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Abstract

TPPA faced turbulence and uncertainty among its members when the newly-elected President of the
United States, Mr. Donald Trumps abandoned the trade deal. Now, the so-called TPP11 or TPP 12
minus one becomes talk of the town especially to the remaining countries with hopes that the trade deal
can be salvage and turn into a reality. Malaysia has another option to rely on in case the trade deal
faced the dead end. This paper discuss the possible steps and mitigations for Malaysia and also local
SMEs in dealing with the future of TPP11 with the alternative economic deal such as Asean Economic
Community (AEC) and Regional Comprehensive Economic Partnership (RCEP). Local SMEs can
enhance their products and services by focusing on domestic market as well as looking for opportunity
in the international market as another way to survive in the red ocean market. The introduction of the
Digital Free Trade Zone (DFTZ) creates another opportunity for Malaysian SMEs to optimise the
emerging growth of the Internet economy and cross border e-commerce activities. In addition, the DFTZ
would enhanced local SMEs in terms of export capabilities in the digital market particularly with China.
Local SMEs should remain proactive, resilience and versatile in facing the world’s economic uncertainty
particularly the TPP for the sustainability of their business livelihood. Thus, this paper will review the
next step for Malaysian SMEs in dealing with the uncertain future of the TPPA minus 1.
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1. Introduction

President Trump formally pull out the US from the TPPA on January 23 after sworn in as the 45th
US president on January 2017 (Bradner, 2017; Chua, 2017). His decision came as predictable as
he criticised against the international trade deals for causing the employment and industrial
difficulties in the US as a signature theme of his campaign (Garcia, 2017; Smith, 2017). At the
same time, Trump also announced that he will renegotiate the terms under North American Free
Trade Agreement (NAFTA) with Canada and Mexico in order to come up with a better deal for US
(Bradner, 2017; Chua, 2017; Garcia, 2017; Savransky, 2017; Smith, 2017) (Figure 1). The TPP was
previously negotiated by former President Barack Obama during his administration (Diamond &
Bash, 2017). The trade pact came with ambitious and comprehensive free regional trade deal that
would tie the relationship and joint market penetration between US with 11 Pacific Rim nations
namely Australia, Brunei, Canada, Chile, Japan, Malaysia, Mexico, New Zealand, Singapore, Peru
and Vietnam (Figure 1). These countries accounts for around 40 per cent of world economy or the
gross domestic product (GDP) (Al Jazeera, 2017; Palit, 2017). Obama had argued that this deal
would provide an effective geopolitical counterweight to China in the region particularly in the
Pacific Rim (Greenfield & White, 2017; Petrosyan et al., 2017; Smith, 2017).
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Figure 1: Countries Participations in RCEP, TPPA and NAFTA
Source: CNN Research in Jozuka, 2017

According to Northam (2016), TPP is an agreement that focused on the elimination of tariffs and
assist in setting the rigid standard for copyright protections as well as the intellectual property rights.
In addition, the deal also aimed on upholding the economic development, innovation, efficiency and
competitiveness (Harun, 2017). The agreement’s rules also stated a minimum of six countries
accounting for 85 per cent of the combined GDP of the 12 members must ratify before the TPP can
come into force and ironically, the US economy accounts for nearly 60 per cent of the member’s
GDP (Agencies, 2016; Nguyen, 2017; Zulfakar, 2016). However, the agreement has neither
submitted for ratification nor approved by US Republican-controlled Congress and had
nevertheless to go into effect (Al Jazeera, 2017; Olorunnipa et al., 2017; Smith, 2017; Walters,
2017). Trump’s action on abandoning TPP which was initiated by his predecessor showed his
aggressive movement towards foreign rivals in promoting his slogan “America First” (Baker, 2017).
After the series of meetings, 19 rounds of negotiations and hard work among the members
including Malaysia, finally the TPPA surfaced as the so-called TPP11 or TPP 12 minus one after
the US left the agreement (Rana & Ji, 2017). Therefore, it is timely to discuss the possible
consequences faced by the participating members particularly to the Malaysian SMEs in mitigating
with the situation. This paper is to review the next step for Malaysian SMEs in dealing with the
uncertain future of the TPPA minus 1 based from the analysis of secondary data.

2. SMEs in Malaysia

SMEs becomes the backbone for economic development and major contributor to country’s gross
domestic product (GDP) of both developed as well as developing countries (Hashim & Ahmad,
2006; Suntivong, 2010). According to Mutandwa et al. (2015), SMEs are being considered as an
alternative to conventional industrialisation due to rise in population and unemployment in several
parts of the world. The words small and medium enterprises or SMEs are larger than life without
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any universally accepted definition. However, there are various criteria use to portray SMEs with
different nations practise various measure of size based from their level of development (Mgeni,
2015). The Indonesian SMEs are defined based on asset and annual sales turnover while in
Myanmar, the capital outlay, production value and power usage defines their SMEs Asian
Development Bank, 2014; Central Department of Small and Medium Enterprises Development,
2015). Further, Malaysian SMEs are defined based on annual sales turnover and number of
employees (Table 1).

Table 1: Definition of SMEs in Malaysia based on Annual Sales Turnover and Number of Full-Time
Employees (Effective 1 January, 2014)

Size and Criteria Annual Sales Turnover Number of Full-Time
Employees
Micro Sgrifcifggug?hger Seciors Not exceeding RM300,000 Not exceeding 5 employees
Manufacturing Sales turnover from ‘RMSO0,000 Full-time employees from 5
Small to less than RM15 million to Iegs than 75
Services & Other Sectors Sales turnover from RM300,000[Full-time employees from 5
to less than RM3 million to less than 30
Manufacturing Sales turnover from RM15 million|Full-time employees from 75
. to not exceeding RM50 million to not exceeding 200
Medium e -
Services & Other Sectors Sales turnovgr from RM§ _m|II|on Full-time emp_loyees from 30
to not exceeding RM20 million or |to not exceeding 75

Notes: Manufacturing: Physical or chemical transformation of materials or components into new
products. Services: Services including distributive trade; hotels and restaurants; business, professional
and ICT services; private education and health; entertainment; financial inter-mediation; and
manufacturing-related services such as research and development (R&D), logistics, warehouse,
engineering. Others: Primary agriculture, construction, mining & quarrying.

Source: SME Bank, 2017

SMEs in Malaysia comes with a long journey of milestones since early 1960s (The Brand Laureate,
2017). Malaysian SMEs continuously contributes to the economic growth, source of employment
and also transformation towards developed nation by 2020. Based from the SME Annual Report
2014/15, there are a total of 645,136 SMEs in Malaysia which comprised of 496,458 for micro
SMEs, while 128,787 and 19,891 are belongs to the small and medium-sized industry respectively.
The services sector dominates SMEs with 90 per cent of business establishment, followed by
followed by manufacturing (5.9%) and construction (3.0%) (SME Annual Report 2014/15).
Malaysian Government has declared the year 2017 as the Startup and SME Promotion Year as a
recognition for SMEs in contributing to the nation’s development and employment market (Dali,
2016). According Kang (2016), a total of RM6.7 billion has been allocated for SMEs’ development
under Budget 2017 for its growth and sustainability. SME Corp. Malaysia stated that the local SMEs
has sustained its growth between 37.3 and 37.5 per cent in 2016 regardless of the current
economic challenges (The Brand Laureate, 2017).

3. What are the Next Step for Malaysia?
3.1 Reuvisit the Agreement

According to Bhattacharjee (2017), the US withdrawal from the TPP offers an opportunity to
Malaysia revisit and re-evaluate the balance of risks and benefits that arises with joining the so
called mammoth trade agreement. This including the evaluation of the remains on the positive side
of the deal against the downsides particularly on country’s major export and its impacts on
consumers, employees as well as small businesses (Bhattacharjee, 2017). Interestingly,
Bhattacharjee (2017) also stated that the current situation of the TPP brings golden opportunity in
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designing new ways of to foster growth model with more humanity rather than merciless act of
business. The US withdrawal from the TPP brought another positive side as it reduces its
hegemony over other members in deciding the direction of TPPA (Bernama, 2017). This signify that
the TPP members are freely to voice out their trade direction based on 30 Chapters embedded in
the agreement.

The TPPA made the headlines in Malaysia and received numbers of criticism from all round
the corner including the local politician (Lasuin et al., 2016). Many still viewed the TPP as a threat
to their business particularly the SMEs (Bernama, 2017). This including the issues pertaining to the
incentives promised in the agreement for local SMEs after joining the international market
(Bernama, 2017). This is because the TPPA would create high competitiveness and domination
threat by giant multinational as a result of market liberalisation (Bernama, 2017). In addition, the
agreement also viewed as a creation of unfair competition between large companies and SMEs that
could possibly ends the livelihood of SMEs due to their acts of survival in the global markets
(Bernama, 2017).

3.2 Time to Focus on Domestic Market

According to Malaysia Retailer (2017), Malaysia GDP is expected to achieve 4.4 per cent in 2017
compared to 4.1 per cent in 2016. Similarly, the World Bank predicts Malaysia’s economy will be
improve slightly in 2017 to 2018 (Malaysia Retailer, 2017). Malaysian economy is also in recovering
phase with the increasing of crude oil and palm oil prices, steady domestic economic and more
understanding on the US economic policies (Kok, 2017; Rosli, 2017). In addition, consumer
spending is expected to gradually recover and continue to grow in the second half of 2017 (Kana,
2017; Pooi, 2017). Foreign direct investment (FDI) for Malaysia also increased by 63.4 per cent
with total investment of RM207.9 billion in 2016 (Fong, 2017).

Based from the report by PricewaterhouseCoopers (PwC), Malaysia is expected to clinch at
the world’s 24th place for the global purchasing power parity (PPP), up from 27th spot last year,
with a projected gross domestic product (GDP) of USD1.5 ftrillion (RM6.7 ftrillion) by 2050 (New
Straits Times, 2017). Thus, signalling that Malaysia is on the right track enjoying the rapid growth
with continuous supports from the Government (Fong, 2017; New Straits Times, 2017). Therefore,
it is timely for Malaysia to focus on sustaining and strengthen its domestic economic players namely
SMEs, local commodities producers such as palm oil and rubber as well as other manufacturers as
it has evidently continued to support GDP growth in the previous years (Alias, 2017; Mahbob,
2017). Malaysian SMEs should continue to implement their business strategies in capturing more
local consumers. On the other hand, they should also looking for the largest market outside
Malaysia in order to sustain, survive and grow themselves regardless of the world’s economic
uncertainty.

3.3 Further Discussion and Mitigation

Shum (2017) stated that, the remaining members of TPP were seeking to move forward and ways
to salvage the agreement after the US left the pact. Australia, Malaysia and New Zealand showed
interest and enthusiasm to continue with an 11-member partnership as well as the possibility to
discuss the next action including the amendment to the TPP’s clauses (Bernama, 2017; Jaipragas,
2017). The members were hoping for the best that TPP11 survive the challenging time into reality
as they spent almost a decade to negotiate with the pact (Abidin, 2017; Rana & Ji, 2017). They
agreed to proceed with the pact and amend the 19 laws which were stated in the TPP particularly
issue related to labour (Damodaran, 2017). The remaining 11 members will hold a meeting to
discuss the next step of progression of the deal particularly on the amendment of the clauses
(Bernama, 2017). Datuk Seri Mustapa Mohamed, also mentioned that the detailed discussion about
TPP will take place at the Asia-Pacific Economic Cooperation (APEC) in Vietham (Chow & Ooi,
2017).

The current TPP agreement should be altered accordingly by the TPP11’s members in order
for the smooth and efficient implementation and should reconsider if the US rejoining the
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agreement in the future because the US has more to lose from leaving the pact as the US economy
has an economic relationship with TPP countries since 1980s (Rana & Ji, 2017). Furthermore,
Rana and Ji (2017) also suggested that the government agencies and business association in
TPP11 countries, should assist the domestic firms particularly SMEs in terms of information
dissemination, training and technical consultations for the fully optimisation the negotiated
agreements. Other possibility option including entering bilateral free-trade agreement (FTA) with
other members of TPPA in order to mitigate the outcome of the US withdrawal from the agreement
(Bernama, 2017). According to Rana and Ji (2017), the net benefit of TPP11 among all its members
are 0.4 per cent from their combined GDP and adds some USD5 billion to global welfare.
Malaysia’s participation in the TPP would allow a continuously playing its crucial role in the process
of economic integration particularly in the Asia Pacific region (Bernama, 2017).

3.4 Co-operation with Other Countries

Based from Moody’s Investors Service, the withdrawal of US from TPP connotes material loss for
Malaysia and Vietnam as these countries will miss out on growth and export opportunities in terms
of trade and large foreign direct investment (FDI) in flows with US over the long term period (Chua,
2017). Malaysia joined the TPPA with the objectives to gaining better access to market especially
the US market (Bernama, 2017). In a similar vein, Chua (2017) also stated that the pull out also
influence Malaysia’s geopolitical relationship with the US since the number of bilateral visits by
Obama and his administration’s general pivot to Asia. However, Malaysia has a number of regional
and bilateral trade deals signed or being negotiated including ASEAN Free Trade Agreement
(AFTA) and bilateral free trade agreement with Japan in 2005, Pakistan (2007), New Zealand
(2009), Chile (2010), India (2011), Australia (2012) and Turkey on 17 April 2014 (MITI, 2016; Moon,
2016). In addition, the East ASEAN Growth Area or BIMP-EAGA also provides golden opportunity
for Malaysia to further expand their business to this region. Consequently, the failure of the TPP
open another avenue for Malaysia to strengthening regional integration within Asia particularly the
intra-regional exports via Asean as well as Asean trade partners (Cheah, 2017). At the same time,
Malaysia was also actively negotiating with European Union (EU), Sri Lanka and Iran (Chow & Ooi,
2017).

In addition, Malaysia also looks into working together strengthening economic integration
within Asean members and to focus for the conclusion of the RCEP between Australia, China and
New Zealand (Bernama, 2017; Edwards, 2017). The RCEP was proposed by the Association of
Southeast Asian Nations (Asean) that focusing on regional economic integration and trade
liberalisation (Wang, 2016; Zhang, 2016). RCEP is a more Asia-centric trade deal with 16
participating countries including Asean, Australia, China, India, Japan, New Zealand and South
Korea with aim to strengthen trade ties between participating members (Figure 1) (Cheah, 2017;
Wang, 2016). In addition, Wang (2016) also stated that the pact will leads into the world’s largest
free trade area with 3.5 billion in population and a combined GDP of USD23 trillion (one-third of the
world’s total). Previously, China has proposed a trade group called the Free Trade Area of the Asia
Pacific (FTAAP) and supported the Southeast Asian-backed RCEP as an alternative trade
agreements to TPP (Lynn, 2017). RCEP contributes USD23 ftrillion of market size or 30 per cent of
global gross domestic products (GDP) compared to the TPP with USD28.5 trillion or 40 per cent of
world GDP (Cheah, 2017). The pact creates opportunity for Malaysia in terms of trade similarities
especially from the Asian region to penetrate its market. Moreover, RCEP help Malaysia to facilitate
inflow of investments from China into Malaysia as well as checking dumping of products from China
on other markets (Bernama, 2017). In fact, Malaysia has already a FTA with China.

3.5 Market Opportunity with the Digital Free Trade Zone (DFTZ)

Malaysia launched the world first Digital Free Trade Zone (DFTZ) with aimed to improve the
international e-commerce as well as Internet-based innovations in order to catalyse nation’s digital
economy (ldris, 2017; Sim, 2017). The trade zone was initiated between Malaysian Government
and Jack Ma of Alibaba Group, China (Tangau, 2017). The DFTZ related to Industry 4.0 which
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regards on the Internet usage in automation and exchange data in manufacturing technology in
conjunction with Malaysia Internet Economy Year 2017 (Bernama, 2017). The trade zone would
provide physical and virtual zones to enable SMEs to grab the opportunity on the emerging growth
of the Internet economy and cross border e-commerce activities (Tangau, 2017; Zakariah & Ismail,
2017). According to Yeoh (2017), the DFTZ would also enhanced the Malaysian SMEs in terms of
export capabilities in the digital market.

DFTZ also creates an opportunity for SMEs as an alternative channels of sales and directly
sell their products and services to customers (Yeoh, 2017). Moreover, DFTZ also become the
platform and startups for SMEs to innovate in the area of e-commerce (Tan, 2017). In addition,
DFTZ was viewed as a unique logistic hub that will bring together SMEs, micro businesses,
customs clearance, warehousing and fulfilment facilities in one place in order to increase trade with
Asean as well as the world (Ho & Sim, 2017; Liow, 2017). In addition, DFTZ will assist SMEs and
micro enterprises to export their products globally easily and allow global marketplaces to
outsource products from local manufacturers (Ho, 2017). Therefore, SMEs are no longer competing
or focus solely on domestic market but also going on the global scale particularly to China (Rosli,
2017).

The birth of DFTZ comes from the initiative of the National E-commerce Strategic Roadmap
intended to double the Malaysia's e-commerce growth from 10.8 per cent to 20.8 per cent and
increase the GDP contribution to RM211 billion by 2020 (NST Team, 2017). The establishment of
DFTZ as an e-commerce hub is a co-operation between the Alibaba Group and the Malaysia Digital
Economy Corporation (MDEC) (Tan, 2017). Kuala Lumpur Internet City (KLIC) is expected to
become the main digital hub of the DFTZ and become an epicentre of Southeast Asia’s Internet
economy which house at least 1,000 companies as well as 25,000 tech professionals with an
estimated gross development value (GDV) of RM5 billion (Ho & Sim, 2017; McSpadden, 2017). The
first phase of the DFTZ also includes developing a regional e-commerce and logistics hub near the
Kuala Lumpur International Airport (KLIA) (Naidu, 2017). DFTZ is expected to contribute to the
growth rate of Malaysian SMEs' goods export and 60,000 direct as well as indirect job
employments for Malaysian by 2025 with estimated USDG65 billion worth of goods moving through
this trade zone (Ee, 2017; Ho, 2017). In addition, Malaysian SMEs can leverage their existing
strengths especially the halal products as well as electrical and electronic products into DFTZ for
the global market (Chua, 2017).

4. Conclusions

The TPP provides the best foundation for local SMEs to spur their growth through greater market
access and to stimulate the enhancement of products and services. In addition, the deal also create
a healthy competition for domestic and international market through trade liberalisation. The deal
would have increased local exports especially related to oil and gas as well as palm oil. Now, it is a
time for Malaysian SMEs to move out from their comfort zone especially Bumiputera-owned SMEs
(the indigenous-owned SMEs). They need to be more proactive in implementing their business
strategies accordingly in the midst of facing not only TPP but other FTA as well. SMEs should
promote an environment that supports customer-centric manufacturing by co-create with their
customers, suppliers and partners in order to remain updated with new and specific knowledge for
the innovation as well as possible solution towards products and services. This collaboration in turn
help them to stay competitive, relevant to the market and to sustain their business livelihood facing
the trade liberalisation. The US withdrawal from the pact creates uncertain situation for TPP but the
remaining countries are looking forward to salvage the deal with the amendment on the current
clauses as they will meet to discuss the next steps regarding the issue. Malaysia, has prepared the
contingency plans by focusing on regional economic integration if the TPPA fail into its
materialisation. The regional economic integration including AEC, the Brunei Darussalam,
Indonesia, Malaysia and the Philippines-East ASEAN Growth Area (BIMP-EAGA), FTA with BRICS
(Brazil, Russia, India, China and South Africa), Europe, RCEP and bilateral FTAs with other TPPA
members that currently do not have any preferential trading with Malaysia. DFTZ open another
avenue for local SMEs to take advantage of the emerging of Internet and digital market with the
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fully support from the Government. Malaysian SMEs should become more versatile, adaptable and
resilient to any changes surrounding them. In a nutshell, Malaysian SMEs should stay away from
their comfort zone and start to get sweats!
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