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ABSTRACT

This study examined the relationship between the Government Business Support
Services (GBSS) (relating to financial support and non-financial support) and the
performance of Small and Medium Enterprises (SMEs) in Malaysia. Due to the
recognition of the importance of SMEs to the economy, numerous government
programmes have been and are being implemented over the years, all of which are
aimed at the development of SMEs and enhancing their performance. However, the
effect of globalisation has attracted big players to operate their businesses in Malaysia.
Thus coupled with the government’s open-door policy, this has caused a relatively
greater competitive and dynamic business environment for all SMEs, which makes it
even more challenging for these SMEs to prosper. This research also examined
absorptive capacity (AC) as a moderator variable influencing the relationship between
GBSS and SME performance. AC influences the knowledge that can be assimilated and
how it is used, determining which strategic actions need to be implemented, and in this
study, it refers to the acquisition and assimilation of knowledge. A self-administered
questionnaire was used to collect data from 150 SME firms in the northern states of
West Peninsular Malaysia in April and May 2013, and the gathered data was analysed
by using SPSS 19.0. Statistically, the results confirmed that GBSS is positively related
to SME performance and there is an interaction of AC as a moderator on GBSS and
SME performance. The outcome of this study provides new knowledge and important
insights for government agencies, such as SME Corp., to look further at the programmes
and guidelines, and enforce new policies toward improving the performance of SMEs in
Malaysia. Finally, in order to evaluate SME performance, it is more relevant to explore
the types of assistance provided by the government. Further research can provide deeper
explanations by considering either financial or non-financial only factors as variables
that determine SME performance.

Keywords: Government Business Support Service, Small and Medium Enterprise
Performance, Absorptive Capacity



ABSTRAK

Kajian ini memeriksa hubungan antara Perkhidmatan Sokongan Perniagaan Kerajaan
(PSPK) (berkaitan dengan bantuan kewangan dan bantuan bukan kewangan) dan
prestasi Perusahaan Kecil dan Sederhana (PKS) di Malaysia. Oleh kerana pengiktirafan
kepada kepentingan PKS terhadap ekonomi, kerajaan telah dan sedang melaksanakan
pelbagai program yang kesemuanya bertujuan untuk pembangunan dan meningkatkan
prestasi PKS. Walau bagaimanapun, kesan globalisasi telah menarik ahli perniagaan
yang besar untuk menjalankan perniagaan mereka di Malaysia. Tambahan pula dengan
dasar buka pintu kerajaan telah menyebabkan persekitaran perniagaan menjadi lebih
berdaya saing dan dinamik untuk semua PKS yang menjadikan ia lebih mencabar untuk
PKS ini berjaya. Kajian ini juga telah melihat kapasiti penyerapan (KM) sebagai
pembolehubah moderator yang mempengaruhi hubungan antara PSPK dan prestasi PKS.
KM mempengaruhi pengetahuan yang boleh diasimilasikan dan bagaimana ia
digunakan, menentukan tindakan strategik yang perlu dilaksanakan dan dalam kajian ini,
ia merujuk kepada perolehan dan penyerapan ilmu. Borang soal selidik yang ditadbir
sendiri telah digunakan untuk mengumpul data daripada 150 firma PKS di negeri-negeri
Utara Semenanjung Malaysia pada bulan April dan Mei 2013. Kemudian, data ini telah
dikumpulkan dan dianalisis dengan menggunakan perisian SPSS 19.0. Mengikut
statistik, dapatan kajian mengesahkan bahawa PSPK mempunyai hubungan yang positif
dengan prestasi PKS dan terdapat interaksi KM sebagai moderator ke atas hubungan
PSPK dan prestasi PKS. Hasil daripada kajian ini memberikan pengetahuan baharu dan
penting kepada agensi-agensi kerajaan seperti SME Corp untuk melihat program dan
garis panduan dan menguatkuasakan dasar-dasar baharu ke arah meningkatkan prestasi
PKS di Malaysia. Akhir sekali, untuk menilai prestasi PKS, ia lebih relevan untuk
meneroka jenis bantuan yang disediakan oleh kerajaan. Penyelidikan lebih lanjut dapat
memberikan penjelasan yang lebih mendalam dengan mempertimbangkan sama ada
hanya faktor-faktor kewangan atau bukan kewangan sahaja sebagai pembolehubah yang
menentukan prestasi PKS.

Kata kunci: Program Bantuan dan Perkhidmatan Kerajaan, Prestasi Perusahaan
Kecil dan Sederhana, Keupayaan Menyerap



DEDICATION

Father / Abah
All your teachings, advice, and spirit live on in my heart
Segala didikan, pesanan, dan semangatmu sentiasa hidup di dalam jantungku
Mother / Emak
Your love and sacrifice, deeply engraved in my heart
Kasih sayang dan pengorbananmu, ku sematkan di hatiku
My Husband / Suamiku
Your patience and support, key to my success
Kesabaran dan sokonganmu, kunci kejayaanku
Amirrul, Amin, Aiiman

Your success and greatness, become my inspiration
Kejayaan dan kehebatan kalian menjadi inspirasiku



ACKNOWLEDGEMENT

In the name of ALLAH, The Most Gracious, The Most Merciful.

First of all, my humble gratefulness to almighty Allah S.W.T., Who granted me
the never ending energy and ability to complete this arduous doctoral journey
successfully. May peace and blessings of Allah be upon the prophet Muhammad
S.A.W., his family, and his companions.

I would like to convey my sincere thanks and appreciation for Tan Sri Ahmad
Fuad Ismail, my former boss for his encouragement and motivation. Special thanks to
my supervisor, Professor Dr. Mohd Noor Mohd Shariff, for his continual assistance and
guidance, as well as rendering his best supervisory know-how to constantly push me
through the years, in his manner that is most conscientious, with confidence, style, and
professionalism. Also my thanks to my second supervisor, Associate Professor Dr.
Mohammad Basir Saud, for his guidance, care, and support. Even with their tight work
schedules, they still provided room for sharing their deep knowledge and vast
experience. Their competence, constant supervision, and professional work in guiding
me were paramount, especially throughout the process of completing this dissertation.

Also not forgetting the organisation where | work, Penang Development
Corporation( PDC), where all levels of management have given the utmost cooperation,
assistance, and encouragement for the duration of this journey, especially the General
Manager, Dato’ Rosli Jaafar and my immediate boss, Mohd. Bazid Abd. Kahar. Also
my thanks to all my office colleagues, Dr. Saygaran, Latiff, Baskaran, Wendy, Zulkifli
Ziddik, Dalilah, Aznita, and many, many more, whom | cannot name them all.

The close cooperation and assistance given by colleagues from other agencies,
also contributed toward the completion of this dissertation. My deepest thanks go to
Muhamad Zumar Zainudin and Roslan Mohamed (SME Corp.), Mohd. Igbal Mohd.
Noor (MITI), Kamaruddin Dahuli and Zulkifli Romli (MADA), Norizham Ahmad
(PKNK), Iswazar Aminuddin (MATRADE), and Hajjah Sarimah Misman (MPC).

Last but not least, also for my colleagues and DBA classmates who had
contributed, in no small way, in making this colossal undertaking a success, a big thank
you to Dr. Adam Mohd Saifudin (UUM), Nur Abidah Ismail, Dr. Rashdan, Dr. Hayatul,
and Yogesh.

Vi



TABLE OF CONTENTS

CERTIFICATION OF DISSERTATION
PERMISSION TO USE
ABSTRACT

ABSTRAK
DEDICATION
ACKNOWLEDGEMENT
TABLE OF CONTENTS
LIST OF TABLES

LIST OF FIGURES

LIST OF APPENDICES
ABBREVIATIONS

CHAPTER ONE: INTRODUCTION
1.1 Background of Study
1.2 Problem Statement
1.3 Research Questions
1.4 Research Objectives
1.5 Significance of Study
1.5.1 Theoretical Contribution
1.5.2 Practical Contribution
1.6 Definitions of Key Terms
1.6.1 SMEs
1.6.2 Government Business Support Service (GBSS)
1.6.3 SME Performance
1.6.4 Organisational Absorptive Capacity
1.7 Scope of the Study
1.8 Organisation of the Dissertation
1.9 Summary

CHAPTER TWO: LITERATURE REVIEW
2.1 Introduction
2.2 Small and Medium-Sized Enterprises (SMEs)
2.2.1 Overview of SME Definitions
2.2.2 SMEs in Malaysia
2.2.2.1 Manufacturing Sector in Malaysia
2.2.3 SMEs: An Engine of Growth
2.2.4 SMEs: Futures and Challenges
2.3 SME Performance
2.3.1 Overview
2.3.2 Performance Differentiation
2.4 Government Business Support Services (GBSS)
2.4.1 Overview
2.4.2 Types of Business Support Programmes
2.4.2.1 Financial Support Programme
2.4.2.2 Non-Financial Support Programme

vii

I
11
v

Vi
Vil
Xl
X1
XV
XV

10
11
12
12
13
13
14
14
14
15
15
16
17

18
18
18
18
23
24
27
28
32
32
33
38
38
39
39
39



2.4.3 GBSS in Malaysia
2.5 Organisational Absorptive Capacity
2.6 Relationships between GBSS and SME performance
2.7 Relationships between SME Performance and Organisational Absorptive
Capacity
2.8 Relationship between GBSS and Organisational Absorptive Capacity
2.9 SME Corporation Malaysia (SME Corp.)
2.9.1 Background of SME Corp.
2.9.2 SME Corp. Malaysia Development Programme
2.10  Underpinning Theory
2.10.1  Resource-Based View (RBV) Theory for SME performance
2.11  Summary

CHAPTER THREE: RESEARCH METHODOLOGY
3.1 Introduction
3.2 Research Framework
3.2.1 Variables Discussion and Hypotheses Development
3.2.2 Independent Variables (GBSS)
3.2.2.1 Financial Support by the Government
3.2.2.2  Non-Financial Support by the Government
3.2.3 Moderator (Organisational Absorptive Capacity)
3.2.4 Dependent Variables (SME performance)
3.3 Research Design
3.3.1 Type of Study
3.3.2 Time Horizon
3.3.3 Population
3.3.4 Sample Size
3.3.5 Sampling Design
3.4 Questionnaire Development
3.4.1 Government Business Support Services
3.4.2 Organisational Absorptive Capacity
3.4.3 SME performance
3.5 Data Collection Administration
3.5.1 Primary Data
3.5.2 Secondary Data
3.6 Measurement Validity and Reliability
3.6.1 Validity
3.6.1.1 Content Validity
3.6.1.2 Face Validity
3.6.1.3 Construct Validity
3.6.2 Reliability
3.7 Pilot Test
3.8 Data Collection
3.9 Data Analysis Techniques
3.9.1 Descriptive Analysis
3.9.2 Factor Analysis
3.9.3 Correlation Analysis

viii

40
44
47

48
o1
54
54
56
59
59
65

66
66
66
68
69
70
71
73
76
78
78
79
79
80
81
82
87
89
90
92
92
92
93
93
93
94
94
95
96
97
99
100
100
101



3.94

Regression Analysis

3.9.4.1 Standard Regression Analysis
3.9.4.2 Hierarchical Regression Analysis
3.10 Summary

CHAPTER FOUR: RESULTS AND DISCUSSION
4.1 Introduction

4.2 Data Screening and Cleaning Analysis

4.3 Profile of Responding Firms

43.1
4.3.2
4.3.3
434
4.3.5
4.3.6
4.3.7

Current Position

Number of Employees

Number of Years the Company has Operated
Funding to Start and Expand the Business
Assistance Received from the Government
Programmes Affecting Business Performance
SME Development Programme by SME Corp.

4.4 Goodness of Measurement

441
442

4.4.3 Factor Analysis of GBSS (Financial Support by the Government)
4.4.4 Factor Analysis of GBSS (Non- Financial Support by the Government)

Factor Analysis of SME Performance
Factor Analysis of Absorptive Capacity

4.5 Descriptive Results

45.1
45.2
453
454
45.5

Government Business Support Service in Malaysia
Financial Support Service by Government
Non-Financial Support Service by Government
Organisational Absorptive Capacity

SME Performance

4.6 Correlation Result

4.7 Standard Regression Analysis Result
4.8 Hierarchical Regression Analysis Result
4.9 Relationship between Variables

4.9.1 Relationship between Financial Support and SME performance

4.9.2 Relationship between Non-Financial Support and SME performance

4.9.3 Moderating Effects of Absorptive Capacity on Financial Support and Non-
Financial Support Provided by GBSS and SME performance

4.10 Hypotheses Result

411

Summary

CHAPTER FIVE: DISCUSSION AND CONCLUSION
5.1 Introduction
5.2 Discussions

5.21
522

5.2.3 Organisational Absorptive Capacity on SME Performance

Financial Support and SME performance
Non-Financial Support and SME performance

5.3 Implications
5.3.1 Theoretical Perspectives
5.3.2 Managerial Perspectives

102
102
102
104

105
105
105
108
109
110
111
112
114
115
116
118
118
118
119
119
119
119
121
121
123
124
125
126
127
132
132
133

134
136
136

137
137
138
138
138
139
140
140
141



5.4 Limitations
5.5 Recommendations for Future Research

5.6 Recommendations for Government and SMEs

REFERENCES

APPENDICES

Appendix 1: Linkages between Research Questions, Research Objectives and

Appendix 2:
Appendix 3:
Appendix 4:
Appendix 5:
Appendix 6:
Appendix 7:
Appendix 8:
Appendix 9:

Hypotheses

Sample Size Calculation
Questionnaire

Frequencies Analysis

Factor Analysis

Descriptive Analysis

Correlation Analysis

Standard Regression Result
Hierarchical Regression Analysis

145
146
147

149

172

172
173
174
182
189
197
200
201
203



LIST OF TABLES

Table 2.1 SME Statistic Worldwide — Establishment, Employment, and GDP 19
Table 2.2 Definitions of SMEs in Selected Countries 20
Table 2.3 SME Statistic Worldwide — Number of Employees 21
Table 2.4 Definition of SMEs in Malaysia 23
Table 2.5 Key Indicator of SMEs 24
Table 2.6 Distribution of SMEs by Sector in 2010 24
Table 2.7 Statistics for Manufacturing Sector for 2002 and 2010 25
Table 2.8 Macro Indicator of SMEs in Manufacturing Sector in 2010 26
Table 2.9 SMEs in Manufacturing Sector by State in 2010 26
Table 2.10  Two Categories of Performance 34
Table 2.11  Six Dimensions of Performance 35
Table 2.12  SME Corp. Malaysia Development Programmes 57
Table 2.13  Four Stages of Firm’s Development 61
Table 3.1 The Summary of Variables Used Based on 25 Articles 69
Table 3.2 The Summary of Manufacturing Industry in Northern Peninsular Malaysia 80
Table 3.3 Variables and Measurement Scale 84
Table 3.4 Distribution of Items 85
Table 3.5 Questionnaire: Items for Government Business Support Services 88
Table 3.6 Questionnaire: Items for Organisational Absorptive Capacity 90
Table 3.7 Questionnaire: Items for SME performance 91
Table 3.8 Rules of Thumb Proposed by George and Mallery (2006) 96
Table 3.9 Reliability Coefficients for the Major Variables 97
Table 3.10  Total Respondents According to Event 98
Table 3.11  Response Rate 99
Table 3.12  Davis Scale Model 101
Table 4.1 Skewness and Kurtosis Values 107
Table 4.2 Assessment of Multicollinearity 107
Table 4.3 Percentages of Each Rank 116
Table 4.4 Profile of Respondents 117
Table 4.5 Mean Score for Respondent Opinion on GBSS in Malaysia 120

Xi



Table 4.6

Table 4.7

Table 4.8
Table 4.9
Table 4.10

Table 4.11

Table 4.12

Table 4.13
Table 4.14

Mean Score for Respondent Opinion on Financial Support Service by
Government

Mean Score for Respondent Opinion on Non-Financial Support Service by
Government

Mean Score for Respondent Opinion on Absorptive Capacity

Mean Score for Respondent Opinion on SME performance
Correlation between SME Performance and Independent Variables

Standard Regression Analysis Results of SME Performance Predicting
Independent Variables

Hierarchical Regression Results using Absorptive Capacity as a Moderator
in the Relationship between GBSS and SME performance

Coefficients Table

Summary of Hypotheses Result

xii

121

122

123
124
125

127

129

130
136



Figure 2.1
Figure 2.2
Figure 3.1
Figure 3.2
Figure 4.1
Figure 4.2
Figure 4.3
Figure 4.4
Figure 4.5
Figure 4.6

Figure 4.7

Figure 4.8

Figure 4.9

Figure 4.10

LIST OF FIGURES

Relationships among PACAP, RACAP, and Organisational Performance
Conceptual Development

Research Framework

Moderator Model

Scatter Plots of Variables

Percentage of Position of the Respondent

Number of Employment

Years of Operation

Funding for the Business

Assistance Received from the Government

The Moderating Effect of Absorptive Capacity on the Relationship
between GBSS and SME Performance

Relationship of Tested Variables
(Financial Support by GBSS and SME performance)

Relationship of Tested Variables
(Non-Financial Support by GBSS and SME performance)

Relationship of Tested Variables (GBSS, SMEs Performance, and Partially

with Absorptive Capacity)

Xiii

63
65
68
74
106
109
110
112
113
115

131

132

133

135



Appendix 1

Appendix 2
Appendix 3
Appendix 4
Appendix 5
Appendix 6
Appendix 7
Appendix 8
Appendix 9

LIST OF APPENDICES

Linkages between Research Questions, Research Objectives
and Hypotheses

Sample Size Calculation

Questionnaire Set

Frequencies Analysis

Factor Analysis

Reliability Analysis after Factor Analysis
Descriptive Analysis

Correlation Analysis

Hierarchical Regression Analysis

Xiv



ABBREVIATIONS

AC Absorptive Capacity

CED Committee for Economic Development

CGC Credit Guarantee Corporation

FDI Foreign Direct Investment

FS Financial Support

GBSS Government Business Support Services

GDP Gross Domestic Products

GVvC Global Value Chain

HACCP Hazard Analysis Critical Control Point

IMP2 Second Industrial Master Plan

IMP3 Third Industrial Master Plan

KEDA Kedah Regional Development Authority
MARA Majlis Amanah Rakyat

MECD Ministry of Entrepreneur and Cooperative Development
MIDA Malaysian Industrial Development Authority
MNCs Multi-National Corporations

NCER Northern Corridor Economic Region

NEM New Economic Model

NFS Non-Financial Support by the Government
NSDC National SME Development Council

P SME performance

PACAP Potential Absorptive Capacity

PERDA Penang Development Authority

RACAP Realised Absorptive Capacity

RBV Resource-Based View

R&D Research and Development

SMEs Small and Medium-Sized Enterprises

SMIDP Small and Medium Industry Development Plan
UN United Nation

OEDC The Organisation of Economic Corporation and Development

XV



OM Owner Manager
10MP Tenth Malaysia Plan

XVi



CHAPTER ONE

INTRODUCTION

1.1 Background of Study

The contributions of Small and Medium Enterprises (SMEs) to the national economy
have been acknowledged (Tahir, Mohamad, & Hasan, 2011) throughout the world.
SMEs can be found in every sector of the economy as the main drivers for a
contemporary economy (Thassanabanjong, Miller, & Marchant, 2009), which bring
along development and growth (Grilo & Thurik, 2006). The development of the SME
sector is widely seen as a key element of a nation’s successful economy (Man, 2009)
and a major economic mover. This sector can also be considered a potent source of
national, regional, and local economic growth (Taylor & Murphy, 2004; Ramdani,

Lorenzo, & Kawalek, 2009).

Thus, the development of SMEs is correspondingly recognised as an integral component
in achieving sustainable economic growth in Malaysia (Hashim, 2007a). SMEs have
always retained prime position on the government’s financial radar screen by virtue of
their sizeable contribution to the nation’s gross domestic product (GDP) (SME Annual
Report, 2011), whilst providing job opportunities for over half the population’s
workforce, and acting as suppliers of goods and services to large organisations (Singh,
Garg, & Deshmukh, 2008). SMEs have been identified as the engines of growth
(Baharun, Abdul Hamid, & Hashim 2003) to help this nation to become a developed and
industrialised nation by the year 2020 (Abdul Hamid, 1993). In 2009, the majority of

total business establishments in Malaysia were SMEs with 99.2%, which also

1
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