insecurity, and only about half of individuals getting unemployment 

insurance since early June (Bitler, Hoynes & Schanzenbach, 2020). Moreover, there was substantial 

confusion about the amount and extent of ongoing government assistance and the length and depth of 

the ongoing economic downturn. 
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4.2.2 External Factors 

 

4.2.2.1 Supply Chain 

 

The supply chain refers to the origins of raw materials which were imported. During the COVID-19 

pandemic crisis, many countries that rely on imports were seriously affected. Many countries imported 

their major commodities from major exporting countries, such as China, India, and Japan, and relied 

heavily on them to supply essential commodities. The decline in goods flowing through the global 

supply chain and China's heavy dependence on imported goods resulted in a shortage of supplies to 

import-dependent countries as many of China's export plants closed down. This had contributed to a 

rise in the price of the residual stock, mainly import stocks that already existed in import-dependent 

countries. Low import demand due to the COVID-19 pandemic also induced inflationary pressures on 

the basic commodity prices. Malaysia's manufacturing sector found it difficult to find alternative 

imports after China closed down, as many countries had partially or entirely closed their borders, 

restricting foreign trade at the time. As a general rule, this supply would provide imported raw materials 

as a source of output for the SME market, a significant factor in Malaysia.  

 

 A published analysis of the causes of the breakdown of large-scale trade offers valuable hints 

of what could happen next to the economics during COVID-19. Three fundamental theories exist about 

what may lead to a decline in aggregate demand for all goods, including imports, difficulties in 

accessing trade financing, and growing barriers to trade (Crowley & Luo, 2011). In Malaysia, however, 

the pressure peaked when import supplies were also disrupted. The low and restricted demand with the 

impact of the COVID-19 pandemic crisis, which has peaked so far, has rendered the market dominance 

over imported materials unstable. 

 

4.2.2.2 Foreign Labour 

 

The entrance of many foreigners into the labor market seemed to seriously impact Malaysia's business 

growth structure, especially among the SMEs. What began as a temporary policy solution, according 

to Kanapathy (2006), was to meet the increasing demand for low-skilled workers in Malaysia and 

support the high growth strategy and long-term economic expansion of the country. 
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During COVID-19, however, posed a challenge to the SMEs that employed many foreign 

employees. The government ordered the closure of the country's border to control the spread of this 

COVID-19 pandemic, which led to the shortage of workforce that indirectly impacted the SMEs in 

Malaysia. For Malaysian SMEs, the labor force is one of the supporting sources and of vital importance 

to the businesses. Building construction, for example, requires a lot of construction labor. The source 

of expert labor for this sector depended on the workers from Indonesia and Bangladesh. 

 

4.3 PROPOSED SOLUTIONS FOR THE SMES 

 

Marketing strategies for the SMEs during the COVID-19 pandemic crisis and MCO are recommended 

as follows. Firstly, brick-and-mortar businesses are recommended to transform their selling of products 

and services or marketing channels from conventional to e-commerce or online business. Many 

platforms could be used, such as Shopee, Lazada, and even eBay. Next, the use of sales sub-agents in 

each state is another strategy to implement aggressive marketing strategies. These results support the 

evidence from Zalina, Firdaus, and Azman (2016) that business entrepreneurs and SMEs must use 

creative marketing platforms and innovations to thrive in unexpected circumstances. The company's 

practices in the manufacturing sectors, for example, must also be transformed parallel with the SOPs 

by the government.   

 

4.4 RECOMMENDATION 

 

The coronavirus outbreak and the global economic spillover have led to a global recession in 2020. 

Having no idea when the COVID-19 pandemic would end, the policymakers are under pressure to 

respond to the crisis. Consequently, due to the recession of many countries, many policymakers make 

rapid policy decisions that have a positive and negative impact on their respective economies. In several 

nations, social evasion policies and lock-in constraints apply, and there is an argument that such social 

policies could cause a recession. The Malaysian government needs to consider the best strategy of 

regulating all market ecosystems without enforcing continuous constraints and harming the economy 

by reducing the degree of general economic activity and its negative effect on stock prices.  

 

 Economic thinkers should face this dilemma to overcome the country's economic development 

as expected. Certainly, MCO had affected the whole marketplace and the country's nations. Before 
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contemplating income alone, the government should make sure that the welfare of the people is a 

priority. On the bright side, the coronavirus-induced public health pandemic impairs several 

governments to implement lasting public health reforms. Other gaps in public facilities, such as the 

shift to online education, transportation networks, and disease detection systems in public hospitals, 

should now be tackled. Some policymakers are also using the recession as an impetus for a proposed 

federal stimulus package to strengthen the economic and financial systems. We hope this pandemic 

crisis will come to an end. 

 

4.4  CONCLUSION 

 

COVID-19 disruptions do not affect all businesses equally. Some were deemed essential and remained 

open, while others were required to close. Some businesses could shift employees to remote work, 

while others were ill-equipped for the transition. In conclusion, it can generally be seen that the COVID-

19 pandemic crisis affected every sector in the Malaysian SMEs. Therefore, the best approach should 

be taken and among them is to shift the marketing channel from conventional brick-and-mortar to online 

business. Strategic planning also needs to be executed rapidly and well. Business planning is critical 

for SMEs conducting their businesses strategically in line with the new set of standards. It is 

unpredictable how long the COVID-19 crisis will last and whether the SMEs will be open again. 
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