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ABSTRACT 

 

The need to strengthen SMEs development in Malaysia is crucial, because SMEs are expected to be an essential element of 

economic growth, employment creation and transformation towards developed country by year 2020. Consequently, the 

government has given priority to SMEs and has put in place policies and institutional framework that address their 

developmental needs. This study investigates the impact of SMEs networking with officers in SME Corp. Malaysia on access to 

financial government support provided through SME Corp. Malaysia. The study aims also to examine the influence of financial 

government support on the ability of SMEs to access to different financial resources in Malaysia.   

The study conducted on manufacturing small and medium enterprises registered under SME Corp. Malaysia. The e-mail survey 

was used by researchers to collect data from respondents. 500 enterprises were selected, and 182 replied. To analyse the data, 

theStructural Equations Modelling (SEM) technique was applied by using SmartPLS software. 

The results of study showed there is a significant and positive effect of networking with officers in SME Corp. Malaysia on the 

ability of SMEs to gain financial government support. Furthermore, the results confirmed the existence of a significant and 

positive influence of the ability of SMEs to gain financial government support on the capability of SMEs to access to different 

financial resources provided by financial institutions in Malaysia.        
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Introduction 

 

Small and medium enterprises have attracted the attention of a lot of scholars and researches over last few decades in developed 

and developing countries. That was because the SMEs were considered as an engine of economic growth.  SMEs have an 

important role to play in a country's economy (Baba MdDeros et al., 2006), through their abilities of innovations, which leads to 

an enhancement in a country's competitive position. They provide significant resources of generating of jobs (Storey, 1994). 

What is more; they are more constant in times of economic instability due to their ability to work in niche markets (Barkham et 

al., 1996). SMEs represent a large proportion of businesses contributing to the mobilization of resources, employment and 

poverty alleviation. Consequently these firms are seen as dominant forces for economic development and industrialization.  

 

The Malaysian government has given priority to SMEs and has put in place a policy and institutional framework that addresses 

their developmental needs (UNDP, 2007). To ensure implementation of the policy, the government set up in 2004a National 

SME Development Council(SMEDC) chaired by the Prime Minister. Also, in the Third Industrial Master Plan (2006-2020), 

which is currently under development, is scheduled to commit to a variety of technical and financial assistance policies targeting 

improved market accessibility for SMEs, the promotion of activities involving technical innovation and information 

technologies, and the promotion of linkages with key industries. In addition, the SME Development Council has acknowledged 

the importance of policy-based lending support in facilitating access to capital markets. Moreover, given the fact that the 

framework of the “Fund for Small and Medium-Scale Industries” is still in place, this project,  which aims to develop SMEs via 

the provision of financial assistance, continues to have relevance. The Government’s programs and initiatives for SME 

development will be focused on achieving some targets, especially in the areas of developing human capabilities and the 

necessary enabling infrastructure that will allow for the establishment of high performance and high value-added SMEs.  

The paper is structured as follows. Following the introduction is review of the relevant literature. The third section is on the 

methodology adopted in this study. The fourth section discusses the findings of the study followed by the concluding section. 
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Literature Review  

 

Access to Finance  

 

Accessibility to finance is defined as receiving sufficient and affordable financing over an appropriate schedule (Tagoe et al., 

2005). Lacking of accessibility to bank's finance could mean inadequacy of financial resources to the small businesses. 

Reviewing the growing body of empirical analyses, Levine (2004) found a strong positive link between the functioning of the 

financial system and long-run economic growth. Many previous studies on critical success factors for small businesses have 

indicated that access to finance was among the necessary factor for success and development of small businesses (Yusuf, 1995). 

This is basically true as difficulties in obtaining finance often lead to illiquidity and cash flow difficulties particularly for the 

duration of initial years of operation. Without sufficient capital, they are unable to develop new products, conduct research and 

development (R & D), invest in information and communication technology (ICT), get more working capital for growth and 

meet the growing demand of the market. Such problems would also cause businesses not being able to pursue market 

opportunities, thereby obstructing their progress and growth as well as making them defenceless to failure (Moha and Siti 

Khadijah, 2010). Ayyagari et al. (2008) debated that the weak legal and financial systems have led to private enterprises to 

depend mainly on unconventional financing networks, such as loans from informal sources for short-term financing. They 

showed that enterprises who had access to the formal financial system developed more rapidly than enterprises with inadequate 

finance, additional evidence to advocate that improved legal and financial systems benefit the macroeconomic improvement of 

an economy. 

 

Government Support in Finance   

 

Policy makers should think through what can be prepared to incentivise SMEs to be more transparent in their financial dealings 

and adopt more formal accounting systems. This should assist them in getting better access to external sources of finance and 

could be done in a number of ways. Initially, the accounting regulations could be further strengthened in order to ensure more 

accurate financial reporting by SMEs. Local governments should also consider providing training programmes to help 

enterprises develop more formal management and accounting systems (Fagan and Zhao, 2009).Harvie et al. (2010) illustrated 

that majority of SMEs in both quality groups in production networks reported having received assistance. “Financing”, “Overall 

improvement in investment climate” and “Technology development and transfer” are reported to be effective for those that are in 

lower quality production networks. Whilst in Vietnam, policies support including financial aids play a critical role to SMEs’ 

growth (Harvie, 2001). 

 

According to a questionnaire survey of 161 small manufacturing and commercial enterprises which has been done by Tan and 

Tay (1994)showed that the factors associated significantly and positively to firm success  are financial support by the 

government; the entrepreneur's prior experience; a quality product ; good customer service; and being larger among small-scale 

firms. The study of 220 small firms in the island nations of the South Pacific showed that good personal qualities of the 

entrepreneur and satisfactory government support were perceived by the responding owner-managers as the most important 

critical success factors in their businesses (Yusuf, 1995). 

 

Networking with Officers  

 

Different types of networking ties between firms or individuals have been categorized in a variety of ways. Network ties are 

divided into formal ties, informal ties, and intermediary ties. Informal ties are related to social relationships, for instance with 

friends and family members (Coviello, 2006). Wu and Leung, (2005) said that networks ties refer to a firm’s aggregated 

relationships with its business partners, government offices, and financial institutions. Kusumawardhani et al. (2009) illustrated 

that networks can be distinguished into two broad categories, namely (1) personal networks or informal networks, and (2) 

business networks or organisational networks. The former refers to informal relationships that involve relatives, friends, and 

acquaintances. The latter is concerned with relationships between actors that control business activities, such as customers, 

distributors, suppliers, competitors, and government.  

 

Networking means having connection between entrepreneurs and government officers in charge of business assistance besides 

establishing networks with financial institutions and other business associations (Kader et al., 2009).Zhou, (2008) argued that the 

government related ties divided as those network ties between host country firms and the local government, as well as firms 

owned by state. 

AlsoDeakins et al.(2003)have argued about the capability to access to network could affect access to finance through the ability 

to call on recommendations. Networking linkages with governments, agencies and other firms assist the process (Welch et al., 

1998). By another perspective, Zizah et al. (2010) illustrated that the networking or relationship was perceived as the most 

important influence on the internationalization process. Zizah, (2010) found that the links with the government agencies and 

other institutions motivate SMEs to internationalise because they can access relevant and update information where having 

appropriate knowledge gives the Malaysian SMEs easier and faster ways to promote their products abroad. Further to that, in the 

absence of formal market supporting institutions, managerial ties-ties with managers at other firms and ties with government 

officials-have long argued to be an area commanding managers' attention in emerging economies. Scholars argue that the more 

market-supporting institutions are developed, the less need managers may feel about devoting time and resources to cultivate 

managerial ties (Ismail et al., 2012).   

 

Nurbani et al. (2010) suggested that government officials provide training for these micro entrepreneurs for them to understand 

the procedures involved in the loan or grant application. In terms of the accounting procedures, many of these micro enterprise 
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entrepreneurs especially those who are from the rural areas do not have proper accounting know how. The officials from the 

government agencies need to conduct periodical monitoring so that these entrepreneurs will not be left stranded.  

 

Finally two hypotheses are developed for this study: 

 

H1: Networking with officers of SME Corp. Malaysia will influence the ability of firm to access to financial government 

support. 

 

H2:  Access to financial government support impact the access of firm to finance. 

 

                                                           Figure1: Framework of Study  

 

 

 

 

 

 

 

 

Methodology 

 

This study used the quantitative approach to analyse the data to gain the results that explain the relationship between the 

variables. The study relied on primary data collected though survey and analysed quantitatively.Sample respondents in this study 

are firms who are registered with Small and Medium Enterprise Corporation Malaysia (SME Corp. Malaysia).  

 

According to Cooper and Schindler (2003), a mail survey takes place when the researcher selects a sample of names and 

addresses and sends questionnaires to these respondents with the aim of collecting data. A mail survey is regarded as the 

cheapest data collection method, applies the least pressure on respondents, is easy to administer and increases the likelihood that 

respondents provide honest responses to questions.Using e-mail survey as a methodology instrument is not only cost effective 

but it is also appropriate for a relatively large sample. 

 

The questionnaires were e-mailed to the respondents over a period from 1st Feb 2013 till the end of Aug 2013. Likert scales were 

used to minimize executive response time and effort (Knight and Cavusgil, 2004). A five-point scale has been adopted because 

some researches indicate that a five-point scale is as good as any, and that an increase from five to seven or nine points on rating 

scale does not improve the reliability of the ratings (Jon and Stanley, 2010). Networking indicators measured the cooperation and 

connections with officers in SME Corp. Malaysia. Financial government support indicators measured the satisfactory, adequacy 

and efficiency of assistances. Finance indicators measured the source of initial capital (own saving, family and friends, loan, 

government assistances and other resources), source of working capital (own saving, family and friends, loan, government 

assistances and other resources),availability of information about finance and difficulty of obtaining finance.  

 

The hypothesized relationships depicted in the research model were empirically tested using structural equation modelling 

(SEM). Unlike the traditional statistical methods that can examine only a single relationship at a time, the structural equation 

modelling (SEM) method greatly expands the researchers' capability to study a set of interrelated relationships simultaneously. 

Structural Equation Models (SEM) provides a combination of confirmatory factorial analysis and regression models (Cordeiroet 

al., 2010). The process of SEM analysis involves up to three model estimations. First, the researcher’s conceptual model is 

created. Second, the conceptual model is then converted into a path diagram which specifies the relationships between variables. 

Third, the path model is converted into a structural model for testing of the model’s fit to the data. If all variables under study in 

the theoretical model are observed, the path diagram is simply translated into a series of structural equations for modelling. Each 

dependent variable, referred to as endogenous constructs, is depicted by an arrow pointing toward the dependent variable in the 

model. Independent variables (exogenous variables) are depicted by an arrow pointing away from the variable and toward the 

dependent variable in the model.  

 

 

Results 

 

Assessment Measurement Model 

 

The hypotheses were tested using a partial least squares (PLS) structural equation model. PLS provides a latent variable structure 

similar to LISREL structural models, but it is based on components instead of the covariance matrix, which makes it more 

flexible for small sample sizes. Partial Least Squares (PLS) model analyses and interprets in two stages. In the first stage 

measurement model evaluates and in the second stage structural model evaluates. The measurement model evaluates the relations 

between observed items and latent variables. The measurement model examines through assessment of validity and reliability of 

the construct measures in the model. This ensured that only reliable and valid constructs’ measures were used for assessing the 

nature of relationships in the overall model (Hulland, 1999).  

 

 

 

Networking 

with officers  

Financial 

Government 

support  

Access to 

finance  
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Reliability Test for Reflective Measurements  

 

The method to assess reliability is employing a Cronbach’s alpha (Table1). The construct can be identified as good reliability if 

its value ismore than 0.70. In Table (1), shown that the  constructs: Financial Government Support (0.972) and Networking 

(0.843) contains a good reliability because itsCronbach’s alpha is more than 0.70, indicating that the constructs are internally 

consistent and hence reliable. In addition to Cronbach’s (1951) alpha, Composite Reliability of Financial Government Support 

(0.982) and Networking (0.927) was assessed through Fornell and Larcker (1981) criteria. This measure is preferred over 

Cronbach’s alpha because it offers a better estimate of variance shared by the respective indicators (Hair et al., 2006). In this 

study the composite factor reliability coefficients of the constructs exceeded 0.80 (see Table 1), which met the standard of ≥ 0.80 

as suggested by Fornell and Larcker (1981).  

 

Table 1: FactorLoading,Cronbach'salpha,Composite reliability and AVE 

 

 Factor Loading Cranach’s 

Alpha 

Composite 

Reliability 

Financial Government Support  0.972 0.982 

GSF1= (satisfactory about assistance)   0.984   

GSF2=(adequacy of assistance) 0.979   

GSF3=(efficiency of assistance) 0.959   

Networking  0.843 0.927 

OF1=(the extent of cooperation with officers) 0.922   

OF2=(the extent of connections with officers) 0.937   

 

 

Validity Test for Reflective Measurements 

 

Convergent Validity 

 

Convergent validity refers to the degree of agreement in two or more measures of the same construct (Camines and Zeller, 1979). 

Some researchers suggest that convergent validity is attained the Average Variance Extracted for each factor component is ≥ 

50% (Anderson and Gebing, 1988). Average Variance Extracted (AVE) reflects the overall amount of variance in the items 

accounted for by the latent construct (Cheung and lee, 2001). Thus, from table (2), it is found that all of the AVE values are 

greater than the acceptable threshold of 0.50;thus, convergent validity is confirmed for Financial Government Support (0.978) 

and Network (0.864). 

 

Table 2:Factor Loading and AVE 

 

 Factor Loading AVE 

Financial Government Support  0.978 

GSF1 0.984  

GSF2  0.979  

GSF3  0.959  

Networking  0.864 

OF1 0.922  

OF2 0.937  

 

Discriminant Validity 

 

Discriminant validity is the degree to which any single construct is different from the other constructs in the model (Carmines 

and Zeller, 1979). Discriminant validity is to compare the Square Root of Average (AVE) for each construct and as the 

correlations between constructs with other constructs in the research model. The model has sufficient discriminant validity if the 

Square Root of AVE for each construct is greater than the correlation between the constructs and other constructs in the model. If 

the value is the root of AVE is higher than the correlations between other constructs, so it can be inferred constructs have a good 

level of validity. Therefore, it can be seen from the Square Root of AVE is higher than the value of the correlation between other 

constructs (Table 3). 
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Table 3: Fornell-Larcker Criterion Analysis for Checking Discriminant Validity 

 

 

Financial Government Support Network 

Financial Government Support 0.989 0 

Network 0.446 0.930 

 

 

Assessment Formative model 

 

Convergent Validity for Formative Model (Finance) 

 

We examined convergent validity using redundancy analysis.  That is achieved by correlating Access to finance as formative 

construct with an access to finance-global measure for that construct.  The access to finance is modelled as the independent 

variable and the access to finance-global measure is the dependent variable. 

 

Table 4: Path coefficient between Access to Finance and finance- global measure 

 

 Access to Finance Finance-global 

Access to   Finance 0 0.903 

Finance-global 0 0 

 

By looking to the results obtained from this analysis (Table4) we found that the path coefficient (0.903) above the threshold of 

0.80 and that provides support for convergent validity of the formative construct. 

  

Collinearity for Formative Model 

 

The collinearity test aims to assess the assumption of no Multicollinearity, Tolerance Value or Variance Inflation Factor (VIF) of 

Access to finance is evaluated. A Tolerance is defined as the amount of variability of the selected independent variable not 

explained by the other independent variables (Hair et al., 2010). Variance Inflation Factor (VIF) which is calculated simply as 

the inverse of the Tolerance Value (Hair et al, 2010).  VIF is less than (3.3) that shows an excellent value (Diamantopoulos and 

Siguaw, 2006) and Tolerance Value above the threshold value of (0.2) (Ken Kwong, 2013) indicate that no Multicollinearity for 

the constructs. 

 

Table 5: Collinearity Analysis of Finance Construct 

 

Coefficients  

Model Unstandardized 

Coefficients 

Standardized 

Coefficients 

t Sig. Collinearity Statistics 

B Std. Error Beta   Tolerance VIF 

Constant 2.264 0.212  10.656 0   

F1 0.027 0.097 0.025 0.274 0.784 0.624 1.603 

F2 0.023 0.089 0.024 0.256 0.798 0.594 1.683 

F3 0.138 0.092 0.165 1.5 0.135 0.441 2.265 

F4 0.089 0.087 0.115 1.02 0.309 0.422 2.367 

 

By reviewing the above table we notice that all these formative indicators F1 (t=2.086), F2 (t=3.07), F3 (t=3.093), F4 (t=2.964), 

T2 (t=2.309) and T4 (t=2.957) are significant because they all have t-values above 1.96 at p<0.05.  

 

 

Assessment Structural Model 

 

Once the reliability and the validity of the measures are assured, path coefficients can be reported based on the results of a PLS 

structural model. The structural measurement shows in (Table 7). After assessing the measurement model we found that the 

measurement model reliable and valid for PLS-SEM analysis and we can estimate the path coefficients between the constructs in 

structural model. The next step is to assess the structural model results. This involves examining the relationships between the 

constructs and the model’s predictive capabilities. 
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Table 7: Assess the Significant and Relevance of the Structure Model 

 

 Original 

Sample 

(O) 

Sample 

Mean (M) 

Standard 

Deviation 

(STDEV) 

Standard 

Error 

(STERR) 

T Statistics 

(|O/STERR|) 

Network ->Financial Government Support 0.668 0.667  0.042  0.042  15.576  

Financial Government Support->Finance 0.608  0.612  0.047  0.047  12.821  

 

The above results show the significance of the path coefficients. The t-values can be compared with the critical values from the 

standard normal distribution to decide whether the coefficients are significantly different from zero.   For instance, the critical 

values for significance levels of   5% (α= 0.05) probability of error is 1.96 (two-tailed test). In this study the Table 7 presents that 

the relationship between networking with officers and the ability of firm to gain financial government support is positive with 

coefficient (0.668) and significant with t=15.576 which is >1.96 at p<0.05. That indicates the H1 is supported. In addition, the 

ability of firm to access financial government support impact positively and significantly the ability of firm to access finance. 

The path coefficient of this relationship is (0.608) with t=12.821 which is >1.96 at p<0.05; Hence, the H2 is supported.   

 

 

Assess the level of R2 

 

The term R2 refers to the fraction of variance explained by a model. R2 is a statistical measure of how close the data are to the 

fitted regression line. It is also known as the coefficient of determination, or the coefficient of multiple determinations for 

multiple regressions (Frost, 2013). 

 

Table 8: the level of R2 

 

 R Square(R2) 

Finance 0.369 

Financial Government Support 0.446 

Network 0.000 

 

The R² values of the endogenous latent variables are available in the PLS Algorithm default report, as shown in Table 8. The 

results obtained from the analysis of the data revealed that the R2 values of Financial Government Support(0.446)can be 

considered as moderate, which means the Network with Officers explained 44.6% of variance in Financial Government Support. 

The R² value of Finance (0.369) can be considered as weak that where the Financial Government Support (as a predictor of 

Finance) explained just 36.9% of variance in Finance. 

 

 

Assess the Predictive Relevance Q2  

 

The Q² measure applies a sample re-use technique that omits part of the data matrix and uses the model estimates to predict the 

omitted part. Specifically, when a PLS-SEM model exhibits predictive relevance, it accurately predicts the data points of the 

indicators in reflective measurement models of multi-item as well as single-item endogenous constructs and the procedure does 

not apply to formative endogenous constructs (Hair, 2006). So in this study, the procedure can be applied for Financial 

Government Support. For SEM models, Q² values larger than zero for a specific reflective endogenous latent variable indicate 

the path model's predictive relevance for a particular construct; Q² values of zero or below indicates a lack of predictive 

relevance (Hair et al., 2013). 

 

Table 9: Predictive Relevance Q2 for Government Support in Finance 

 

                          Total  SSO        SSE 1-SSE/SSO 

Finance 708 549.124 0.224 

Financial Government Support 531 308.2658 0.420 

 

As shown in the table above the result of cross-validated redundancy indicated that the (1-SSE/SSO) for the path model the 

predictive relevance Q2 of Financial Government Support has value of 0,420 which indicates the model has large predictive 

relevance for this construct. 
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Conclusion 

 

This study examined the influence of networking with officers in SME Corp. Malaysia on financial government support; and 

examined the influence of financial government support on the ability of firm to access finance. The results of this study 

supported the two hypotheses which are:firstly, the networking with officers in SME Corp. Malaysia enhances positively and 

significantly the ability of firm to gain financial government support; these findings along with the outcomes from the previous 

studies. for instance (Newman, 2010) presented in his study that it was clear from the evaluating interviews that the government 

still had a significant role to play-acting in the financing of SMEs. Several of enterprises in the sample emphasized the 

significance of their interactions with government officials to gain the funding for their enterprises. Government officials, in 

numerous circumstances, act as a link between enterprises and banks. Also, Le and Nguyen (2009) found that networking with 

government officials stimulate the usage of bank financing in SMEs' capital structure.  

Secondly, financial government support improves positively and significantly the ability of firm to gain more finance; this 

finding consists with study has done byJaved et al. (2011) which concludes that financial resources, and government support 

have positive and significant influence on business success. This research also discovers that financial resources are most 

significant element that affects the SMEs success. Financial resources are the crucial aspect on which entire business is 

depending upon. Without the Government financial support,the entrepreneurs are facing a lot of difficulties.  In addition, Hansen 

et al. (2009) who found that initial government support to enterprises has been a statistically significant determinant of firm 

growth. They also found that direct credit support during start-up appear to have a growth impact on well-targeted enterprises. 

This study offers practical implications from its findings, both to the Malaysian SMEs and policy-makers. For Malaysian SMEs, 

the findings of this study would enable them to understand more on the impact of connection and interactions with officers in 

SME Corp. Malaysia. Networking may benefit those SMEs who are actually taking steps to network. Others may not.  But a 

broad based training of SMEs’ managers by the SME Corp. will enhance existing networking and create new ones. The Support 

in training is the government's indirect assistance to improve SMEs' managerial skills and professional skills. The government 

agencies in a periodical basis needs to conduct informal meeting with collections of SMEs' owners with the purpose to notify 

about services offered and most recent improvement in the advisory activities. This allows the information rapidly provided since 

all the participants are socialize with the targeted collections. Networking will enable the SMEs’ owners/mangers to gain 

knowledge and information about the availability of assistances provided by Malaysian government. Without such knowledge 

the SMEs will lose opportunities to utilize the government supports. Also the networking with officers will provide SMEs’ 

owners/mangers vital information about the main stream of the government policy about supporting SMEs. Hence, the economic 

opportunities for extend the size of enterprises within these circumstances will be increased.In addition, the networking with 

officers in SME Corp. Malaysia will make the SMEs’ owners/mangers aware about the benefits of government supports and its 

effect on growth of SMEs, competitiveposition; overcome the challenges which they are facing, enhancing their capability and 

capacities. What is more, the interaction with officers in SME Corp. will make SMEs’ owners/mangers more awareon  how to 

apply for government support and how to fulfil all requirements to gain the government support and thus to use these assistances 

efficiently. 

For Malaysian policy-makers, the networking between SMEs owners/managers and officers in SME Corp. Malaysia can used to 

improve the ability of SME Corp. Malaysia to utilize SMEs sectors, that because this interaction might increase the trust of 

owners about the plans and assistances provided by government through SME Corp. Malaysia. This trust leads the SMEs for 

more applying to get supports form government depending on the knowledge and information streamed through informal and 

formal interaction with officers. Ultimately, the fostering of SMEs owners to apply for assistances leads to success of strategies 

and plans of the Malaysian government.   
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