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Abstract

The aim of this paper to investigate the impact of microcredit on the relationship between
sustainability practices and business performance of microenterprises in Malaysia. Previous
studies indicated the important sustainability practices on business performance however,
most of the study are looking at larger organiszation and less to microenterprises.
Furthermore, there are also certain research found negative relationship of sustainability
practices on business performance. The results are inconsistent. Thus, this study try to bridges
these gap by focussing on microenterprise and introduce microcredit as a moderator. This
study will use PLS-SEM software as an analytical tools in order to analyse the data. This study
will benefited to the microenterprises in order for them enhance their business performance.
Thus, the aspiration of Malaysian Government to become higher income country in 2025
could be achieve.
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Introduction

Microenterprises play a vital role in employment and income-generating activities, improving
the living standard, and indirectly, eliminating poverty (Thaker & Mohammed, 2015).
According to SME Corporation Malaysia, microenterprises are referring to an organisation or
business whose recorded an annual sales turn-over less than RM300,000 and employed less
than five full-time workers (SME Corporation Malaysia, 2013). In Malaysia, microenterprises
are placed under Small and Medium Enterprises (SMEs) sector. SMEs become the most
significant contributor to the country, with the contribution of 37 percent to Malaysian GDP
and 66 percent of the employment (SME Corporation Malaysia, 2018). The number of SME
establishments recorded significant growth each year as reported by SME Corporation
Malaysia; in 2015, approximately 98.5 percent of the business was established as a SME out
of the total establishment in that year (SME Corporation Malaysia, 2016). Although it shows
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an increase in business establishment, however, the business failure is also high, at about 60
percent (Nordin, Hamid, & Chong, 2011; Chong, 2012; Rahman, Yaacob, & Radzi, 2016).
The performance of business could be influence by sustainability practices. Past literature has
given the evidence that sustainability practices and business performance are correlated;
however, most of enterprises are facing financial constrain in order to practicing sustainability
(Johari & Komathy, 2019; Midgett et al., 2019; Seles et al., 2019; Sy, 2016)
Recognising the critical role plays by microenterprises in developing Malaysian economic, and
the Malaysian government vision to increase the contribution of SMEs to national GDP to 45
percent and 50 percent in the year 2025 and 2030 respectively, it is crucial for
microenterprises owner to enhance their business performance. Most studies of business
performance are more focussing on SMEs and little on microenterprises. To date there have
been not many empirical studies that examined the performance of microenterprises as an
outcome. In addition, there is no study has been carried out to examine the effect of
microcredit on the relationship between sustainability practices and business performance of
microenterprises. Therefore, there is a need to examine these relationship further. The focus
of this article is to propose a framework that examine the moderating effect of microcredit
on the relationshipship between sustainability practices and business performance of
microenterprises in Malaysia.
Specifically, the objectives of this study is:

1. to investigate the influence of sustainability practices on business performance of

microenterprises.
2. to examine the moderating effect of microcredit on the relationship between
sustainability practices and business performance of microenterprises.

Literature Review

Business Performance

The performance of microenterprises could be defined as their capability to lead to the
creation of employment and wealth by business start-up, survival, and sustainability
(Sandberg, Vinberg & Pan, 2002; Moorthy et al., 2012). Khan, Zafar, Obaidullah, and Alam
(2011), define firms’ performance as the success of the firm in the market even though it may
generate a different outcome. Some researchers viewed performance as business
performance, firm performance, organisational performance or company performance.
Many empirical study has been conducted to see the factors that could influence business
performance of an organisation either for small or large organisations such as study done by
Moorthy et al (2012); Jasra, Khan, Hunjra, Rehman, & Azam (2011), Alom, Abdullah, Moten,
and Azam (2016), and Nasip, Hassan, and Muda (2013) however, study on the effect of
sustainability practices towards business performance are limited.

Sustainability Practices

Sustainability is the development to meet the current needs without compromising the future
generation needs (Johari & Komathy, 2019). It also could be divided into three categories
which are environment, social and economics. In this study, sustainability has been define as
environment management practices. Study conducted by Johari and Komathy (2019) to
explore the relationship between sustainability and firm’ performance in Malaysia. They
found sustainability has a positive relationship with firms’ performance. Meanwhile, U. Sy
(2016) conducted a study at five multinational firms in Cebu that found that sustainability
practices significantly affect business performance. Futhermore, Ameer and Othman (2012),
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claimed in their study that the company who emphasis more on sustainability practices could
gain higher financial performance.

Meanwhile, Vijayan, Kamarulzaman, and Abdullah (2014) conducted a study on the
sustainability practices among grocery retail industry in Malaysia. In their study, sustainability
has been operationalized as green supply chain management. They examine the current
situation and also the barriers of implementing sustainability practices by multi-format
grocery retail industry in Malaysia. This study found that the level of sustainability
implementation based on the type of retail format. For a small retailer, they are more focused
on demands from the customer for planning operations and practice take-back; they are not
following reverse logistics practices, promotion of the green product, and consumer
education.

In the meantime, Seles, Jabbour, Jabbour, Latan, and Roubaud (2019) conducted a study to
examine the effect of environmental practices on the business performance and
environmental performance on several firms in Brazil during the economic crisis from 2013 to
2017. The findings from the study revealed that environment practices which are linked to
several strategies by the company still could increase the performance of the business during
the economic crisis.

On the other hand, Omri, Courrent, and Chasse (2016) conducted a study on SMEs in France,
to test the sustainability practices as a moderator on the relationship between
entrepreneurial orientation on the firms’ performance. In their study, sustainability practices
has been measured in three categories, which are environmental practices, social practices in
the workplace, and social practices in the community. The finding from this study reveals that
environmental practices are negatively insignificant towards firms’ performance.

Thus, the following hyphothesis is developed

Hs : Sustainability practices positively influence business performance of microenterprise.

Microcredit

Microcredit is one of the financing resources that could assist micro-enterprises to get
funding, and it is essential to enhance the business performance (Mahmood & Rosli, 2013;
Mahmood et al.,, 2015). Many previous research has confirmed the positive effect of
microcredit as a financial assistant to the needed group especially microenterprises, such as
reseach conducted by Basheer (2019); Mahmood and Rosli (2013); Mustapa, Mamun, Anuar,
and Hayat (2019). Most of entrepreneur facing difficulties to perform well because of high
cost (Midgett et al.,, 2019; Vijayan et al.,, 2014) and need financial assistant (Mokhtar &
Ashhari, 2015).

Basheer (2019), conducted a study on the effect of microfinance programme in Malaysia,
namely Amanah lkhtiar Malaysia (AIM) on the microenterprises success in Sabah, Malaysia.
By adopting cross-sectional research design he found that microfinance (AIM) has a positive
and significant relationship towards microenterprises success. Nawai and Shariff, (2011) also
argue the important of microcredit to the microenterprises. They believe that microcredit
could boots the performance of microenterprises. Mahmood and Rosli (2013) also stress the
importan microcredit on business performance in their research on MSEs business
performance in Kelantan. The result found also consistent with Mustapa, Mamun, Anuar, and
Hayat (2019).

Ruslan et al. (2020) conducted a research about the impact of microcredit on business
performance in Terengganu, Malaysia. Based on the study, they found that microcredit
participation could enhance SMEs sales growth but not the employees growth. Meanwhile,
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Hassan and Ibrahim (2015) examine the effect of microcredit on the small business in Penang
found that microcredit successfully increase the microenterpreneur income and have a
positve effect on their business.

Thus, the following hypothesis is developed:

H> : The relationship between sustainability practices and business performance of
microenterprises is moderated by microcredit.

Propose Framework

Figure 1 below represent the proposed farework for this research. In details, the proposed
frameworks containts of three (3) contructs which is sustainability practices is independent
variable, business performance of microenterprises is dependent variable. It also positions
microcredit as a moderating variable.

Sustainability Business
Practices Performance of

Microenterprises

e =
A''4

Microcredit

Figure 1: Proposed research framework

Methodology

The target population for this study are microenterprises from the service sector in Kedah,
Malaysia. For this study, only wholesale and retail trade subsector focussing on the provision
stores will be used as a sample. This study will apply the stratified random sampling technique.
The statistics of the business establishment of provision stores in Kedah State requested from
Companies Commission of Malaysia (SSM). The data given is based on the 12 districts in Kedah
State. The data of respondents given by the Companies Commission of Malaysia (SSM) is
based on the postal code. The researcher then, will categorise each respondent based on the
districts to get the total number of population-based on districts. Next, the researcher will do
some calculations in order to determine the sample size based on districts. Data gathered
will be analysed using descriptive statistics and Partial Least Squares - Structural Equation
Modelling (PLS-SEM).

Conclusion

Malaysian government's aspiration is to increase the SMEs' contribution to National GDP to
45 percent in the year 2025 and 50 percent in the year 2030 (Ministry of Entrepreneur
Development (MED), 2019). Since microenterprises was the largest number of
establishement in SMEs and become the largers contributor to the Malaysian gross domestic
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product (GDP), it is a need to examine the important factors that could increase their
performance and indirectly it increase their contribution to the Malaysian gross domestic
product (GDP). Thus, this paper is conducted to proposed the framework which illustare the
relationship between sustainability practices and business performance of microenterpirses
with incorporated microcredit as moderator. Also, the future findings perhaps will help the
Malaysia government to
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