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Abstract

This paper examines the relationship between investment and business performance in
Malaysian SME family businesses. The study employed a structured questionnaire with close-
ended questions to collect data from 399 respondents using a random sampling approach in
Perlis, Kedah, Kelantan, and Terengganu. Descriptive statistical analysis and Pearson
Correlation analysis were used to analyze the data with SPSS software. The results reveal a
positive relationship between investment decisions and business performance in Malaysian
SMEs' family businesses. These findings clearly show that investment is an important indicator
for identifying the business performance of Malaysian SME family businesses to improve
future business performance. Finally, business owners can promote growth by making smart
investment decisions and finding expansion prospects. The theoretical contribution of this
study follows the Pecking Order Theory (POT) (Myers, 1984) and the resource-based view
(RBV) theory (Wernerfelt, 1984), where psychological factors influence individuals'
investment decisions. The results of this study contribute theoretical and practical. With all
the contributions, the stakeholders can make the right investment decisions for their
businesses and, at the same time, will increase business performance.
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Introduction

The investment of business in Malaysia started in 1977; under Tunku Abdul Rahman and Tun
Abdul Razak's leadership, the country's economy began to grow. Under Tun Hussein Onn, the
country's third prime minister, efforts were redoubled to attract foreign investment,
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particularly from Japan (Igbal et al., 2014). The importance of foreign investment, particularly
Japanese investment, can be observed in the investment targets set under the Third Malaysia
Plan (1976-1980) for achievements by the manufacturing sector. This investment is targeted
and specifically aimed at Japan. At the time, Dato' Seri Dr. Mahathir Mohamad, Deputy Prime
Minister and Minister of Trade and Industry, asserted that Chinese investors in Malaysia could
not establish a robust production industry dependent on exports (Ahmad, 1991). Bringing in
advanced technology from outside the country can benefit investment within it.

This investment opportunity introduced by Tun Hussein Onn and the legacy of Tun Dr.
Mahathir shows the way of investing. Thus, investing is the process of generating returns in
business (Jordan et al., 2009). Looking at the growing investment in Malaysia, Malaysia is a
small country that operates businesses small and medium enterprises (SMEs) consisting of
circles of family-member businesses. Businesses' revenue can contribute to the country's GDP
(Mokhber et al., 2017). Malaysia has 98.5% SMEs (Department of Statistics, 2020). SME GDP
rose by 5.8% in 2019, compared to the country's GDP of 4.3% (Department of Statistics, 2020).
Economic growth depends on SME development (Muneer et al., 2017).

Family businesses are a generation contribution, and traditional practices in Malaysia are
passed down from generation to generation (Mokhber et al., 2017). Many families view
entrepreneurship as a method for accumulating wealth and providing for future generations,
and family businesses are a source of pride and security. There are several reasons why SMEs
in Malaysia are family businesses, according to (Mokhber et al., 2017). Culture, access to
capital, trust, loyalty, and succession planning are all factors to consider. In this regard, family
businesses frequently have an advantage because they can rely on family members' support
to invest in and grow the business.

With the high involvement of family members in business, the Twelfth Malaysian Plan 2021-
2025 showed that there were increasing numbers of funds from SME agencies linked to the
SME agency programs. The central issue to be researched in the proposed study is the limited
access to finance funding from financial institutions (CEDAR Research Team, 2019). The first
prevailing problem identified by the researcher is the decline in the SME's limited opportunity
for investment operations in the form of assets for the business. Investments in fixed assets
fall under the category of capital budgeting decisions. Fixed asset management is an
important component of financial management practices because it represents SMEs' long-
term investing decisions (Ross, Westerfield, Jaffe, & Jordan, 2019). The business owner must
choose the best investment options to achieve the highest business performance. When
investing capital, the business owner must focus on the capital's safety, liquidity, and
profitability. So, these investments are significant towards capital expenditures and must be
well managed (Musah et al., 2018). With the issues and problems above, this study concludes
by examining the relationship between investment and business performance in Malaysian
SME family businesses.

Literature Review

The achievement of business performance is supported by the Resources-Based View Theory
(RBV) by Wernerfelt (1984), which recognizes that the basis for the emergence of SME success
generally begins with initiatives and capital contributions supported by the Pecking Order
Theory (POT) by Myers (1984), from entrepreneurs or capital growth from external sources
(Kimiti, 2020). The Resource-Based View theory view assists in determining the resources
available within the business and silently relating them to the business's capabilities.
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Much of the investment decision literature focuses on investment strategy. Business owners
put their money in places where it may earn a high rate of return for their businesses to grow.
According to Hernandez et al (2021); Somathilake and Pathirawasam (2020), most
entrepreneurs comprehend the investment strategy utilized to distribute firm money while
avoiding frequent investing blunders. According to reports, SMEs employed a questionnaire
and the descriptive technique. According to the statistics, most respondents understand
many investing strategies and always use them to run their firms. As a result, to prevent
frequent investing missteps, company owners must comprehend investment strategy.

The literature on investment decisions has highlighted several important roles in financial
management. The importance of capital investment decisions in the correct decision-making
process for increasing the performance of SMEs is widely acknowledged. Hendiarto et al
(2021); Ozbugday et al (2020); Zada et al (2019); Mogaka and Koori (2018) identified by
distributing questionnaires. The study's findings show that capital investment decisions
majorly impact business performance. The capital investment decision variable is satisfactory
because the MSMEs promoted the importance of capital investment choices in company
management. The study's authors recognize that high performance will enable the company
to overcome hardship, exist, and continue to do business in the face of the COVID-19
epidemic. As a result, company owners must understand the critical role of capital investment
decisions in the context of the correct decision-making process for increasing the
performance of SMEs.

Intangible Investment is a major contributor to sustaining business competitive advantage. A
growing body of literature recognizes the importance of intangible asset investment and is
considered a crucial resource that enables a firm to increase globally. According to Seo and
Kim (2020); Matare and Sreedhara (2020); Jayawardane and Gamlath (2020); Jung et al
(2018); Nthenge and Ringera (2017) findings, intangible investments positively affect a
company's profitability and value. This study reveals that advertising expenditures greatly
influence a company's profitability and worth. This research has consequences for the
profitability and value of SMEs. Profitability and enterprise value assist company managers
and investors in making the best decisions for their operations and investments. Therefore,
business managers may increase profitability by investing in more intangible assets.

The financial structure of SMEs influences investment decisions, but other factors, such as
internal and external finances, also influence them. Investment expenditures are critical for
boosting growth and productivity in economies dominated by SMEs. Due to the importance
of investment to the economy's growth path, various studies have examined investment
behaviour from a macroeconomic viewpoint, frequently focused on big and developed
economies. Pacheco (2017); Yogendrarajah et al (2017) indicate that firm-specific parameters
such as profitability, liquidity, leverage, and size determine the degree of investment. They
use the panel data technique and an unbalanced sample of manufacturing SMEs. The findings
show that the structure of a firm's balance sheet and the availability of suitable sources of
money might impact investment. As a result, higher profitability or liquidity boosts
investment by providing more and relatively inexpensive internal funds, enhancing the firm's
collateral backing.

Hal: There is a relationship between investment and business performance in Malaysian SME
family businesses.

560



INTERNATIONAL JOURNAL OF ACADEMIC RESEARCH IN BUSINESS AND SOCIAL SCIENCES

Vol. 13, No. 9, 2023, E-ISSN: 2222-6990 © 2023

Methodology

The association between investment and business performance in Malaysian SME family
businesses is investigated using quantitative methodologies. The sampling frame represented
registered businesses under SMEs Corporation Malaysia was utilized to select the sample size
for the various business/activity categories. Since practically all family businesses in the study
area had been operating in at least two different industries, as defined in the sampling frame,
random sampling was employed to determine the sample size.

The study's target population is SME family business owners in Perlis, Kedah, Kelantan, and
Terengganu, Peninsular Malaysia. The selected state is based on The Twelfth Malaysian Plan
2021-2025 (12MP), which showed Perlis, Kedah, Terengganu, and Kelantan to be prioritized
in the development distribution due to the decreasing percentage of GDP in Malaysia's
economy. The study was restricted to owners of the family businesses or those hired to
operate the family businesses. The sampling frame consisted of all registered businesses in
all the business sectors in SME Corporation Malaysia. The list of businesses obtained
sufficiently represented the target population.

The researcher used data or a list of all registered businesses provided by SME Corporation
Malaysia. The sample size obtained was adequate and yielded the desired precision. In
determining the sample size, Slovin's formula was used to calculate the sample size (at 95%
confidence level and a = 0.05). Stratified sampling was used to select the sample size of 399
from the different business sectors from the sampling frame representing 163,694 registered
businesses in Perlis, Kedah, Terengganu, and Kelantan. Simple random sampling was used to
select the sample size. The researcher observed that almost all family businesses in the study
area had been operating in at least more than one industry, as classified in the sampling
frame.

The discussion of the variable's measurement is categorized into two sections: (1) the
dependent variable is business performance (Somathilake and Pathirawasam (2020) - 6
guestions), and (2) the independent variable in this study is an investment (Somathilake and
Pathirawasam, 2020). - 7 questions). The questionnaire was developed using the adopted
guestions from the previous study. The data were collected, processed, and analyzed using
descriptive and inferential statistics under the study's objectives. The analysis used SPSS
(Statistical Package for Social Sciences) software version 26.0 to test the relationship between
the independent and dependent variables.

Result and Discussion

Table 1 below shows the distribution of financial management practices and performance of
SME family businesses from the investment aspect. The results show that 56.7% (214), mean
of 3.47 Malaysia SMEs family business agreed that business follows SME Co-Investment
Partners (SCIP) guidelines when analyzing investment opportunities, 57.4% (229), mean of
3.53 Malaysia SMEs family business agreed that business considers past experiences when
making investment decisions, 44.4% (177), mean 3.23 Malaysia SMEs family business agreed
that business reviews the investment projects after a certain period, 42.8% (171), mean 3.24
Malaysia SMEs family business agreed that business uses payback period to assess the
investment, 39.3% (157), mean 2.93 Malaysia SMEs family business agreed that business
rents rather than buy fixed assets, 37.8% (151), mean 3.10 Malaysia SMEs family business
agreed that business invests in other fixed assets, and lastly the smaller percentages was
32.8% (131), mean 2.84 Malaysia SMEs family business agreed that business invests in real
estate.
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The average financial management practice and performance of family businesses from the
aspect of an investment is 44.5% (176), a mean of 3.19.

Table 1
Distribution Financial Management Practices and Performance of SMEs Family Businesses

from The Aspect of Investment

Scala Total
No Statements 1 2 3 4 5 (399) Min Sd Level
SDS D N A SA
1 Your business 5.5 29.1 276 253 125 37.8 3.10 1.12 Average
invests in other (22) (116) (110) (101) (50) (151)
fixed assets.
2 Your business 15.3 24.1 21.3 303 9.0 39.3 293 1.23 Average
rents rather than (61) (96) (85) (121) (36) (157)
buy fixed assets.
3 Your business 16.3 25.1 258 23.8 9.0 32.8 2.84 1.21 Average
invests in real (65) (100) (103) (95) (36) (131)
estate.
4 Your business 8.5 158 328 288 140 4238 3.24 1.13 Average
uses a payback (34) (63) (131) (115) (56) (171)
period to assess
the investment.
5 Your business 8.5 19.8 273 281 163 444 3.23 1.19 Average
reviews the (34) (79) (109) (112) (65) (177)
investment
projects after a
certain period.
6 Your business 5.5 16.3 246 321 216 56.7 3.47 1.15 High
follows SME Co- (22) (65) (98) (128) (86) (214)
Investment
Partners  (SCIP)
guidelines when
analyzing
investment
opportunities.
7 Your business 4.8 16.0 21.8 36.1 21.3 57.4 3.53 1.13 High
considers  past (19) (64) (87) (144) (85) (229)
experiences
when making
investment
decisions.
Total Mean 44.5 Average
(176) 3.19 1.00

1. Strongly Disagree 2. Disagree 3. Neutral 4. Agree 5. Strongly Agree

Table 2 below shows the relationship between investment and business performance in
Malaysian SME family businesses. The results show a significant relationship between
investment and business performance in Malaysian SMEs family business r = .285**, sig .000
(p< .05). The level of contact is low. Since Pearson's correlation value is positive, the better
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the investment, the higher the business performance. Since there is a significant relationship
between investment and business performance in Malaysian SME family businesses, Hal is
accepted.

If the significant level obtained is greater than the significant level p>0.05, Ha is rejected. If
the significant level obtained is smaller than the significant level p<0.05, Ha is accepted.

Table 2
The relationship Between Investment and Business Performance in Malaysia SMEs Family
Business

Variable Pearson Sig
correlation (2-
Tailed)
Investment* business performance 285" .000

This research aims to determine the moderating effect of investment on the influence of
financial management practices and business performance in Malaysian SME family
businesses. The issues encountered in this study are based on the Bank Negara Malaysia
Annual Report 2018. One of the most severe issues Malaysian SMEs confront is a lack of
access to capital (CEDAR Research Team, 2019). SMEs may struggle to expand their
operations, develop new products or services, invest in technology or equipment, or make
timely payments without sufficient financing. As a result, the availability of financial sources
might be crucial to Malaysian SMEs' success or failure.

The problem caused is SMEs' limited opportunity for investment operations in the form of
assets for the business. Investments in fixed assets fall under the category of capital budgeting
decisions. Fixed asset management is an important component of financial management
practices because it represents SMEs' long-term investing decisions (Ross et al., 2019). The
business owner must choose the best investment options to achieve the highest business
performance. When investing capital, the business owner must focus on the capital's safety,
liquidity, and profitability. So, these investments are significant towards capital expenditures
and must be well managed (Musah et al., 2018).

This study used the resource-based view (RBV) theory, and from the findings, it was found
that investment has a relationship with business performance. Based on the theory that a
business with sufficient sources of funds will increase its development, From the findings,
investment has a relationship with business performance using Pearson Correlation tests. This
study also relates to the Pecking Order Theory (POT), and the findings found that capital
structure is related to business performance.

Based on the theory that a business prefers to choose internal financing compared to external
financing when the business does not have enough funds to run the business. From the
findings, capital structure is related to business performance using Pearson Correlation tests.
The participants in this study are SME family businesses. Therefore, the funds are raised from
internal sources. This study suggests that the Pecking Order Theory (POT) theory can be
implemented with the findings obtained in this study. This study also suggests that the
resource-based view (RBV) theory can be implemented with the findings obtained in this
study.
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The discussion on the sample studies used in states with low GDP under the Eleventh Malaysia
Plan, namely Perlis, Kedah, Kelantan, and Terengganu. According to the study question, does
a relationship exist between investment and the business performance of Malaysian SME
family businesses? This study found that investment has a relationship with business
performance using Pearson Correlation tests. Accordingly, based on the findings of the study,
Hal was accepted. The findings of the SME family business study contribute to GDP national
development through business income and profit.

From the findings of the study in the test, the Pearson correlation of the study the results of
this study show that the Pearson correlation of the study shows that there is a significant
relationship between investment and business performance in Malaysia SME family business
r = .285**, sig .000 (p< .05). In this context, the alternative hypothesis Hal is accepted.
Therefore, the family's involvement in business activities and investment does not indicate
participation in improving business performance. The owners must understand the critical
role of capital investment decisions in the context of the correct decision-making process for
increasing the performance of SMEs (Hendiarto et al., 2021). Thus, various development
programs and financial schemes equip them to become entrepreneurs regardless of the
challenges outlined in the Twelfth Malaysia Plan and the National Entrepreneurship Policy.
Thus, no matter how many funds or programs are drafted by the government, they will not
run if investment opportunities and information technology are not developed among
entrepreneurs (Hastuti et al., 2021). Overall, these findings clearly show that investment is an
important indicator for identifying the business performance of Malaysian SME family
businesses to improve future business performance.

Conclusion

The study's main objective is to examine the relationship between investment and business
performance in Malaysian SME family businesses. Based on the results of this study, there is
a significant relationship between investment and business performance in Malaysian family
SMEs. The results also show that the studies supported theories of the Resource-Based View
(RBV) theory Wernerfelt (1984) and Peaking Order Theory (Myers, 1984). The peaking order
theory states that internally generated funds (retained earnings) finance the business instead
of borrowing, and SME owners and managers can build a business with internal financing. In
the Resource-Based View (RBV) theory, the business has sufficient sources of funds to
increase business performance.

Based on the study's findings, business owners can better grasp the specific investment
practices that substantially impact their business performance. Business owners might
increase their business performance in various ways using these well-managed investment
techniques. Profitability can be increased by maximizing revenue generation and expense
control. Business owners can increase liquidity by successfully managing cash flows and
maintaining a healthy balance of current assets and liabilities. By reducing processes and
optimizing resource allocation, business owners can boost efficiency. Finally, business owners
can promote growth by making smart investment decisions and finding expansion prospects.
In the future, researchers can look at other parts of investment that weren't covered in this
study, such as measuring ratios and studying SMEs listed on the stock market in Malaysia.
Another important suggestion is to consider the risks. Every investment carries risks, such as
if the company performs poorly or the economy changes. Researchers could investigate these
risks to see how they affect investments in small Malaysian businesses.
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