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ABSTRACT 

Over the past few decades, social scientists, and policymakers in both developed and 

developing countries have realized that entrepreneurs' financial management and 

knowledge are crucial for forming and sustaining small and medium enterprises 

(SMEs). SMEs are essential for the economic growth of Malaysia and therefore are 

considered as a significant source of job creation and poverty reduction as they 

significantly contribute to the gross domestic products. However, the major 

weaknesses that constrain SMEs' success in financial performance are the low 

financial planning, management, and knowledge. This should be of concern to the 

policymakers, stakeholders, and the government, as SMEs are essential for Malaysia's 

economic growth. Thus, this study aimed to determine the financial sustainability and 

financial performance of SMEs in Malaysia. The unit of analysis in this study was the 

SMEs top management of the business. A quantitative research design was employed, 

using a self-administrated questionnaire. Accordingly, five hypotheses were then 

formulated and tested in the survey using the data collected from the 146 respondents 

selected through a simple random sampling. The study covered Malaysia, which 

comprised three states, namely Kuala Lumpur, Selangor, and Johor. SMART-PLS was 

used as a statistical tool for data analysis. This study focused on the dimensions of 

financial sustainability. Findings indicated positive and significant relationships 

between dimensions of financial sustainability, namely financial and strategic 

planning, income diversification and financial literacy, and SMEs financial 

performance. However, sound administration and finance (SAF) and own income 

generation (OIG) were found to have a positive and insignificant relationship with 

SMEs' financial performance. The findings of this study for assessing and managing 

the enterprise's finance will allow maintaining the stability of FS by monitoring 

various types of business transactions performed and, if necessary, improving it by 

monitoring the valuation of the business transaction of an economic entity. 
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ABSTRAK 

Sejak beberapa dekad yang lalu, saintis sosial, dan pembuat dasar di kedua-dua negara 

maju dan membangun telah menyedari bahawa pengurusan kewangan dan 

pengetahuan usahawan adalah sangat penting untuk pembentukan dan kemampanan 

perusahaan kecil dan sederhana (PKS). PKS adalah merupakan sumber utama kepada 

penciptaan pekerjaan dan pengurangan kemiskinan yang menjadi penyumbang ketara 

kepada pengeluaran kasar produk dalam negara. Ini harus menjadi perhatian 

penggubal dasar, pihak berkepentingan, dan kerajaan kerana PKS adalah penting untuk 

pertumbuhan ekonomi Malaysia. Oleh itu, kajian ini bertujuan untuk menentukan 

kemampanan kewangan dan prestasi kewangan PKS di Malaysia. Unit analisis dalam 

kajian ini adalah pengurusan tertinggi perniagaan PKS. Reka bentuk penyelidikan 

kuantitatif telah digunakan melalui soal selidik yang ditadbir sendiri. Lima hipotesis 

kemudiannya dirumuskan dan diuji dalam kaji selidik menggunakan data yang 

dikumpulkan daripada 146 responden yang dipilih melalui persampelan rawak mudah. 

Kajian ini meliputi Malaysia, yang terdiri daripada tiga negeri iaitu Kuala Lampur, 

Selangor, dan Johor. Perisian SMART-PLS telah digunakan sebagai alat statistik 

untuk menganalisis data. Kajian ini memberi tumpuan kepada dimensi kemampanan 

kewangan. Hasil kajian menunjukkan hubungan positif dan signifikan antara dimensi 

kemampanan kewangan iaitu perancangan kewangan dan strategi, kepelbagaian 

pendapatan dan celik kewangan dan prestasi kewangan PKS. Walau bagaimanapun, 

pentadbiran dan kewangan yang baik (SAF), penjanaan pendapatan sendiri (OIG), 

didapati mempunyai hubungan positif dan tidak signifikan dengan prestasi kewangan 

PKS. Penemuan kajian ini dapat membantu PKS untuk menilai dan mengurus 

kewangan perusahaan ke arah pengekalan kestabilan FS dengan memantau pelbagai 

jenis transaksi perniagaan yang dilakukan dan, jika perlu, memperbaikinya dengan 

memantau penilaian transaksi perniagaan entiti ekonomi. 

 

 

PTTA
PERP

UST
AKA
AN 
TUN
KU T

UN 
AMI
NAH



vi 

 

CONTENTS  

TITLE I 

DEDICATION III 

ACKNOWLEDGEMENT IV 

ABSTRACT IV 

ABSTRAK V 

CONTENTS VI 

LIST OF TABLES XII 

LIST OF FIGURES IV 

LIST OF ABBREVIATION IV 

LIST OF APPENDICES IV 

CHAPTER 1 INTRODUCTION 1 

1.1 Introduction ................................................................................. 1 

1.2 Background of the Study............................................................. 1 

1.3 Statement of Problem .................................................................. 7 

1.4 Research Questions ................................................................... 11 

1.5 Research Objectives .................................................................. 11 

1.6 Significance of the Research ..................................................... 11 

1.6.1 Managers 12 

1.6.2 Policy Makers 12 

1.6.3 Researcher and Academia 12 

1.7 Scope of the Study .................................................................... 13 

1.8 Definition of Operational Terms ............................................... 13 

1.8.1 Small and Medium Enterprises (SMEs) 13 

1.8.2 SMEs Performance 14 

1.8.3 Financial Sustainability (FS) 14 

1.9 Organization of the Thesis ........................................................ 16 

PTTA
PERP

UST
AKA
AN 
TUN
KU T

UN 
AMI
NAH



vii 

 

1.10 Overall Research Process .......................................................... 17 

1.11 Summary ................................................................................... 17 

CHAPTER 2 LITERATURE REVIEW 19 

2.1 Introduction ............................................................................... 19 

2.2 Definition of SMEs ................................................................... 19 

2.2.1 Definitions of SMEs in the Association of Southeast 

Asian Nations (ASEAN) 21 

2.3 Definition of SMEs in Malaysia ............................................... 25 

2.4 SMEs in Malaysia ..................................................................... 26 

2.4.1 Characteristics of SMEs in Malaysia 27 

2.5 SMEs Performance in Malaysia ................................................ 28 

2.5.1 Measurement of SMEs Performance 33 

2.6 Financial Sustainability (FS) ..................................................... 35 

2.7 Financial Sustainability in SMEs .............................................. 38 

2.8 Financial Sustainability Constructs ........................................... 40 

2.8.1 Financial and Strategic and Planning (FSP) 40 

2.8.2 Income Diversification (ID) 42 

2.8.3 Sound Administration and Finance (SAF) 44 

2.8.4 Own Income Generation (OIG) 46 

2.8.5 Financial Literacy (FL) 47 

2.9 Underpinning Theory ................................................................ 48 

2.9.1 Resource-Based View (RBV) 48 

2.10 Conceptual Framework ............................................................. 52 

2.11 Hypotheses Development ......................................................... 53 

2.11.1 The Relationship between Financial and Strategic 

Planning (FSP) and SMEs Performance 53 

2.11.2 The Relationship between Income Diversification (ID) 

and SMEs Performance 55 

PTTA
PERP

UST
AKA
AN 
TUN
KU T

UN 
AMI
NAH



viii 

 

2.11.3 The Relationship between Sound Administration and 

Finance (SAF) and SMEs Performance 57 

2.11.4 The Relationship between Own Income Generation 

(OIG) and SMEs Performance 59 

2.11.5 The Relationship between Financial Literacy (FL) and 

SMEs Performance 60 

2.12 Summary ................................................................................... 61 

CHAPTER 3 RESEARCH METHODOLOGY 63 

3.1 Introduction ............................................................................... 63 

3.2 Research Approach ................................................................... 63 

3.2.1 Philosophical Approach 65 

3.2.2 Understanding Epistemological and Ontological 

Considerations 67 

3.2.3 Selection of Positivism Research Approach 69 

3.2.4 Research Approach 71 

3.3 Justification for Utilizing the Survey Strategy .......................... 74 

3.4 Population of the Research ....................................................... 75 

3.5 Sampling Technique ................................................................. 75 

3.6 Sampling Size ........................................................................... 77 

3.7 Development of the Questionnaire ........................................... 78 

3.7.1 Items Selection 79 

3.7.2 Items for SMEs Performance 80 

3.7.3 Items for Financial Sustainability 81 

3.7.4 Data Measurement 85 

3.8 Data Collection Procedure ........................................................ 85 

3.8.1 Survey Response Rate 86 

3.8.2 Techniques of Questionnaire 87 

3.8.3 Data Preparation 88 

3.9 Pilot Study ................................................................................. 88 

PTTA
PERP

UST
AKA
AN 
TUN
KU T

UN 
AMI
NAH



ix 

 

3.9.1 Reliability of the Instrument 89 

3.10 Data Analysis Procedure ........................................................... 91 

3.10.1 Statistical Package for Social Sciences (SPSS-IBM) 92 

3.10.2 Normality test 93 

3.10.3 Univariate Normality 93 

3.10.4 Multivariate Normality 94 

3.10.5 Descriptive Statistics 95 

3.10.6 Justifications for Selecting PLS-SEM 95 

3.10.7 PLS-SEM 98 

3.11 Evaluation of Measurement Model ......................................... 101 

3.12 Structural Model Assessment.................................................. 104 

3.13 Ethical Considerations ............................................................ 105 

3.14 Summary ................................................................................. 106 

CHAPTER 4 DATA ANALYSIS AND RESULTS 108 

4.1 Introduction ............................................................................. 108 

4.2 Data Editing and Coding ......................................................... 109 

4.3 Preliminary Data Analysis ...................................................... 109 

4.3.1 Data Screening 110 

4.3.2 Missing Data 110 

4.3.3 Diagnosis of Outliers 111 

4.4 Assessment of Normality ........................................................ 112 

4.4.1 Univariate Normality 113 

4.4.2 Univariate Normality and Outlier Test Using Graph 

Approach 114 

4.4.3 Multivariate Normality and Outlier Test Using 

Mahalanobis 114 

4.5 Demographic Characteristics .................................................. 116 

4.6 Descriptive Analysis ............................................................... 119 

PTTA
PERP

UST
AKA
AN 
TUN
KU T

UN 
AMI
NAH



x 

 

4.6.1 SME Performance (SME_PER) (Dependent Variable)

 120 

4.6.2 Financial Sustainability (Independent Variable) 120 

4.7 Common Method Bias ............................................................ 124 

4.8 Confirmatory Factor Analysis (CFA) ..................................... 125 

4.9 Multicollinearity...................................................................... 126 

4.10 Multiple Regression Data Analysis ......................................... 127 

4.11 Assessment of Measurement Model (Outer Model) ............... 130 

4.11.1 Composite Reliability (CR) 131 

4.11.2 Convergent Validity (Factor Loading) 132 

4.11.3 Convergent Validity - Average Variance Extracted 

(AVE) 132 

4.11.4 Discriminant Validity 134 

4.12 Assessment of Structural Model ............................................. 137 

4.12.1 Path Coefficients 140 

4.12.2 Coefficient of Determination (R2) 142 

4.12.3 The Effect Size (f2) 143 

4.12.4 Predictive Relevance (Q2) 143 

4.12.5 Goodness-of-Fit (GoF) 145 

4.13 Hypothesis Summary .............................................................. 146 

4.14 Chapter Summary ................................................................... 146 

CHAPTER 5 DISCUSSION, CONCLUSION, AND RECOMMENDATIONS

 148 

5.1 Introduction ............................................................................. 148 

5.2 Research Overview ................................................................. 148 

5.3 Recapitulation of the Study’s Findings ................................... 149 

5.4 Summary of Research Objectives Achieved ........................... 150 

PTTA
PERP

UST
AKA
AN 
TUN
KU T

UN 
AMI
NAH



xi 

 

5.4.1 To Determine the Significant Relationship between 

Financial and Strategic Planning (FSP) and SMEs 

Performance. 151 

5.4.2 To Determine the Significant Relationship between 

Income Diversification (ID) and SMEs Performance.

 153 

5.4.3 To Determine the Significant Relationship between 

Sound Administration and Finance (SAF) SMEs 

Performance. 155 

5.4.4 To Determine the Significant Relationship between 

Own Income Generation (OIG) and SMEs 

Performance. 156 

5.4.5 To Determine the Significant Relationship between 

Financial Literacy (FL) and SMEs Performance. 157 

5.4.6 What is a proposed model of Financial Sustainability 

and Financial Performance of the SMEs in Malaysia?

 158 

5.5 Research Implication and Contribution .................................. 159 

5.5.1 Theoretical contribution 160 

5.5.2 Practical Contribution 163 

5.5.3 Managerial Contribution 165 

5.5.4 Methodological Contribution 166 

5.5.5 Policy Implication 167 

5.6 Limitation of the Research ...................................................... 168 

5.7 Recommendations for Further Study ...................................... 170 

5.8 Research Conclusion ............................................................... 171 

5.9 Summary ................................................................................. 175 

REFERENCES 176 

 

 

  

PTTA
PERP

UST
AKA
AN 
TUN
KU T

UN 
AMI
NAH



xii 

 

 

LIST OF TABLES 

2.1  Definition of SMEs in Selected Countries  21 

2.2 Definitions of SMEs in the Association of Southeast Asian            

Nations (ASEAN) – Micro  23 

2.3 Definitions of SMEs in the Association of Southeast Asian           

Nations (ASEAN) – Small 24 

2.4  Definitions of SMEs in the Association of Southeast Asian           

Nations (ASEAN) – Medium 25 

2.5  New Definitions of SMEs in Malaysia 26 

3.1  Underlying Research Philosophical Paradigms 68 

3.2  Item for Financial Sustainability Dimensions 82 

3.3  Response Rate of Questionnaire 87 

3.4  Pilot Study Result 91 

4.1  Multivariate Normality Using Mahalanobis Distance 115 

4.2  Demographic Characteristics of Respondents 116 

4.3  Mean and standard deviation of SME 120 

4.4  Mean and standard deviation of FSP 121 

4.5  Mean and standard deviation of ID 121 

4.6  Mean and standard deviation of SAF 122 

4.7:   Mean and standard deviation of OIG 123 

4.8  Mean and standard deviation of FL 123 

4.9  Multicollinearity Statistics of Independent Variables 126 

4.10 Summary of PLS-SEM model criteria 129 

4.11:  Convergent validity of study model 133 

4.12  Discriminant Validity Using HTMT ratio criterion. 135 

4.13  Discriminant Validity using Fornell and Larker’s Criterion 136 

4.14  Discriminant Validity (Cross Loadings) 136 

PTTA
PERP

UST
AKA
AN 
TUN
KU T

UN 
AMI
NAH



xiii 

 

4.15  Structural model showing direct path coefficients 141 

4.16  Assessment of R2 142 

4.17  Assessment of effect sizes 143 

4.18  Predictive Relevance (Q2) 144 

PTTA
PERP

UST
AKA
AN 
TUN
KU T

UN 
AMI
NAH



iv 

 

LIST OF FIGURES 

1.1  SMEs GDP Performance 2005-2010 and 2015-2020 88 

1.2  The overall research process      17 

2.1  Statistics of SMEs in Malaysia by Economic Sector  28 

2. 2  Contribution of SMEs to GDP in Different Countries  30 

2.3  A Comprehensive Planning Framework  41 

2.4  Conceptual Framework 52 

3.1  The Interconnection of the Research’s Worldview, Research  

Design and Method 64 

3.2  Sampling strategies 76 

3.3  Results of prior power analysis 78 

3.4  Reflective and Formative Measurement Model 99 

3.5  PLS-SEM Evaluation Guideline  101 

4.1  Research Structural Model 139 

4.2  Research Structural Model Showing T-Statistics 140 

4.3  Predictive Relevance of the Research Model 145 

5.1  Final Research Model 176 

PTTA
PERP

UST
AKA
AN 
TUN
KU T

UN 
AMI
NAH



iv 

 

LIST OF ABBREVIATION 

ADB  - Asian Development Bank 

APEC  - Asia Pacific Economic Cooperation 

ASEAN - Association of Southeast Asian Nations 

BI  - Banking Institutions 

BNM  - Bank Negara Malaysia 

CFA  - Confirmatory Factor Analysis 

CGC  - Credit Guarantee Corporation 

DFIs  - Development Financial Institutions 

DOSM  - Department of Statistics Malaysia 

EFA  - Exploratory Factor Analysis 

ETP  - Economic Transformation Programme 

FL  - Financial Literacy 

FIs  - Financial Institutions 

FS  - Financial Sustainability 

FSP  - Financial and Strategic Planning 

GDP  - Gross domestic product 

ID  - Income Diversification 

MGA  - Multi-Group Analysis 

MENA  - Middle East and North Africa 

MFI  - Micro Finance Institutions 

NEM  - New Economic Model 

NGO  - Non-Profit Organization 

NGOs  - Non-Profit Organizations 

NSDC  - National SME Development Council 

OECD  - Organisation for Economic Co-operation and Development 

OIG  - Own Income Generation 

PTTA
PERP

UST
AKA
AN 
TUN
KU T

UN 
AMI
NAH



v 

 

RBV  - Resource-Based View 

ROSCAs  - Rotating Savings and Credit associations 

SAF  - Sound Administration and Finance 

SEM  - Structural Equation Modeling 

SEM-PLS  - Smart Equation Modeling-Partial Least Square 

SME  - Small and Medium Enterprise 

SMEs  - Small and Medium Enterprises 

SMEDAN       - Small and Medium Enterprises Development Agency of 

Nigeria 

SME Corp  - SME Corporation Malaysia 

SPSS  - Statistical Package for Social Science 

US  - United States 

UAE  - United Arab Emirates 

WB  - World Bank 

PTTA
PERP

UST
AKA
AN 
TUN
KU T

UN 
AMI
NAH



iv 

 

LIST OF APPENDICES 

Appendix Tittle  Page 

 

A 

 

Consent Letter 

  

217 

B Field Survey Questionnaire  218 

C Univariate Normality Test Result  224 

D Normality Assessment  234 

F List of Publication  239 

G Vita  240 

    

    

 PTTA
PERP

UST
AKA
AN 
TUN
KU T

UN 
AMI
NAH



1 

 

CHAPTER 1 

INTRODUCTION 

1.1 Introduction 

This chapter has provided a background to the study, the statement of the problem, 

research objectives, research questions, the significance of the study, the scope of the 

study, definitions of the terms, and chapter disposition. 

1.2 Background of the Study 

In today’s rapidly changing business environment, it is not only the large organisations 

that are fueling the country’s economies but also the small and medium enterprises 

(SMEs) (Bouri et al., 2011). Over the years, SMEs gained attention from all over the 

world. This is because they play an important role in developing and contributing to 

the country's economic growth (Yauri, Koko, & Bankanu, 2008). The growth of the 

national economy requires contribution and support from many agencies that can 

increase the gross domestic product (GDP) per year, one of the indicators to gauge the 

economic condition of the country as well as a country’s standard of living (Iamsiraroj, 

2016; Yeager, 2018), furthermore improve the country's competitiveness in global 

competition (Onaran & Galanis, 2014). GDP growth implies an increase in all public 

and private consumption, government expenditure, investment, and net exports in each 

area (Auguste, Kouakou, & Romuald, 2018). The higher value of GDP reflects the 

stability of the country's economic situation (Auguste, Kouakou, & Romuald, 2018; 

Zhang & Naceur, 2019). Therefore, each country must take various initiatives to 
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motivate all sectors of the economy to maximize their performance in sustaining and 

improving economic development (Jr, Holliday & Watts, 2017; Epstein & Rhodes, 

2018).  

However, regardless of the contribution of SMEs towards the growth of the 

economy, the contribution of SMEs in Malaysia remains a significant issue, mainly as 

the country aims to be among the big economies by 2020 (Aminu & Shariff, 2015; 

Lohana, Zabri, & Ahmad, 2018; Abdullah, 2019). They also make a significant 

contribution to local incomes, as well as nation’s economy by creating job, producing 

essential goods and services, promoting the development of rural economies by 

reducing poverty and increasing the welfare of the society (Gray, 2006; Subhan, 

Mehmood, & Sattar, 2013; Muridan & Ibrahim, 2016; Mwika, Banda, Chembe, & 

Kunda, 2018; Ngaha, Ramayah, & Sarmidy, 2018).  

In developing countries, SMEs are also recognized as the main business 

organizations for common economic development and poverty alleviation (Tambunan, 

2019) and engines of national economic growth and job creation (Mubaraki & Aruna, 

2013). The nature of the country's economy, SMEs make significant contributions to 

finance, innovation, regional development, and social cohesion, contributing 

significantly to GDP and employment (Bouri et al., 2011). This study aims to 

determine the relationship between financial sustainability and financial performance 

of the SMEs from a Malaysian perspective. It was intended to assess the perceptions 

of SMEs owners and managers in Malaysia towards financial sustainability to 

substantiate the presence or absence of financial sustainability among Malaysian 

SMEs empirically and to determine whether embracing formal financial sustainability 

effect the financial performance of the SMEs. 

In Malaysia, SMEs are the main contributor to strengthening the Malaysian 

economy. Due to its importance to Malaysia’s economy, the government has paid more 

focus on SMEs development. They are responsible for nearly 36 percent of the 

country’s GDP, 65 percent of the country’s employment, and nearly 18 percent of 

Malaysia’s exports (Deepa & Annamalai, 2018). As the pillar of the Malaysian 

economy, SMEs will accelerate economic growth and propel Malaysia into a 

developed high-income nation by 2020-2021 (Deepa & Annamalai, 2018).  
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