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ABSTRACT

Over the past few decades, a constant stream of innovative systems has revolutionised the way that businesses make payments.
These methods have been especially useful in settling new forms of commerce, such as cashless systems. The adoption of the
cashless payment system as an efficient and integrated competitive strategy has played an even more crucial role in the
proliferation of growth among MSMEs in Malaysia, which have a substantial impact on the national economy in a variety of ways.
The adoption of the cashless system requires further comprehension of the existing situation in the post-COVID-19 pandemic era.
The cashless system may, however, provide users with additional benefits, but not all consumers or even all businesses may be
willing to adopt such advances, and some may even find it challenging to eliminate their dependency on cash. Thus, this study
explores the challenges that prevent the excellent application of cashless systems from the perspective of five MSMEs and the
opportunities that are currently available that can boost the adoption of this system. The study's thematic analysis revealed two
serious challenges. The first challenge is connectivity issues. In urban areas, those who already use cellular networks are now
concerned about the compatibility issue with the cashless payment terminal as the terminal and the SIM card need to be upgraded
to 4G. In the case of rural areas, with the lower frequency spectrum of 2G networks, the coverage blanket areas are bigger but
only offer a slower speed of internet data. The second challenge is the practicality issues, which prevent MSMEs from effectively
using cashless systems, especially among the MSMEs owners that belong to the baby boomers’ generation, who are a bit more
reluctant about adopting newer technologies, as well as among low-income earners, as they can manage their cash flow better
rather than the money being dormant in some e-wallet accounts. Additionally, this study identified potential in the area of
transaction data that can offer value to MSMEs. For instance, the cashless transaction is a standalone piece of data combined
with the customer profile that may be used for additional marketing and research purposes as well as business management
purposes. This study has important implications both in terms of contributing to the broader body of academic literature as well
as from a practical point of view. Consideration of the suggestions made by this study is thought to be able to guarantee the success
of the cashless system's adoption and sustainability for MSMEs, along with the nation's positive economic growth.
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INTRODUCTION

According to Md. Husin and Haron (2020), MSMEs play a significant role in the national economy in a number of ways, including
by offering a wide range of goods and services, developing regional markets and societies, creating job opportunities, fostering
market competition, and fostering innovation. MSMEs account for 97% of all businesses in the majority of Association of
Southeast Asian Nations (ASEAN) nations, according to 2018 research from the Organisation for Economic Co-operation and
Development (OECD). MSMEs are also having a tonne of success in Malaysia. As previously stated by the Department of Statistics
Malaysia (2018) and Hun (2019), MSMEs experienced robust growth in 2018 of 6.2% of gross domestic product (GDP), outpacing
Malaysia's GDP of 5.2% in the same year. Compared to 37.1% and 36.5% in the preceding years, the MSMESs' share of the GDP
climbed to 38.3% in 2018. Then, in 2021, Malaysia's MSMEs' GDP increased to 1% (Department of Statistics Malaysia, 2022).
Figure 1 presents the time series of Malaysia’s GDP and that of MSMEs and non-MSMEs from 2001 to 2021. The MSMEs' GDP
surpassed Malaysia’s and non-MSMEs’ GDP most of the year. The mentioned crucial role of MSMEs motivates this study to focus
on their adoption of payment transaction system.
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Figure 1: GDP- Malaysia, MSMEs, and Non-MSMEs for 2001-2021 at constant prices annual percentage change
(Department of Statistics Malaysia, 2022).
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According to Chairunnisa, Alfina, and Yasmin (2020), the payment transaction system is just one of many new phenomena that
have emerged in modern society as a result of the digital transformation that has occurred in the age of the fourth industrial
revolution. Therefore, Ekasari, Rosmeli, and Syafri (2020) also explained that every company or business is required to develop
an effective and integrated competitive strategy because competition is the key to a business' success or failure, and consumer
satisfaction will also depend on the business strategy employed by a business. With more efficient and useful communication tools
like the internet and e-commerce, information technology has been able to revolutionise how people live, including how they make
purchases. People's lifestyles are influenced by both technological advancements and the social environments that exist in society.
Businesses are compelled to constantly focus on the needs and desires of their customers as a result of the intensifying rivalry by
providing a higher level of satisfaction than what their competitors already provide. Businesses that can draw in a huge consumer
base and have a high degree of excellence.

Thus, the adoption of the cashless payment system plays a pivotal role in the proliferation of growth among MSMEs. According
to Kumari and Khanna (2017), the cashless payment system involves people changing their behaviour to stop using cash and start
using payment technology. In order for a cashless transaction to take place, both the merchant and the customer must agree on how
the exchange of goods and services will take place, as well as the amount of compensation for the acquired goods and services that
is deemed fair by both parties. Paul and Friday (2012) stated this amount of transaction would then be called “cashless” if the
transfer between both parties is done without cash or in the form of a digital financial transaction. There was a situation between
the merchant and the customer when they were about to conduct a digital financial transaction, as the options for both merchants
and customers were enormous, exclusive, and sometimes non-integrated. Figure 2 shows how Est and Brom (2012) showed the
transaction activities as four quadrants of cashless transactions. This means that when both parties are trying to complete the digital
financial transaction, there are four possible outcomes.

Figure 2: Four-Quadrant of Cashless Transaction (Est & Brom, 2012)
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(Khalid, 2022), and this has not taken into account those transactions made by using credit cards and debit cards. To date, Bank
Negara Malaysia (BNM, 2022) has issued payment instruments for the customers, with several different varieties: 25 bank credit
card issuers, 2 non-bank credit card issuers, 30 bank debit card issuers, 7 bank charge card issuers, 6 non-bank charge card issuers,
6 bank e-money, and 47 non-bank e-money. For the merchant side, Bank Negara Malaysia had issued the acquiring service’s
license, with several different varieties: 15 bank merchant acquiring services and 52 non-bank merchant acquiring services.

From the perspective of Ibrahim and Zameer (2018), the adoption of a cashless system allows for the creation of a clean economy
and ensures transaction transparency. Based on Ika (2017), the country's currency will be more valuable if there is a non-cash
payment system since it will save money on printing and distributing money, processing cash, and administrative tasks. The biggest
benefit of the digital and cashless economy, according to Maheswari and Danalakshmi (2019), is that it eliminates the risk of taking
currency everywhere with customers, which lowers the likelihood of theft. The government's tax revenue is increased, all
transactions become accountable, and it is easier to trace down illicit funds, they noted. Additionally, Maheswari and Danalakshmi
(2019) explained that the limited cash transactions help to promote global trade and economic freedom while also lowering the
inflation rate, reducing the time and cost of multilevel business transactions, and enhancing business efficacy.

The cashless system may, however, provide users with additional benefits, but not all consumers or even all businesses may be
willing to adopt such advances, and some may even find it challenging to eliminate their dependency on cash (Camilleri & Agius,
2021).

AIM AND METHODOLOGY

While MSMEs are crucial for the country’s growth and economy (Md Husin & Haron, 2020; Maheswari & Danalakshmi, 2019)
and the adoption of the cashless payment system as an effective and integrated competitive strategy (Ekasari, Rosmeli, & Syaffi,
2020) plays a pivotal role in the proliferation of growth among MSMEs, the aim of this qualitative study is to expand the
understanding of the cashless system adoption in Malaysia in the post-COVID-19 pandemic phase among MSMEs. Specifically,
this study explores the challenges that prevent the excellent application of cashless systems from the perspective of five MSMEs
as service or product providers and the opportunities that are currently available that can boost the adoption of this system. The
qualitative data was obtained in 2022 through a semi-structured interview with five MSMEs. Their participation is voluntary, and
as indicated by Rana, Dilshad, and Ahsan (2021), this study is taking extra precautions to keep their information confidential. They
are selected based on their years of experience in various natures of business, as detailed out in Table 1.

The selection criteria for the participants were based on the Micro, Small, and Medium Enterprise (MSME), which was defined by
SMECorp and endorsed at the 14th National SME Development Council (NSDC) Meeting in July 2013 (SMECorp, 2013). For
services and other sectors, the criteria for micro-enterprises are either their sales turnover is less than three hundred thousand ringgit
or their employment size is less than five employees. The purposive sampling technique was used because, according to Patton
(2015), it can assist the study in achieving a breadth of understanding of the issue. By using this technique, this study selects only
those subjects that satisfy the objectives of the study based on the researcher’s conviction as suggested by Obilor (2023). It is a
sampling technique where the researcher relies on his discretion to choose participants from the study population. Thus, the entire
sampling process depends on the researcher’s judgment and knowledge of the context.

Thematic analysis was used to analyse the data. Thematic analysis is a qualitative research technique that researchers employ to
systematically organise and analyse large, complicated data sets, according to Dawadi (2020). Themes that can adequately
represent the narratives found in the account of data sets are being sought, she continued. The thematic analysis has been performed
as it would create sensitive, insightful, rich, and trustworthy findings (Nowell et al., 2017; Braun & Clarke, 2006). According to
other researchers (King, 2004; Rice & Ezzy, 1999), thematic analysis in this study involves identifying themes through attentive
reading and revisiting of the transcribed data. The steps taken to undergo thematic analysis are: phase 1: familiarisation with the
data, followed by phase 2: creation of initial codes and creation of categories; phase 3: searching for themes; phase 4: reviewing
themes; phase 5: defining and naming themes; and the last phase: producing the report, based on which all the interviews were
transcribed verbatim and read several times. The analysis was initiated by identifying the units of meaning, which were extracted
from the statements. The codes were inductively generated, and the extracted codes were identified as categories based on the
differences and similarities. Data analysis was continued until data saturation, when no new theme or idea emerged from the data
(Caulfield, 2022).

RESULTS

As mentioned earlier, the aim of this qualitative study is to expand the understanding of the cashless system adoption in Malaysia
in the post-COVID-19 pandemic phase among MSMEs. So, this study explores the challenges that hinder the excellent application
of cashless systems and the existing opportunities that can boost the adoption of this system from the perspective of MSMEs as
service or product providers. As summarised in Table 1, four of the five participants are male. All of them are Malay, ranging in
age from 49 to 62, and came from various business nature, including F&B suppliers, traders, and consultants; medical technicians;
construction and consulting firms; and telecommunication consulting firms. Participants 1, 2, and 3 have a minimum of 3 years of
business experience, while Participants 4 and 5 have 16 and 18 years of business experience, respectively.
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Table 1: List of Participants

Name Gender Ethnic Age Nature of Business Years in Geographical
Business Business Area
Participant 1 M Malay 62 Food & Beverages Supplier 4 Urban
Participant 2 M Malay 49 Trading & Consulting 3 Rural
Participant 3 F Malay 55 Medical Tech 5 Urban
Participant 4 M Malay 49 Construction & Consulting 16 Urban
Participant 5 M Malay 51 Telecommunication Consulting 18 Rural

As summarised in Table 2, this study found two main challenges that hinder the excellent application of cashless systems among
MSMEs. The first challenge is the connectivity issues. For instance, the MSMEs in the urban area are unwilling to adopt the
cashless system and have a 3G sunset issue. Besides that, the other connectivity problem is that the MSMEs in the rural area are
unable to expedite, even though they are willing to adopt the cashless system. The second challenge is the problems of practicality.
For example, the merchants and customers from low-income group are unwilling to adopt a cashless system.

Other than that, this study also found opportunities in the aspect of transaction data that can provide added value to MSMEs. For
instance, the cashless transaction is a stand-alone piece of data that, when combined with the customer profile, can be used for
other marketing and research purposes as well as business operation purposes such as predict sales trend and forecasting, and
evaluating the historical transaction data. The following sections discuss these findings.

Table 2: List of Participants

Aspects Themes Sub Themes
Challenges Connectivity issues Urban area but unwilling to adopt
Urban area but having 3G sunset issue
Rural area willing to adopt but unable to expedite

Practicality issues Merchant unwilling to adopt
Low-income earner unwilling to adopt
Opportunities Transaction Data Cashless transaction standalone data

Cashless transaction data combined with customer profile

MSME BUSINESS OWNER CHALLENGE 1: CONNECTIVITY ISSUES

Connectivity would cover the internet networking between the end-user terminal or cashless payment system and the financial
portal. Internet access could be simplified to two different networking technologies: wireless access, such as a 4G network, and
landlines, such as a fiber-optic network (Anders & Jackson, 2021), of which the Internet Service Providers (ISPs) would provide
the service to subscribers and business owners. Connectivity would also be seen as a subset of 10T (the Internet of Things), which
comprises Industrial IoT and Consumer/Commercial 10T, of which, according to Hernandez (2019), the latter would target people’s
daily environments outside of their homes (Consumer 10T). On the 29th of August 2020, the Prime Minister of Malaysia at that
time, Tan Sri Muhyiddin Yassin, announced the National Digital Network, also known as Jendela (MyGovernent, 2020), to boost
the efficiency of Malaysia’s infrastructure and optimise the frequency spectrum's usage, and as part of the 12th Malaysia Plan
(2021-2025). On the contrary, Wong (2022a) reported that according to the Malaysian Communications and Multimedia
Commission (MCMC), there were still 440 thousand subscribers who had not switched to 4G phones.

As business owners, the decision-making process was quite complex. In the urban areas, those who wanted to use cellular but
experienced weak signals would opt out of the cashless payment system as both business owners and potential customers could
not engage in cashless transactions, as one of the participants stated that “connection is still the main problem.” Still in urban areas,
those who already use cellular networks are now concerned about the compatibility issue on the cashless payment terminal as the
terminal and the SIM card need to be upgraded to 4G. As voiced out by one of the participants, “sooner or later, we will have a
compatibility issue on the terminal due to the cellular network upgrade.”

Business owners who rent the terminal would then request that their supplier replace it with a 4G-compatible terminal.
Unfortunately, business owners who had bought older terminals would need to make a new purchase or rent a newer 4G compliance
terminal or face an inevitable service interruption. Similarly, Nica (2021) reported that automotive maker BMW had warned its
customers that some of the vehicle’s infotainment apps, such as Real-Time Traffic Information, would no longer be supported
once the 3G network is phased out. Singapore business owners, on the other hand, would still breathe easily as the Info-
communications Media Development Authority (IMDA) might only decide to phase out the 3G cellular network in 2025 (NPN,
2020).

In the case of rural areas, with a lower frequency spectrum of 2G networks, the coverage blanket areas are bigger but only offer a
slower speed of internet data. Hence, most business owners were put off from adopting a cashless system, with comment such as
“It is too slow to adopt a cashless system, and cash transactions are faster.” This stumbling block would be minimised once 4G
operators such as Unifi Mobile and Yes offer nationwide services with frequencies of 850 MHz and 800 MHz, respectively
(Barzrul, 2020). The 5G, with an even lower frequency of 700 MHz, would eradicate the connectivity issue in rural areas and also

promote higher IoT adoption (“Digitalization,” 2022).
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MSME BUSINESS OWNER CHALLENGE 2: PRACTICALITY ISSUES

Practicality would cover the user's expectation of handling the end-user terminal or the cashless payment system. This cashless
payment system could be a stand-alone device, it could be part of an integrated system such as a point-of-sale (POS), or it could
be part of a consumer interface such as the laundry machine online e-wallet account used by Cleanpro Express (Tan, 2019). The
latter could be considered an example of commercial 10T (Internet of Things) with respect to 10T payment, in which the laundry
provider would provide cashless payment through the cloud and in turn reduce the customer’s hassle of bringing coins and paper
money to pay for the laundry services (Newton, 2021). As per Figure 3 below, an 10T payment is the transaction initiated by the
10T device that has a substantial degree of automation, in which a specific event would automatically or semi-automatically trigger
the payment request towards the customer with little or no supervision from the merchant (IoTOne, 2020).

Figure 3: 10T payment (IoTOne, 2020)
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Karr (2021) said the baby boomers, who were born between 1946 and 1964, were the pioneers of adopting home desktop
computing, but as they got older, they were now a bit more reluctant about adopting newer technologies. One of the participants
who has a self-service laundry centre said, “I am concerned about the cost, and having cutting-edge technology will add to the cost
of running the business.” The connectivity is also an issue, as most [oT devices rely on cellular networks, whereas he already has
fiber-optic broadband to his office, but on a different floor. “Smart devices’ sometimes only have dedicated cellular network
connectivity with dedicated SIM cards, which would add cost to the opex (operational expenditure),” said the participant.

Although cashless self-service laundry offers a secure and safe environment for both the merchant and its customers (Reeves,
2021), coin laundry would probably be the preferred choice for those low-income earners as they can manage their cash flow better
rather than the money being dormant in some e-wallet accounts. Another participant said, “Those with a tight budget cannot afford
to have too many digital accounts and digital e-wallets as it would be hard to juggle their daily expenses.” Stephan Neumeier,
Kaspersky Lab’s managing director for Asia Pacific, said, “In a few years, the market will self-regulate, and consumers will decide
who they would like to use. Those that do not address market needs will eventually die out” (Nair, 2018).

THE OPPORTUNITIES FOR MSMES BUSINESS OWNERS

At the dawn of the COVID-19 pandemic and entering the epidemic era, the author conducted a study on how to move forward
with cashless system adoption amongst MSME business owners. The majority of participants stated one newly discovered
opportunity: “cashless” transaction data. This is a new way of looking at big data (TechVidvan, 2022), which resulted from cashless
transaction data and device 10T data (Kaur et al., 2021). Tan (2020) suggested that merchants and potential startups could look into
exploiting the data resulting from cashless payment transaction data and device 10T data. In general, the payment ecosystem can
be illustrated in Figure 4.
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Figure 4: Payment ecosystem (Tan, 2020)
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On a small scale, merchants can manipulate the cashless payment transaction data as a sole entity or combine it with the merchant’s
customer profile, which could lead to a better understanding of customer trends and needs. On a commercial scale, this could open
up a new market segment altogether, and new startups could explore this opportunity. The size of the global digital transaction
management market is expected to reach USD 61.10 billion by 2030, growing at a compound annual growth rate (CAGR) of 25.5%
from 2022 to 2030. This growth is due to the growing need to manage all document-based transactions digitally (James, 2022).

In Malaysia, one of the government's initiatives in cashless payment and digital economy is the introduction of DuitNow QR,
which is operated by Payments Network Malaysia Sdn Bhd or PayNet (PayNet, 2019). A company such as Grab is one of the
subscribers in the DuitNow real-time retail payments platform (RPP) ecosystem, which enables retailers throughout Malaysia to
serve Grab users while consumers themselves can find it easier to purchase essential items through Grab apps (GrabPay, 2021).

TRANSACTION DATA

Wimmer (2020) of J.P. Morgan Wholesale Payments said, “The challenge you really have is that with payment transactions, there
is a tremendous amount of data, but data itself isn’t very useful. Hence, you've got to transform it into actionable insights.” He
further explained that “Payment data can be what they call ‘your canary in the coal mine. Therefore, if you see a trend in a very
important customer segment that is accelerating, you want to know sooner rather than later to take corrective measures.”

In the not-so-distant past, merchants used cash registers as a means to record payment transactions. Daily revenue is recorded, but
there is no customer data. With the introduction of cashless payment, suddenly a new set of information is available to the
merchants. One participant said, “Now | have information about the account and the name of the person who made the payment,
as well as the timestamps of the payment transaction.” The participant further clarified that with that information alone, he can
now predict his sales trend and forecasting, as he is in the F&B business and buying raw materials was planned using pre-order
booking and historical transaction data. The participant obtained those data effortlessly, as the payment vendor provides daily
transaction reports in the form of an Excel spreadsheet, which can be downloaded via the vendor’s website portal.

Another participant went a bit further with the transaction data by combining it with her customer’s private profile and producing
individual profiling on health product purchasing trends. The participant said, “Now | have a clear picture of the past history of
clients purchasing items, and we can now prepare a marketing pitch to capitalise on the consumer trends.” The participant further
clarified that she can segment her customers based on their age generation, buying power, and specific purchased products.

GENERAL AND SPECIFIC RECOMMENDATIONS

In general, there are a few approaches that can be taken to add to the plethora of success stories of cashless system adoption among
MSME in Malaysia. For example, the adoption of a digital and cashless economy for all of their business transactions would be
encouraged by the aggressive promotion done by the government's facilities given to MSMEs. The MSMEs also need to be trained
to increase their understanding of the cashless, digital economy and its dependability by ensuring secure transactions. Besides, by
establishing regulatory frameworks, the government can also create a platform for enhancing the digital and cashless economies
among MSMEs in a way that fosters healthy competition. This would hasten the adoption of digital transactions in regular
commercial operations. Other than that, the government also must offer cheap "switching costs" to encourage digital and cashless
transactions, which would help MSMEs transition to a cashless economy.

In relation to the findings of the study, there are a few specific recommendations. This study believes that the government should
continue the drive for further advancement in cellular technology as it would promote nationwide internet coverage, which would
enable widespread adoption of cashless payment systems in rural areas. At the same time, the country would see more interesting
outcomes as 4G and subsequently the 5G cellular network would enable new business models and new business ideas as the new
cellular technology offers better latency, a better data rate, and a better coverage area (Thales, 2022a). The new 4G and 5G cellular
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technologies would also promote greater acceptance in the IoT industry (Thales, 2022b). Five telcos: YTL Communications,
Celcom, Digi, Telekom Malaysia, and U Mobile, have signed 5G access agreements with Digital Nasional Bhd (DNB); Maxis
would get the shareholder's approval by January 2023 and would launch 5G-related products and services once approved (Wong,
2022h). This study also believes that there will be more startups as the after-effect of the cashless payment system, whereby the
client would want to look further into “cashless” transaction data post-processing, and as mentioned by Sharon (2019), this could
be a new segment in the big data industry.

CONTRIBUTIONS

The outcomes of this study are significant from a practical standpoint as well as in terms of their contribution to the larger body of
scholarly knowledge. In particular, this study focuses on the challenges that prevent the excellent application of cashless systems
from the perspective of five MSMEs and the opportunities that are currently available that can boost the adoption of this system
contributes towards addressing the shortage of literature about how businesses, particularly Malaysian MSMEs, are experiencing
this system. The findings of this study also add to a clearer understanding of the obstacles preventing the inclinations away from
the use of these payment methods from a business perspective — so that further corrective actions can be undertaken, especially
when they are experiencing increased customer demand or inertia for the settlement of transactions.

CONCLUSION

The payment transaction system is just one of many new phenomena that have emerged in modern society as a result of the digital
transformation that has occurred in the age of the fourth industrial revolution. MSMEs are required to develop an effective and
integrated competitive strategy because competition is the key to a business' success or failure, and consumer satisfaction will also
depend on the business strategy employed by them. Cashless systems allow for the creation of a clean economy, ensure transaction
transparency, and make the country's currency more valuable if there is a non-cash payment system since they save money on
printing and distributing money, processing cash, and administrative tasks. Besides, the cashless system also eliminates the risk of
customers taking currency everywhere with them, which lowers the likelihood of theft. The government's tax revenue is increased,
all transactions become accountable, and it is easier to trace down illicit funds, they noted. Cash transactions are limited, which
helps to promote global trade and economic freedom. It also helps to lower inflation, cut down on the time and cost of multilevel
business transactions, and improve the efficiency of business.

While the cashless systems are beneficial, all existing challenges faced by the MSMEs found in this study, such as connectivity
issues and practicality issues, need to be overcome to extend more benefits and added values of the cashless system to society,
MSMEs, and the country. These challenges can be overcome by considering all general and specific recommendations addressed
as part of the economic reform. In the meantime, the MSMEs have opportunities, including the cashless transaction data that is
combined with customer profiles for marketing and research purposes as well as business operation purposes such as getting the
brief demographic profile of the customers, predicting sales trend and forecasting, planning and buying raw materials using pre-
order booking and historical transaction data, and many more.

This study believes the findings on the challenges that hinder the excellent application of cashless systems and the identification
of existing opportunities that can boost the adoption of this system from the perspective of the MSMEs are able to extend more
understanding and the efficiency of the cashless system adoption as one of the integrated competitive strategies in Malaysia. Thus,
ensure a plethora of MSMES' success and the positive economic growth of the country.

Moving forward, this study suggests that future studies extend the findings of this study by exploring the other aspects. The future
studies can explore not only the challenges that hinder the excellent application of cashless systems and the existing opportunities
that can boost the adoption of this system from the perspective of MSMEs as service or product providers, but also specify the
challenges and opportunities according to their economic activities as classified by the Department of Statistics Malaysia (2022).
For instance, there are services, construction, manufacturing, mining and quarrying, as well as agriculture. This is because this
study believes that different economic activities experience their own challenges and opportunities as the customers for every
economic activity come from various demographic backgrounds, income classifications, age groups, and technology literacy levels.
The specific solutions or recommendations can be identified and provided by the future studies to boost the application of the
cashless system in that particular economic activity. Other than that, future studies can also explore the application of the cashless
system from the perspective of the consumers, according to their demographic background, income classification, generational
age, and technology literacy level, as mentioned.
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