
LIBRARY 
INTERNATIONAL ISLAMIC UNIVERSITY MALAYSIA 

EFFECT OF FINANCIAL ACCESS AND 
ENTREPRENEURIAL CHARACTERISTICS ON THE 

PERFORMANCE OF SMALL AND MEDIUM 
ENTERPRISES (SMEs) IN A FELDA SCHEME IN 

PAHANG 

BY 

SHUHAIMI MOHD SAUH 

A thesis submitted in fulfilment of the requirements for the 
degree of Doctor of Business Administration 

Graduate School of Management 
Kulliyah of Economics and Management Sciences 

International Islamic University Malaysia 

SEPTEMBER 2021 



ABSTRACT 

Despite the significant contribution of SMEs entrepreneurs in the FELDA scheme 
towards the rural economic development, several studies report that both access to 
finance from financial institutions and entrepreneurial characteristics are among the 
problems affecting SMEs business performance. Little is known to what extend 
government business support intervene the relationships between access to finance, 
entrepreneurial characteristics and SMEs business performance in the FELDA 
scheme. This study investigated the effect of access to finance and entrepreneurial 
characteristics (innovativeness, proactiveness and risk taking) on the performance 
of SMEs in a FELD A scheme in Pahang, and also determined whether these effects 
are moderated by entrepreneurial characteristics ( age and working experience) and 
finn characteristics (types of business, years of business operations and annual 
sales). In addition, this study examined the mediating role of government business 
support in the relationships between access to finance and entrepreneurial 
characteristics (innovativeness, proactiveness and risk taking) on business 
performance. The study employed a cross-sectional survey and quantitative 
methodology. The analysis of this study was based on a sample survey consisting 
of 368 SMEs in a FELD A scheme in Pahang. The survey data were analysed using 
the IBM Statistical Social Science (SPSS) software and the AMOS Structural 
Equation Model (SEM) Analysis. SEM is employed to examine the interrelationship 
between access to finance, entrepreneurial characteristics, government business 
support and SMEs business performance. The results show that the effects of access 
to finance, innovativeness and proactiveness on business performance are not 
significant, while risk taking positively and significantly predicts business 
performance of SMEs in the FELDA scheme in Pahang. Furthermore, the results 
found that there is no difference between entrepreneur characteristics ( age and 
working experience) and firm characteristics (types of business, years of business 
operation and annual sale) with respect to the relationships between access to 
finance, innovativeness, proactiveness, risk taking and business performance. This 
study further revealed that government business support partially mediated the 
relationship between risk taking and business performance. Government business 
support fully mediated the relationships among access to finance, innovativeness 
and business perfonnance, whereas government business support had no mediation 
effect between proactiveness and business performance. These findings imply that 
government business support indirectly influence SMEs' business performance. 
More importantly, the results indicate the important role of government business 
support in easing financial access and improving SMEs capabilities in the FELDA 
scheme particularly in Pahang. Finally, the findings of this study provide practical 
implications to government agencies in redesigning SMEs entrepreneurial 
development pro grammes toward improving SM Es business perfonnance in the 
FELDA scheme. 
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1.1 INTRODUCTION 

CHAPTER ONE 

INTRODUCTION 

This research examined the effect of financial access and entrepreneurial characteristics 

on the performance of Small and Medium Enterprises (SMEs) in the FELDA scheme 

in the state of Pahang. The introductory chapter provides an overview of the research 

study. The present chapter begins with the background of the study, problem statement, 

research objectives and research questions. The significance of the study and the 

structure of the thesis are also presented in this chapter. 

1.2 BACKGROUND OF THE STUDY 

The introductory section offers some fresh insights into the roles of SMEs in the 

economic development and the issues affecting SMEs performance in Malaysia that 

will provide some context for the research topic of this study. 

The research topic on SMEs development has attracted considerable attentions 

over recent years. Past studies have asserted the roles of Small and Medium Enterprises 

(SMEs) in the economic development of a country. SMEs have been noted as one of 

the pillars of economic development (Pandya, 2012; Tambunan, 2008; Aris, 2007). 

SMEs make a major contribution in reducing poverty (Sokoto, 2013; Yasa Kerti et al., 

2013) and unemployment in a country (Urbano & Aparico, 2016; Neumark, 2011). 

SMEs have contributed more than three quarter of the world economic growth (Jutla, 

Bodorik, & Dhaliqal, 2002). In addition, the number of total full-time employees in 

SMEs has almost doubled from 79 million to 150 million from 2003 to 2016 across 132 
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business establishments are constituted hy SM Es (Mohammad, 2012). 

SMEs contribute more than half of the Gross Domestic Product (GDP) and 

provided nearly three quarter of the total employment in the Organization for Econom1c 

Corporation Development's (OECD) member countries (OECD, 2018). OECD also 

reported that in emerging countries and developing countries, SMEs contribute more 

than one third of GDP. In Europe, craft and SMEs constitute of 99.8 percent of 

enterprise and contribute to two-third of the employment (UEAPME, 2010). In Japan 

and China, SMEs constitute 90 percent of the business establishments and provide 40 

percent of job opportunities and contribute more than 50 percent of GDP (Osman, 

Theresa & Galang, 2011). 

Small and Medium Enterprises (SMEs) can be deliberated as the economic 

growth drivers in the ASEAN region. In ASEAN, SMEs have become the pillar or 

ASEAN economics. SMEs provided between 52 percent and 97 percent of employment 

and accounted between 30 percent and 53 percent of the total GDP (Yong & Vineles, 

2016). In the context of Malaysia, SMEs contributed more than one third to Gross 

Domestic Product (GDP) and the government is aiming to achieve 41 percent 

contribution from SMEs in 2020 (Gunto & Alias, 2013). 

In 2016, the SME sector in Malaysia has contributed 36.6 percent to the Malaysia 

Gross Domestic Product (GDP) which is about RM463.2 billion. A big chunk of the 

SME's GDP contributors in Malaysia came from service sector and followed by 

manufacturing, constitution, agriculture and import duties. In Malaysia, GDP 

contribution from the SMEs sector in Malaysia is expected to reach 41 percent by 2020 

from 32 percent in 2010, the total employment is expected to achieve 62 percent by 
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2020 from 59 percent in 2010, and export contribution to reach 25 percent by 2020 from 

19 percent in 2010 (Bank Negara Malaysia, 2015). 

In comparison with other countries across the continents, the GDP contribution 

ofSMEs in Malaysia is still low as compared to China and Germany, SMEs constituted 

more than two third of their countries GDP ("Shaping the Future of SMEs," 2017) T11l· 

GDP contribution from SME sector in Malaysia is still below 40 percent since 2010. 

Given the importance of SME to the country economy, numerous studies hiwe 

been conducted to understand factors influencing SMEs performance since 

independence. For example, several studies focused on Malay entrepreneurial 

development (Ungku Aziz, 1964; Popeneo, 1970; Charlesworth, 1974; Mahmud, 1977) 

while other studies focused on SME entrepreneurs in Malaysia (Chee et al., 1979); a 

qualitative study on Malay entrepreneurial development conducted by Hamidon (2009) 

and a study was carried out by Mahmood and Hanafi (2013) examining the development 

of women SMEs in Malaysia. 

Access to finance, innovation and technology development, development of 

human capital, market accessibility, business regulation and law. and infrastructure arc 

the the main driving forces in enhancing the growth and Cl)mpctitin~ncss 1Jf SI\ tFs in 

Malaysia under the SI\ 11 ·" s I\ lasterpl:m 2020. l lnder the Natil,n:tl Fntrcpn .. ·111..·urship 

Policy ~O~O (Dasar Keusah:rn·i.man Negara ~WO l,r DK~ ~0.30). the \Llbysi~m 

government is aiming to increase S.\1Es sector contribution to total country GDP from 

38.9 percent (in 2019) to 50 percent (in 2030), employs 62 percent of total employment 

and accounts for 25 percent of total export by the year 2030 (S:vfE Annual Report, 2019; 

National Entrepreneurship Policy, 2019; Mohd Sauh, Moha Asri, & Abdullah, 2021). 

In achieving this target, the Malaysian government is focusing on six areas of 

entrepreneurial development namely access to finance, innovation based enterprises, 
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enhancing the capabilities and performance of SMEs, internationalization, incalculate 

entrepreneurial society and stimulate integrated entrepreneurial development. 

Numerous studies have attempted to understand the influence of access to 

finance, entrepreneurial characteristics, firm characteristics and government business 

support on SMEs performance (Fardous Alom et al., 2016; Moha Asri & Manan, 2011; 

Chittithaworn et al., 2011; lndarti & Langenberg, 2004; Ghosh & Kwan, 1996; Attahir, 

1995). Prior studies found mixed findings on the relationship between access to finance, 

entrepreneurial characteristics, firm performance and government business support on 

SMEs performance. Most of the prior studies on SMEs performance generally focused 

on Malaysia per se and limited studies examining the inter-relationship between access 

to finance, entrepreneurial characteristics and government business support on SMEs 

performance in the rural area such as in the FELDA scheme. 

In the context of SMEs in the FELDA scheme, SMEs in the FELDA scheme 

generated RM 1.792 billion in terms of revenue (FELDA Annual Report, 2016). 

FELD A scheme is one of the economic drivers to the rural economic development in 

Malaysia. Federal Land Development Authority (FELDA) was set up on July 1, 1956. 

FELDA was instituted under the Land Development Ordinance of 1956. FELDA is a 

land development scheme with an aim to alleviate poverty through involvement in the 

agricultural based economy. With the land size of 450,652 hectares and 112,635 settlers 

reside in the FELDA scheme, the landscape ofFELDA schemes present huge business 

opportunities and ecosystem to the FELDA settlers and the second generation of 

FELD A to venture into business right from managing the estate operations, transporting 

the fresh fruit bunches (ftb) to the oil palm mills till serving the needs of people reside 

in the FELDA scheme. 
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There are 23,036 business owners in 314 FELDA schemes who generated RM 

1.792 billion in sales (FELDA Annual Report, 2016). The largest FELDA scheme i;:; 

located in Pahang with 115 FELDA schemes and has 8,742 SMEs entrepreneurs 

involved various business activities in the three regions of FELDA scheme in P<'lh<'ln~, 

The largest SMEs revenue in the FELDA scheme contribution comes from SM Es in the 

in Pahang region which constitutes 38 percent of total SMEs revenue of the entire 

FELDA scheme. 

As the land development scheme progressed, FELDA felt there was a need to 

look at the new approaches to assist the settlers particularly during the replanting period 

and also the wellbeing of the FELD A second generation group. Under FELD A Visivn 

2020, FELDA is aiming to produce settlers who can become high earners by 1_rJ2 1
; 

through participating in business activities or non-farming activities. 

According to the latest developments regarding SMEs development, FELDA has 

unveiled a FELDA's New Business Model. The plan is coincide with the 

recommendations presented in the FELD A White Paper that was tabled in April 2019 

which focus in assuring the sustainability of the FELDA settlers. Under the FELDA's 

new business model, one of the objectives is to produce 1,000 successful entrepreneurs 

by the year 2025 (FELDA White Paper, 2019; Mohd Sauh, Moha Asri, & Abdullah, 

2021 ). In achieving the objective, FELDA has formulated various initiatives under the 

Settler Development Programmes (SDP) to nurture SMES in the FELDA scheme such 

as collaboration with the Agrobank to provide micro financing to SMEs in the FELDA 

scheme, collaboration with Malaysia Global Innovation and Creativity Centre (~IaGIC) 

and Malaysian Technology Development Centre (i\1TDC). 

} kspi IL' sig11 j ri,.:a111 L'l )[l{ rihut il)llS h~ S :\IFS 1l1 l'L'l 11h ,mi 1...' dcn'll 1pmc11t .md st I\ '11~ 

gu,·crn111c11t li11~1111. . .-ial suppl)rt. aL·,.:css ll) 1111~1111..:e has remained the main prllblc111 C11...·i11~ 
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SMEs (Abdul Saleh & Worthington, 2013; Mohd Saleh, 2012; Ting, 2004). Previous 

studies on SMEs in Malaysia mainly concentrated on factors influencing or 

determinants of SMEs business performance. Little is known about the inter

relationship between financial access and entrepreneurial characteristics influencing 

SMEs performance. Research in this area, particularly in the FELDA scheme in Pahang, 

has remained understudied. Therefore, there is a need to study the effect of financial 

access and entrepreneurial characteristics on the performance of SME entrepreneurs in 

the FELDA scheme. This study will help to enhance the growth and competitiveness of 

SMEs in the FELDA scheme. 

To summarize, SME is one of the economic drivers of a country. As noted in 

the above discussion, despite various policies and initiatives were introduced to 

facilitate the financial needs of SMEs, financial access has remained as one of the 

problems faced by SMEs. Lack of research have attempted to investigate the 

interrelationship between determinants of SMEs business performance, particularly in 

the FELDA scheme. Thus, the next section discusses the research issues and problem 

statement related to the topic of this study. 

1.3 RESEARCH ISSUES 

This section presents the discussion on the research issues that will provide some 

insights on factors affecting SMEs performance in Malaysia and also in the FELDA 

scheme. 

1.3.1 Access to Finance 

The topic of financial access needs no introduction in research. However, the topic is 

still pertinent as access to finance is recognized as one of the important factors 
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influencing SMEs business performance. Prior studies on SMEs business performance 

have recognized access to finance as one of the important factors influencing SMEs 

business performance (Fardous Alom et al., 2016; Moha Asri & Manan, 2011; 

Chittithaworn et al., 2011; Indarti & Langenberg, 2004; Ghosh & Kwan, 1996; Attahir, 

1995). 

Financing is the lifeline for SMEs' business growth. Some scholars called it as 

the ·"bloodline" of business. SM Es need sufficient capital to sustain business operations 

to expand the production capacities and innovation (OECD, 2006). Lack of financial 

access influenced business performance (Torre, Peria, & Schmukler, 2010). Without 

sufficient capital and business support, SMEs used outdated technology and relied on 

intensive labour (Shahadan et al., 1990). Firms faced credit constraints and difficulties 

in growing the firm (Malhotra et al., 2007). 

In operating a business, SMEs need adequate capital to operate and expand their 

business. There are two types of financing pattern of SMEs in Malaysia, namely, self

financing and external financing. With regard to self-financing, prior studies found most 

of the SMEs in this country used their own saving or borrow from their friends and 

families to start the business (Badri, Mohd Taib, Latif, & Salim, 2006; Omar & 

Marzunisham, 2006); However, the internal funding is insuflicicnt because of low 

saving rates among entrepreneurs particularly in developing countries (Ahd Wahah & 

/\hdesamed, 2012). I lcnce, the second type or linancing which is external linancing 

heco1m· 111ml' i111porta11t. Previous studies rcvc:ikd tlt:it dcht is Ilic 111ost prl'IL-rahk typt· 

or cxtn11al r1111di1w. whc11 SMFs lll'l'd additio11:il capital l'or thl'ir lrnsilll'SS npa11sio11 

(Moli:1 ;\sri 8:._ M:111:111, ,'0I I; <>111;11, .l()(l<,; W:1IL111:1p111ll1p;11:1.<-:;111 S:. Tl11L1pl1:1, .l()()~; 

ltomu1m, Cluudio. TmHJwsld, & Kmmuts, 2002). 

t l11li11l1111:1kly, :t ll"IHlll 11okd 111:d 111ily 1111l· ll1i1d ol' llw SM!:'.; l'ot1ld ;1nT'.;.•; lo 
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