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BUSINESS SRATEGY AND PERFORMANCE OF MALAYSIAN
EXPORTING SMES

Mohd Khairuddin Hashim & Sa’ari Ahmad#*
Abstract

The linkage between business strategy and performance of exporting
small and medium-sized enterprises (SMEs) has been emphasized in the
literature. In the Malaysian context, however, the review of the small
business literature reveals the relationship between business strategy and
performance of exporting SMEs has not received much research attention.
This study initiated an attempt to investigate this issue by examining
the relationships between six business strategies and the performance

of 73 exporting SMEs in Malaysia. On the basis of the analyses of the
3 exporting SMEs, the findings of the study
indicate significant positive relationship between business strategy and

data gathered from the 7

the performance of the exporting SMEs.
Keywords: Business Strategy, SME,

Introduction.

Throughout the world, as economic globalisation intensified, business firms are
increasingly been forced to expand their business operations by seeking opportunities
in the international marketplace. As a matter of fact, survival and success in the global
business system require large firms, as well as small and medium-sized enterprises (SMEs)
to adopt international perspectives (Namiki, 1988: Litvak. 1990; and Wright and Ricks,
1994: Dana and Etemad, 1995; Acs, Morck and Yeung, 1997: Karagozoglu and Lindell,
1998; and Crick and Barr, 2007).

Exporting represents one of the internationalization options for firms to expand
their business activities globally. Terpstra and Sarathy (1994) indicated that exporting can
provide individual firms a competitive advantage by improving their financial position,
increasing their capacity utilisation, and raising their technological standards. Furthermore,
according to Wheelen and Hunger (2002), exporting is becoming increasingly popular
for businesses because of the Internet, fax machines, B00 numbers, and overnight air

express services, which reduce the once formidable costs of going international.

Although exporting is increasingly seen as an internationalization option for
growth and profitability among SMEs, findings of past studies on export entry decisions
of small businesses showed lack of agreement among researchers concerning the factors

that can help small firms to penetrate foreign markets (Bilkey, 1978; Bilkey and Tesar,
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1977; Reid, 1981 and 1984: Kaynak ez. al, 1987; Axinn, 1988; Malekzadeh and Navajamdi,
1985; Ortiz-Buoafina, 1990; Ogbuchi and Longfellow, 1994; Julien et. al, 1997 and Zou
and Stan, 1998; and Burpitt and Rondinelli, 2000).

Apart from the disagreement concerning the factors that contribute to the process
of internationalization among SMEs, the small business literature further indicates that
limited research attention have been given to examine the linkage between small firm
business strategies and internationalization (Namiki, 1988; Baird, Lyles and Orris,
1994; and Bell, Crick and Young, 2004). Although competition in international markets
has become an important issue for exporting SMEs, little research has been conducted
to examine the relationship between business strategy and the performance of SMEs
involved in exporting. The lack of information and knowledge concerning the important
relationship between business strategy and performance of exporting SMEs, specifically
in the Malaysian context suggests the need for more research in this area. This study was
conducted to address this issue. The objective of the study was to examine the relationship

between business strategy and performance of exporting SMEs in Malaysia.

The Literature.

The literature highlights the importance of business strategy to organizations
operating in a competitive business environment. Business firms need to develop
effective business strategies to help them compete effectively. Business strategy has
been characterized as the way in which a firm decides to compete, pursue, achieve and
maintain its competitive advantage in an industry (Walker and Ruekert,- 1987; Rue and

Holland, 1989; and Varadarajan and Clark, 1994),

Firms can gain their competitive advantage by producing value to their customers.
More specifically, Porter (1980) indicated that a firm can develop its competitive advantage
by performing the chain of strategically important activities (such as production, marketing,
sales, service, human resource management, technology development, procurement
activities) cheaply or better than its competitors. According to Porter, business strategies
that focused on these activities are called generic strategies. The three generic business
strategies include; low cost, differentiation, and focus or niche. In a low cost strategy,
the firm strives to lower its costs, increase profit and sales by adopting economics of
scales, scope and technology. In a differentiation strategy, the firm emphasizes on making

its products appear unique and different.
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Finally, in a niche or focus strategy. the firm stresses on product development

and marketing efforts in a particular market segment that it has a cost or differentiation
advantage.Namiki (1988) identified four patterns of competitive strategy adopted by
small-sized exporting firms in a study of 393 small computer hardware manufacturers
in the United States of America. Among the competitive strategy include; marketing
differentiation strategy, differentiation focused strategy, innovation differentiation
strategy. and product-oriented strategy. According to the study, marketing differentiation
strategy is focused on competitive pricing, brand development, control over distribution,
advertising and innovation in terms of marketing techniques. Differentiation focused
strategy stressed on the ability to offer specialized products to specific customer groups.
Innovation differentiation strategy was developed on the basis the firm’s ability to offer
technologically superiority of products and new product development. Product-oriented
strategy stressed on the quality of the products and high levels of services provided to
customers. More importantly, the findings of the study showed that the firms that adopted
a differentiation focused or innovative differentiation strategy achieved higher export

performance than those firms that used a marketing differentiation strategy.

The studies by De Noble, Castaldi, and Moliver (1989) and Cavusgil and Knight
1997) further indicated small firms faced competition in exporting  markets developed
business strategies based on a variety of factors. Among these factors include; business
opportunities and market research, promotion of the business and products. selection
of and collaboration with agents and distributors, development of local contacts and
provision of services after sales. pricing, sales force management, credit risk analysis,
knowledge of business practices, awareness of the competition, and product research,

development, and adaptation.

In a study that attempted to examine the international strategies of small firms,
the relationship between international strategy and firm performance, and the attributes
associated with the adoption of an international strategy, Baird, Lyles, and Orris (1994)
found three types of international strategies being adopted by small firms. The findings
of the study indicated that among the three international strategies used by the small
firms included; international strategy (which emphasized on exporting, foreign equity
investment, and foreign alliances to develop new products and enter new markets),
domestic alliances strategy (which focus on domestic alliance formation, using domestic
alliances to enter new markets, develop new products), and domestic solo strategy (the

firm entering new markets and developing new products on its own). Further, the results




of the study showed that international strategy was positively related to return on sales

but negatively related to growth in sales.

Lages and Montgomery (2004), in a more recent study, found product strategy,
promotion strategy, price strategy, and distribution strategy as the four common strategies
adopted by exporting firms. In product strategy, the firm stressed on differentiating the
products offered in the domestic market and the products sold in the export markets
in terms of brand name, design, labeling, variety of main exporting product line, and
quality. The promotion strategy focused on adjusting the domestic promotion program
towards the export market in areas such as advertising idea and theme, media channels
for advertising, promotion objectives, budget for promotion, public relations emphasis,
and direct marketing and mailing. In pricing strategy, the firm used concession of credit,
price discount policy, and margins to offer products at different prices across national
boundaries. Distribution strategy involved selecting the distribution system, transportation,

budget for distribution, and distribution network to the export market.

Research Methodology.

Sampling Frame and Procedure.

The sample of the study was confined to selected small and medium-sized
enterprises (SMEs) operating in the Malaysian manufacturing sector. In this study, a
small and medium-sized enterprise is defined as a manufacturing firm ‘with an annual
turnover of less than RM25 million and as one which employs not more than 300 full time
employees. On the basis of this definition, 400 firms were identified and selected from
the listing obtained from the Malaysian External Trade Development Corporation
(MATRADE). The data for this study was gathered through the mail survey. Structured
questionnaires were sent to the senior managers of the 400 firms selected. Out of the total
7.

number of 400 questionnaires mailed, 73 usable questionnaires were returned, yielding

a response rate of 18.3 percent

Questionnaire.

The structured questionnaire-adopted in this study consisted of three sections. The
first section of the questionnaire which consisted of nine items was used to obtain the
general information concerning the background of the respondents. The items in section

two of the questionnaire focused on getting the information on the characteristics of the

The Results.




m on sales firms such as legal form of the firm, number of full time employees, age of firm, the
idustry in which the firm operates, total sales of the firm, percentage of export sales
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rofile of the Respondents

Of the 73 respondents, 46 were managers, 14 were owners and managers, and
were owners and CEOs of their firms. Forty were Malays, 28 Chinese, and five
ere Indians. Fifty six of the respondents were males and 17 females. Sixty respondents

ere married, eleven never married, one remarried, and one widowed. The respondents
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Firm Characteristics (n=73)

Table 1: Characteristics of the Sample Firm

Frequency

Legal Form:

Sole Proprietorship
Partnership

Private Limited

Number of Employees:

1-100
10 1-200
201-300

Age of Company:
<Syrs

6-10 years

11-15 years
16-20 years

> 20 years

lotal Sales in 2006 (Ringgit Malaysia):

<RM | million
RM1,000,001-RMS5 million
RM35.000,001-RM 10 million
RM10,000,001-RM 15 million
RM 15.000,001-RM20 million
RM20,000,001-RM25 million
Net Profit in 2006 (before tax):
<RM 100,000
RM100,001-RM200,000
RM200,001-00,000
RM300,001-RM400,000
RM400.001-RMS00.000
RM500,001-RM600,000
=RM600.000

= 00 =

L

Percentage (%)

26.0
5.1
58.9

(g ]
~J
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Business Strategies Emphasized by the Firm.

pEe (%)

. Table 3 presents the mean scores and standard deviation of the business strategies
) as recorded from the respondents. The mean scores ranged from 1.80 to 2.77, suggesting
[ that in general, majority of the firms viewed the six business strategies to be important
i to their firms® export success.

Relationship between Business Strategy and Performance.

| Table 4 presents the results of the correlations between the six business strategies
and the performance of the exporting SMEs as measured in terms of sales, net profit. and
number of employees. The results in Table 4 indicate significant positive relationships
between the six business strategies (niche, product differentiation, marketing differentiation,
service differentiation, innovation and low cost) and the performance (sales, net profit,
and number of employees) of the exporting SMEs. However, the correlations between
niche, product differentiation, innovation and number of employees were found to be

not significant.



lable 2: Firms® Involvement in Exporting

Firm Characteristics (n=73)

Frequency

Number of years involved in exporting

<3 years 32
4-6 years 8
7-9 years 15
10-12 years 10
=13 years B
Number of countries exported to:

<3 countries 38
4to6 L.'l‘rll!'[l'it.‘\ |12
7 to 9 countries |2
10 to 12 countries 2
>| 3 countries Y
[';I.'TL'('H[EI};L' of export sales to total sales:

<1 0% 28
119 to 15% 11
16% to 20% 8
21% to 2% 3
219 to 2% 4
<309 19

Table 3: Business Strategies As Emphasized by the Firm

Mean

Niche St atey

Focus on specialty products 2.22
Focus on a specific range of products 2,25
Focus on a specific foreign market 2.17
| Focus on specific foreign customers 2.33
Focus on new product 2.42
Product Differentiation Strategy:
Product quality 1.80
ging 2 IT

en and style

l’..']'\_'L‘IIl'.:::'_L' (%)

16.4
16.4
N
~ 1
38.4

26.0

SD
1.06
0.85
0.87
0.93
1.06

1.04

1.09

\ A
LY L it ¥
Casc C

'S g
EVECIO] ]
5 D
auc =
Sy



Product uniqueness 2.07 1.05
Maximize perceived value of product 2.10 0.89
Rt ) 3 Marketing Differentiation Strategy:
Adopt competitive pricing 2.10 0.94
1 Create new distribution channel 2.23 0.97
Increase advertising and promotion AT 1.01
20,5 Increase advertising and promotion 2,33 1.01
' | Brandbuilding 2.25 L17
Update product line 24] 0.97
Use market research 2.26 0.93 ?
o 2 Use personal selling 2 0.98
l Develop new market for product 2.58 1.06
e | Service Differentiation Strategy
. Quick product delivery 204 1.04
. 2 ok sl SERSROS |
. Prompt response to customers’ orders 1.93 1.00
Offer extensive customer service 2.16 [ 0.98
Personal contacts with overseas distributors 222 ' 0.94
: s=ler s e =i =i
Provide quality service ' 1.90 ll 1.03
Innovation Strategy: : |
[echnological superiority of product [ 2.13 i 0.95
Focus on new innovative product | 217 0.98
. Use advanced communication technologies 222 1.00
Improve existing product [ 2.04 0.91 I
Improve product process 2 16 0.90 ‘
= Low Cost: | l
' Purchase materials in large volumes ] 2.36 1.06 ]
- Mass produce products | 1.04 ‘
1 Limited range of products | (0,97 |
Maximize economies of scale | 2.20 1.01 |
L | Sell product at budget price | 203 1.08 |

(1)Extremely Important:
Important At All

(2) Important; (3) Fairly Important; (4) Not Important; (5) Not




Table 4: Correlations between Business Strategy and Performance

i Bt;;i_uﬁ‘n!cg}- (N=73): 3 Sales Net P_rnﬁi_ No. of
Employees
| Niche 0.415% 0.443%% 0.209
Product Differentiation s | 0.366%* 120 0.185
Marketing Differentiation 0.361* |  0.323%# 0.252*
Service Differentiation : 0.400%* * 0.324* * 0.245 *
Innovation ; 0.34] ** | 0.260%* 0.189
Low Cost - 0.295%* 0.315%* 0.239*

* Correlation is significant at the 0.05 level (2-tailed). ** Correlation is significant at
the 0.01 level(2-tailed).

Discussion and Conclusion.

This study attempted to examine the relationship between business strategy and
the performance of exporting SMEs. At the general level, the results of the correlation
analyses as presented in Table 5 indicate significant positive relationships between the
six business strategies and the performance of the exporting SMEs in the study. The
results of this study provide some empirical evidence that suggests positive relationship

exists between business strategy and the performance of the SMEs.

The results of this study support findings of previous studies that found significant
positive relationships between business strategy and performance of exporting small firms
(Namiki, 1988; and Baird, Lyles and Orris, 1994). The findings of the study further
appear to concur with the general view presented in the literature that suggests the
linkage between business strategy and export performance. Additionally, the results of
the study seem to support the strategic management perspective that suggests business

strategy based on competitive advantage can provide surplus profit to firms.

This study offers implications for exporting SMEs. On the basis of the results
of this study, owners and managers of SMEs should realize that there is not one best
business strategy for exporting. In view of this, the exporting firms should attempt to
adopt business strategy that fits with the capabilities of their firms. Furthermore, to
ensure that their firms would be able to compete in international markets, owners and
managers of exporting SMEs need to focus on developing their business strategy based

on the competitive advantage of their firms.
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Although the findings of this study may prove to be useful to exporting SMEs,
the literature indicates empirical study in this area remains limited, particularly in the
Malaysian context. This research suggests further studies are needed to explore and
identify other business strategies not included in this study but may be helpful to improve

the performance of exporting small firms.
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FINANCING FACILITIES FOR AGRO ENTREPRENEURS IN

ISLAMIC BANKS

Professor Dr. Joni Tamkin Bin Borhan™ &
Muhammad Ridhwan Bin Ab. Aziz*

Abstract

It is clear from the general perception that the agricultural projects being less
viable than any other sectors. While, it is admitted that the risks in agricultural
investments are higher due to various factors, such risks are very rare in as
far as the effect weather and natural disasters have on the production of the
primary produce. With the introduction of high-technology farming and rapid
advancement in the field of bio-technology, the adverse effect of weather on
agricultural production has been minimized. Nowadays, a lot of opportunities
have been given especially by the local Islamic Banks in order to assist agro
entrepreneurs not only to finance their projects but also to expand them in a
larger capacity. Thus, this article tries to analyze the concept of agriculture and
agribusiness in Islam as well as the financing facilities provided to the agro
entrepreneurs in order to support their projects. This article will be divided into
fwo sections namely agriculture and agribusiness in Islam as well as financing
facilities in Islamic banks.

Keywords: Agriculture, Agribusiness, Financing Facilities.
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Introduction

Agriculture has been an important source of food production for mankind since ancient

times and should not be neglected. Earnings through agriculture and becomes agro entrepreneurs Allah
are regarded as an honorable endeavor from Islamic spirit. It is clear from the Islamic teaching
that agriculture is an important sector that shall not be ignored, Indeed, there are many verses
from the al-Qur’an as well as the traditions of the Prophet Muhammad (s.a.w.) that emphasizes

on the importance of agriculture

Production function in the Islamic economics has been regulated by the concept of livelihood

(al-Rizq) as well as lawful (Halal) and unlawful (Haram) sources of earnings. The term al-Rizg

is applied to connote means of livelihood and further production which has been intimated by the zan be inferred Ir
Prophet Muhammad (s.a.w.) and predetermined by Allah (s.w.1.). = from waler
As such, there are number of questions need to be solved such as how Islam views agriculture ey Fo
and agribusiness? What are the financing facilities provided by the local Islamic banks in order to — ;
help agro entrepreneurs? Are these facilities complied with the shari'ah requirements? All these - Ay
questions will be analyzed and answered in this article based on views stated in al-Qur’an and :
al-Hadith, views given by Muslim jurists and figh scholars as well as data and information given id be 7.00%
by the officers of Islamic banks ur globe
Agriculture and Agribusiness in Islam. mehrates. including
As an organized religion, Islam goes into great detail on the subject of agriculture', which L o
plays a very significance role in the daily life of a Muslim. The Islamic teaching puts a high value ba Bakar Abdul Ma;
- N " . - ‘\-
on efforts to consolidate the agricultural industry. - Sy

In Arabic, the word ag fers to al-Filahah means the act of clearing and cutting but, when F DOdy lor instance
applied to the soil has the meaning of “to break up in order to cultivate or to plough”. From Pre-Islamic g lasks, 1
times the word filahah has assumed a w ider meaning to denote the occupation of husbandry and agriculture B ome six-year stud
In this sense, it is synonymous with zira 'ah, to which the ancients preferred filahah (all the earlier writers 10 products
called their works on agriculture Kitab al-Filahah). See The Encyelopedia of Islam (1965), Netherlands: ate cancer, breast

Leiden, Vol. I1, p.899



Al-Qur'an as a main source of Islamic jurisprudence emphasizes on the important of water® in
agriculture” .
id since ancient
gro entrepreneurs Allah (s.w.r.) says to the effect;
Islamic teaching
> many verses “Do not the Unbelievers see that the heavens and the earth were joined together
it emphasizes (as one unit of creation), before we clove them asunder? We made from water

every living thing. Will they not then believe?"”

g=pt of livelihood Surah al-Anbiya’(21):30.

term al-Rizg
Pintimated by the It can be inferred from this verse that Allah (s.w.r.) bring to life plants and animals in this
world from water®, which has been sent down from sky. As such, Allah (s.w.t.) has provided a
continuous water supply for all his creations®. Rain that has been sent down by Allah (s.w.t.)
s aoriculture from sky to bring life and fertilize plants on the earth will finally bring a lot of benefits to
s order to mankind, be it in the form of fruits for eating or leaves and trunks of trees for healthy and

et medication purposes”
s All these A Y

Our'an and : =
Surface were all leveled, the whole surface would be under water, as the mean elevation of land sphere-
Hon given vel would be 7,000 to 10,000 feet below the surface of the ocean. This shows the predominance of
water on our globe. That all life began in the water is also a conclusion to which our latest knowledge in
biological science points. Apart form the fact that protoplasm, the original basis of living matter, is liquid or
emi-liquid and in a state of constant flux and instability, there is the fact that land animals, like the higher
vertebrates, including man, show in their embryological history, organs like those of fishes, indicating the
atery origin of their original habitat, The constitution of protoplasm is about 80 to 85 per cent of water. See
he Holy Qur-an: English Translation of the Meanings and Commentary (1410H), Madinah: King Fahd

/

C

' which

Holy Qur-an Printing Complex, p.924.
gh value Abu Bakar Abdul Majeed (2006), “Enhancing Food Security in the Era of Information and Communications
Technology in the Muslim World” in Shaikh Mohd Saifuddeen Shaikh Mohd Salleh et.al. (eds.), Food and
hnological Progress: An Islamic Perspective, Kuala Lumpur: MPH Group Publishing Sdn. Bhd., p.58.
According to the majority of al- Mufassirin, water here means sperm ( Nutfah). See Ibn al-Hummam (2003),
Fath al-Qadir, Riyad: Dar Alim al-Kutub, Vol.3, p.405; See also Ahmad Mustafa al-Maraghi (1998), Tafsir
Maraah, Beirut: Dar al-Kutub al-llmiyyah, Vol. 16-18, p.163
Abu Bakar Abdul Majeed (2006), op.cit., p.58.
A lot of researches have been done proved that certain plants nutrients can be of benefit to our health,
ur body for instance, is unable to manufacture many of the essential compounds needed for all its life-
sustaining tasks, from building bones, making blood and muscle to regulating brain, liver and heart function.
1 one six-year study by Harvard Medical School and Harvard School of Public Health, evaluated that
mato products (which contain large quantities of lycopene) showed a measurable relationship to reduce

rostate cancer, breast cancer and cervical cancer risks. This is because, as consumption of tomato products
ncreased, levels of lycopene in the blood increased, and the risk of all these cancers decreased. Another
ample of healthy supplement derived from plants is Lutein, found in dark green leafy vegetables such

2 eye

6 spinach, plus various fruits and corns. Researches have indicated that Lutein promotes long
naintenance by acting as a filer against the damaging effects of the sun, particularly retinal damage and
nacular degeneration. See The Star, April 27, 2008:SF15 “Plant

15




From the perspective of history, we can observe the story of Saba’. which had been mentioned 5 5S4

-iculture activities and owned advanced

in the al-Qur an. The tribe of Saba’ was famous with a

technologies of agricultural. It was said that the tribe has long miles of fruits farms and when

harvesting period came, the tribe only has to bring along baskets in order to pick up their fruits

Allah (s.w.1.) states to the effect:

retime, a sien in their home-land-rwo eardens 1o

x .fr‘n".,'l_ re was, for .\-l 1ba ’ i

the right and to the lefi. Eat of the sustenance [ pron idec) by vour Lord, and

be grateful ro him: a territory fair and happy, and a Lord Ofi-Forgiving!”

Surah Saba'(34

According to Ibn Kathir, in this verse Allah (s.w.r.) tells the story of Saba™ tribe (Qabilah)

lived in Yemen in the time of Solomon and Queen Bilgis. in a happy and prosperous country, sonle of Sab:
amply irrigated from the Ma'rib dam”®. Its road was skirted by gardens on both sides, right and kill in irmi
left, where at any given point, you always saw two gardens. It produced fruits, spices, and c convertes
frankincense, and got the name of Araby the Blest for that part of the country 1 dests
Saba’ was a great emperor., given with arable lands and farms as well as green crops. lis residents
live with peace and harmony. Allah has commanded Saba’ resident to enjoy all the sustenance vhile. Isla
provided to them and be grateful to Allah Almighty. However, the people of Saba’ ignored the
God’s injunction and Allah has withdrawn all the privileges and arable agriculture lands given This is
to them S lf but als
Power”. Besides, Leonuns Sibiricus (a type of nut) proved by recent research by Malaysia Agriculture
Research and Development Institute (MARDI) that this kKind of nut enriches with nutrition such as protein,
carbohydrates, mineral (calcium, phosphorus, ferrous, netrium and calium) and vitamins (A. Bl and B2). Vol.22-24
See Berita Harian, July 8, 2008:15 “Khasiat Kacangma'. A

Mastura Mohd. Zain (2008) “Menumba pahala dar |p:1-.i.; terita Harian, '\Li_\ 13 . 1,
" Saba’ was o 1 person namely Saba’ Bin Yashjub Bin Ya'rub Bin Qahtan Bin Hud. See Ibn
al-Hummam, op.cit., Vol.4, p.319. See also Ahmad Must Maraghi. it., Vol.22-24, pp.57-59.

d

" Ibn Kathir (1966), Tafsir al-Qur'an al-Azim, Beirut: Dar
al-Maraghi, op.cit., Ve
Ibn al-Hummam, op.cit., Vol4, pp.319-321. See also The Holy Qur-an: Er

al-Andalus, Vol 5, pp.538-543; Ahmad Mustafa
1.22-24. 1

rlish Translation of the

Meaning and Commentary. o,
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vas said that, about 13 prophets have been sent to the tribe but they refused to accept Allah’s

clamation''.

Allal

(s.m01.) states to the effect:

“But they turned away (from Allah), and We sent against them the flood

(released) from the Dams, and We converted their two garden (rows) into

“gardens” producing bitter fruit; and tamarisks, and some few (stunted)

lote-trees. That was the requital We gave them because they ungratefully
/

rejected faith, and never do We give (such) requital except to such as are

ungrateful rejecters”.

Surah Saba’ (34):16-17.

The above verses justified that although Allah (s.w.7.) has given a lot of privileges to the
seople of Saba’ and because they rejected the true faith and became arrogant of their prosperity
and skill in irrigation engineering, in respect of the wonderful works of the dam therefore, Allah

15 converted all the privileged into bad requital when a mighty flood came and the dam was
urst and destroyed everything they have. This spectacular crisis is requital for those who reject
true faith commanded by Allah (s.w.t.)!
Meanwhile, [slam views agriculture sector as an obligation of the society (Fard al-Kifayah)'".
As such, from the perspective of Islam, getting involved in this important sector is an honorable

endeavor. This is because a person who is involved in food production is not only looking after

mmself, but also the rest of the community. This is actually akin to donation (Sadagali) in Islam'®,

Mastura Mohd. Zain (2008)
-Hummam, op.cir.. Vol.4, pp.319-324;

‘Menimba pahala daripada hasil bumi”. Berita Harian, May 13, p.11; Ibn
1 Kathir, ap.cit., Vol.5,

[bn al-Hummam, op.cit.. Vol.4, p.321; [bn Kathir, op.cir.. Vol.5. pp.538-543; Ahmad Mustafa al-Maraghi,
cit., Vol,22-24, pp.57

pp.338-543.

Fard al-Kifayah s differed from Fard al-'Ain. Fard al-"Ain is any action and benefit, which are repeated

im time (o time such as praying five times a day, as a mean to obey Allah and itis regarded as a compulsory

action for every man. Conversely, Fard al-Kifayah is any action that is not recurring from time to time such

as cleaning and bathing dead body when someone died. Fard al-Kifayah is compulsory ( Wajib) upon people

[ the society (al-Mu ) according to the majority of Islamic scholars. When someone in the societ)
as carried out the duty, the responsibility for the whole society has been removed. See Ibn al-Najjar (2003),

Sharh al-Kawkab al-Munir, Makkah: Jami’ah Umm al-Qura, Vol. . pp.374-376




Prophet Muhammad (s.a.w.) said'?;

“There is none amongst the Muslims who plants a tree or sows seeds, and then
a bird, or a person or an animal eats from it, but is regarded as a charitable

eift for him"

Allah (s.w.r.) stresses to the effect:

“The parable of those who spend their wealth in the way of Allah is that of a
grain of corn: it groweth seven ears, and each ear hath a hundred erains.
Allah giveth manifold increase to whom he pleaseth: and Allah eareth for all

and he knoweth all things"

Surah al-Bagarah (2):261.

In elaborating this verse, al-Qurtubi of the opinion that, this verse shows agriculture
sector is an obligation of the Muslim society (Fard al-Kifayvah) and this very important job will

give revenues and income sources to mankind'®,

In the time of Prophet Muhammad (s.a.w.), he had given close attention to agricultural
activities as well as in monitoring farmer’s entitlements. After Islam had attained victory in

Khaybar, the Prophet (s.a.w.) has made a partnership contract with the Jew in sharing crops'’.

Mohd. Effendi Norwawi (2006), “Food Security from the \L!l&!}'\i.lll I’C['%pc}g[i\g:” in Shaikh Mohd

Saifuddeen Shaikh Mohd Sa |

Kuala Lumpur: MPH Group Printing
Sahih al-Bukhar

p.372; Sahih Mi

11_(\:"‘).

{eds.), Food and Technological Progress: An Islamic ;"(-.r\l,u.'r:.' ve,
(M) Sdn. Bhd., p.7

(1999), Riyad: Dar al-Salam, “Kitab al-Harth wa al-Muzara’ah™, Hadith No:2320,
lim (1998), Riyad: Dar al-Salam, “Kitab al-Musagat wa al-Muzara'ah”, Hadith No:3969,

' Al-Qurtubi (1995), Jami' al-Ahkam al-Qur’an, Beirut: Dar Thya' al-Turath al-Arabi
Ahmad Mustafa al-Maraghi, op.cit., Vol.1-3, p.397
Al-Shawkani (2003), Nai

., Vol.3. ]1[1,““5-_‘\”{\;

-Awtar, Riyad: Dar Alim al-Kutub, Vol.3, pp.7-8
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In a hadith narrated by Ibn Umar, Prophet Muhammad (5.a.w.) said'":

then “The Prophet (s.a.w.) made a deal with the people of Khaybar that they

ible would have half the fruits and vegetation of the land they cultivated”™

Meanwhile, land has been an important factor of production since ancient times.
Emphasis on the development of dead lands or barren lands is indicative of the Prophet
luhammad (s.a.w.) interest in the utilization of resources for the well-being of people. Good
fa easant-landlord relationships are fundamental for the economic well-being of the population

Ens g=pendent on the soil"”.

The Holy Prophet has given general instructions to regulate the peasant-landlord

wlationships, but details of the law have been left to the temporal context within the framework

#garah (2):261. f Shari’ah. In addition, he (s.a.w.) placed a high value on the economic welfare of the people.
s.a.w.) liked to see the Muslims well-off rather than hungry and destitute. There are some

pes agriculture aditions which suggest that the Holy Prophet desired to see his followers at a higher echelon on

portant job will the ladder of development™

After establishing the state of Medina, one of the first steps, which the Holy Prophet

80 agricultural s.a.w.) took was the establishment of brotherhood among the Ansars of Medina and Muhajirs or
ed victory in imigrants from Mecca. This brotherhood was, in fact, a step towards the economic rehabilitation
nng crops'’, f the newly arrived immigrants, Medina had an agrarian base and bulk of local populations was

engaged in agriculture®

Prophet Muhammad (s.a.w.) invited people to develop the dead land (a/-Mawat). He
s.a.w,) creed that the dead land belongs to the person who develops them. The Prophet also

nstituted many laws regarding cultivations and marketing of agricultural products®.

B Shaikh Mohd
B Ferspective,

BRsh No:2320,
et No:3969, Sahih al-Bukhari (1999), Riyad: Dar al-Salam. “Kitab al-Harth wa al-Muzara’ah™, Hadith No:2329,
374, Sahih Muslim (1998), Riyad: Dar al-Salam, “Kitab al-Musagat wa al-Muzara'ah”, Hadith No:3962,
S oo.305-306; p.678.
Muhammad Akram Khan, op.cit., p.41; Afzul-Ur-Rahman, ep.cir., p.108
Muhammad Bagir as-Sadr (1983), Igtisaduna, Tehran: World Organization for Islamic Services, Vol.2
Part.1, pp.126-127; M. Umer Chapra (1992), op.cit., pp.263-265; Muhammad Akram Khan, op.cit., p.41.

Ihid.




However, Islam has not permitted cultivation of plants, eating of which has been
prohibited. Cultivating opium and cannabis for instance, is therefore prohibited. Cultivation of

any prohibited thing for sale to non-Muslims is also forbidden™

In the a/-Qur’an, while referring to His bounties and favors to mankind, Allah mentions

the principles needed for the pursuit of agriculture. Allah has spread out the earth and made it
suitable and fertile for cultivation and production. This is a bounty to human beings, which

we ought to recall and be thankful for. Al-Qur'an has encouraged agriculture in many of its

a4

VEISES

Allah (s.w.r.) stresses in the al-Qur'an:
“It is He who sendeth down rain from the skies, with it We produce vegetation
of all kinds, from some We produce green (crops), out of which We produce,
close-compounded grain out of the date-palm and irs sheaths (or spathes) In all thes
(come) clusters of dates hanging low and near, And (then there are) gardens griculiure act
of grapes, and olives, and pomegranates, each similar (in kind) ver different .
(in variety), when they begin to bear fruit, feast your eyes with the fruit and the

ripeness thereof. Behold! in these things there are signs for people who believe”.
Surah al-An’am (6):99.

“And the earth We have spread out (like a carpet), set thereon mountains
firm and immovable, and produced therein all kinds of things in due balance.
And We have provided therein means of subsistence, for you and for those

for whose sustenance ye are not responsible”.

M
Surah al-Hijr (15):19-20. mic financing
? Afzul-Ur-Rahman, op.cir., pp.159-163; Muhammad Bagir as-Sadr, op.cif.. Vol.2-Part.1, pp.107-120; = .
Muhammad Akram Khan, op.cit.. p.41; =
* Jamaat-e-Islami Pakistan,, “Islamic Laws Regarding Profession and Earning”, http://www,jamaat.org/ . e

islam, 30th November 2008 i S
** Yusuf al-Qaradawi. op.cit., p.128; Afzul-Ur-Rahman, op.cit., pp.87-88; Mastura Mohd. Zin (2008): )
“Menimba pahala daripada hasil bumi™, Berita Harian: May 13, p.11: Irsad Lubis. op.cit.. p.63.



ach has been “It is He who has spread out the earth for (His) creatures. Therein is fruit and
pltivation of date-palms, producing spathes (enclosing dates). Also corn, with (its) leaves
and stalk for fodder, and sweet-smelling plants. Then which of the favors of
your Lord will ye deny?”
Rah mentions
B made it Surah al-Rahman (55):10-13.
pengs, which
Bty Of it “Then let man look at his food, (and how We provide it). For that We pour
1 forth water in abundance. And We split the earth in fragments. And produce
therein grain. And grapes and the fresh vegetation. And olives and dates. And
enclosed gardens, dense with lofty trees. And fruiis and fodder. A provision for

you and vour cattle”.
Surah ‘Abas (80):24-32.

In all these Quranic verses there is encouragement for mankind to engage and involve

*TFrreo

agriculture activity, for it has been made easy for him as a divine favor® . Prophet Muhammad

s.a.w.) said in a hadith narrated by *Anas®™ :

bl

“When a Muslim plants a plant or cultivates a crop, no bird or human being

-

eats from it without its being accounted as a rewardable lI;.rt’Jlj-l;lr_lll_fl-”r. him".

. The implication of this hadith is that the reward of the person who plants a tree or a crop
continues as long as the produce of this tree or crop is eaten or used, even though he may have

sold it to someone else”’ .

Financing Facilities in Islamic Banks.
In Malaysia. not all Islamic banks or Islamic windows of conventional banks do offer
F=-20 Islamic financing facility in agriculture for agro entrepreneur. Nevertheless, because of the
mportant of agriculture to our country® , there are some Islamic banks and Islamic windows of
conventional banks do provide financial helps to agro entrepreneurs as below:
R107-120; ———

Ibid.
Sahil al-Bukhari, op.cit., “Kitab al-Harth wa al-Muzara'ah”, Hadith No:2320, p.372; Sahil Muslim
i, “Kitab al-Musagat wa al-Muzara'ah”, Hadith No:3970, p.679.
Ibn Hajar (1956), Fath al-Bari, Riyad: Maktahah al-Riyad al-Hadithah, Vol.5, p.4; Yusuf al-Qaradawi,
p.cil., p.129.

Eamaat.org
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Bl 2u0s):

E The contribution of agriculture sector towards Gross Domestic Product (KDNK) is about 7.5% in 2008

r the production of rice alone, Malaysian consumes about 2.2 million tones of rice in a year,



i) Agro Bank
I'he facilities available for financing agriculture sector provided by Agro Bank can

e classified into two categories n: commercial funds and special funds established

government in order to provide funds for agriculture sector and have been channeled through

Agro Bank. The objective of providing these financing facilities is to provide working capital for

a new agriculture project or for expanding of existing agro project™

a) Commercial Funds

Financing under these funds are basically market and profit driven, hense the terms and
conditions of these facilities are based on commercial consideration. The source of fund is the
normal deposits by the 1lu-|u sitors of Agro Bank and usually regulated by market forces. Agro
Bank is keen to finance all activities related to the agriculture sector and the scope of financing

is expended to the production, processing and marketing of agriculture produces”

but our country is only llion tones. The government h:
ts Times, Au

st 30. 2008:

to import some 600,000

2008:4 “Ensuring enough

tones to satisfy the demand of this main st

supply to meet nation’s food needs”: Berite 34 “Sumbangan pertanian kekal
stabil”

Agro Bank was incorporat

Act 1965 and had been registered as Bank Pertanian
Malaysia Berhad. Agro Bank is = by Malaysia "\\\gl'l'll'lk'l'll and started its operation on | st
\|.|:I 2008, This bank II||=_'II-\1||\ known as Bank Pertanian Malaysia (BPM). which has been established
under Parliament Act, but has been operated as incorporated institution since 1970, Based on BPM Act
1969, the -=|\iL'L'i\ c0

nulate the development of agriculture sector in Malaysia,

nts

deposits and credits for the de

to supervise credit. assist 2 purpose of |_:!3L'l-|llllu projects as well as to prov ide loan facilities,
g for the production and marketing

> comprehensive financial services

lopment of agriculture sector incl

of produces of agriculture. The 1 mission of Agro Bank 1s t Vi
based on mark the target group namely agro entrepreneur, small and medium
scale businessmen and also individuals. When the New Economic Policy was introduced in 1970, BPM
took an attempt and responsibility to abolish poverty and re-arrange the society particularly among the
planter and fishermen. At that time, BPM had
>dit scheme for tobacco, scheme for crop loan, credit

customer demands t

tivator, tob
Cr
scheme for vehicle as well as scheme for fishery in order to support the targ
source at minimum cost. Agro Bank is
Ministry of Finance and all financing pc for the agriculture sector is based on the requirement set
by Ministry of Agricultt o-Based Industry. See Dato’ Mohd. Rosli Abd Aziz (2000), “Peranan
Bank Pertanian Dalam Memajukan Se P ; p
November 2008: Agro Bank, http://v robank.com

http: bank.com.my/content.aspx?v=vissionmissic

Malays, who most of them are paddy cu

established credit scheme for |au1|1\ production,

L group in obtaini ng credit

bank owned by government (GLC) under the supervision of

http://banktani.tripod.com/gm| .htm, 9'
aspx. 15" December 2008; Agro Bank,
December 2008; Bank, http:
er 2008. Agro Bank has |'1\|"l\ hosen for the
contributor fo nnancmng '.llﬂ'l'IL'LI!'llII'L' |‘l'l'J'|L_‘L'l\
pment in Malaysia since its establishment. Agro Bank is being
the (l|||'_\. bank mn this ¢ untry \|>n.'n.'l.;'.l‘:l.’ ng in ii'__'l'lx_'Ulll.lfl' and has 39 vears of experiences and excellent
agro entrepreneurs. See for instance, “Financing of Agriculture”, http://banktani.tripod.
com.gmd.htm, 9" November 2008
Abd. Rahaman Rasid (2000).
com/arar.htm, 9" November 2008, “F
November 2008:; » Bank
(2008), “Financing Facilities™

www.agrobank.com.my/con

ispX Mv=aboutus, 15" Dece

sampling purpose of this research

since this bank 1s a m

- a5t v s 1 .
and for promoting sound agricultural deve

record in assisting

Sektor Mak
p.//bankta
5" December 2008,

nan”, http://banktani.tripod
ni.tripod.com/gm3.htm, 9°
Agro Bank Pamphlet

Fea



Table 2.1
Agro Bank: Agro Cash-i

ro Bank can : = = i _T
; Features: Descr - :

itablished by !

| ; | Ibjective: » To provide financing facility forconsumption

eled through & i

| A1 F ' needs related to agricultural and agro-based |

ng capital for e 1 .
activities.

* Government servant ( permanent or contract).

Private servant.
Age between 18 to 58 years old.

the terms and

f fund is the Financing Limit: » Upto RM150,000.
t forces.Agro * Up to 15 years.
b encing alegory: i' lerms Financing.
shari'ah Concept Applied: * Bay’ al-Innah.
| . Collateral: + No collateral, only one guarantor.
e 500,000 Projects Eligible for Financing: * All activities relates to agriculture.

enough —

anian kekal

Source: Suhaimi Bin Yacob, Executive 2, Financing Division, Agro Bank, Jalan Padang Garong,

Bank Pertanian b d : E 3 = ==
Beeration on 1st Xota Bharu, Kelantan. Interview carried out on 14th December 2008 at 11.15 a.m. to 11.50 a.m.;
T L (8] 3
peen established \gro Bank Pamphlet (2008), “Financing Facilities”; Agro Bank, http://www.agrobank.com.my,
- BPM Act 2
- Sth December 2008
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P Soan facilities,
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ety among the ST = - . : e =
E BPM had Objective: * To provide revolving credit facility to finance
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- .ﬂ”P’]: Shari’ah Concept Applied: « Bay’ Bithaman Ajil.
: Sen Tor the — e -
5 e projects Collateral: * Case by case.
¥ 1k is being 3 = 3 = 7 : f
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= excelien e = = o g
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Beaktani, tripod Source: Suhaimi Bin Yacob, Executive 2, Financing Division, Agro Bank, Jalan Padang Garong,
emS him, 9 Kota Bharu, Kelantan. Interview carried out on 14th December 2008 at 11.15 a.m. to 11.50 a.m.;

pank Pamphlel ’ 5 - . s AR T Vs ;
I Agro Bank Pamphlet (2008), “Financing Facilities”; Agro Bank, http://www.agrobank.com.my,

Sth December 2008.




: — =45 b .
| Features:

Objective:

| Eligibility:

Limit
Category:

Shari’ah Concept Applied:

Collateral:

Table 2.3

Agro Bank: Agro Business. |

Description Features:

= To provide agro entrepreneurs a continuous peetve
working capital via overdraft facility.

« Malaysian citizens age between 18 to 58
years ( ld.

* Annual and renewable.

» Revolving financing.

o Bav'al-Innah.

» Case by case.

Projects Eligible for Financing:

>

Source: Suhaimi Bin Yacob, Executive 2

4

to 11.50 a.m.;: Agro Bank Pam

agrobank.com.my, 15th December 2008

b) Special Funds.

“Financing o

www.agrobank.com.my, 15" December 2008

Garong, Kota Bharu, Kelantan. Interview carried out on 14th December 2008 at 11.15 a.m.

From time to time, Malaysia government established schemes and provided funds for
financing agriculture sector. These funds can be considered as incentives to promote investments
in priority agricultural sector. The incentives usually take the forms of low cost of financing,
longer duration of financing period and higher margin of financing. These schemes are open to
all institutions and companies incorporated in Malaysia as long as the ownership by Malaysians

is more than 50%, as well as to all Malaysian citizens™

I'hrough these special funds, Agro Bank will continue its social responsibility in order to finance
agriculture sector as been assigned by the government through Ministry of Agriculture and Agr

Based Industry in achieving the related policies under Nineth Malaysia Plan (RMK-9)* .

Dato’ Mohd. Rosli Abd. Aziz, “Financing of Food and Agricultural Production™. http://banktan

tripod.com/gm3.htm, 9" November 2008: Dato’ Mohd. Rosli Abd. Aziz (2000), “Peranan Bank Pertania
A griculture™, http:/banktani.tripod.com/gm5.htm, 9" November 2008 Agro Bank, htty

Habsah Dinin (2008): *Skim Pembiayaan dipelbagai”. Berita Harian, August 8, p.30

* Agriculture contract, working capital, raw

materials and s;!|:l|'_\ for workers. | —- — -
I S —=
. Financing Division, Agro Bank, Jalan Padang
! !‘_ {
1 (2008), “Financing Facilities™; Agro Bank, http://www. =
( Cer AT
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lable 2.4

Agro Bank: Fund for Food (3F Loan).

Features:

Description:

bjective * To promote investment in the food
Eaft facility. production activities at the reasonable cost
- * To promote primary food production
Ben 18 to S8 | F note p ¥ 100d [ 1C
(including sea-food, animal husbandry,

P vegetables and fruits),
E — * To promote the efficient distribution of

| food and food products,

! gibility: » Malaysia citizens residing in Malaysia.

bided funds for

ancing Limit:
laximum Financing:
nancing Period:

wri ‘ah Concept Applied:

lateral:

jects Eligible for Financing:

e 90% of project cost.

¢ Malaysianowned institutions and companies

(at least with 51% ownership).

o RMI10.000-RM 10 million.

* Up to 10 years.

« Bay'Bithaman Ajil

* Fully secured.
* Food production, processing and marketing

(crops, livestocks and fishery).

IS investments + Eligible items for crops are vegetables, tea,
it of financing, paddy. roselle, maize, tapioca, production
of seeds and planting equipment for food

£S5 arc open o

crops and fruits such as banana, man;

¥ Malaysians guava, watermelon, papaya, pineapple,

sugar cane, coffee, cocoa and etc.

HET 10 Itnance ree: Suhaimi Bin Yacob, Executive 2, Financing Division, Agro Bank, Jalan Padang Garong,

#ture and Agro- Sota Bharu, Kelantan. Interview carried out on 14th December 2008 at 11.15 a.m. to 11.50 a.m.;

) » Bank Pamphlet (2008), “Financing Facilities™; Agro Bank. http://www.agrobank.com.my,

oth December 2008
://banktani
nk Pertanian
November 2008:

jank, http




Table 2.5

Agro Bank: Food Production Credit Scheme (SKPM).

Features:

| Objective:

Eligibility:

Financing Limit:

Description:

* To increase the national food production.

* To provide fixed capital and working
capital for the purpose of financing food
production project.

= Malaysia citizens residing in Malaysia.
* Malaysian owned institutions and companies

(at least with 50% ownership).

* Not exceeding RM500,000.

Maximum Financing:

* 90% of project cost.

Financing Period:

* Upto 8 years or up to 10th September 2018. |

Shari’ah Concept Applied:

| s .
* Bay'Bithaman Ajil.

Collateral:

Projects Eligible for Financing;

e |*"1IH} secured.

e« All upstream and downstream food

production activities,

Source: Suhaimi Bin Yacob, Executive 2, Financing Division, Agro Bank, Jalan Padang Garong,
Kota Bharu, Kelantan. Interview carried out on 14th December 2008 at 11.15 a.m. to 11.50 a.m.;

Agro Bank Pamphlet (2008), “Financing Facilities”; Agro Bank, http://www.agrobank.com.my,

| 5th December 2008

Features




Table 2.6

i Agro Bank: Paddy Credit Scheme (SKP).

— i e e R Y e g s S

| Features: Description:

h 7‘ - TG I - . . = - . I

F.-,_- sroduction. bjective: * To increase production of paddy in the
National Rice Bow| areas.

[
nd working _ =i =1l
nancing food * To pre wide revolving credit for the production :

[

of paddy in eight Rice Bow] areas.

Malaysia citizens residing in Malaysia.
| » Malaysian age between 18 to 58 years old.

-

Malaysia. 1gibility:

and companies

| » Not exceeding maximum financing of
RM15.000 per season.

. = - — 3
j Maximum Financing: [ = 100% of project cost.

Financing Limit:

.

* Up to 6 months (1 season).

Bestcmber 2018. Fmancing period:
1 ari'ah Concept Applied: | » Bay' Bithaman Ajil
|
5 llateral: | » Case by case.
gostream food Projects Eligible for Financing: f * All paddy planting production activities.
Source: Suhaimi Bin Yacob, Executive 2. Financing Division, Agro Bank, Jalan Padang Garong,
Padang Garong, Kota Bharu, Kelantan. Interview carried out on 14th December 2008 at 11.15 a.m. to 11.50 a.m.;
s o 11.50 a.m.; Aero Bank Pamphler (2008), “Financing Facilities™; Agro Bank, http://www.agrobank.com.my,
Eesian.com.my, Sth December 2008.

=



Table 2.7

Agro Bank: Bumiputera Industrial and Business Community Scheme (MPPB).

Features:

Objective:

Description:
To encourage and develop Bumiputera
Entrepreneurs in the agriculture sector.
To provide fixed capital and working
capital to Bumiputera Enterprise in
developing agriculture project or agro
based businesses.

Eligibility:

Financing Limit:

Maximum Financing:

| » For farmer and fishermen institutions,they

» Companies with paid up capital exceeding |

RM 100.000. |

should have
RM100.000.
Priority 1s given to the individual
entrepreneurs who are expanding their
businesses.

equity more than

RM 10,0000-RMS million.

90% of project cost.

Financing Period:

Shari’ah Concept Applied:

Not exceeding 10 years or up to 23rd

October 2014.

Bay' Bithaman Ajil.

Collateral:

Projects Eligible for Financing:

Fully secured.

Commercial agriculture sector, sectors
of agriculture based manufacturing or

processing and also agriculture services.

Source: Suhaimi Bin Yacob, Executive 2, Financing Division, Agro Bank, Jalan Padang Garong,

Kota Bharu, Kelantan. Interview carried out on 14" December 2008 at 11.15 a.m. to 11.50 a.m.;

Agro Bank Pamphlet (2008), “Financing Facilities™; Agro Bank. http://www.agrobank.com.my,

15" December 2008.




From all the facilities provided by the Agro Bank, it can be concluded that Agro Bank
BIPPB ).

l thaman Ajil or Bay’ al-Innah) to cater different categories of Muslim entrepreneurs in this

as provided different types of financing facilities based on Shari'ah compliant product (Bay

ntry.
Sumiputera -

= SECLOT, | = S = = L
| For instance, Agro Bank has provided for the paddy farmer the Paddy Credit Scheme
Rk inc : ) 3
5 | SKP) in order to increase the production of paddy with 100% financing of project cost and
B aoio waximum of RM 15.000 per season. Indeed. this facility is very meaningful for them who always
n their return on each season after the harvesting period.
il exceeding {

Bank Kerjasama Rakyat Malaysia Berhad (Bank Rakyat)

sutions.they
o= than Facility offers by Bank Rakyat with regards of agriculture financing can be divided by

ree types namely Financing Scheme of Land-i Ardhi, Term-i and Property-i as follows:

e individual
pending their | Financing Scheme of Land-i Ardhi is offers for developing idle land with respect of
| sericulture project by customer. The facility for financing under the scheme of Land-i Ardhi uses

% contract of sales based on Bay' Bithaman Ajil (BBA) principle. Under this principle, the bank

yuy property from the customer on cash basis and the bank will sell the property back to the
== stomer based on deferred payment basis. Based on normal procedure, the bank initially will
. termine the owner of the land. If the land is owned by the customer, bank will act as a buyer
B 10 23rd r that property with cash basis purchase
1y I'he contract of selling will be undertaken after the contract of buying completed under
% concept of BBA. If the land is not owned by the customer, the bank will ask for the letter of
sesmission from the actual owner in order to utilize and develop the land. The bank will use the
cept of al-Wakalah in completing this contract. Both buying and selling contracts can be done
o, sectors Setween bank and customer using the concept of al-Wakalah. The contract of selling between
EEcturing or sank and customer will be based on deferred payment basis under the concept of BBA * . The
Piiare services. J pecific features and terms of this scheme are as below:

Bank Rakyat was established in September 1954 under the Cooperative Ordinance 1948, following
g Padane Garone, E pansion of the cooperative movement in Peninsular Malaysia. To facilitate the expansion of the
; i sralive movement, the co-operatives set up their respective union banks provide financial needs to their
sers. On 28" September 1954, 11 of these union banks decided to merge and form Bank Agong (Apex
R aerobank.com.my, Sank). In 1967, Bank Kerjasama Malaysia Berhad replaced Bank Agong with its membership opened not
the cooperatives, but also 1o individuals. Subsequent changes in the by-laws also resulted in the

gm0 11.50 am.;

of its subsidiary companies and opening of branches to serve customers as well as members. On

ry 1973, the name was changed to Bank Kerjasama Rakyat Malaysia Berhad or better known as

akyat. Bank Rakyat is governed by its by laws and Bank Kerjasama Rakyat (M) Berhad Act 1978

1l Provision 202), which allows Bank Rakyat to provide financing to non-members. In 1989, Bank

v t was placed under the Ministry of Land and Co-operative Development and the Ministry of Finance.
k Rakyat, http://bankrakyat.skali.my/web/guest/sejarah. 21" December 2008,

d. Jozy Bin Mohd. Ghani, Executive, Financing Unit, Bank Kerjasama Rakyat Malaysia Berhad,

Raja Perempuan Zainab 2, Bandar Baru Kubang Kerian, Kota Bharu. Kelantan. Interview carried out

December 2008 at 3.30 p.m. 10 4.15 p.m.




Table 2.8

Bank Rakvat: Financing Scheme of Land-i Ardhi.

Features:

Eligibility:

Category:

Shari’ah Concept Applied:

Margin and Quantum of Financing:

Repayment Per

Collateral

Insurance

Deposit for Security:

Description:

| I ' .
* Malaysia citizens.

* Malaysian aged between |8 to 65 years old.
* Not in the state of bankruptcy.

—

[ * Developing agriculture land.

* Bay' Bithaman Ajil.

| * 90% of project cost for the member of the
bank.

* 80% of project cost for non-member of the
bank.

» Up to 7 years.

» Grace period is allowed until 2 years
whereby within this period, customer is still
not obliged to pay for the financing.

» Fully secured on the land of the project.

* Optional- normally Mortgage Takaful Plan.

» 3 months of the financing will be deducted

automatically from the total of financing.

Accredited Land Valuer:

Process and Service Fees:

* Only required for financing above than
RM30,000.

* Report from the external land valuer will
be validated until 6 months.

» For financing below RM30,000, the bank

will make own valua

» Not applicable.

Documents required:

Source:

Mohd. Jozy Bin Mohd

* Agriculture Financing Form, Photocopy

| of I/C, salary slip and grant. Financial
Statement of company or Current Account
Statement.

Ghani, Executive, Financing Unit, Bank Kerjasama Rakyat

Malaysia Berhad, Jalan Raja Perempuan Zainab 2, Bandar Baru Kubang Kerian, Kota Bharu,

Kelantan. Interview carried out on 10" December 2008 at 3.30 p.m. to 4.15 p.m.; Bank Rakyat,

http://www.bankrakyat.com.my, 15" December 2008.




P 65 years old.

Ember of the

member of the

E
B = vears
Bustomer is still
Encing

fthe project,

= Takaful Plan.
. =
Bl be deducted
fof financing.

pabove than

e valuer will
:
), the bank

= ::_":'-qu}p}'
L Financial

Erent Account

Rerjasama Rakyat
tnan. Kota Bharu.
: Bank Rakyat,

=or Bank Rakyat, the financing scheme of Land-1 Ardhi is obviously a very helpful financing

srangement especially for the new starter in developing their lands in the agriculture projects.
s scheme offers the entrepreneurs up to 90% of the total project cost, which is regarded as

y reasonable for the new reviver in this risky project. Another 10% of the total cost needs to

e provided by the entrepreneur themselves for example, if the project cost is RMS50,000, they

ssed to provide only RMS5,000 in order to be qualified for this scheme.

Maybank Islamic Berhad (MIB) ¥ .

For the time being, Maybank Islamic Berhad offers five types of Islamic financing

ity with regards of agriculture sector, as follows:
Short Term Revolving Credit (STRC-i).

STRC-i is a Shari'ah-compliant short term revolving credit facility granted to corporate

d middle market customers. This facility can be offered under the Islamic contract of either

Sy 'al-Innah (sale with immediate repurchase) or Murabahah (cost plus profit sale). The salient

satures and general terms for STRC-i are as below:

Malaysia, the enactment of the Islamic Banking Act that came into effect on 7" April 1983 marked its
al introduction into the banking arena. On 1* July 2002, Takaful business was launched by Maybank
Ssiaful Berhad, which is licensed under the Takaful Act 1984, Maybank group is proud to play an important
n the development and promotion of Islamic Banking & Takaful in Malaysia and beyond. On January
2008, Maybank’s Islamic Banking began to operate under a new subsidiary of Maybank known as
avbank Islamic Berhad (MIB). By moving into MIB, customers will enjoy a better range of Islamic
ts and services. The aims of MIB are to continue to be market leader in the provision of Islamic

cts and services, to introduce financing facilities based on Musyarakah Mutanaqisah (MM) concept
rder to improve the concept of BBA, introducing new facilities based on ljarah Muntahiah Bittamleek
M8 ), establishing International Currency Business Unit (ICBU) and actively involved in commodity

sbahah products. Yet, Maybank is the largest Islamic financial services provider in the Asia Pacific

1d is set to further reinforce its leadership with the creation of its Islamic subsidiary. Maybank

ffering Islamic financing in 1993 through the Islamic windows operations. To date, Maybank has
fledged Islamic banking branches in addition to 376 branches and 20 private banking centers locally
g Islamic banking products and services. See Maybank Islamic Berhad, htip://www.maybank2u.
y/maybankislamic/corporate_info/index.shtml. 21* December 2008; Datuk Amirsham A. Aziz
ST, “Maybank Launches Maybank Islamic Berhad”, http://www.maybank2u.com.my/maybankislamic

rate_info/press_release/index, 21* December 2008




Table 2.9
Maybank Islamic Berhad: Short Term Revolving Credit (STRC-i).

Features:

| (.‘UHL'L‘[)I: .

Eligibility: E
e
[enor: .
Rate: .
°

Description:

Based on the Murabahah concept. As such,

an underlying asset is required for the sale
and purchase transactions.

Or based on Bay'al-Innah, whereby the
identified underlying asset required for the
sale and purchase transactions belongs to

bank.

All corporate customers.
Middle market customer.

| month, 2.3,6. 9 and 12 months

Variable rate i.e. Selling Price:

BLR + 4 or 10% whichever is higher.
Effective rate:

To be pegged to cost funds i.e. KLIBOR +

(liquidity/reserve cost) + margin.

Source: Aizatul Akma Binti Arifin, Consumer Sales Executive, Financing Unit, Maybank Islami¢

Berhad, Jalan Sultan Yahya Petra, Kota Bharu, Kelantan. Interview carried out on 14" December

2008 at 2.35 p.m. to 3.15 p.m.; Maybank Islamic Berhad, http://www.maybank2u.com.my

maybankislamic/products_services/index.shtml, 2

-

1% December 2008.




BBA Term Financing-1.

MIB offers two types of BBA term financing facilities. Firstly, Fixed Rate Term

—_— cing-i. This facility offers a fixed financing cost throughout agreed tenure of financing. This

L I | e customer to protect themselves against risk of rising cost of financing. Secondly, Variable
As such, ®ate Term Financing-i. Under VRE, the selling price is fixed upfront based on a selling price rate
: £ & | £
Bl for the sale : . y : )
¢ the effective rate levied on the account will vary based on charges in the Base Financing

eby the Rate (BFR), provided it does not exceed the fixed selling price rate ™
peired for the
5] pelOnes 1o -

If the BFR moves up to the extent that the effective rate exceeds the fixed selling price
= the system will only compute profit based on the selling price. Customer will enjoy very
| mpetitive rate based on ongoing good market condition and yet protected by a fixed ceiling

| sainst adverse market condition

BBA term financing is granted under the principle of al-Bay' Bithaman Ajil (BBA)
ferred payment sale. The requirement for the presence of sale and purchase elements is
cher, spulsory under BBA financing. Under this facility, MIB will assist the customer to identify
5 asset for the purpose. The bank shall purchase the asset concerned and simultaneously
EAROR 4 the customer at an agreed price. Payment of selling price can be paid by installment over
| 2 agreed period. The salient features of this facility are as below:
ank Islamic
* December

2u.com.my

Akma Binti Arifin,

hva Petr

‘onsumer Sales Executive, Financing Unit, Maybank Islamic Berhad, Jalan

., Kota Bharu, Kelantan. Interview carried out on 14" December 2008 at 2.35 p.m. to

Maybank Islamic Berhad, http://www.maybank2u.com.my/maybankislamic/products_services
I, 21* December 2008




Table 3.0
Maybank Islamic Berhad: BBA Term Financing-i.

Features: Fixed Rate Financing: Variable Rate Financing:

Eligibility:  Individuals.

e Joint account holders.

| under the Companies Act.
|

.
* Firms and corporate customer l.e. companies incorporated ‘

‘ Purpose: * Purchase of assets such as landed properties, plants and

machineries, share and etc.

| * Business working capital

* Refinancing of assets.

= S il — e
T

enure: * Upto 10 years. * Up to 20 years.

‘ the conventional lending rate. | at the time of application.

Profit Rate: ional rate

* Fixed at 1% over and above | * At par with conven

Source: Aizatul Akma Binti Arifin, Consumer Sales Executive, Financing Unit, Maybank Islamic
Berhad, Jalan Sultan Yahya Petra, Kota Bharu, Kelantan. Interview carried out on 14" December
2008 at 2.35 p.m. to 3.15 p.m.; Maybank Islamic Berhad, http://www.maybank2u.com.my

maybankislamic/products_services/index.shtml. 21" December 2008.

c) New Entrepreneurs Fund 2 (NEF2).

Central Bank of Malaysia has approved the granting of NEF2 under Islamic banking
NEF2-i is offered by MIB and available at all Business Center of Maybank. The NEF2 funding
is administered by Central Bank Of Malaysia and part of the government’s continuous effort t
promote the growth of small and medium sized Bumiputera enterprises by ensuring that they
have access to financing at reasonable cost. The salient features and terms of this facility are as

follows:

‘ | * Investment portfolio. |

Maybs

Features:




Table 3.0
Maybank Islamic Berhad: BBA Term Financing-i.

Features:

Fixed Rate Financing: | Variable Rate Financing:

Eligibility:

Purpose:

Tenure:

Profit Rate:

follows:

= Individuals.

* Joint account holders.

* Firms and corporate customer i.e. companies incorporated
under the Companies Act.

* Purchase of assets such as landed properties, plants and
machineries, share and efc.

* Investment portfolio.

* Business working capital

* Refinancing of assets.

* Up to 10 years. * Up to 20 years.

» Fixed at 1% over and above | » At par with conventional rate

the conventional lending rate. | at the time of application.

Source: Aizatul Akma Binti Arifin, Consumer Sales Executive, Financing Unit, Maybank Islamic
Berhad, Jalan Sultan Yahya Petra, Kota Bharu, Kelantan. Interview carried out on 14" December
2008 at 2.35 p.m. to 3.15 p.m.; Maybank Islamic Berhad, http://www.maybank2u.com.my

maybankislamic/products_services/index.shtml, 21" December 2008.

c) New Entreprencurs Fund 2 (NEF2).

Central Bank of Malaysia has approved the granting of NEF2 under Islamic banking
NEF2-i is offered by MIB and available at all Business Center of Maybank. The NEF2 funding
is administered by Central Bank Of Malaysia and part of the government’s continuous effort «
promote the growth of small and medium sized Bumiputera enterprises by ensuring that they

have access to financing at reasonable cost. The salient features and terms of this facility are as

Maybs

Features:




Rate Financing:

RES incorporated

plants and

ventional rate

odi <l B

@pbplication.

I
I

Mavbank Islamic

1 14" December

poank2u.com.my

. B

amic banking.
ge NEF2 funding
wus effort to
suring that they

BS facility are as

Features:

th Concept Applied:

of Financing:

se of Financing

mancing Amount:

ty/Commitment Fee:

Table 3.1
Maybank Islamic Berhad: New Entrepreneurs Fund 2,

Description:

* Bumiputera entrepreneurs who fulfill the

following criteria:

a) Shareholder’s funds of not exceeding RM 10

million.

b

incorporated under the Companies Act 1965,
the Cooperative Societies Act 1993, the

Societies Act 1996 or Bumiputera citizens

residing in Malaysia

=

Registrar of Business or any other

authoritative bodies

Wholly-owned Bumiputera institutions

Bumiputera entrepreneurs registered under the

* Bay'Bithaman Ajil.

* Maximum of 5 vears from the first drawdown

date by Central Bank of Malaysia.

working capital for eligible Bumiputera

entreprencurs

For expansion in productive capacity and/or

customer including financing approved under
the earlier NEF scheme and financing approved

for any other related companies that have similar

shareholders.

No minimum amount of ii.ltLl['iL'HIl‘_'

Maximum financing of RMS million per

» Noit applicable.

rating exercised by the Business Unit of MIB.

ssing Fee

¢cts Eligible for Financing

= Not applicable.
| I

.
manufacturng,

[ounsm,

of the Ministry

equity and managé

furniture, printing, film and quarrying.
* The small and medium sized Bumiputera industries

participating under the vendor development programs

Ministry of Fin

Presently at 4.00%-6.00% p.a. based on credit

All projects which are viable under the sector of
agriculture,

1Isiruction, enginecring, (ransportation,

of Entrepreneur Development
wce with at least 70% Bumputera |

nent control

rce: Aizatul Akma Binti Anfin, Consumer Sales Executive, Financing Umt, Maybank Islamic

Serhad, Jalan Sultan Yahya Petra, Kota Bharu, Kelantan. Interview carried out on 14" December

U8 at 2.35 p.m. to 3.15 p.m.; Maybank [slamic Berhad, http://www.maybank2u.com.my/
maybankislamic/products_services/index_shtml, 2 1** December 2008.




Rate Financing:

fies incorporated
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Table 3.1
Maybank Islamic Berhad: New Entrepreneurs Fund 2.

Features: [

01ty |

1 ( "‘”L‘L‘[‘i \|1|J]IL’L!

if Financing:

Description:

* Bumiputera entrepreneurs who fulfill the
following criteria:

a) Shareholder’s funds of not exceeding RM 10
million.

b) Wholly-owned Bumiputera institutions
incorporated under the Companies Act 1965,
the Cooperative Societies Act 1993, the
Societies Act 1996 or Bumiputera citizens

residing in Malaysia.

=

Bumiputera entrepreneurs registered under the
Registrar of Busingss or any other

authornitative bodies

« Bay'Bithaman Aji

« Maximum of 5 vears from the first drawdown

date by Central Bank of Malaysia.

pose of Financing!

« For expansion in productive capacity and/or

working capital for eligible Bumiputera

entrepreneurs.

ncing Amount:

» No minimum amount of financing

* Maximum financing of RM5 million per
customer including financing approved under
the earlier NEF scheme and financing approved
for any other related companies that have similar

shareholders.

Rate

ty/Commitment Fee:

cts Eligible for Financing:

| manufacturing,

* Not applicable.

= Not applicable.

* Presently at 4.00%-6.00% p.a. based on credit

rating exercised by the Business Unit of MIB.

* All projects which are viable under the sector of

agriculture, services, commerce,

ourism, consiruction, er

gineering, (ransportation,
furniture, printing, film and quarrying,

* The small and medium sized Bumiputera industries
participating under the vendor development programs
of the Ministry of Entrepreneur Development or
Ministry of Finance with at least 70% Bumiputera

equity and managément control

rce: Aizatul Akma Binti Arnifin, Consumer Sales Executive, Financing Unit, Maybank Islamic

S at 2

paybankislamic/products_services/index shiml,

21* December 2008,

Serhad, Jalan Sultan Yahya Petra, Kota Bharu, Kelantan. Interview carried out on 14" December
235 p.m. to 3.15 p.m.; Maybank Islamic Berhad, http://www.maybankZu.com.my/




Financing for Purchasing Vacant Land.

This financing facility is offers for the purchase of vacant land either to develop agro project
or to build house or shop-house for residential or business purposes. This facility is based on

the shari'ah concept of Bay' Bithaman Ajil. The features and general terms of this facility are as

below: ;
Table 3.2
Maybank Islamic Berhad: Financing for Purchasing Vacant Land. _ T ———
Features: Description: 3
Objective: * To purchase land for agro project or build
Shari’ah Concept Applied: o
Collateral: . cured on the land under project.
Land Valuer: | * Internal bank valuer only.
Application requirements: » Salary slip.
» Financial statement of 3 consecutive years.
* For business enterprise or commercial
customer, a guarantee from Credit
|  Guarantee Corporation (CGC) is needed. - b

Source: Aizatul Akma Binti Arifin, Consumer Sales Executive, Financing Unit, Maybank Islamic
Berhad, Jalan Sultan Yahya Petra, Kota Bharu, Kelantan. Interview carried out on 14" December
2008 at 2.35 p.m. to 3.15 p.m.; Maybank Islamic Berhad, http://www.maybank2u.com.mj

maybankislamic/products_services/index.shtml, 21* December 2008,

For Maybank Islamic Berhad, this bank has provided different schemes in order to assist
the agro entrepreneurs with their projects. One of the schemes is BBA Term Financing-i, whick
is based on Bay' Bithaman Ajil contract. This scheme obviously will gibe a lot of advantages for
the agro entrepreneurs especially for those who are required to purchase machines or other types
of fixed assets in order to expand their existing businesses. With the payment period up to 21
years, this scheme is actually beneficial for most of them in buying the needed assets since the

actual return for their investment may be gained at the longer duration.



Conclusion.

Bevelop agro project the final analysis, Islam has honored person who involves and seeking Halal livelihoods
p facility is based on the agriculture and regarded his efforts as a charity. It can also be concluded that there are
this facility are as rious types of financing assistants provided to the agro entrepreneur ranging from small until
aree scale of enterprises and covered up to different kind of agriculture activities. Thus, agro

wrepreneurs should grab this opportunity in order to expand their projects based on shari'ah

mpliant financing facilities provided by the local Islamic banks in this country.
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IS HALAL PRODUCTS ARE MORE EXPENSIVE AS PERCEIVED BY THE
CONSUMERS? MUSLIMPRENUERS CHALLANGES AND OPPORTUNITIES IN
ESTABLISHING A BLUE OCEAN PLAYING FIELD

Nuradli Ridzwan Shah Bin Mohd Dali & Mohammad Noorizzuddin Bin Nooh*

Abstract

Malaysia is heading towards being a global Halal hub, this research is very crucial to

leas on the receptions of Muslims consumers towards Halal products and important for

Muslimprenuers' to strategize their position in the globalized market. The objective of the

earch is to measure the perceptions of consumers towards Halal products particularly whether

e products are perceived as more expensive as compared to the non Halal certified. Consumers’

gta were collected based on 1075 samples from Johor, Malacca, Selangor, Negeri Sembilan,

Yecla Lumpur, Perak, Penang, and Pahang. There are six factors that contribute significantly

Bvbank Islamic

4% December e perception that Halal products are more expensive than the non-Halal certified products.

e jacrors are promotion, J,rlhn'r_ pf'fl'c‘, market demand, SME p!‘uc."m‘i'f'.s‘. and clean ()pw'cmnu

1 later could be used in the four action framework in blue ocean strategy.

Seswords: Halal Product Pricing, Food Product, Malaysia, Factor Analysis, Logistic

pkvat Malaysia

B Kclantan, gegression, Blue Ocean Strategy.

#5' Liarong, Kota

.50 a.m.

Lecturers at Universiti Sains Islam Malaysia.

Muslimpreneurs are entreprencurs who abide to the rules and regulation of shariah with the objective

schieving falah maximization, which are to be successful in the world and the world hereafter.




Introduction.

The blue ocean strategy is a new marketing strategy which becoming an attraction
to the many people from various background such as marketing personnel, academicians, and
policy makers CEOs of companies. Kim and Mauborgne (2007) of the blue ocean strategy have
laid out the strategic foundations for the companies to survive in the business market by adopting

contravene conventional marketi ctice in the market place. The normal conventional strateg)y

is either to produce products or services with added value or low price. The companies must

choose either one strategy in competing with other competitors which enforcing the companies

to be in a raging war. The marketing strategy gurus even develop strategies which are exactly the
same as war tactical strategy such as guerilla attacks, front to front attack, flank attack and many
more. The authors called the normal Ji:::['|—.-_".i|1:_-_' strategy as the red ocean strategy where the
ed ocean translate the intense marketing competition between companies in the same industry
offering homogeneous products attracting the same customers to buy their products or services

(Kim and Mauborgne 2007).

[n the blue ocean strat Kim and Mauborgne (2007) have laid out that instead of

entering into the raging war, companies can escape from the war by creating uncontested

market place, making the competition irrelevant, creating and capturing new demand. breaking

the value and cost trade off, and aligning the whole system of a firm’s activities with its strategic

choice of differentiation and low cost. In formulating the blue ocean Strategy, the authors have

suggested that a s a

canvas is to be designed as a diagnostic tool for building a compelli

blue ocean strategy. It captures the curr state of play in the known market space that allows

us to understand where the competition is currently investing, the factors the industry currently

competes on in product, service and delivery and what customers receive from existing

competitive o rs on the market.

Upon successfully understanding the current competition there are four actions

framework that has to be implemented by the companies which are simplify as eliminate, reduce.

raise and ct

se four actions are directed in answering these four questions as described

below:

Eliminate: Which of the factors that the industry

kes for granted should be eliminated?

2 Reduce: Which factors Id be reduced well below the industry’s standard?
3.  Raise: Which factors should be raised well above the industry's standard?
4, Create: Which factors should be created that the industry has never off
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Reconstruct market boundaries
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Government’s intention in making Malaysia as a global Halal hub has created a new

trategy where the

ng field in which the participation of Muslims® SMEs is very much desired. The Halal hub

1€ same industry

create opportunities for the Muslims SMis to penetrate the Halal market such as the Middle

PrOducts or services

Bst. the OIC countries and the rest of the world. At present, the business and commercial potential

¢ Halal industry is beyond doubt, with a market of 1.6 billion Muslims and an estimated

market size of more than US$600 billion (RM2.1 trillion). According to Federal Agricultural

ut that instead of

sketing Authority (FAMA), the market size for frozen food only will increase to RM193

ng uncontested

) n in 2010. It is because the total population of Muslims in the world was increased 3 percent

demand, breaking

ear (Berita Harian. 1 February 2003). However, the Halal products in the market still small

s with its strategic

s not sufficient to cater the demand

the authors have
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T'he demand for Halal food is on the rise due to greater awareness among Muslims

eir responsibility to consume only Halal food. Coincidently, global awareness on how

ndustry currently

moortant is food safety, which has been associated with Halal food, has arisen. With the advanced

from existing

Echnology, it is now possible to analyze the contents of food preducts with speed and accuracy.

B addition, Halal certification, which provides assurance on quality and wholesomeness, results

% increase in demand for such products.

.h: ire four actions

s eliminate, reduce

Malaysia is currently in a strategic position to be a leading player in the global Halal

Estions as described

T ess. Accordingly, the Malaysian Government has undertaken measures to support the

Evelopment of Halal industry as identified in the Second Industrial Master Plan (1996-2005)

I'he National Agriculture Policy (1998-2010). In tandem with Government’s call to make

R be eliminated
ysia as the Halal hub, the State Government of Selangor, Kedah, Malacca, Negeri Sembilan,

rak and Pahang have established industrial Halal parks in their respective states




Halal and Haram Concept.

Halal is a Quranic word meaning lawful or permitted. In reference to food, it is the

dietary standard, as prescribed in the Quran the Muslim scripture. General Quranic guidance
dictates that all foods are Halal except those that are specifically mentioned as Haram (unlawful

or Prohibited). The Al-Quran mentioned:

“O ye who believe! Eat of the good things wherewith We have provided

vou and render thanks to Allah, if it is He whom we worship”

Surah Al-Bagarah: 172

The unlawful foods are specifically mentioned in the Glorious Quran, in the following

VEISES,

“Forbidden 1o you is anything that dies by itself, and blood and pork, as

well as whatever has been consecrated to something besides Allah, and
whatever has been strangled, beaten to death, trapped in a pit,
gored, and what some beast of prev has begun to eat, unless you
give it the final blow; and what has been slaughtered before some

idol, or what vou divide up in a raffle; (all) that is immoral!..”

Surah Al-Ma’idah:3

[n general, to determine the Halal-Haram status of foodstuffs and other material, Islam has laic

general guidelines on this matter, namely:

All raw materials and ingredients used must be Halal.

2) Naturally Halal animals such as cattle, goats etc., must be slaughtered according to Islamic
rites, the rituals specify that the act must be performed by a mentally sound Muslim, to seves
the blood and respiratory channels of the animal, using a sharp cutting tool such as knife

3) The Halal ingredients must not be mixed, or come into contact with Haram materials such

as products from pig or dog during storage, transport, cooking, serving et: ii* musi* &

understood that the production of Halal food is not only beneficial to Muslims, but also to

food producers, by means of increased market acceptance of their products.
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wansactions and consume Halal food and drink. The concept of Halal in Islam has very specific

scept of Halal. A Muslim must earn income from Halal sources, be involved only in Halal

EIVES,

Islam is the natural way of life. Its economical system is just; its social system is based
2 cooperation and brotherhood; its political system is based on consultation and its dietary laws

ery simple and beneficial for the entire humanity. The life of a Muslim revolves around the

To preserve the purity of religion
To safeguard the Islamic mentality
To preserve life

To safeguard property

To safeguard future generations

To maintain self-respect and integrity.




Branding.

Branding is an act in which an organization uses a name. phrase, design, symbols, or
combination of these to identify its products and distinguish them from those of competitors, while

brand name is any word, “device’ (design, sound, shape, or color), or combination of these used

to distinguish a seller’s goods or services (Berkowitz, 1997). Branding can contribute towards Fmecks (MATRADI
enhancing the competitiveness of the country’s goods and services. Strong brand can create an B that has den
identity for Malaysia by differentiating Malaysian products and services in the global market. It Esams. The
involves developing a branding culture throughout the organization and requires commitment in =y re terme
investing towards building a lifetime relationship with the consumer. Halal certification can be a S 2005
benchmark for Halal products and distinguish it from other competitors.
.
According to Kotler. P & Armstrong. G (2006), a brand is a name, term, sign, symbol, LS 200¢
or design, or a combination of these, that identifies the maker or seller of a product or service EearTmess =
(Kotler. P & Armstrong. G 2006). Consumers view a brand as an important part of a product, and e are sl
branding can add value to a product. For example, Darlie and Colgate is toothpaste and Pampers mE at contnbutc
is a diaper. Brand is very important to promote and sell a product. Brands are more than just e ket Even s
names and symbols. _— ng. These
e r=carding the
Brands represent consumers’ perceptions and feeling about a product and its performance. B w=scacheTs i
Everything that the product or service means to consumers. Thus, the real value of a strong brand T T it :
15 its power to capture consumer preference and loyalty. A powerful brand has high brand equity.
Brand equity is the positive differential effect that knowing the brand name has on customer =
response to the product or service. A measure of a brand’s equity is the extent to which customers e Penang
are willing to pay more for the brand. Roland.T. R et.al (2004) found that 72 percent of customers e —earn .97
would pay a 20 percent premium for their brand of choice relative to the closest competing brand B oee. Based
whereas 40 percent said they would pay a 50 percent premium (Roland.T. R et.al, 2004). i ooular -
e g
There are a few reasons why brands are important. firstly: brands have never been W -
more important than they are today. Given the proliferation of products and services in the = e T
global marketplace brought about by the ongoing liberalization in the international trading 1 the labs

environment, developments in ICT and rapid changes due to globalization, consumers today
have a wide choice of products and services to choose from. It is thus important that we develop
and promote Malaysian own brand names to differentiate the country’s products and services in
the marketplace (MATRADE, 2004).
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Secondly. in the world of parity where everything tends to be equal, and the world

masketplace is a world of commodities, brands differentiate products. The availability of new

-

=shnologies has enabled companies to easily replicate the products, systems, services and pro-
sesscs of others, generating major strategic problems for businesses in differentiation. Added to
Bs problem is the rapidly decreasing life cycle of products, in some cases now down to a matter
¥ wecks (MATRADE., 2004). On the other hand. Halal branding is defines Halal as a cross-over
seand that has demonstrated the ability to attract Muslims and non-Muslims alike (Abdalhamid

vans, The Halal Journal, 2006). According to Mohd. Nakhaie, things that are lawful in Islamic

-

m

sion are termed as Halal and if they are unlawful then they are classified as Haram (Mohd
shaie, 2005).

In Malaysia, a few researches have been done on Halal product such as Azrina (2006);
®osly er al. (2006) and Nuradli er.al (2007). According to Azrina (2006) although Malaysian’s
sarcness towards local or domestic product have been proven as increasing, however their
Beareness are still low compared to other countries such as Indonesia and Thailand. The main
Sstor that contribute to this situation is because lack of information on most of the product in
B markets. Even some consumers claimed that the products although with Halal logos are still

sconvincing. These issues have been further aggravated when often we can read in the news-

“eer regarding the issue of mismanagement of the Halal logo. Due to the phenomenon above,

e researchers would like to measure the awareness of the consumers thus proposing a suitable

Smcept in promoting local Halal products.

Rosly et.al (2006) in their studies in gauging the customers’ attitude towards Halal
S status in Penang found that customer’s attitude towards Halal logo was generally favorable
8 2 mean of 3.978. 40% of the respondents will not buy food products that do not have
Sl logo. Based on the percentage and the sample population, it is shocking that even though
smnle population is comprised of Muslims, the percentage of them buying food products that
ey Halal logo is very low. The researchers used two methods which are the questionnaire
meod and the observational method. When the researchers observed these sample populations
schasing behavior, only 18% of them actually looked at the products labels and half of those

sally read the label before deciding to purchase the products.




This statistics again shows that the stereotypes of Muslims will always look for Halal Mechodology.

products and services are on the opposite. This phenomenon can happen as a result of living in

a Muslim country where Muslims have become complacent by assuming that all the products

and services produced, manufactured or sold in this country is Halal by nature unless being told

otherwise by the relevant authorities. By, cmphasis W
T 1= 1S an
Nuradli er al. (2007) in a research conducted online concluded that female consumers
are more concerned that all food and other consumer products should obtain the Halal verification The metho
from JAKIM as compared to the male respondents at 5% significant level. A significant finding PEERESINE POWCL |
of the research is that the Indians disagree with the idea of having other than JAKIM to become Bl have. This i
the authority to come up with the Halal certification. N T T 3 icl
N ] g an
Shahidan and Md Nor (2006) found some issues and challenges on implementation of
Halal certification which are the inconsistency of definition of Halal on the aspect of slaughtering According
of animal, the introduction of Halal logo by individual firms, the use of Arabic-sounded of S ST part
Islamic-signaled brand names, the rampant display of Quranic verses by food operators to B, W ah F
indirectly signal that the premise is operated by Muslim and that it offers Halal foods and the lack B Z3hve DETn C
of enforcement by the authorities with regards to the misuse of Halal logos. The main challenge
faces by the government is in the area of enforcement where there is lack of enforcement by the The ques
Department of Islamic Development’s (JAKIM) in monitoring the usage of certified Halal logo Biae = the [eve
that caused the public to question the validity on some of the products or services claiming to be s ffoial prod
Halal, In addition, the lack of collaboration amongst the world’s Halal certification authorities has S Tl miuenc
created “doubts” amongst the Muslims consumers on the authenticity of the Halal certification - oc nat

Process.
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Methodology.

Halal products and services cover a wide spectrum of product and service lines ranging
om insurance, financial products, food, and also personal hygiene products. For this particular
sudy. emphasis will be given only to the food and beverages industry because when discussing

#bout Halal, this particular industry will be the first to be analyzed and scrutinized.

The method of sampling is through cluster sampling based on locations with high
surchasing power. The choice of locations is made based on the purchasing power that these
sample have. This is because when the purchasing power is significantly high, the consumers
#ill have a lot of choices to be made in terms of purchase decision. Thus samples from these

selected locations are believed to be significant to best represent the Malaysian overall market.

According to the data from Household Income Survey (2004) there are 8 states that
S2ll under those particular categories namely Perak, Pulau Pinang, Melaka, Negeri Sembilan,
Selangor, Wilayah Persekutuan Kuala Lumpur, Johor and Pahang. The numbers of the sample

#hich have been collected are 1075 respondents

The questionnaires are divided into three main sections namely demographics of the
sopulation, the level of awareness towards Halal as a brand and the perception of the consumers
Swards Halal product using 5-point Likert scales. Factor analysis was used to determine the
“actors that influence the consumers to buy Halal products. Furthermore, the questionnaire is
S=signed in the native language to ensure that the respondents understand the questions being
asked, A pilot survey is conducted to check on the reliability and validity of the questionnaire

efore the final survey was conducted.

There will be two analysis methods that are used in this research. Factor analysis will

¢ used to reduce and group the independent variables whereas logistic regression will be used

subsequently to analyze the relationship between the categorical dependent variable with the

adependent variables found in the factor analysis.




Exploratory factor analysis (EFA) seeks to uncover the underlying structure of a

relatively large set of variables. The researcher’s a priori assumption is that any indicator may wt
be associated with any factor. This is the most common form of factor analysis. There is no ey C
prior theory and one uses factor loadings to intuit the factor structure of the data. The main ceT
applications of factor analytic techniques are: (1) to reduce the number of variables and (2) to m e
detect stricture in the relationships between variables, that is to classify variables. Therefore. T
factor analysis is applied as a data reduction or structure detection method (the term factor s
analysis was first introduced by Thurstone, 1931). Factor analysis is a correlation technique to o
determine meaningful clusters of shared variance. Factor analysis begins with a large number of e ™
variables and then tries to reduce the interrelationships amongst the variables to a few numbers &
of clusters or factors. Factor analysis finds relationships or natural connections where variables s
are maximally correlated with one another and minimally correlated with other variables and ma
then groups the variables accordingly. After this process has been done many times a patterm
appears of relationships or factors that capture the essence of all of the data emerges. Therefore
factor analysis refers to a collection of statistical methods for reducing correlational data into & e
smaller number of dimensions or factors -
-
Logistic regression is a form of regression which is used when the dependent is & -
dichotomy and the independents are of any type (Alan Agresti, 1996). Continuous variables 1
are not used as dependents in logistic regression. Unlike logit regression, there can be only =T
=

one dependent variable. Logistic regression can be used to predict a dependent variable on the

basis of continuous and/or categorical independents and to determine the percent of variance

in the dependent variable explained by the independents; to rank the relative importance of

independents; to assess interaction effects; and to understand the impact of covariate contrs

variables.

Logistic regression applies maximum likelihood estimation after transforming ihe

dependent into a logit variable (the natural log of the odds of the dependent occurring or not

In this way, logistic regression estimates the probability of a certain event occurring (Imam

Ghozali, 2006). Logistic regression has many analogies to OLS regression: logit coefficients

correspond to b coefficients in the logistic regression equation, the standardized logit coefficients

correspond to beta weights, and a pseudo R? statistic is available to summarize the strength

the relationship. Unlike OLS regression, however, logistic regression does not assume linearity

of relationship between the independent variables and the dependent, does not require normalis

distributed variables.
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Press er al. (1978) make the case for the superiority of logistic regression for situations
shere the assumptions of multivariate normality are not met a compared to multiple discriminant.
Phey conclude that logistic and discriminant analyses will usually yield the same conclusions,
=xcepl in the case when there are independents which result in predictions very close to 0 and |

logistic analysis (Press, S. J. and S. Wilson, 1978). Logistic regression also does not assume
somoscedasticity, and in general has less stringent requirements. It does, however, require
Sat observations are independent and that the independent variables be linearly related to the

2it of the dependent. The success of the logistic regression can be assessed by looking at the
ciassification table, showing correct and incorrect classifications of the dichotomous. ordinal,
¥ polytomous dependent. Also, goodness-of-fit tests such as model chi-square are available as
adicators of model appropriateness as is the Wald statistic to test the significance of individual

mdependent variables.

Rescarch hypothesis:

-

10 = There is no relationship between the food products with Halal certification are generally

Ore

re expensive than without the Halal certification and independent variables (factoring

SFOups)

#1 =There are relationships between the food products with Halal certification are generally more

=xpensive than without the Halal certification and independent variables (factoring groups)




Analysis of the findings.

Reliability Test. . Ipar: X
Pasrajaya and La
Reliability test is conducted using Cronbach Alpha. Using reliability analysis, the st .25 1ron
questionnaire can be determined the extent to which they are related to each other. The overall
index of the repeatability or internal consistency of the scale as a whole would be generated and il
identification of problem items that should be excluded from the scale can be identified.
. A v
Iable 4.1.1: Reliability Test Using Cronbach Alpha
Reliability Coefficients
N of Cases= 1075 N of [tems =45 .
Alpha= .825 ot resm
he Reliability Test for the questionnaires as shown in the table above measures the
Cronbach's Alpha is 0.825. Therefore the Cronbach’s Alpha is showing internal inconsistency
and therefore reliable because it is higher than 0.70 (Nunnally, 1970).
Section B: Respondents’ Demographic Profiles
Table 4.2.1: State of Residence
State Frequency Percent
Johor 195 18.1
Selangor 181 16.8
Pahang 163 15.2
Perak 120 11.2 We
Wilayah Persekutuan KL 112 10.4 =
Pulau Pinang 97 9 = |
Negeri Sembilan 59 5.5 s anes<
Melaka 37 34 - s. T}
Kelantan 36 33 ik !
Kedah 31 29
0 o ML sues
Terengganu 30 2.8
Yerlis 4 0.4
Sabah 3 0.3 '
Sarawak 3 0.3
Brunei 2 0.2
Labuan 1 0.1
Putrajaya | 0.1
| Total



The largest respondents from the survey are from Johor comprises approximately 18.1% from
the total of 1075 respondents followed by Selangor 16.8%. Pahang 15.2%, Perak 11.2% and
Ruala Lumpur 10.4%. The rest of the states are below than 10 percent with the lowest from
Putrajaya and Labuan. There are also 2 respondents from Brunei Darussalam which comprises

Bty analysis, the about 0.2% from the total respondents.

Ber. The overall
be generated and

gentified.

Frequency |

Percent

Valid
Percent

Male
Female
Total

450
625

1075

41.9
38.1
100.0

41.9
58.1
100.0

Majority of respondents are female which are approximately 625 respondents or 58.1% from the

total respondents. The remaining of 450 respondents are male or about 41.9%.
e measures the

mconsistency Table 4.2.3: Race

—_

Vahd

Frequency

Percent

Malay
Chiness
Indian
Others
Total

1000
38
23
14

1075

93.0

1.3
100.,0

We have managed to collect data from various races to get multi ethnic responses on the

Halal certification issues. The majority is Malay which turn out approximately 1000 respondents
r 93%, Chinese about 38 respondents or 3.5%. Indian about 23 respondents and others about 14
respondents. The non-Malays respondents are small since they are not ready to answer the Halal
certification issues perhaps due to their misconception on the possible complication regarding

about the issues.




Table 4.2.4: Religion

Frequency

Percent

Valid

Islam
Buddhist
Christian

Others

1010
28
18
19

1075

94.0
2.6
1.7
1.8

100.0

Majority of respondents are Muslim which are about 94% and the rest are Buddhist, Christian

and Hindu.

Table 4.2.5: Age
! Frequency
| Valid

Percent

18 to 24 354 329

25 to 34 416 38.

35t 44 161 15.0
45 to 54 112 10.4
2 3.0

100.0

55 and above
Total 1075

Almost 39% of respondents are from the range of 25 until 34 years old which is the
highest group of respondents in this survey followed by from the age 18 until 24 about 32,9%
Respondents from 35 to 44 years old are about 161 respondents and from 45 to 54 are about

112 respondents. The lowest number of respondents come from the range 35 and above which

comprises only 32 respondents or 3 percent.




Table 4.2.6: Marital Status

Frequency Percent

|
Valid Single 23 487 |
Married 9 50.1
Divorce 13 1.2
Total 100.0

The marital status from the single and married respondents are almost the same with a difference
Saddhist, Christian o about 1.4% only while divorced respondents comprises about 1.2 percent only from the total

W75 respondents.

Table 4.2.7: Occupation

Frequency Percent
41.6
23.5

27

Government sector
Private sector
Others

Entrepreneurs/Business

092 8.6

Industry/Manufacturing 47 4.4

Total 1075 100

5 old which is the LA ;
Majority of respondents are from the government sector which are about41.6% or 447 respondents

B 24 about 32 9%. . : ; > i

. while 23.5 % come from the private sector. 22% are retirees, Felda settlers, housewife and
__i' i dhflm students, 8.6% are entrepreneurs and the remaining is from the manufacturing sector.
=5 and above which

Table 4.2.8: Qualification

| Education Level Frequency
Diploma/STPM/Certificate 321
Bachelor Degree 307
SPM 288
PhD/Postgraduate 103
Others:SRP:Form1;Standard6

Professional

Total




Majority of the respondents have diploma (29.9%), followed by bachelor degree about 28.6%,
SPM holders about 26.8% and remaining are having postgraduate degree. SRP or professional

certificates.

Table 4.2._9: Monthly Household Income

Frequency | Percent

Less than RM1,500 48 |
RM1,501 to RM3,000 305
RM3,001 to RM4,500 139 2. $
RM4.501 to RMRM6.000 80 7.4 4
RM6.001 and above 65 6.0 3 1

Total l 1075 100.0 | - J

Majority of respondents have a household income lower than RM1500 about 45.2%. 284%
have a household income in between 1501 to RM3000. 12.9% have a household income in
between RM3001 until RM4500 and the remaining 13.4% have a household income more than
RM4500.

Factor Analysis.

Factor analysis attempts to identify underlying variables, or factors, that explain the pattern of

correlations within a set of observed variables. Factor analysis is often used in data reduction t& EcSion Metho
identify a small number of factors that explain most of the variance observed in a much larges
number of manifest variables. Factor analysis can also be used to generate hypotheses regarding s on the 1062l
causal mechanisms or (o screen variables for subsequent analysis (for example, to identify co- ’ i fior the res
linearity prior to performing a linear regression analysis). In this analysis, the factor analysis
procedure using the varimax rotation would be used in order to identify the questions that could
be grouped together which influence the Halal certification. Furthermore, the reduction of data

or uncorrelated questions would reduce the variables used in future analysis.

Table 4‘1 KMO and Bartlett’s Test

Kaiser-Meyer-Olkin Measure of Sampling Adequacy 866

Bartlett's Test of Approx. Chi-Square 14301.101 i poeps with
Sphericity

Df 990

Sig. .000
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Table 4.3.2: Total Variance Explained

Extraction Sums of
Squared Loadings

Initial Eigenvalues

Rotation Sums of
Squared Loadings

i

JANEB[NWND)

Jo 9%

SOUBLIBA

2ATIRINLLIND)

SANIB[AWIND

n

4.666 | 10.37 10.368
3.863
3.29]
3.004
1.706 | 3.791 36.730
1.495 | 3.322 | 40.052
1.492

18.952
26.264
32.939

8.583
7.313
6.675

3316 |43.368

1.372 [3.050 |46.418
1.348 | 2.995 |49.413
1.269 | 2.820
1.168 | 2.595

L
(]
ra

L ]

3
2

un
-
o0

Extraction Method: Principal Component Analysis.

to 11 groups with the subheadings as listed below.

Based on the total variance, there are 11 factors were extracted because the eigenvalues is higher
than 1 for the respective factors. Based on the extraction it is noted that factor 1 could explain
113.044%), factor 2 (11.102%), factor 3 (6.219%), factor 4 (5.018%), factor 5 (4.122%), factor
6 (2.841%), factor 7 (2.757%), factor 8 (2.642%), factor 9 (2.437%). factor 10 (2.409%) and

factor 11 (2.236%) of the variation. The total 11 factors could only explain 54.28% of the total

Based on the varimax rotated components, the factors could be extracted to 11 factors based on
the factor loadings which are higher than 0.5. The Cronbach alpha is analyzed and the result is

0.806 which is reliable and consistent. Based on the factor analysis we could regroup the factors




Factor | Promotion

Factor 2 Place

Factor 3 Attractive And Quality

Factor 4 Halal Certification

Factor 5 Price

Factor 6 Product Samples
Factor 7 Market Demand

Factor 8 Sme Producers

Factor 9 Halal Certification To Muslim Companies
Factor 10 Difference Between Halal Certified And Non Certified

Factor 11 Clean Operation

From the above analysis there are 11 factors that could influence the customers to buy Halal
products. However, the result could not be used to indicate whether the consumers perceived
that the halal products would be expensive as compared to the un-certified products. Therefore
further analysis is conducted to identify whether the 11 factors significantly contribute to the
consumers perception on the price of halal products. Logistic regression is used to compare

between consumers who perceived that halal products are more expensive or not.

Logistic Regression for Halal Certification

This analysis is conducted to identify the factors which contribute to the consumers
perception on food products with Halal certification are generally more expensive than without
the Halal certification using logistic regression. In identifying the groups of consumers who
perceived halal products are generally more expensive than the non-certified food products, the

researchers included a question in the survey asking the consumers perception whether they

believe that with halal certification the food products would be expensive or not. The consumers
who believe that food products with Halal certification are generally more expensive than
without the Halal certification will be categorized as 1 and the consumers who believe that Food
products with Halal certification are generally cheaper than without the Halal certification will

be categorized as 0.

In assessing the model fitness, Hosmer and Lemesshow test is conducted. The hypothesis for the

testing the model fitness is as follows:

Ho = The hypothesized model is fit with the data
HI = The hypothesized model is not fit with the data

The Hosmer and Lemesshow test result is as follows:

e
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Chi-square DF Sig.
3.902 8 866

The above result failed to reject the null hypothesis, therefore we accept the null hypothesis and

®e hypothesized model is fit with the data.

Jable 4.4.1: Food Products with Halal Certification Are Generally More Expensive Than
without the Halal Certification

Predicted

1 Food products with Halal Percentage Correct
Ubserved certification are generally more
expensive than without the

Halal certification

9 .00 1.00

I Food products with .00 817 41 95.2
Halal certification - - : 5
L 1( 19
#== generally more L 5 = e
gxpensive than
without the Halal
} eertification

\Overall Percentage 87.9

& The cut value is .500
Sased on the classification 2 X 2 table, it shows the correct and incorrect estimation value. Based
W the above table it is noted that 858 respondents who believe that food products with Halal
Semification are generally cheaper than the one without Halal certification in the observation but
W the prediction there are only 817 respondents. Therefore the accuracy of the classification
= about 95.2%. In contrary, there are 217 respondents who believe that Food products with
#atal certification are generally more expensive than the one without Halal certification in the
Seeservation but there are only 128 respondents in the prediction. Therefore the accuracy is about

S8 0% The overall accuracy for both is approximately 87.9%,



Table 4.4.2 Variables in the Equation for Food Products with Halal Certification Are
Generally More Expensive Than without the Halal Certification

B SE | Wald df | Sig. | Exp(B) | 95.0% C.Lfor
EXP(B)
Lower | Upper
352 | .105 | 11.278 ] 1.423 1.158 | 1.747

Place -231 |.106 |4.748 .029 |.793 644 977
Price 2224 |.158 |198.853 000 [9.243 | 6.785 |12.590
Market demand |.774 |.123 |39.842 .000 |2.168 1.705 | 2.756
SME producers |.782 |[.119 |43. 194 .000 | 2.185 V@3l | 25759
| Clean operation | -.303 |.102 | 8774 1 |1.003 |.739 604 903
| Constant -2.567 | .160 |255.746 |1 |.000 | .077

L

Promotion

Based on the above logistic regression result, it could conclude that food products with Halal
certification are generally more expensive than without the Halal certification could be given
by the following logistic model. There six independent variables factors that are significant in
influencing whether the food products with Halal certification are generally more expensive than

without the Halal certification are:

Ln p/l-p = -2.567 + 0.352 (Promotion)* -0.231 (Place)* + 2.224 (Price)* + 0.774 (Market
demand)* + 0.782 (SME producers) — 0.303(Clean Operation)*

Or

p/l-p = e -2.567 + 0.352 (Promotion)* -0.231 (Place)* + 2.224 (Price)* + 0.774 (Market
demand)* + 0.782 (SME producers) — 0.303(Clean Operation)*

The six factors that significantly contribute to the food products with Halal certification are
generally more expensive than without the Halal certification are promotion, place, price, market
demand, SME producers, and clean operation. These factors could be used in the four actions

framework in blue ocean strategy is suggested as follows:
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6785 |12.59 |
1705 |2.756
1731 |2.759 |
604 | .903
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Table 4.4.3 Blue Ocean Strategy Four Action Framework

inate Reduce

et demand/competition/market size Price
Unnecessary Promotion

i Create
Producers Unique value (Halal)
oE
- |
Operation l
||
sions.

the 11 factors were determined using the factor analysis procedures and could be further
yzed in future research. The 11 factors identified are promotion, place, attractive and quality,
Sl certification, price, product samples, market demand, SME producers, Halal certification
Muslim companies, difference between Halal certified and non certified and clean operation.

% recommended for the policy makers and Halal products marketers to take into consideration
W the 11 factors that could influence the consumer behaviors. However there are only six
Sectors that contribute significantly to the consumer perceptions that food products with Halal
Westification are generally more expensive than without the Halal certification positively and

Weeatively. The factors are promotion, place, price, market demand, SME producers, and clean

Speration.

Managerial Implications.

W8e Halal certification could benefits the producers if it could be able to eliminate competition and
Wesate a blue ocean strategy by using the four actions framework. Eliminating the dependencies
W the demand for the Halal product on the size of the market will enable Halal producers to focus
w8 the niche Halal certified market. The Halal producers must also offer a reasonable price and

W the same time create a unique value (Halal Branding) or higher service quality.

3



In addition, the Halal producers also must increase its capability from cottage industry or small
business to become SME producers so that it could benefit the large economies of scale while
increasing distribution of products by increasing the numbers of kiosks and small outlets and

increase the quality of products by operating in a clean operational environment.

The small businesses in Malaysia could be transformed to become global SME producers for
Halal food product using the blue ocean strategy by creating added value and low cost in order
to avoid the normal conventional way of intense competition. The escapism of the normal

competition would foster the growth of the small business in Malaysia to be competitive in the
global setting.

Future Recommendation.

This research is exploratory in nature and it dealt on the surface of the consumers behaviors
in halal industry. It would be beneficial if future research could employ qualitative research
in getting deepen explanation on the consumers’ behaviors and investigating the natural
phenomenon of consumers’ attitudes towards halal produets. In addition, future research should
also be conducted on the impacts of culture, ethnic and religion in relationship with the attitudes
towards halal products. In addition, as the world market is merging or becoming a common

market as the impact of globalization, research on halal products or industry in the global context
is recommended.
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MOTIVATIONS BEHIND FIRMS' SHARE REPURCHASES

Shafina Fisal*

Abstract

Malaysia's share repurchase regulations were initiated in 1997 as a recovery
strategy fo stabilize the stock market due to the 1997 financial crisis. Since the
passing of the Act, there has been a tremendous growth in the volume of share
repurchase activities where past research showed that stabilizing stock prices
was one of the dominant reasons why firms repurchase their shares. Now that a
decade has passed and that Malaysia is over with the 1997 financial crisis, the
increasing popularity of share repurchase activities among the Malaysian firms
should be motivated by other reasons other than to stabilize stock prices. In fact,
the literature on why firms repurchase their stock continues 1o evolve, presenting
a mixed understanding of the economic role of repurchases. In this paper, an
academic review of this literature is provided ro ultimately shed light on economists’
collective understanding of why firms undertake share repurchases.

Keywords: Share repurchases, economic motivations.

* Lecturer at Department of Banking and Finance, Faculty of management and muamalah Selangor
International Islamic University College (SHUC)




Since the passin

Introduction.
Companies (Amendn

Share repurchase is a corporate event which basically refers to a firm buying back its own

are buyback activities

shares from the market. It has now become a common and popular alternative to the conventional
dividends as a form of corporate payout where firms distribute excess cash in returning capital
to their shareholders. Its popularity began in the United States (US) market in the early 1980s,
particularly fueled by open market repurchases (OMRs) and this surge in activity soon spread
across to other developed countries like United Kingdom (UK) and Canada in the 1990s. In
fact, globally, a host of other countries that formerly prohibited share repurchases also started to
legalize share repurchase activities, for example Japan in 1995, Finland and Malaysia in 1997,
Germany, Singapore and France in 1998, India, Norway and South Africa in 1999, Denmark.
Sweden and Taiwan in 2000 etc. Hence. it is the intention of this paper to provide an academic
review of this literature so as to present economists’ collective understanding of why firms buy
back their shares. The remainder of the paper is organized as follows. Section 2 provides an ,

i : —r B T e ; d companies and 5 s
overall view of the repurchase activity in Malaysia since its initiation in 1997. Section 3 presents e 1 and 2).

the theories behind share repurchases and section 4 concludes the paper.

w phenomenon in tha

ways been the norm for

e probably vague as |

n about the significan

US where buybacks |

2= of buyback activitie

According to Sal
share repurchases. 16
). And according to L

I: Breakdown of K

Open Market Share Repurchases (OMRs) in Malaysia.

Breakdow

Before 1st September 1997, companies in Malaysia were generally not allowed to buy
their own shares. Such prohibition as argued by Lim and Bacha, (2002) was probably premised

sounced/Obtained s

on the potential conflicts of interests that could arise in that if stock prices reflect the collective EGM
judgment of markets on management, this would enable management to engage in price suppor
Actually repu

which in turn could lead to value destruction.

Hence. it was not until September 1997 during the financial crisis which brought about
collapse of the stock market and asset prices that the Registrar of Companies (ROC) allowed the
Malaysian companies to engage in share buybacks. The 1997 Asian financial crisis adversel¥
affected the Malaysian ringgit which led to a 30% devaluation of the currency against the US
dollar, and which subsequently led to the collapse of the stock market and asset prices in which
the Kuala Lumpur Composite Index (KLCI) plunged 58% from its high for that year (Zainudi

2 : Breakdown by

Reakdown by | M
Year Co

1997

and Regupathi. 2003), falling from a level of 1277 in February 1997 to 512.41 in Novembes 1998
1997. It was viewed that the government interference in the Malaysian stock market through the 1999
2000

legalization of repurchase activities was one of the recovery strategy to revive and stabilize th
2001#

Total

pes - Data from KL
mcases the period fi

stock market which was put in force within three months when share prices in the Kuala Lumpe
stock exchange fell sharply in June, 1997. In fact, Grullon and Tkenberry (2000) found evide

that repurchasing program announcements are inversely related to market movements; implyis

that when stock prices fall, repurchase announcements rise, as refiected in the 1987 markel cras

as well as the 1998 market disturbance stemming from trouble in the global bond markets.
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Since the passing of the Malaysia’s share repurchase regulations under Section 67A of
i ) , s Companies (Amendment) Act 1997, there has been a tremendous growth in the volume of

m buying back its own : Nt i ; S p :
- are buyback activities among the Malaysian firms. Still, share repurchasing is still considered

e to the conventional : ; ; : -

phenomenon in that the buyback mechanism did not catch on until much later as it has not
ays been the norm for companies to repurchase their shares and that firms in the initial stage
¢ probably vague as to the benefits of share repurchases. As firms over the years began to
sarn about the significance of share repurchases, especially from more mature markets such as
US where buybacks have been ongoing for about two decades since 1982, there has been a

ee of buyback activities among the Malaysian firms ever since.

& in returning capital
et in the early 1980s,
activity soon spread

a in the 1990s. In
ases also started to
d Malaysia in 1997,

in 1999, De k. p y : : i |
- According to Sabri (2003), until 1999, out of 171 companies that had received approval

. wfdf: :n :cadebmlc $or share repurchases, 16 companies had implemented the targeted repurchased shares (ROC,
2 of why firms buy 1999). And according to Lim and Bacha, (2002), until 2001, 43 companies, consisting of 38 main

ion 2 provides an ] i . 2
[ ; sard companies and 5 second board companies had actually repurchased their shares (Refer
7 Section 3 presents ble 1 and 2)

' able 1: Breakdown of KLSE Listed Companies involved in Open Market Repurchases

Breakdown by Type Main Board |  S¢cond
¢ mot allowed to buy Companies Cog‘?;;gies Total

probably premised
B e collecti Announced/Obtained shareholders” approval at 2 19 131
it CoTeciEn EGM/AGM
2 in price support

Actually repurchased shares 38 43

In:bught about the

Gliowed Ty ole 2 : Breakdown by Year of Companies that Executed Open Market Repurchases
crisis adversely :

Breakdown by Main Board Second Board
Year Companies Companies
1997 1 0
1998 11
1999 11
2000 9

Kuala Lumpur 2001 # 6
b found evidence Total 38

ments; implying Sources : Data from KLSE.
1987 market crash' dicates the period from January 1 up to June 30, 2001.
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In 2002, 36 repurchasing firms implemented share repurchase programs and this grew to 14
firms in 2006. Additionally, in 2002, share repurchase volume was 119.913 million shares a
this grew to approximately 6.258 billion shares in 2006,

There are various methods of share repurchasing which are tender offer repurchas
(where the firm specifies a price at which the firm will buy back its shares, the number of shares 2
intends to buy and the period of time for which the offer will be kept open), Dutch-auction tend
offer (where the firm specifies a range of prices from which the shares would be repurchased
privately negotiated repurchase (where the firm buys back shares from a large shareholder(s) at
negotiated price) and the open market repurchase (OMR) where the firm buys back shares in ¢
open market at the prevailing market price.

Out of the above mentioned repurchasing methods, Malaysia practices the OMRs
stipulated by Bursa Malaysia’s Chapter 12 Share Buy-backs Listing Requirements, which alle
only the OMR option where repurchases must only be effected on the market of the exchan
“on the market” refers to transactions that are to be made through the Automated Trading Syst

of the Bursa Malaysia and excludes any forms of direct business transactions.

-Motivations behind Firms® OMRs.

Firms have two alternatives for deploying capital, i.e. by reinvesting into the business via merss
and acquisitions, capital expenditures and working capital or by returning capital to sharehol&
through dividends and share repurchases. As suggested by Asquith and Mullins (1986), retu
capital to shareholders with differing cash payout policies present one of the most puzzling
disturbing issues in corporate finance, particularly when share repurchase programs have &
become increasingly more popular vis-a-vis the traditional dividend payout as a form of &
distribution to shareholders (Grullon and Michealy. 2002).

Based on past literatures, several hypotheses have been advanced in the liten
to explain what motivate firms to initiate share repurchase programs and among them are
information signaling hypothesis where firms repurchase to signal optimistic information o
their future operating and cash performance prospects (Dann, 1981; Vermaelen, 1981 and
Ofer and Thakor, 1987 and Constantinies and Grundy, 1989), the market undervaluation sig
hypothesis where firms repurchase to signal that their current stock price is below thesr
intrinsic value (Comment and Jarrell, 1991 and Ikenberry, Lakonishok and Vermaelen (i

the agency costs of the free cash flow hypothesis where firms repurchase to mitigate pos

problems of unmonitored spending of excess cash on unprofitable projects (Easterboo
and Jensen, 1986),
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= capital structure adjustment hypothesis where firms repurchase shares to adjust their

ncial leverage towards an optimal leverage ratio, thereby allowing firms to benefit from tax
vantages of debt financing (Bagwell and Shoven, 1989 and Hovakimian, Opler and Titman,

X)1), the takeover deterrence hypothesis (Brown and Ryngaert, 1991; Bagwell, 1991) where
ms repurchase to fend off unwanted takeover attempts, the dividend substitution hypothesis

ere firms substitute dividends with repurchases as a form of corporate payout to benefit from
savings through capital gains tax of repurchases which is usually lower than the ordinary
idends tax (Black. 1976; Barclay and Smith, 1988), where firms distribute temporary cash
to the sharcholders through repurchases and would increase dividends only when earnings is
ed to have increased permanently (Jagannathan, Stephens and Weisbach, 2000) and finally,
ere firms repurchase shares to counter the dilution effects of employee and management stock

sption plans (Fenn and Liang, 2001).

Berefore, the most common ly cited reasons by most researchers are the information signaling
spothesis, market undervaluation signaling hypothesis, the agency cost of free cash flows

othesis and the capital structure adjustment hypothesis. The theories and hypothesis
lopments of each of these explanations will be discussed in the following subsections.

mation Signaling Hypothesis,

€ first to introduce the concept of information signaling on the study of wealth effects of

= repurchases is Vermaelen (1981). Under the information signaling theory, it is assumed
information asymmetry exists between the managers of a firm and the shareholders or the

Bsside investors. In economics, information asymmetry occurs when one party to a transaction
5 more or better information than the other party (Finance - Wikipedia encyclopedia). In

context, this implies that the managers have typically better information as to a firm's true

due as compared to the sharcholders. In fact, as suggested by Miller and Moddigliani (1961),
=0 markets are incomplete i.e. in situations where shareholders are exposed only to public

mation and that the current stock prices are not able to reflect the private information that
agers have, through changes in payout policies, for example by conducting share repurchase

Berams, managers are able to convey credible signals at some costs to the market of any new

amistic information that they have on the firm's performance, particularly with regards to the
s future earnings and cash flows prospects.
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As explained by Miller and Rock (1985), when managers foresee better than expected
future earnings and cash flows, the managers are more likely to distribute cash in advance to the
shareholders, either in the form of dividends or share repurchase. as they are confident that future
capital expenditure requirements can be funded from future increases in earnings. Additionally,
Grullon and Michealy (2004 ) argues that there will be an increase in firms’ capital expenditures as
well as research and development (R&D) expenses following share repurchase announcements
as firms attempt to convey information about the good investments they are undertaking where - e opportunities when s
cash flows from those investments would be realized in the distant future. Subsequently, the Be of little value.”

market then make adjustments accordingly in their assessment of the firm's future earnings
and cash flow expectations, which in turn result in a price increase for the repurchasing firm’s

As with other h
wpothesis is that repurc
hase announceme
es (BTMV) at the |
s “value stocks” wher
sompared to firms with |
i Vermaelen, 1995).
mve high BTMVs and
s that arouse the mos

shares.

Based on the studies of Vermaelen, (1981). Nohel and Tarhan, (1998), Grullon and
Ikenberry, (2000) and Grullon and Michealy, (2004) on share repurchases, there are several
empirical implications to the information signaling theory. One basic and immediate implication is
that repurchasing firms would experience positive price changes after repurchase announcements.
Next, the repurchasing firms would also experience improved operating performance, as proxied
by return.on assets (ROA) in terms of future earnings after repurchase announcements. In

conjunction to this, it also implies that firms would increase its capital expenditure after repurchase have low BMTV. it i
announcements where the source of future cash flows and profitability come from. Finally, the ® undervaluation, Othe
repurchase announcements should also be immediately followed by positive revisions in the onger for repurchase f
market's expectations or analysts’ forecast about firms’ future profitability. s hence are more like]

Amore direct ¢

Market Undervaluation Signaling Hypothesis.
period of price deprec

Fe-announcement abm
maelen. 1981; Comu
2000). In other won
g their stock prices

According to the market undervaluation signaling hypothesis, which is also built upon the notion
of information asymmetry that exists between the managers and shareholders, when managers
believe that their current stocks prices are underpriced or not reflecting the true underlying value
of the firm, they would attempt to correct this mispricing in the stock market by conducting

share repurchase programs (Comment and Jarrell, 1991), pledging to buy back stock from the erall market (Stepher
shareholders at the repurchase market price, even in cases when the stock is overvalued which sriencing poor pre-
in fact would make their position worse off (Fried, 2005). The market undervaluation signaling equently experienc
hypothesis is basically a case of management’s disagreement with how the market is pricing its gbiting positive pos!
current performance, in which just as firms are inclined to issue new equity when they perceivi mmaclen, 1995 and 2
their stock price is too high, firms would prefer to conduct share repurchases when they think repurchases that 2

that the price is unfairly low. In fact, Ikenberry and Vermaclen, (1996) posited that OMRs
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effectively represent exchange options that provide the firm with the flexibility to exchange its

et value for its “true™ value at the management’s discretion. They argued that even if the
management has no superior information or the market price of the stock is *fair™ at the time
of the repurchase announcement, the stock price should increase to recognize the option value

that is created by the OMR program per se. However, it is argued again that the exchange option

e ultimately depends on the ability of the management to detect valuation errors and seize
opportunities when share prices are relatively undervalued, otherwise the options will again

Be of little value.”

As with other hypothesis. the basic implication of the market undervaluation signaling

Bypothesis is that repurchasing firms would experience positive short term price changes after
sepurchase announcements, particularly with regards to firms that have high book-to-market

ues (BTMV) at the time of announcement, in which such firms are generally referred to

& “value stocks” where post-announcement abnormal returns are expected to be higher as

compared to firms with low BTMYV, generally known as “growth stocks™ (Ikenberry, Lakonishok
and Vermaelen, 1995). As posited by Zhang (2005), the most undervalued firms are those that
e high BTMVs and when such firms make share repurchase announcements, these are the

Sirms that arouse the most response and reaction from the market. Likewise for the growth firms
that have low BMTYV, itis assumed that share repurchasing is motivated by other reasons instead

of undervaluation. Other than the BTMYV, the initial market reaction ia also expected to be

ronger for repurchase firms that are small as small firms are usually less scrutinized by analysts
ad hence are more likely to be mispriced (Zhang, 2005).

A more direct empirical implication is that repurchase firms are more likely to experience

2 period of price depreciation before the repurchase announcement, thereby exhibiting negative

ouncement abnormal returns as an indication of share undervaluation (Dann, 1981;

"- ermaelen, 1981; Comment and Jarrell, 1991 and Ikenberry, Lakonishok and Vermaelen, 1995
and 2000). In other words, firms would typically initiate OMR announcements when they realize

their stock prices have been performing poorly as compared to the performance of the

overall market (Stephens and Weisbach, 1998). Finally, the next implication would be that after
experiencing poor pre-announcement stock price performance. the repurchasing firms would

bsequently experience improvements in stock price performance over aperiod of time, thereby

exhibiting positive post-announcement long term abnormal returns (Ikenberry, Lakonishok and
Nermaelen, 1995 and 2000). As posited by the authors, better long run performance is expected
from repurchases that are driven more by undervaluation than by other motives.
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Agency Costs of Free Cash Flow Hypothesis. would react positively

price performance. As

Based on the early work by Berle and Means (1932) on the separation of ownership profitable investmes
& positive news that ¢
: management’s disp
erinvestment, especk

ioration which ulti

and managerial control. Jensen and Meckling (1976) posited that it is common for agency
conflicts to arise between the managers (agents) and the shareholders (owners) as managers

do not always undertake actions that maximize shareholder value. As shareholders do not

have direct control over the daily running of the business, managers at times may undertake

opportunistic behavior and eventually make decisions that protect their own interests over that

Similarly, the
sitively when firms, |
2 by selling off neg
@ the form share repur
ency problems and ¢
sited that agency cos
jut are also with pot
especially the n

of the shareholders’. Consequently, these agency conflicts results in agency costs in which such

costs lead to a deterioration of firm value due to managers acting in their own interests. As put
across by Jiraporn (2006) who relates the level of firms’ repurchase activity with the strength of

shareholders’ rights, argued that based on the agency theory, firms with weak shareholder rights

are likely to suffer higher agency costs as managers are more likely to put their own interests
ahead of their shareholders’.

Subsequent to Jensen and Meckling (1976). Jensen (1986) went further to study agency
costs with respect to free cash flows which is defined as those available cash flows that are in

ds are injected into

excess of those required to finance all of its investment opportunities that provides positive sore the firm is over-
net present values (NPV). As in Lehn and Poulsen (1989), the free cash flow is defined as the puncement. In fact,
by taking excess «
d indirectly contn
zcts. Then again, I
ose OMRSs to distril
projects. Along tk

operating income before depreciation minus interest expense. taxes and dividends, normali

by the total assets. Jensen posited that when managers face large amount of excess cash in the
firm, higher agency costs could arise due to the higher possibility of managers squandering

corporate resources on unprofitable investments, based on the premise that firms currently, on

a temporary basis do not have positive NPV projects to invest, or that its reinvestment rate is

declining. As managers are more inclined towards incentives that can achieve the target of size he study of divider
By generate free cash
a higher growth |
projects, even if those projects have negative net present values. Shareholders however would: e maturity hypothesis
s usually have num
= cash flows and hig

and growth such as empire building. takeover activities or perquisite consumption that can boost

their reputation, power and remuneration, they would most likely invest the excess cash on ne

prefer that the free cash flows be allocated and distributed back to them in a form of speci
dividend or share repurchase instead of wasting the excess cash on unprofitable projects that cas

destroy firm value.

er, upon reachii

Therefore, according to Jensen's agency costs of the free cash flow hypothesis, is ity stage. At this |
situations of a firm facing with excess cash and poor portfolio of investment opportunities, whe profitability, the
managers are inclined towards distributing the excess cash back to the sharcholders in the for e will also decline, t

of share repurchase instead of retaining the excess cash in unprofitable projects, the market
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ould react positively to the repurchase announcements to result in improvements in stock
rice performance. As argued by Jensen, the market is already aware of the firms’ reduction
n profitable investments and the market basically interprets the repurchase announcements

as positive news that conveys firms’ commitment to reduce the amount of free cash flows at

management’s disposal as well as firms' commitment to mitigate potential agency cost of
investment, especially when it involves negative NPV projects that can lead to firm value

geterioration which ultimately is not in the best interest of the shareholders,

Similarly, the free cash flow hypothesis also predicts that the market would react
psitively when firms, being in the state of over-invested, remedy the situation and improve firm
¢ by selling off negative or low NPV projects and distribute the proceeds to the shareholders

i the form share repurchase, signaling to the market that they are now committed to mitigate

gency problems and agency costs of free cash flows (Nohel and Tarhan, 1998). Nohel et al.

posited that agency costs, in this context, are not only related with actual excess cash on hand,

it are also with potential cash surpluses, that is those investments that can be converted into

cash, especially the negative NPV projects which can adversely affect firm value if continuing
funds are injected into those projects. As posited by Perfect, Peterson and Peterson (1995), the

nore the firm is over-invested, the bigger the market response should be from a repurchase

announcement. In fact, in the seminal papers of Easterbook (1982) and Jensen (1986). they argued
that by taking excess cash from the firm through increasing the level of payout, shareholders
could indirectly control managers of the firm from unmonitored spending of unprofitable

rojects, Then again, Isagawa (2000) showed that under some reasonable conditions, managers

choose OMRs to distribute excess cash if they feel there is little benefit in taking on unprofitable

=w projects. Along the line with Grullon, Michaely and Swaminathan (2002) which centers

on the study of dividends, Grullon et al. (2004) provide suggestion as to the reason why firms

ay generate free cash flows and hence undertake share repurchases, is due to firms’ transition
om a higher growth phase to a lower growth phase, in which the former authors proposed as

the maturity hypothesis. These authors argued that during the growth phase of a firm’s life cycle,

rms usually have numerous positive NPV projects to undertake, high capital expenditures, low
ee cash flows and high earnings growth,

However, upon reaching a certain stage, the firm faces deterioration in growth and enters into

aturity stage. At this phase, the firm’s investment opportunities decline and along with that, the

frm’s profitability, the requirement for capital expenditures and ultimately its earnings growth

e will also decline, thereby resulting in the generation of high free cash flows in the firm.
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Following Berk, Green and Naik (1999), when a firm has fewer options to grow, and their assets Capital Structure Ad
play a bigger role in determining its value. the firm’s systematic risk will decline, which in

turn reduces the firm’s cost of capital. Hence, as proposed by Grullon et al. (2002) and Grullon

When companies
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repurchasing firms should also face a decline in their capital expenditures, thereby reducing the =rship plans (ESOPs) 1
need to keep cash reserves for further investments, In addition, repurchasing firms, partic

the announcements as positive news that conveys a decline in the riskiness of the maturing firms"

assets, a notion that is consistent with the findings of Litner (1956) and Brav, Graham, Harvey

and Michaely (2005) that managers increase their cash payout when they feel that the firm's cash

flows are less risky.

Thus, based on the above theoretical explanations of the free cash flow hypothesis, one of

the first few empirical implications is that repurchasing firms should experience a decline in their

profitability as proxied by ROA due to investment opportunities deficiencies. This is in contrast
to the information signaling hypothesis where repurchasing programs instead convey positive
news about future profitability. Likewise as a result of investment opportunities deficiencies,

a firm’s leverage pos
with respect to mature firms, should also experience a decline in the systematic risk and hence

a reduction in the firms’ cost of capital. Next, in validifying the free cash flow hypothesis, In repurchasing a

market reaction of repurchase announcements should be relatively stronger for firms that are
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as over-invested. Therefore, firms with higher repurchase activity should exhibit superior pric
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Following Berk, Green and Naik (1999), when a firm has fewer options to grow, and their assets Capital Structure Ad

play a bigger role in determining its value. the firm’s systematic risk will decline. which in

turn reduces the firm's cost of capital. Hence. as proposed by Grullon et al. (2002) and Grullon
et al. (2004), cash payout announcements either through dividends or repurchase programs
particularly by mature firms can result in a positive market reaction where the market interprets:
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the announcements as positive news that conveys a decline in the riskiness of the maturing firms"
assets, a notion that is consistent with the findings of Litner (1956) and Brav, Graham, Harvey_f
and Michaely (2005) that managers increase their cash payout when they feel that the firm’s cash
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repurchasing firms should also face a decline in their capital expenditures, thereby reducing the =rship plans (ESOPs) 1
need to keep cash reserves for further investments, In addition, repurchasing firms, particularly
with respect to mature firms, should also experience a decline in the systematic risk and hence
a reduction in the firms’ cost of capital. Next, in validifying the free cash flow hypothesis,
market reaction of repurchase announcements should be relatively stronger for firms that are

Thus, based on the above theoretical explanations of the free cash flow hypothesis, one of
the first few empirical implications is that repurchasing firms should experience a decline in their
profitability as proxied by ROA due to investment opportunities deficiencies. This is in contras

to the information signaling hypothesis where repurchasing programs instead convey positive
news about future profitability. Likewise as a result of investment opportunities deficiencies,

a firm’s leverage pos

In repurchasing a
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When companies repurchase their stock from the market, firms' equity base will

decrease which in turn would cause the leverage or debt to equily ratio to increase. Assuming
Hhat an optimal leverage ratio exists. firms may hence utilize share repurchasing as a financial
vol to help firms adjust and manage its capital structure towards the attainment of its optimal
leverage ratio (Bagwell and Shoven, 1989 and Hovakimian, Opler and Titman, 2001). According
the leverage adjustment hypothesis, a firm is more likely to undertake repurchasing programs
¥ the firm's leverage ratio is below the target leverage ratio (Dittmar, 2000). There are several
actors that may cause a firm’s leverage to be below its optimal target and among them, as
orwarded by Chan et al. (2004) is the use of executive stock options which when exercised,
ave the effect of increasing equity financing in the firm. The authors argued that it is therefore

.Graham, Harvey
t the firm’s cash

hypothesis. one of
‘a decline in their
This is in contrs st

ot surprising to see repurchase activity associated with either option grants, option exercises or
i increase in stock price as options move into the money (Kahle, 2002 and Weisbenner, 2000).
mties deficiencies. ewise, equity dilutions such as dividend re~investment plans (DRIPS) and employee stock

0

meby reducing the

convey positive

swiiership plans (ESOPs) may also affect a firm’s capital structure in which left unchecked may

prms, particularly esult a firm’s leverage position to be away from its optimal position.
ic risk and hence
w hypothesis. the In repurchasing a firm’s stock from the market. the firm may finance its repurchases

firms that are more. wom its cash reserves and/or marketable securities where the extent of the increase in debt to

0t opportunities. Quity ratio depends upon the method used to calculate the leverage ratio. If the share repurchases
» measure a firm’s ge financed with deb. as explained by (Guffey and Schneider, 2004), it is practically identical
m 10 be classified B debt-equity exchanges. The authors explained that when firms repurchase shares through debt

it superior price o adjust their financial leverage, firms may benefit from the tax advantages of debt financing.
ree cash flows by dintz, 1995) argues that when firms increase their leverage, either by adding new debt or by
106). Since OMRs kepleting its cash, the tax savings conserves cash and lowers the cost of capital and the stock
& the better should rket will recognize that the tax savings will flow to the shareholders, hence resulting in an

crease in market value by a factor consistent with the prevailing price—to-earnings (PE) ratio.

intz (1995) presents evidence that the 20 largest share repurchases in 1995 become tax
enefits (shields) that are valued by the market at over $9,500,300,000. First, Mintz provides
Be magnitude of the buyback in terms of market value. The market value of the buyback is
sultiplied by the appropriate interest rate consistent with Standard and Poor’s credit rating at
¢ time the buyback is announced to determine the tax shield created. Second. the tax shield
s multiplied by the firm’s income tax rate to determine the amount that would otherwise go to

. The amount saved on taxes is then multiplied by the price-to-earnings ratio to determine
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the value of the benefit to the shareholders. The tax benefits are then divided by shares available
producing an increase in market value per share. Mintz finds that the 20 largest buybacks produce
increases in earnings per share that average $1.51 3. This increased share value benefits all Bagwell and Shove
shareholders, whether they participate in the share repurchase or not. Perspectives, 3(3),

Bagwell, L.S., (19
Economics 22, 72-

One of the first few empirical implications of the capital structure adjustment hypothesis
‘is that the market reaction should be greater for repurchasing firms that experience low leverage
ratios as compared to their industry peers (Chan, [kenberry and Lee, 2004). Another implication
as proposed by the above authors would be that the market reaction should be greater
repurchasing firms whose leverage had decreased the most prior to a repurchase announcement. Chan, K., Ikenber
To test the validity of the leverage adjustment hypothesis, total debt to equity and long-term Repurchases”, Jour
debt to equity are used to measure capital structure and the level of indebtedness (Guffey and
Schneider, 2004). These two ratios are used to examine the adjustment of long-term debt
repurchases relative to their equity levels. Chan, Ikenberry and Lee, (2004) used the ratio of the
total debt to total assets at previous fiscal year-end to measure leverage which is adjusted fo
industry median.
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It has now become common for publicly traded companies in Malaysia to repurchas

the pick-up in buyback activity in Malaysia since its initiation in 1997, the debate has not endes Fried, JM. (2005
as to what actually motivate firms to repurchase their shares from the market, especially whe Repurchases™, Cali
firms’ capital and cash resources could have been utilized in other profitable investments suc B allon and Tkcabe
mergers and acquisitions, capital expenditures and working capital that could have produce B Applicd Corpors
better returns to the companies. This paper presents theoretically the four commonly cited rease
by past researchers for firms’ repurchase programs, i.e. the information signaling hypoths os:
market undervaluation signaling hypothesis, the agency cost of free cash flows hypothesis as
the capital structure adjustment hypothesis. Scope for future research on other hypothesis. Hovakimian, A., O
mentioned earlier could be further undertaken to provide a more comprehensive picture as. Financial and Qua
what motivate firms to repurchase shares, ultimately understanding how share repurchases ¢
aid to enhance both company and shareholder values.
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THE RELATIONSHIP BETWEEN VALUE OF ENTREPRENEURS,
FIRM FINANCING, MANAGEMENT AND GROWTH
PERFORMANCE OF SMALL MEDIUM ENTERPRISES IN
CAMBODIA

Mohd Noor Mohd Shariff & Chea Peou®

Abstract

This study was conducted to examine the relationship between value of
entrepreneurs, firm financing and management and growth performarnce of small
medium enterprises (SMEs) in Cambodia using 220 usable questionnaires that
were collected from owners/imanagers of the firms. The outcomes of stepwise
regression analysis showed that the inclusion of market environment and
government policy in the analysis had increased the effect of the relationship
between value of entrepreneurs, firm financing and management and growth
performance of SMEs in Cambodia. In addition, implications of this study to
SME growth performance theory and practice, conceptual and methodological
limitations, as well as directions for future research are alse discussed.

Keywords: SME Growth Performance, Value of Entrepreneur, Firm Financing,

Management, Market Environment and Government Policy.

wduction.

Small and Medium Enterprise (SME) sector development is one of the recent key issues
loping countries (Davidsson, 2004; Gibb & Ritchie, 1982). As a developing country,
Sevelopment of SME sector in Cambodia is important. The assistance of SME as a support
helps to strengthen the large industries (LIs). SME development is the future candidate
LI because every large enterprise (LE) has had the experience of starting their business as
=s. The future of the LE is dependent on the development of SME.

ers at College of Business, Universiti Utara Malaysia.
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SME development is also an important issue for the labor market because it employs the SMEs not only
labor force and offers wages to workers (Kirchhoff, 1994). In Cambodia, the development of the recession in 1985. It alsc
SME sector could not only be the key issue of industry development, but also for socio—economic Singapore (Goh & Chew

development of the country, many large firms in the d

#s the problem solver to.
The role of SMEs has been recognized to be important by every nation around the

world. It is considered to be an engine for growth and poverty reduction for the country through J However, SME
the creation of jobs and incomes for the people (Morris, May, Godden & Nicholson, 2001; World These problems can be
Bank Group, 2004; Ngasongwa, 2002; Hashim, 2004); domestic production and export (Hisrich etcalfe & Porteous, 19
& Szirmai, 1993; McMillan & Woodruff, 2002); entrepreneurial skills and industrial linkages Macroeconomic envis
(Chee, 1986; Wyer, 1999; Goh & Chew, 1996; Mohd Shariff, 2003); individual collective 2 sical infrastructures
initiative and social values (Clapham, 19835). at the potential factors
rom economics, politic
It is also considered as the tool for economic survival during the country’s crises rowth performance are
(Tambunan, 1992; Goh & Chew, 1996; Frank & Landstrom, 1997). Moreover, SMEs are ind entrepreneurs.
increasingly become more important for poor and developing countries (Chico, 1983; Khan, -
2002). Perhaps this role has been reached to a consensus by all parties involved. According to Some proponen
the President of the World Bank Group, James D. Wolfensohn: “SMEs are the private sectors 4 its influences (Aust
for employment generation and sustainable growth” (World Bank Group, 2004). The concern o 997; Barber, Metcalfe &
transitional economy from the former Soviet Union to Central and Eastern Europe to China and ave suggested on the cr
Vietnam are similar in one important aspect. SMEs help to improve and sustain the health of the a influential factor on |
market economy in term of job creation, plenty of domestic production, and export (Hisrich & fannan 1993; Pilgrim,
Szirmai, 1993; McMillan & Woodruff, 2002). =C. World Bank Group,

This is true especially when the surplus of labour, scarcity of capital within the rapidly Similarly, the n
growing population in the poor and developing countries are high (Chico, 1983: Khan, 2002). een made to explore S

ank Group-SME (2002
Clapham (1985) also indicated that SME help to promote individual collective initiative, 3 job creation and rising
basic social values, and is highly view as a crucial tool towards achieving a social and regiona R ies to their econo

integration. astructure, ineffectivi

Evidence from the World Bank Group, (2004) had proven that SMEs in China helpet
nearly 200 million people to escape from extreme poverty as the result of the economic reform i
1979. As in the case of Taiwan, SMEs dominated 97.81 percent of total industrial establishment
and contributed 69.27 percent of total employment, 32.11 percent of total sale values. and 48
percent of total export for the country’s economy (Ministry of Economic Affair, 1997).
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SMEs not only helped during the period of economic growth but also in economic

scession in 1985. It also becomes the home for growth of Multinational Companies (MNCs) in

gapore (Goh & Chew, 1996). The strong turbulent in the world economy in 1970s had made
large firms in the developed countries to lay off their employees. SMEs then were regarded

s the problem solver to these structural changes (Frank & Landstrom. 1997).

However, SMEs faced many problems in their growth performance (Kirby, 2003).
se problems can be due to the lack of value of entrepreneurs, finance and markets (Barber,
sicalfe & Porteous, 1989; Allal, 1999; Kirby, 2003). Together with other external factors such

& macroeconomic environment, government policies and regulations, and the availability of
Bysical infrastructures distorted the growth performance of SMEs. Szegedi (1989) supported

the potential factors that influence on the SMEs growth performance in Hungary are created

am economics, political, and social infrastructure. Therefore, the strategies toward SMEs

performance are still being discussed among the theorists, economists, policy makers,
d entrepreneurs.

Some proponents suggested on the study of the problems on SME growth performance

W its influences (Austin, 1988; Arbaugh & Sexton, 1996; Das, 1996; Hull, 1990; Petrakis,
297 Barber, Metcalfe & Porteous, 1989; Mohamad, Rashid & Sidin 1998; Kirby, 2003). Others
ve suggested on the creation of business friendly environments through government policies;

 influential factor on SME growth performance (Fabella, 1987; Islam, 1987: MPDF, 1997

anan 1993; Pilgrim, 1994; Dijk, 1997; Czinkota & Ricks, 1981; World Bank Group, 2001;
World Bank Group, 2004).

Similarly, the review of the literature suggests limited empirical research attempt has

een made to explore SME growth performance in Cambodia. As been stated by IFC, World
fank Group-SME (2002): “as in so many countries, emerging local entrepreneurs hold the key
2 job creation and rising incomes in Cambodia but they are blocked from building the successful

ies to their economy needs by weak financial market and support institutions, dilapidated

srastructure, ineffective legal system, and corruption.”
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Review of Literature. Kyambalesa

MEs 5. It 1
SME Growth Performance. Qs owners. R 1568

Snancing means that |

Penrose (1995) defines performance as a measure of how well the firm achieves its goals Snancing from variou

(organizational and financial goals). Performance is defined similarly in this study to describe the sroblem on SMEs busi

performance of SMEs by using measures such as profitability, growth, and survival. It depends performance (Mannan
on how firms determine their goals and achievement, i.e. what are the goals of a firm and how

did it succeeds to reach them. The role of

subsequent actions of
The outcomes of a firm’s performance whether they are high or low depending on

whether a firm has achieved its goals or not (Barney, 1991; Davidsson, 2004; McMahon, 2001 %
The merits of the measures used in this study are that, they are widely understood, brief, able 1@

academic literature an
pesearchers (Fitzsimmy
e academic literature

be verified and replicated. The most common objective measures of organizational performance gealing of the influenc

are the returns on equity (ROE), return on assets (ROA), sales growth, and total return o

stakeholders. Several studies use more than one measure of firm performance. Performance i Kyambalesa

generally associated with expectation for success (Penrose, 1995). SMEs owners. It is on

Smancing means that !

Factors influencing the Growth Performance of SMEs in Cambodia. Smancing from variou
groblem on SMEs busi

gerformance (Mannan

Tambunan (1999) found that small business owner-managers having ‘value
entrepreneurs’ or entrepreneurial values such as creativity, integrity, achievement, among othe

were more likely to have superior performance in managing organizations than owner-manages

without these values. McMahon (1998) findings left open to questions of generalisabili Moreover, K
and whether or not personal characteristics and values might be able to be used to predict igmoblem solving and tl
individual’s position on an ‘entrepreneurial-conservative' values continuum. Beyond that, lay s their SMEs growth

question of a measure of the degree to which an individual owner-manager could be characterize
as “entrepreneurial” that might be able to be use to predict the performance of the organizatie
they own (Turner, 1997).

Research cor

smmpetence levels of
gesformance. Howeve

asized their capa

The role of individual characteristics, values and expectations in determining the

subsequent actions of those who start and run their own businesses has been explored in the ements oOf custol

r-managers also

academic literature and linking to business performance have been identified by a number &
researchers (Fitzsimmons, Steffens & Douglas, 2005; McMahon, 2001). However, they differs are the prerequis
the academic literature in the formation of an individual’s ‘characteristics’ that precedes with

dealing of the influences of each on the subsequent selection of the management practices.
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Kyambalesa (1994) refers firms financing as the total amount of money invested to
SMEs owners. It is one the major factors that relates to the growth performance of SMEs. Firm

financing means that SME owners have to support the running of their businesses by getting

financing from various sources. The lack of sufficient firm financing will create a significant

problem on SMEs business activities and it is one of significant problems that affect SME growth

performance (Mannan, 1993).

The role of individual characteristics, values and expectations in determining the

subsequent actions of those who start and run their own businesses has been explored in the

academic literature and linking to business performance have been identified by a number of
researchers (Fitzsimmons, Steffens & Douglas, 2005; McMahon, 2001). However, they differ in
the academic literature in the formation of an individual's ‘characteristics’ that precedes with the

dealing of the influences of each on the subsequent selection of the management practices.

Kyambalesa (1994) refers firms financing as the total amount of money invested to

SMEs owners. It is one the major factors that relates to the growth performance of SMEs. Firm

financing means that SME owners have to support the running of their businesses by getting

financing from various sources. The lack of sufficient firm financing will create a significant

problem on SMEs business activities and it is one of significant problems that affect SME growth

performance (Mannan, 1993).

Moreover, Kam (1994) indicated that the ability to generate ideas. the capability of
problem solving and the level of technical sophistication of SME owners have a major influence

on their SMEs growth performance.

Research conducted by Olsen & Johannessen (1994) cited that experiences and the

competence levels of SME owners is also an important factor that influence SMEs growth

performance. However, Johnson (1993) stated that the working style of owner-managers which

emphasized their capacities in terms of speed to produce high quality work that meet the needs and

requirements of customers and suppliers as an influence of the their SMEs growth performance. i

Owner-managers also need to persevere when appropriate and to think and act creatively and

these are the prerequisite skills that contribute to the growth performance of SME.
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The Importance of Market Environment and Government Policy.

There is little disagreement on the fact that Cambodia failed to maximize the benefits
that derived from the SMEs sector. SMEs in the future will play a pivotal role in promoting and
sustaining its industrial sector as well as growth (World Bank, 2001). Numerous reforms and
trade liberalization measures squeezed the spheres of entrepreneur, the market and government’s
activity in business. It is now the role of the private sector such as SMEs to lead the economy
in a dynamic growth path. SMEs are considered to be the seedbed for the development of
entrepreneurial skills and innovation due to the flexibility nature of their operations,

Small capital requirement makes it possible for SMEs to enter easily and exit from the
industry. It was believed that the private sector entrepreneurial activities had many important
spillover and positive externality effects (Haswell & Holmes, 1989). However, liberalization
of the economy along with rapid globalization has posed severe challenges to SMEs not only
in international markets but also in the domestic economy. Since SMEs are based on relatively
small investment, their survival depends on readily available markets with an easy access 10
entry. The development of the market is much more challenging in Cambodia, especially in the
city of Phnom Penh, which requires coordinated efforts by individual business enterprises and

the government to promote businesses in the city.

The Government through its agencies should promote a series of efficient policies
affecting competitiveness, such as monetary, financial, budgetary, fiscal, labour and trade. The
Government could reduce corrupt practices and punitive tax evasion through its policies. The
political stability in the country will help to improve the administration of justice and bureaucracy
in the country (Barney, 1991; Dovaldson, 1995; McMahon, 2001). Some of the measures to
support businesses are by ways of increasing and promoting entrepreneurship, skilled labour,
investments in technology, sound and management practices, among others. Infrastructure is
enhanced by the provision of quality education, health, environment, water, energy, roads, and
setting up of science and technology institutions.

Sound government policies support competitiveness (Dovaldson, 1995). A dynamic
national system of technological innovation, globally integrated financial sector in a country,
a well-developed infrastructure and a skilled labor force supports a country’s international
competitiveness. Reducing factors inhibiting competitiveness is thus the way forward.
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An enterpri
of its legal form (Ro
and family busines
regularly engaged ir
People in different «
Europe is made up o
either an annual tur

exceeding 43 millios

Penrose (1
enterprise is defined
annual turnover or ai
to differentiate betw
defined as an enterpr
or annual balance sh

The empha
development agenda
For some developin;

the overall national ¢

There is stil
techniques to determ
Hashim & Abdullah
measure SMEs base
Everett, 1998; Ueda,

Watson and
persons to do all the
small and informal t
fow skill labour. Ho
applications among
SMEs base on quan
turnover (Latif, Kha



'the benefits

pmoting and
freforms and

vernment’s
;f economy

liberalization
not only

on relatively
| access to

policies. The
bureaucracy
measures to
skilled labour,
tructure is

. roads, and

#5). A dynamic
B in a country,
'S international
pward.

Journal of Management & Muamalah
SME Definition.

An enterprise is considered to be any entity engaged in an economic activity irrespective

of its legal form (Robinson, 1982; Young, 1985). This includes, in particular, sole proprietorships
and family businesses engaged in craft or other activity and partnerships and associations
regularly engaged in economic activity.
People in different countries tend to define SMEs in different ways. The category of SMEs in
Europe is made up of enterprises which have fewer than 250 full-time employees and which have
either an annual turnover not exceeding 50 million Euros, or an annual balance sheet total not
exceeding 43 million Euros (Jensen, 2000; Penrose, 1995).

Vontoe \\Qﬂﬁ\ saied that it is necessary to differentiate between SMEs. The small

enterprise is defined as an enterprise which has fewer than 50 ful)-time emﬁb%%%‘m\\\\%ﬁ
annual turnover or annual balance sheet total does not exceed 10 million Euro. Also it is necessary
to differentiate between micro enterprise and small enterprise whereby the micro enterprise is
defined as an enterprise which has fewer than 10 full-time employees and whose annual turnover
or annual balance sheet total does not exceed 2 million Euro.

The emphasis on developing SMEs occupies a prominent position in the economic
development agenda of many developing countries in the world (Jensen, 2000; Penrose, 1995).
For some developing countries, the development of the SMEs sector becomes primarily part of
the overall national economic development strategies (Barney, 1991).

There is still not a clear definition of SMEs. Different country uses different measurement
techniques to determine SMEs and it depends on their purposes (Kirby, 2003; Ngasongwa, 2002
Hashim & Abdullah, 2000). The quantitative and qualitative measurements can also be used to
measure SMEs based on the characteristics of the firms (Hanchuan & Zhonggqi, 2000; Watson &
Everett, 1998; Ueda, 1995).

Watson and Everett (1998) measured small business as the business that uses one or two
persons to do all the critical business activities without any specialists. Ueda (1995) measured
small and informal business as family-owned having small-scale operation, labor-incentive and
low skill labour. However, the qualitative measurement of SMEs has remained unclear for some
applications among the specialists. Most countries in Asia and Europe have turned to measure
SMEs base on quantitative techniques by either employments, capitalization/assets, or annual
turnover (Latif, Khan, Abdullah & Ali, 2000).
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In Vietnam, Latif et al. (2000) defined micro-enterprise as one having less than 5
employees with capital less than VND 100 million; small business as one having 5-50 employees
with capital of VND 100-300 million; and medium enterprise having 51-300 employees with
capital from VND 301 million up to VND 1,000 million.

In Malaysia, different ministries or organizations measured SMEs in different ways,
The Ministry of International Trade and Industry (MITI) defined small-scale firm in terms of not
more than 50 full-time employees with annual sales turnover of not more than RM 10 million,

medium-scale enterprise as one having between 51 and 150 full-time employees with annual
sales turnover of between RM10 million and RM 25 million and paid-up capital of less than
RMS3 million (Hashim & Abdullah, 2000; Hashim, 2004).

To complicate matters further, the Credit Guarantee Corporation (CGC) adopts a defi-
nition of SME based on employment and shareholders’ funds (a term which includes paid up
capital, retained profits and other reserves). What this means, in practice, is that established firms
will not be eligible for CGC assistance as they build up shareholders’ funds and breach the limits
applied by CGC. This would not be able the case if CGC used the MITI approach of defining an

SME in terms of paid-up capital.

Effective 2003, the Malaysian Government through the National Small and Medium
Enterprise (SME) Development Council (the highest policy making body to chart future direc-
tion and strategies for SME development) has categorized of what institutes SMEs in Malaysia
(SMIDEC., 2004). SMEs are defined according in various sectors based on annual sales turnover

or number of full-time employees as follows:

“A small and medium enterprise in primary agriculture is an enterprise with full-
time employees not exceeding 50 or with annual sales turnover not exceeding
RMS3 million.”

“A small and medium enterprise in manufacturing (including agro-based) and
manufacturing related services is an enterprise with full-time employees not
exceeding 150 or with annual sales turnover not exceeding RM25 million.” “A
small and medium enterprise in services is an enterprise with full-time employees
not exceeding 50 or with annual sales turnover not exceeding RMS million.”
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In 1995 China revised and adopted its SME definition. SME has been defined as a firm
mvolve in the field of manufacturing, construction, and mining, with the capital of less than
NT$60 million and fewer than 200 full-time employees. SME has been defined as a firm involve
in the field of agriculture, utilities. commerce, transportation, storage, communications, finance,
real estate, and other various services with the annual sales value of less than NT$80 million and
with the fewer than 50 full-time employees (Lin, 2002).

Based on the experiences of SMEs around the globe, the IFC and the World Bank
Group~SME (2002) defined its own SME definition toward a common purpose for countries
in the world. The action undertaken is to define SMEs growth in terms of employment, income

generation, social balance, country development, regional integration, and also for global
development (Table 1).

Table 1. The Common Global SME Definition of IFC and the World Bank Group-SME
1 The Common SMEs Definition of IFC and World Bank

SMEs Characteristics N
Employees

Capital Investment Annual Turnover

Less than
US$100.000

$1 00,000-$300,000
$3.,000,000- $3,000,000-
$15,000.000 $15,000,000

Source: IFC, World Bank Group -SME, (2002). Review of small business activities. Washington
DC: Jarboe Printing Company.

Micro-Enterprise Less than 10 Less than US$100,000

Small Enterprise 10-50

§1 00,000-$300,000

Medium Enterprise 51-300

The RGC, SMEs Sub-Committee (2005) defined SMEs in Cambodia according to the
number of employees and finance required. Micro-enterprise as having less than 10 employees
with capital less than US$50,000, small enterprise as having 11-50 employees with capital from
US$50,000 to less than US$250,000, and medium enterprise as having 51- 100 employees with
capital from US$250,000 to less than US$500.000.
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Research Methodology.

Data for this study were gathered through survey questionnaires. After refining,
categorizing and comparing the information with relevant theoretical and empirical evidence,
this was used as a guideline to develop the content of survey questionnaires for a pilot study.
Next, a pilot study was conducted on 2 experienced academic staff who has worked in higher
leaming sector. Their feedbacks were used to verify the content and format of questionnaires
developed for an actual survey. Back translation technique was used 10 iranslate the content
of questionnaires in Khmer and English in order to increase the validity and reliability of the

instrument (Baker, 1994; Romano & Ratnatunga, 1995).

The survey questionnaire had two sections. Firstly, consists of questions on the

demographic profile of the respondents. Secondly, consists of questions on factors that influence
the SME growth performance. The values of entrepreneurs consist of 15 items that were
modified from the entrepreneur behavior theory literature (see Schumpeter, 1934; Kirchoff,
1994). Secondly, firms financing had 11 items that were developed based on resource base theory
literature (Barney. 1997). Thirdly, management was measured using 14 items that were developed

from Barney (1997). Fourthly, market environment and government policy were measured using

15 items each that were developed from the contingency theory (Dovaldson, 1995). Finally, SME
growth performance was measured using 5 items that were developed by Penrose (1995). These
items were measured using a 3-item scale ranging from “Strongly disagree™ (1) to “Strongly

agree” (3).

The unit of analysis for this study is owners/managers from SMEs in Phnom Penh of

Cambodia. A convenient sampling technique was used to gather data from the SME firms. Based
on the combined list created from the MOC, yellow pages from the telephone directory and
business cards in the area of Phnom Penh (Webster & Boring, 2000), the researcher contacted
1078 SMEs out of the total of 3064 to obtain official permissions to conduct a survey. Only two
hundred and fifty-three (253) firms agreed to participate in this study. Of that total, 220 usable
questionnaires were returned to the researchers, yielding 20.40 percent response rate. The survey
questionnaires were answered by participants based on their consents and a voluntarily basis.
The names of owners/managers of the SME firms were made anonymous in order to avoid
intrusiveness. A Statistical Package for Social Science (SPSS) version 15.0 was used to analyze

the validity and reliability of measurement scales and thus test research hypotheses.

Hypotheses.
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Table 3 shows that the factor analysis with direct oblimin rotation was done for six

variables with 75 items. The Kaiser-Mayer-Olkin Test (KMO) which is a measure of sampling

adequacy was conducted for each variable and the results indicated that it was acceptable.

Specifically, these statistical results showed that (1) all research variables exceeded the acceptable

standard of Kaiser-Meyer-Olkin's value of 0.6, (2) all research variables were significant in

Bartlett's test of sphericity, (3) all research variables had eigenvalues larger than 1, (4) the items

for each research variable exceeded factor loadings of 0.50 (Hair, Anderson, Tatham & Black,

1998). and (5) all rescarch variables exceeded the acceptable standard of reliability analysis of

0.70. This result demonstrates the goodness of data for this study (Nunally & Bemstein, 1994).

These statistical results support the notion of performance growth theories (see Gibb

& Davies, 1990; Kovereid & Bullvag, 1996; Petrakis, 1990) and findings of previous study

(see Gartner, 1997 Kirby. 2003: Churchill & Lewis; Tambunan. 1994; Kam, 1994). Hence, the

goodness of data for this study is shown in Table 2.

Table 3. Goodness of Data

Measure ltems l Factor | KMO [ Bartlett’s | Eigenvalue | Variance | Cronbach
Loadings Test of
Value of 15 0.86t0 | 0.930 | 5359.67; 12.258 81.721 0.984
entrepreneur .93 p=.000
| Firm financing 11 0.73 to | 0.946 | 2680.71: 8.144 74.034 0.964
92 p=.000
Management 14 0.80t0 | 0.946 | 4094.065; 10.589 75.639 0.975
92 p=.000
Market 15 0.78to | 0.948 | 5173.15, 12.026 80.175 0.982 |
environment 95 p=.000
Government 15 06410 | 0904 | 8718.09, 13.190 87.930 0.990
policy 98 p=.000
Growth 5 0.86to | 0.871 | 421.34 3.820 76.407 0.922
performancee 91 p=.000

Table 4 shows the results of Pearson ccorrelation analysis and descriptive statistics.

The means for the variables range from 2.49 to 3.59, signifying that the value of entrepreneur,

management, market environment, government policy and growth performance

firm financing,
ranging from medium (2) to high (3). The correlation coefficients for the relationship between

the independent variables (i.c.. value of entrepreneurs, firm financing and management) and the

mediating variables (i.e.. market environment and government policy),
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and the relationship between the independent variables (i.e.. value of entrepreneurs, firm financing

and management) and the dependent variable (i.e., growth performance) were less than 0.90,

indicating the data were not affected by serious collinearity problem (Hair et al., 1998).

Table 4. Correlation Matrix Result for the Research Variable

Variable Mean | Standard | Pearson Correlation Analysis
Deviation | 2 3 4 5 6
falue of 3.433 I[
Entrepreneurs 6 J9278 [ 1
Firm financing 3.593
-+ 81374 498* | 1
Management 3.245 |
8 81063 237* 1.265% | ]
Market 3.266 180
84103 ZAl* 152 1 1
environment i . %
Government policy | 3.19 | .81833 270% | . 147* | .242 225 1 E
Growth 2.493 6005 248 .239 .624* |1 I
S11E | 210%
performance 6 7 | i
[
|

Note: Level of Significance: *0.0 5 Reliability Estimation in the Parenthesis (1)

Outcomes of Testing Mediating Models.

Stepwise regression analysis was recommended to assess the magnitude and direction of
cach independent variable, and vary the mediating variable in the relationship between many
independent variables and one dependent variable (Foster, Stine & Waterman, 1998). Baron
and Kenny (1986) suggest that a mediating variable can be considered when it meets three
conditions: first, the predictor variables are significantly correlated with the hypothesised
mediator. Second, the predictor and mediator variables are all significantly correlated with the
dependent variable. Third, a previously significant effect of predictor variables is reduced to
non-significance or reduced in terms of effect size after the inclusion of mediator variables into
the analysis (Wong. Hui & Law, 1995). In this regression analysis, standardized coefficients
(standardized beta) were used for all analyses (Jaccard, Turrisi & Wan, 1990). Table 4 shows that

the outcomes of testing the research hypotheses.
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Table 5. Regression Analysis between Value of Entrepreneurs, Firm Financing, Management

and the Growth Performance of SMEs in Cambodia

Parameter B Std. Error Beta t sig
Constant : 1.299 . 0.221 5.887 0.000
Value of
entrepreneur 1.684 72 244 3.313* 0.00 1
Firm financing, 1.913 .180 050 676 0.500
Management 1.897 163 A77 2.669* 0.008
F 10.849 (p-value=0.008)

Adjusted R2 J19

Note: #p<0.05

As can be seen from Table 5, multiple regression analysis was used to see whether
there are relationships between values of entrepreneurs, firm financing and management on
the growth performance of SMEs in Cambodia. The results have shown that is statistically
significant relationship between values of entrepreneurs, firm financing and management and
growth performance of SMEs. Thus proposition 1 was accepted. The adjusted R squared value
was 0.119. The result indicates that 11.9% of the variance in the growth performance of SMEs
has been significantly explained by the three dimensions (values of entrepreneurs, firm financing
and management).Although the three dimensions are positively related to growth performance,

only value of entrepreneurs and management are significant in enhancing growth performance

on SMEs in Cambodia.

From Table 6, a hierarchical multiple regression is adopted in these analyses. At the
first stage, the independent variables are input in a block. At the second stage, the moderator for
instance, market environment is inserted in as the new block. In the final stage the interaction factor
between the independent variables and the moderator (value of entrepreneur, firm financing and
management *market environment) are included in the third block. The same steps are applied
for moderating effects of government policy on the independent variables. The results show
that market environment does moderate the relationship between values of entrepreneur, firm
financing, and management and growth performance of SMEs. Thus proposition 2 was accepted
(B=. 156, p=.000). Furthermore, government policy found to moderate the relationship between
values of entrepreneurs, firm financing and management and growth performance of SMEs. Thus
these results provide support to proposition 3 (f=.568, p=000). The adjusted R squared value

was 0.409. Finally, the same steps are applied for the moderating effects of market environment

and government p
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and government policy on the independent variables. The results provide support to proposition
4 where government policy found to moderate the relationship between values of entrepreneurs,
firm financing and management and growth performance of SMEs (f=.557, p=.000). The ad-

justed R sqguared value was 0.410.

Table 6: Hierarchical Regression Analysis between Values of Entrepreneurs, Firm Financing,
management and the Moderating Effect of Market Environment and Government Policy on the

Growth Performance of SMEs in Cambodia
Note: *p<0.05

Parameter B Std. Error Beta Sig

Constant 1.074 238 3. 0.000%
Value of entrepreneur 162 056 214* 2.89¢ .004
Firm financing 027 054 036 49: 621
Management 124 049 167* 2,544 012

* Market Environment .11l 047 1 56% 018

F 9.743 (p-value= 0.000)

Adjusted R2 138

Constant 546 2.804 0006*
Value of entrepreneur, 084 SE 1.797 074
Firm financing, 046 ; 062 1.020 309
Management 050 , 068 1.226 221

* Government Policy 417 ] S568* 10.338 2000

F 38 B (p - value=0.000)

Adjusted R2 0.409

Constant 462 206 224 1
Value of entrepreneur 076 047 1.612
Firm financing, 041 045 : 915
Management 049 041 3 1.188
* Market Environment 049 039 ; 1.260
* Government Policy 409 041 : 10.019

F 31475  (p-valua=0.000)
Adjusted ** 0.410

Concluding Comments,

The findings of this study confirm that government policy does act as a full mediating
variable in the growth performance of SMEs in Cambodia. The choice of the government policy
options for dealing with the growth performance of SMEs needs to be based on good diagnostic
and a broad view of the policy options,




Regarding the robustness of research methodology, the data gathered from SME growth
performance literature, the pilot study and the survey questionnaire have satisfactorily met the
requirements of validity and reliability, and this may lead to the production of accurate and
reliable findings. With respect to practical contributions, the findings of this study may be used as
guidelines by SMEs especially looking at the market forces that seem to be the constraint on their
growth performance. The implementation of growth performance model is the best measurement
mode! and strategy for entrepreneurs in Cambodia to run their business well. The growth
performance of SMEs captures the ability of entrepreneur to set up and aligned the company by
managing and adapting to change. Processes will only succeed if adequate skilled and motivated
employees are being provided with accurate and timely information. The study confirmed that in
SMEs, entrepreneurs who are skilled and adequately trained are able to improve the quality and
reduce cycle time. The present study suggests that the government policy will be best served if

the regulatory, cognitive and normative be strengthened.

The conclusion drawn from the results of this study should consider the limitations
below. Firstly, the regional bias of our sample which consists of SMEs based in Phnom Penh City
of Cambodia. The Phnom Penh City consists of 3,064 SMEs from which the sample is drawn,
which may not necessarily be representative of the population. Barkham et al. (1996) found
that regional study may suffer from bias, if differences in the characteristics of firms and owner
managers exists between region, However, evidence from previous studies has refuted regional
and locational factors as being important in the study of SMEs (for example, Mahmud, 1981:
Hakim, 1989; Storey etal., 1989 and Keasey & Watson, 1994). Furthermore, the focus on Phnom
Penh City, as opposed to national sample for Cambodia, is justified on the basis of convenience

(proximity to the researcher), and time and cost constraints.

Secondly, the sectoral bias where the major business activities in the Phnom Penh City
include sale/service firms. trading firms and manufacturing firms. A sample drawn randomly from
the underlying population of SMEs would tend to favour general business firms, a sector in which
the growth performance will be lower. This outcome would have prevented the researcher from
exploring the growth performance of the manufacturing sector. To reduce the sectoral bias, the
number of manufacturing firms in the sample must be increased to counter the composition of the
population. Thirdly, although outcomes of regression analysis can produce substantial amount of
variance in dependent variable explained by the significant predictors is identified, but there are
still a number of unexplained important factors that should be incorporated to identify the causal
relationship among variables and their relative explanatory power (Tabachnick & Fidell, 2001)
Finally, this research uses a mail questionnaire survey. The biggest administrative drawback of
mail questionnaires is that the researcher has to risk the questionnaire being completed by those
assigned by the owner manager but not involved in decision making. Therefore, the researcher
has to: “accept the completed questionnaires on faith (Wahab, 1996).” However. the researcher

has reasonable confidence in the accuracy of the data collected using this method.
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