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Abstract: Small and medium enterprises (SMEs) are playing significant contribution in the economic
development, social uplifting and political stability of every country. SMEs is diverse in nature. SMEs can be
established for any kind of business activities in urban or rural area.SMEs’ is the backbone of every economy;
they are small in size but large in numbers. In Malaysia, SMEs’ contribute 32% of GDP and employ 59% of the
workforce. This paper studies on the growth of private limited companies in Perak, Malaysia in terms of sales,
total assets, profit, cashflow and number of employees.
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I.

Introduction

Throughout the world the role of small and medium sized enterprises (SMEs) is becoming increasingly
prominent (Veskaisri et al., 2007). SMEs can be established in any locality for any kind of business activity in
urban or rural area (Khalique et al., 2011). According to Reider (2008, 17), the two main primary reasons for the
existence of small firms are: (1) to provide goods and services to satisfy customers’ needs in a manner that they
will continue to use and recommend the firms’ goods and services, i.e. “customer service business” and (2) to
create desired goods and services so that the investment in the firm is converted to cash as quickly as possible,
i.e. “cash conversion business” (Armstrong & Drnevich, 2009). Small businesses are very important to the
world economies (Wiklund & Shepherd, 2005). The most important and the large part of the world economy is
the small firms. That is why, more and more researchers are seeking and trying to understand about these firms.
Even the governments of all the economies of the globe and particularly those agencies which are Responsible
for the development of these firms, take a deep interest in understanding about these firms (Hill & McGowan,
1999). Small business firms play an important role in the economy of any country (Wong & Aspinwall, 2004).
In many jurisdictions, the small and medium sized enterprises (SMEs) sector has attracted increasing and
significant attention from policy makers. This attention has focused on SMEs development, business birth rates
and entrepreneurship in the developed economies. These economies look to the SMEs sector for the provision of
increased employment, economic development and innovation (Dalrymple, 2004). According to Asia-Pacific
Co-operation (APEC), 2010, in every country in the Asia-Pacific Co-operation, SMEs account for over 90% of
all enterprises (Mohammad, 2012). For economies of most nations of the world, the demand of the SMEs is
increasing and has become their recognized feature (Omar et al., 2009). For example, in the United States,
SMEs represent an overwhelming majority of all businesses and account for almost one-half of the gross
national product. SMEs in Thailand represent over 90 percent of the total number of entrepreneurs in nearly all
business sectors, and employ over 60 percent of the labor force (Veskaisri et al., 2007). The abbreviation SME
is commonly used in international organizations and in European Union countries, such as the United Nations
(UN), the World Bank and the World Trade Organization (WTO). The term small and medium business (SMB)
is also prevailing in a few other countries of the world (Syed et al., 2012). The classification and definition of
businesses are generally based on quantifiable characteristics such as number of employees, sales volume or
worth of assets (Rahman, 2001). The specific definition for SMEs, used by each country in the world, is usually
based on several different criteria which include sales or assets, number of employees and levels of capital,
(Mohammad, 2012). No uniform definition of SMEs is available in literature. In USA, businesses having
employees less than Five hundred (500) are considered as SMEs. In case of the European Union, businesses
having less than 250 employees are considered as small and medium sized businesses (Khalique et al., 2011b).

II.

Small And Medium Enterprise In Malaysia

According to SME International Malaysia (2013), some advanced economies have succeeded because
small and medium enterprises form a fundamental part of the economy, comprising over 98% of total
establishments and contributing to over 65% of employment as well as over 50% of the gross domestic product.
Although, the numbers might be lower in Malaysia, SMEs have the potential to contribute substantially to the
economy and can provide a strong foundation for the growth of new industries as well as strengthening the
existing ones, for Malaysia’s future development. Developing stronger SMEs require major changes in the
manufacturing sector, as SMEs make up over 90% of the Malaysia’s manufacturing sector. In 2011, Malaysian
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SMEs continued to expand at a relatively stronger pace of 6.8 % and remained resilient to external
environmental challenges. In 2012, in line with the official GDP projection of 4.5 - 5.0% in 2012, the Malaysian
SMEs were expected to record a steady growth pace of 6.5 - 7.0%. The latest profile of SMEs is released in
September 2012 which is based on the Economic Census 2011. According to the Census, Malaysian SMEs now
represent 97.3% (645,136 establishments) of the total establishments of 662,939 in the country (SME Corp.
Malaysia, 2014). According to Dun and Bradstreet, the main focus for developing nations should be the SMEs.
For the unemployment issue and the development of Malaysia’s economy, small and medium enterprises
(SMEs) are very important (Rose et al., 2006). In Malaysian economy, SMEs are very important and play an
important role in its development (Omar et al., 2009). Small and medium enterprises (SMEs) play a vital role in
the Malaysian economy and are considered to be the backbone of industrial development in the country (Saleh
& Ndubisi, 2006). The future progress of Malaysia seems to depend greatly upon the development of SMEs and
they are vital for accomplishing vision 2020, to be fully developed and become an industrialized nation by the
year 2020. In the year 2020, Malaysia will develop to become an industrialize nation by capitalizing on the
country’s strengths and by overcoming weaknesses through the SMEs (Omar et al., 2009). The Malaysian
economy has so far significantly depended on the exports of electrical and electronics products. Since the mid1990s, more than 50 per cent of Malaysia’s exports have been electrical and electronic products. Most of these
products are matured products with relatively low value-added. Now the economy is shifting from industrybased to a knowledge-based economy to achieve the vision 2020 and to become a developed economy
(Khalique et al., 2013a). In the Malaysian economy, the role of SMEs is considered as the backbone of the
economy (Radam et al., 2008). According to Census Report on SMEs 2011, there was a total of 645,136 SMEs
operating their businesses in Malaysia, representing 97.3% of total business establishments.

III.

Firm Growth

Firm growth demands the ability to master technologies, engender labor skill, organize the production
process as well as efficiently serve a market. A firm will exploit a growth opportunity as long as the benefits
outweigh the costs, given the level of ability with which the firm was endowed at start-up (Bonaccorsi and
Giannangeli, 2008). According to Skrt, and Antoncic (2004), in order for the firm to grow, the entrepreneur
needs to formulate an exact, clear mission and vision for his or her firm. Strategic planning can be considered
important in driving firm growth. Precisely formulating visions and strategy, incorporating the elements of
internationalization and networking in the firm vision, focusing on growth, profit, and market, performing
analyses of market and competition, accurately formulating generic business strategies and achieving company
wide support for strategies can all be beneficial for the growth of smaller firms. Weinzimmer (2000) has
concluded that many researchers have examined the influence of strategy factors on organizational growth; the
relationship between characteristics of top management and organizational growth; strategy and industry
characteristics of organizational growth; and industry and top management characteristics of organizational
growth. In his conclusion, three sets of determinants had been identified; namely, industry attributes,
organization strategies and top management characteristics. Moreover, according to Schneider et al. (2007), it
has been suggested in the literature that employee development is especially important for startup companies to
achieve organizational performance and in particular high growth. Bonaccorsi and Giannangeli (2008) have
concluded that the relationship between initial size and growth is more complex. By specifically, considering
very small firms in the sample, there is evidence of a positive relationship, suggesting that there is a minimum
size below which no growth whatsoever occurs. Firm growth is a multidimensional construct that can include
increases (1) in asset and employment size, (2) in sales volume and profitability, as well as (3) in the variety of
business functions, products and services.
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IV.

Measures Of Growth

The field of measurement is required and needs to be recognized in order to ensure the quality of
almost any industry; to identify factors affecting quality; and to measure growth (Rossi et al., 2002). Growth can
be seen as a very important measurement of firm performance. According to Baum et al. (2001), firm growth is
frequently equated with success. Rossi et al. (2002) added that measurement of growth is somehow at a turning
point nowadays. The total quality paradigm is a good reference as it essentially means active participation of all
involved subjects within an organization. Firm’s size is measured in terms of total number of workers, including
employees, founders, and contract workers (Bonaccorsi and Giannangeli, 2008). A firm’s growth can be
measured in terms of inputs (investment funds, employees), in terms of the value of the firm (assets, market
capitalization, economic value added elements) or outputs (sales, revenues, profit). Each of the measures,
illustrates some feature of growth and each is subject to limitations as a growth indicator. Input, output and
value growth in a firm may not be aligned, and so diverse growth measures should not be expected to correlate.
The relationship between growth, size and age of firms are very sensitive with respect to the definition of
growth and size (Stam et al., 2006).

V.

Analysis

Fifty five private limited companies in Perak, Malaysia have been chosen. Based on the financial
information obtained from the Commission of Companies of Malaysia (CCM) the percentage of growth for the
year 2009 to 2014 was calculated based on sales, number of employees, total assets, profit and loss and the cash
flow. From the chart below 56% private limited companies in Perak are from wholesale & retail industry, 15%
each from manufacturing and property investment industry, 9% of service industry and 5% of the construction
industry.
Chart 1

Based on chart 2, the percentage of growth of private limited companies from the manufacturing
industry for the year 2009 to 2014 based on sales, number of employees, total assets, profit and loss and the cash
flow. The growth of sales increased 32%, number of employees decreased by 2%, total assets decreased by
54%, loss increased by 5% and cash flow decreased by 7%.
Chart 2
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Based on chart 3, the percentage of growth of private limited companies from the wholesale and retail
industry for the year 2009 to 2014 based on sales, number of employees, total assets, profit and loss and the cash
flow. The percentage of growth of sales decreased by 78%, number of employees decreased by 1%, total assets
increased by 3%, loss increased by 10% and cash flow increased by 8%.
Chart 3

Based on chart 4, the percentage of growth of private limited companies from the construction and
property investment industry for the year 2009 to 2014 based on sales, number of employees, total assets, profit
and loss and the cash flow. The percentage of growth in terms of profit increased by 86% and the cash flow has
increased by 14%. Meanwhile, there have been no changes of growth on sales, number of employees and total
assets over the 5 year period.
Chart 4

Based on chart 5, the percentage of growth of private limited companies from the service industry for
the year 2009 to 2014 based on sales, number of employees, total assets, profit and loss and the cash flow. The
growth of sales decreased by 4%, number of employees decreased by 4%, total assets decreased by 5%, profit
increased by 54% and cash flow increased by 33%.
Chart 5
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VI.

Conclusion

Based on the analysis above, the whosale and retail and the manufacturing industry in Perak, Malaysia
still sustain decrease in sales, decrease in number of employees, decrease in total assets and decrease in profit
after the global recession that occurred in the year 2008. Thus, overall, the impact of either an industry downturn
or global recession has a high possibility of impacting on the SMEs, even if they primarily concentrate on the
local economy. Therefore, this suggest that determining the strategies of SMEs in phases during a downturn, or
phases right before or after, could provide valuable information. More studies should be done in order to
determine the impact of the choice of business strategy on performance of SMEs and the choice of business
strategy of focus, differentiation and niche to have favorable impact on financial performance.
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