CHAPTER 1

INTRODUCTION : cﬁ
1.1 Background of Study Y.

Small and medium enterprises (SMEs) across the globe ence the world

modern economy. By January 2021, Asia-Pacific Economic zoopiration (APEC)

reported 97 percent of all business across APEC e mies FW and they
' X
nt of
h.

employed over half of the workforce. SMEs also @ted from 40 to 60 B{%e
GDP to APEC economies that is significant for_econemic gio Ma\l%’sia, 98.5

percent of business establishments are Sszh C rl\s 38.%&2nt share to
the national GDP (Majlis Pembangun\@/van dan eb@ﬁaan, 2021).

Every country has its own deCnition of S grd g{&heir context, number

N
of employees, annual turnover, %ssetsﬁinpu ge, Q%_auction capacity, level of

technology adoption, mana emra i ors, @even regions of the country
xl., I

(Akbar et al., 2017; PraSan 2019). Hehce, th@ns no general definition of SMEs

‘S s :Y/[
across the globe. In%lay 1a, l poratiQr_y alaysia set three conditions for a
business to be c @ed ESThe cé&tions are the qualifying criteria, type of

!
¢
establishment%hare oldin strictlte; he detail of each condition is as follow.

N\~
i) 'fying‘ cbit_eg' — Th@halifying criteria is sales turnover and full-time

: employees. A businq_s};gst fulfil any one of the criteria, whichever is lower.
N

\ Sales turnover means the total revenue of the business, including other
incomes. Full-time employees are all paid workers who work at least 120
hours per month, including foreign and contract workers. However, working

proprietors, active business partners, and family members or friends who are
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working for the business but did not receive regular wages are excluded. A

summary of the qualifying criteria of small, medium and micro enter

<

manufacturing and services and other sectors is presented in Ta%\An
enterprise of any sector with sales turnover of less than MYE&MO or full-
time employees less than five is considered micro enterpr¥~

ii) Type of establishment — The business must be locally in€orporated under
Companies Act 2016; or registered under the ';Yi:n f Business Act
(1956) or Limited Liability Partnership (LLP 2012; (.)}fegéred under

L ]
respective authorities or district offices in and Sarawak; ﬁr ‘ré\ﬁtered

under respective statutory bodies fo io% i roviqg;
iii) Shareholder structure — Any cofapani and\sub i iaries@s;re publicly
listed only in secondary maw alaysia or r co@%s are considered
as SME. The companiw its ﬁm%s "}\also fulfil the SME
@
N
Table 1.1: Definition Yb.ased n se 01&, i iales turnover, and number of

\l\ P‘ ) \€$Sectors

Size an ‘Etiri 9 Services and other sectors
| ..

4

definition.

S
q <§)
X
N

™

Sales’u?ve) é‘\§il’;)loyees Sales turnover Employees
Q J | RMBmil< {7 RM3 mil <
edium C.}" 75 <200 30<75
\ RM50 mi RM20 mil
RM300,000 < RM300,000 <
Small 5<75 5<30
RM15 mil RM3 mil
Micro < RM300,000 <5 < RM300,000 <5
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Source: Majlis Pembangunan Usahawan dan PKS Kebangsaan (2021)

Therefore, a micro business is a business with sales turnover 1@ RM
300,000 a year, and/or have less than five employees. Silva et al. (2@*50 added
micro business or microentrepreneurs are businesses that qualiﬁYg apply for
microcredit or microfinance, including micro producers and% entrepreneurs.

Micro producers exists to improve the function of the w e non'y by providing

diversity (Yagi, 2018). .\d
'Y

1.2 Importance and Challenges of SMEs \ N

SME:s are the main source of econ w lopnﬂ‘ant ofevery try (Akbar et
al., 2017; Kot, 2018). SMEs are impmg row@job opportunities,

generation of entrepreneurial spirit % an essen\mﬂl @l\dce poverty (Akbar et

S
al., 2017; Wang, 2016) be e

<ng:tional, marketing, and
entrepreneurial capabilities ?\2201 l).
price and products in r 0 market es.
, 4 ¥ &

SMEs also Varioui 1\N at may~hinder their growth or even end the

I' economil

business. Among, the¥prob c'e byﬁEs are financial constraint, financial
@

manageme com,etiti ,a cli)f @wledge and skills. SME:s also lacks financial
2§ N\

capital,% ited” ges, a‘& are less capable of absorbing cost and risk

assn&

S

therefore limits th 'ﬁ%ability to acquire technical skills and introduce new

an?s ul technologies to promote innovation (Prasanna et al., 2019). Abundance of
e

entrepreneur also creates a high competition among SMEs owners. SMEs in
alaysia face business interruption risks and economic slowdown risk which leads

them to opt for business continuity plan to manage the risks (Tan & Lee, 2021).
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However, SMEs have a wide range of opportunities to grab and areas to explore.
Prasanna et al. (2019) specifically highlighted on the chance to expkwM
technological innovation. The participation of everyone in technological in@n for
the company helps to shift the production function upwards, henc sing the

economic output. In addition, adaptation of technology in SMEs helps to minimize

waste and optimize efficiencies in the production process. aN of technology
indirectly creates an effective communication among e A%:P'part from that,
exploring the use of technology in a business allows S to learn r‘ge firms.
Learning new knowledge indirectly allows SMEs t ab with bi oﬂlp@‘nd
helps SMEs to grow and later develop their o d % : ZOQW-Ierliana,
2015). V év.
$

1.3 Sole Proprietorship %

Micro enterprise can be@f
sole proprietorship, partn \)r i unoz et al.,, 2014). Sole
proprietorship is a bus%etd whllly al sﬁi& individual who uses his or her

' F &
own name as in th tity carfi \ade nanéz%ruhanjaya Syarikat Malaysia, n.d.).

&
7

@s and can be structured as

Sole proprietor % us igation c@a cro business because it is easy to set up,
( @
of low cost 1rst inveStment c(re@ci}?s simple legal process (Md. Sum & Hamir,
N\
2019). In t ited St Ff-em‘@yment or freelancers are also considered as sole

PropEi . The Merriam Web%}t’iefines sales agents as an authorized, self-employed

peEE ppointed by manufacturers to sell their products or services within a given
G Ory.
On the other hand, sole proprietors SMEs have many opportunities that can be

explored. Permwanichagun et al. (2014) point out the strengths and opportunities of
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sole proprietorship which includes: self-reliance to implement any decisions to the
business; no profit sharing; simple legal requirements; comfortable charwﬂ(
transportation to product distribution; opportunity to utilize information tec@ (IT)
and internet which is accessible throughout the country. *

Despite the popularity and opportunities of sole proprietorshme are many
challenges and threats faced by sole proprietors. Permwanichagun et al.' (2014) in a case
study find out that owners have unlimited responsibiliti E)‘Vl-li.ibﬂities; limited
capital; difficult to find financial support; owners lack abiliy to th k.ﬁ\\ddnage since
the relationship between the owners and the adm@a bodies a o'f&\ ners
must work hard to ensure continuity of the busi : ton&r& tha@'nged too
fast; high competitions due to rise in numbe& nand in%ﬁv;ient support
from the government. In general, mo@ro businesses”are @%istered, the sole

proprietor as no work experience,%normﬁn%t ﬂi\a’ny financial records
S
&% @, Md.:Sum &@nussin, 2017).

(Akbar et al., 2017; Md. Sum

1.4  Problem State : , l 0'
4 ¢ &
In 2020, Th&jweo Port \ed Ma@o{a’s SMEs suffered losses amounting
0

RM40.7 billion% e en lilt of ement Control Order (MCO) to curb the
@
Covid-19 pandemi¢ (Lim H i ,"2061) Meanwhile, The Edge Market reported 49%
N
of the micre, sthall, an ‘}Hn efiterprise in Malaysia is under the risk of failing by

Octﬁ&ﬂ and causing up @(fen million people to be unemployed. Although the

goﬁ&ent provides monetary assistance for SMEs that are impacted by the pandemic,
sttvey by Ministry of Entrepreneur Development and Cooperatives reported up to

0% of the respondents did not receive the assistance (Cheryl Poo, 2021). In addition,

as stated by Abdul Aziz & Abdul Manab (2020), a poor risk culture and weak risk
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management practices have triggered many business collapsed and lost with huge

amount. Risk culture is important not only to drive an effective sustainabYH(

management practice, but also to indicate the significance of risk re@ and

leadership in sustaining the business (Abdul Aziz & Abdul Manab, ZOA
Md Sum & Hamir (2019) argue that micro enterprises do not h?e a formal risk

management because it requires large resources and costly, However, despite not

n;e tojovercome their
usin swts of the
®

revent ris rdn &@rring
and reduce the impacts of risks if the risks materialised. ]\% ami.@aw) find

the r@gced by the
business and can mitigate the risk. Hd\}

t i@rmal (Falkner &
Hiebl, 2015; Gao et al., 2013) a smess 0 Yar

o S
implementing risk managemen &
According to Jayathi %

201[ S ma %m is to focus on the core
old

implementing a formal risk management, micro enterprise

problems and challenges, and successfully sustain the

research finds micro enterprises owners do plan actio

sole proprietor micro enterprise owner mw

business. Owners of r\%t rprlse 1,11 esp0n51b111t1es for all liabilities
(Jayathilake, 2012). fortun:it ordln 1glene et al. (2019), SMEs lack
resources, capabilitiesjyand cies nage risks. Unlike large firms, they do

P |

sary| resou es’to loy workers for every position, such as

not have t % ition,
N\
manag1 . Bugi ner@speciaﬂy sole proprietor, lack trainings and
ﬂ&e in formal risk man@ﬁent In addition, they do not feel the need to obtain

’s ge in risk management and believe they can manage their risks. In fact, as

Q d by Bowen et al. (2009), SMEs are dominated by people with relatively low
\%

els of education.



Bayarcelik et al. (2014) emphasizes that owners of business, who are also the

decision makers, are influenced by management skills, technological cap?v,

financial factor, and firm size. Therefore, a good business owner mus%\good

management skills, strong technological capability, strong financial tion, and
suitable firm size within their ability and capacity. Y'

In terms of research, Naude & Chiweshe (2017) find that s lack research
that deals with risk management, particularly operational &:w'rk. Operational

risk is one of the risks faced by SMEs owner (Jayathila 012j Mar & Hamir,
L ]

d having a risk b;&ﬁgment

e % exist@~ solution

allﬁws usersgl-m in depth
analysis for mitigation decision. Risk%awnt in S is a@%loping topic and

there is abundant of literature on ris%&gemen : gve 4 ;k@e are a few references
0 >

on risk management in small anem organizations (12Q ra de Aradjo Lima et al.,
2020; Marcelino-Sadaba et Xl). A}Q '\A

Risk manager% beco b} néc@y and requires a systematic

consideration in @-mal‘i cesse@usinesses (Gorzen-Mitka, 2015).
1

However, not Es i OWC)é{ especially micro business owners,
\ I ' ?
implementef ommal and s rréti risk management practice. Risk management
evelo

NN
pe ?nationﬁ Organization for Standardization (ISO) and

-

Cominittee of Sponsoring Org@iﬁons of the Treadway Commission (COSO) supply

2019; Md. Sum & Mahussin, 2017). Islam et al. (201
framework helps employees to identify and

providers for risk mitigation. The frame a

™

standar

Mrks for businesses to implement risk management. However, risks are
G ctive and not all companies can fit in the framework provided by the standards.
he application of the standards can be customized to the needs of the organizations

(Technical Committee ISO/TC 262, 2018). For example, ISO 31000: 2018 suggests



organizations to modify the applicable decision-making processes where necessary.
Modification needs to be made according to the business’ risk appetite and tow
level. Large companies that implement the standards risk managemen@vork
generally have enough financial and intellectual resources. They can manage
the risk top-down and bottom-up, depending on the business culturemeds. Listed
companies have risk management committee in board of djEecto which helps to

1'size and have limited

oversee risks in the company. Unfortunately, SMEs are o

resources (Marcelino-Sadaba et al., 2014). In general, mandgenient IS expensive
[ ]

itigate ris aﬂa@n the

sks. \/‘T

, pwc@?,~ and easy to
rop@cﬁ micro business

since it requires management to buy equipment or too
needs of intellectuals and skills to identify, ana m na{e
Against the circumstances leads to w

use risk management process for Swa
owners. A proper risk managemen%bles bushsegto

N
which is a key indicator for a séle o%aniz ion (/23&3 Aziz & Abdul Manab,
1

2020). Therefore, this research aims to 1[" risk @agemem needs of SMEs and

develop a practical anc% se riskiman eﬂlemb'rocess for SMEs.

Q"e*a sound risk culture

¢ CO
The zesearch ai to(’z? ! pr{cjical and easy to use risk management process

N\
for micu@ businéss in J‘a Thé%earch objectives are:

ATO explore and a@e the risk management processes developed for

businesses.

QE e To propose a risk management process for micro businesses using ISO

31000: 2018 Risk Management Guidelines as the basis.
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e To evaluate the practical usability of the risk management process for micro

Based on the research objectives, the research questions are: i

1. What are the risk management processes develope?& inesses?
e

businesses.

1.6 Research Questions

ssds that uses ISO

oI,

3. How can the risk management proc actical a as& ﬁé’)mcro
.'

\,
(\/: °'\ év
1.7  Significance of the Study \

‘1 6;,\he risk management

This research contributes pth
practices of micro busmesses cially among lﬂ etors Hence, the add to

2. What is the risk management process for mic

31000: 2018 Risk Management Guidelines as

business owners?

;;//

@

increasing and more resear 1sk tana nt p \ess for SMEs. There is many

research on risk mana% nS

businesses. The R&lagen‘eﬂ\cess @{oped in this research enables sole

b §1II ted research focusing on micro

proprietors, who%om only ited (}ources to manage their business risks so
the busines w a gMUoheymakers can also utilize the result of this
the51s rencJ t flop S\;w policy, guidelines, directions, training, and
aw on risk managementft micro business owners.

U Scope and Limitation of the Study

The sustainability and resilience of small and micro businesses are continuously

vulnerable to risk even though the enterprises are one of the key factor in development
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of the national economy in the world (Hanggraeni et al., 2019). Hence, this thesis
studies micro businesses in Malaysia. The respondents are limited to sales agew
micro producers. The result cannot be generalized to all micro business ow@ sole
proprietors since there are many different sectors of business. Different?& of micro
businesses may need different guidelines or approach of risk management to manage

their risks. The data is limited to previous studies and feedbacki Mspondems,



