ISSN 2039-2117 (online) Mediterranean Journal of Social Sciences Vol 6 No 6 S2
ISSN 2039-9340 (print) MCSER Pub]jghjng’ Rome,]m]}/ November 2015

The Microcredit-Business Performance Relationship:
Program Delivery Services as Mediator

Rosman Mahmood"
Ahmad Suffian Mohd Zahari'
Sakinah Mat Zin2

Universiti Teknologi MARA (Terengganu)
2Universiti Teknologi MARA (Kelantan)
‘E-mail: rosmanma@tganu.uitm.edu.my

D0i:10.5901/mjss.2015.v6n6s2p691
Abstract

The objective of this study is to investigate the relationship between the microcredit program and the performance of
microenterprises, as well as assessing the impact of the intermediary service delivery system on the relationship between the
microcredit program and the performance of microenterprises. Primary data were collected from 756 micro-enterprises under
the microcredit program Amanah lkhtiar Malaysia (AIM) and Tabung Ekonomi Kumpulan Usaha Niaga (TEKU N), which are
two most active microcredit programs in Malaysia. The multiple regression analysis showed a significant positive correlation
between the performance of microcredit program and microenterprises. Empirical findings also explain the elements of modes
of financing under the management of credit products, as well as the two elements under the social development programs
(entrepreneurship development, monitoring and supervision) as having a clear effect of the mediators of the relationship
between the microcredit program and the performance of microenterprises. However, the study found that elements of
operational efficiency in the management of credit products do not affect the relationship between the two variables. These
findings lucidly reveal the importance of balance between the efficiency of the management of credit products and a program of
social development in the service delivery system of microcredit program.
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1. Introduction

Currently, microcredit programs have become a critical mechanism in the growth and development of small and micro
enterprises in most countries. Although the concept of microcredit has long existed, the "Experimental Grameen Bank"
project which led to the establishment of the Grameen Bank in Bangladesh is recognized as a substance for the
development of microcredit programs globally, particularly in developing countries (Woodworth, 2000). The rapid
development of the microcredit program is not only conspicuous from the point of the institutions involved, but also the
number of customers and the participation of the poorest in the programs offered. The number of institutions providing
microcredit showed a significant upsurge in the past decade. From 618 institutions in 1997, the figure had increased to
3,552 units in 2007 and 3,589 units for two years later. The number of customers affected in 2007 was about 13.5 million
people, and continued to increase dramatically to 190.1 million subscribers in 2009. Until the end of 2011, there were a
total of 3,703 institutions offering microcredit program and the total numbers of borrowers has grown spectacularly to over
195 million, of whom 124.3 million are among the poorest. This positive development shows that microcredit programs
have the ability to act as a catalyst to the development of entrepreneurial activities at the grassroots level (Bhatt et al.,
1999) and generate economic growth in many countries (Colman, 2006). Involvement of target groups in entrepreneurial
activities through microcredit program is to increase revenue, improve living standards and eventually reduce poverty
(Makina & Malohola, 2004).

The main objective for the establishment of the Grameen Bank is to improve the living standards of the poor
through the provision of credit assistance, besides challenging the conventional loan ( Berko & Gueullette, 2003). Credit
delivery techniques which implemented by the Grameen Bank do not require collateral as required in other conventional
financial institutions (Zeller et al., 1997). Capital injection through microcredit programs brings the poor and marginalized
individuals out of the poverty cycle (Woller & Woodworth, 2001). In addition to the provision of credit, microcredit program
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also typically offers various support programs including entrepreneurship and business training, technical assistance,
social development programs, expansion of knowledge and leadership skills (McKernan, 2002).

Amanah Ikhtiar Malaysia (AIM) is one of the microcredit programs on the Grameen Bank model introduced in
Malaysia in 1987. The microcredit program in question is a replica of the Grameen Bank, the oldest and largest in Asia
(Conray, 2002). In 1995, the government has set up a microcredit program namely Tabung Ekonomi Kumpulan Usaha
Niaga (TEKUN), which specifically to sustain the needs for capital among small traders and hawkers. Based on the
success of both programs, the small capital financing through microcredit program continues to be an important approach
to the government to increase entrepreneurial activities among the target groups. To guarantee continued development
and improvement of the program, the government has prepared an action plan to provide opportunities for greater
involvement of Development Finance Institutions (DFIs) and credit cooperatives in delivering financial products. The
initiative is complemented by the existing microfinance programs which are sponsored by the government such as AIM
and TEKUN (Bank Negara Malaysia, 2007). Among the DFIs involved are Bank Simpanan Nasional (BSN) (offering
microcredit to entrepreneurs who run activities for the non-agricultural business), AgroBank (for entrepreneurs who are
engaged in agricultural activities) and Bank Rakyat (specifically for cooperative members engaged in smaller
enterprises). To warrant that microcredit programs continue to serve as a mechanism to meet the financial needs of small
businesses, in 2003, the Council of Small and Medium Enterprises Development has approved the establishment of the
framework of a comprehensive microfinance institution to serve as a catalytic agent for the sustainable development of
small enterprises in Malaysia. The framework encompasses the development of product specifications, policies and
procedures for the management of micro-finance, organizational structure and the supervisory framework for regulating
microfinance activity. The outline developed is used as a guide and reference for the development of financial institutions
and other financial institutions that wish to provide micro financing (Che Zakiah, 2004). The laid framework clearly shows
the importance of microcredit program management in a more systematic way in ensuring the effectiveness of the
program which will affect the performance of small enterprises involved.

Most studies conducted on the microcredit program mainly focus on the socioeconomic impacts of the program on
the target group in terms of income, savings, employment opportunities, improved living standards and asset ownership.
In addition, there are also discussions among microcredit practitioners and scholars who look from the perspective of self-
reliance (performance) microcredit program and issue of repayment. There are less researches precisely focused on the
importance of service delivery in the microcredit program and performance of micro enterprises. Although there are
studies that draw conclusions about the importance of service delivery (Pellegrini, 2015), the explanation of the
theoretical development of the discipline is still limited (Ponsignon et al., 2011; Kwortnik & Thompson, 2009; Tax & Stuart,
1997, Goldstein et al., 2002; Hill et al., 2002). Accordingly, the literature associated with service delivery in the
relationship between microcredit program and firm performance is scarce. Based on these requirements, this research
attempts to make empirical analysis on the influence of the microcredit program performance and the importance of
service delivery on the relationship between microcredit program with micro and small enterprises (MSESs) performance.

2. Literature Review and Hypothesis Construction

In general, microcredit refers to small loans to help the poor or low-income groups. Bhatt et al. (1999) relate microcredit
loans to small size businesses as low as USD50 to help the poor improve their lives through economic activity.
Microcredit program is defined as a business providing small loans to the poor in order to generate higher revenue
through the economic activity undertaken (Woller & Woodworth, 2001). More precisely, the microcredit program is
considered as an initiative providing a wide range of financial services including lending, payment services, savings,
money transfer and the provision of insurance to the poor and low-income households to help them carry out micro
enterprises (Asian Development Bank, 2000). In addition, the management of credit of the microcredit programs also
contains social development programs, such as training and mentoring, monitoring, savings and motivation. The main
goal of the Grameen Bank microcredit program is to alleviate poverty and improving the living standards of the target
groups by promoting their participation in economic activities. The issues to be debated and researched among scholars
and practitioners of microcredit programs are related to the ability of the independent microcredit program itself. The
microcredit program has the capacity to generate their own income in order to issue loans to the target group without
constantly depending on the source of funds from abroad and more so the government. In fact, the capability of each
independent microcredit program has a close relationship with the performance of the program and the economic
activities carried out by the customers. In short, the success of microcredit programs and the performance of the
economic activity are depend on the delivery mechanism practiced. The efficiency and success of microcredit programs
will also have a positive impact on customers (Painter & Tang, 2001; Seibel & Parhusip, 1998).

692



ISSN 2039-2117 (online) Mediterranean Journal of Social Sciences Vol 6 No 6 S2
ISSN 2039-9340 (print) MCSER Pub]ishing, Rome,]m]}v November 2015

2.1 Microcredit and firm performance

The lack of financial capital is the main constraint faced by small enterprises, particularly in the less developed countries
(Reddy, 2007) and regarded as a critical issue among researchers in these disciplines. Based on the success of the
Grameen Bank in Bangladesh, policy makers see the microcredit program as a highly effective approach to solve the
constraints inherent in the development of the MSEs of the given countries. The rapid expansion of the program showed
that microcredit programs have become an important mechanism used by many countries, including developed countries
(Armendériz & Morduch, 2010). Even though the main objective of microcredit program is for poverty alleviation, the
ability to generate economic growth of the target groups through entrepreneurial activity is giving a big impact on the
relationship between the microcredit program performance and small enterprises’ development. The credit facility will
encourage those aspiring to enter into business or enhance business activities, so as to earn higher incomes, improve
living standards and reduce poverty among them (Hietalahti & Linden, 2006).

Studies on the impact of microcredit program empirically show a positive effect on MSEs’ performance (Rosman
& Mohd Rosli, 2013; Norma & Jarita, 2010). This is proven from the increase in the rate of profit earned (Alam, 2013;
Fatimah Salwa et al., 2013; Hietalahti & Linden, 2006) and a rise in employment opportunities (Arinaitwe, 2006; Khandker
etal., 1998). Enterprise performance improvement greatly influences the targeted income and expenditure (Norma, 2011;
Hietalahti & Linden, 2006; Sukor, 2000), raising savings (Copestake et al., 2001), asset possession (Bhatt et al., 1999;
Khandker, 1999), creating the family and society's wealth and reassurance (Ang, 2004). The stimulus of microcredit
programs on MSE's performance is a very important issue, and it needs to be carefully analyzed as to safeguard the
survival of the microcredit program itself and the MSEs’ performance. Based on the importance of microcredit programs,
the following hypothesis is presented.

H1: Microcredit is positively associated with firm performance

2.2 Microcredit, service delivery system and firm performance

The delivery mechanism is one important factor that may determine the competitiveness of a business. Service delivery is
the method of services provided to customers (Tax & Stuart, 1997). Delivery system facilitates the firm in the strategy
implementation by providing management resources such as assets, capabilities, firm attributes, information and
knowledge (Draft, 1983; Porter, 1981). Barney (1991) classifies the resources into three types: physical, human and
organizational resources. Aligning the target market, the concept of service and service delivery is crucial for designing
business strategies and achieve performance levels, customer satisfaction, retention and overall profitability (Ponsignon
et al., 2011). In the context of the microcredit program, the implementation of an efficient delivery mechanism is very
important to enhance the management effectiveness and program supervision. The efficiency of microcredit program
implementation and management of resources will guarantee the survival of the program and improve MSES’
performance (Painter & Tang, 2001; Seibel & Parhusip, 1998). The vulnerability of management practices, particularly in
the accounting information system to service the loan, monitoring and follow-up will affect the performance of the
microcredit program (Dokulilova et al., 2009; Bhatt et al., 1999). Theory of Resource Based View (RBV) highlights on the
importance of internal resources (including human resources) in determining competitive advantage and firm
performance. However, not all resources have such capabilities. According to Hart (1995), a unique resource that will be
a strategic asset to the firm will confer a continuous competitive advantage for the firm. Correspondingly, the
management should give priority to the selection and management of resources to encourage the most efficient firms to
compete effectively (Rumelt, 1984). In the context of the microcredit program management, Getubig et al. (1997) outline
nine factors that inspire the success of a microcredit program, namely vision, viable strategic planning, affordable interest
rates, savings mobilization, credit products, operational efficiency, risk management, human resource development and
customer support services.

Although financial aid is the main thrust for the implementation of microcredit programs, most institutions are
implementing programs that replicate the Grameen Bank. Microcredit in particular provides various support programs that
complement the credit products to improve the socioeconomic status of the target group. It emphasizes human capital
development such as skills upgrading training, awareness and the credit product. Credit facilities available to the poor are
meant to facilitate the target group to purchase capital inputs, thus promoting productive self-employment activities. To
reach a larger target group and provide a more comprehensive benefit, microcredit programs have a distinct and different
approach from the method used by conventional financial institutions. Generally, the implementation of Grameen Bank
microcredit programs involves two important mechanisms of credit products and social development programs.
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2.3 Product credit

Provision of finance is the central drive of the microcredit program. Among the important issues in credit product is related
to the manner of financing. According to a report, the "Bank Poor 96" credit product model has unique characteristics to
attract customers, including the nature of products, easily obtainable, timely provision of credit, maturity and reasonable
"grace period", smaller repayment installments and; organized and affordable loan size (Getubig et al., 1997). Positive
relationship between credit products and performance is explained by Seibel and Parhusip (1998), and Christen (1997).
There are several scholars that touched on the system adopted including the repayment of loans (Sarap, 2014; Singh,
2012; Deininger and Liu, 2009), the number of loans disbursed (Fatimah Salwa et al., 2013; Obamuyi, 2009; Eze &
Ibekwe, 2007) as well as the loan repayment period (Roslan & Karim, 2009; Derban et al., 2005). A study conducted by
Seibel and Parhusip (1998) on the microcredit program, Advancement Centre for Agriculture Committee (CARD) in the
Philippines found that the performance achievable depends on the strength of credit discipline that covers the repayment
method, timelines to refund, rise in the number of repeat loans and alternative arrangements to manage loan repayments.
Most of the loans issued are in accordance with the approach practiced by Grameen Bank through group lending
(Estapé-Dubreuil & Torreguitart-Mirada, 2010).

The management practices of credit products through group lending (Rubach et al., 2010), as well as the schedule
of repayment and flexible collateral (Armendariz & Morduch, 2005) are perceived as the factors that determine the
success of microcredit programs in developed countries (McKernan, 2002). Microcredit programs in the United States
have different financing methods than that of developing countries. They do not lend by group, so they failed to utilize the
benefits of the network (Richardson, 2009) thus affecting the performance of the program and MSE's involved. On that
account, microcredit programs in developed countries were less successful than those of developing countries (Hung,
1999). For most programs such as the Grameen Bank microcredit replica, AIM participants are required to attend weekly
meetings. Such an approach turns out to be a very effective mechanism to guarantee the repayments by customers.
Group members will be responsible if there are members of the group who fail to pay back their loans (Zapalska et al.,
2007; Guttman, 2007). In addition to the loan repayment method, the success of microcredit programs also depends on
the amount of loans issued (Pereira & Mourao, 2012; Norma & Jarita, 2010; Roslan & Karim, 2009; Hulme & Mosley,
1996). In accordance with the Grameen Bank approach, the amount of credit granted will be increased by the loan.
Studies conducted by the Fatimah Salwa et al. (2013) and Sukor (2000) demonstrate a growing number of loans granted
have resulted in creating more successful microcredit programs and the enterprises involved. Based on the importance of
the factors in the management methods of financing credit products on MSEs’ performance, this study focuses on the
following hypothesis.

H2: The effect of microcredit on firm performance is mediated by the modes of financing

In addition to product characteristics and a unique credit, microcredit program performance and participating small
enterprises also depends on the efficiency of operations in the issuance of a loan. Operational efficiency is defined as the
ability to utilize optimum resources in activities linked to the process of producing credit financing to customers. The loan
procedure can be viewed in terms of the time span for loan approval, service charges or interest rates and loan
conditions imposed on borrowers. The efficiency in the production process of the loan will not only attest the success of
microcredit programs, but also influence the performance of small enterprises involved (Painter & Tang, 2001). Based on
a review of the five Monetary Financial Institutions (MFIs) in Indonesia, Raviez (1998) discusses the need for a more
convenient loan procedure and systematic management supervision of the credit system that can affect the success of
microcredit programs. The importance of operational efficiency, particularly in the management of internal resources is
also emphasized by Gibbons and Meehan (1999) in determining the performance of the microcredit program. The
acceptable interest rate is also vital for the survival of the program and the performance of MSEs (Christen, 1997;
Gibbons & Meehan, 1999). Bhatt et al. (1999) look at some of the failure factors of microcredit programs in the United
States, which are caused by laws manipulating over the interest rates charged to clients. according to Hulme and Mosley
(1996), the imposition of higher interest rates could accelerate the ability of independent microcredit institutions, but it will
limit the range of customers. However, Gibbons and Meehan (1999) argue that there are no conflicting performance
issues between microcredit programs with outreach. Despite the high interest rates charged the greater number of loans
and the more efficient the management will be the performance of institutions and MSE's involved tend to improve
(Gibbons & Meehan, 1999; Christen, 1997). A study conducted by Dokulilova et al. (2009), Farrington (2000), McDonald
(2000) and Brand (2000) also explore from the perspective of the importance of efficiency in the management of the
microcredit program. The findings may help elucidate a more efficient operation management in higher loan production
capabilities to achieve better performance. This finding leads to the following hypothesis.

H3: The effect of microcredit on firm performance is mediated by operational efficiency
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2.4 Social development programs

In addition to providing financial assistance, most microcredit programs also offer support services to improve the
performance of the target groups. There are two main elements of focus in social development programs of
entrepreneurship-monitoring and supervision. Target groups are not only facing capital constraints to operate a business,
but also lack effective skills and knowledge in business management (Rosman & Mohd Rosli, 2013; Sharma & Zeller,
1997). To overcome the shortcomings of the microcredit program, practitioners feel that customers should be exposed to
the values and practices of entrepreneurship fundamentals in the business and also be motivated instead of solely
participating in the provision of credit. The Grameen Bank microcredit programs such as AIM (Malaysia), K-REP (Kenya),
Zambuko and PULSE (Zimbabwe), GAF Stokvel (South Africa) are examples of microcredit programs that give special
emphasis on training and mentoring. Training is important for applying entrepreneurial competence among customers. In
fact, according to Light and Pham (1998), there is also a microcredit program that requires prospective borrowers to sit
and pass the training program held before the loan is issued to them.

Involvement of operators in training and personal development programs will improve business management skills
and provide a large space for increasing social capital in the business environment. They have the opportunity to reach
out to various stakeholders including government agencies that provide assistance and support, competitors, customers
and suppliers. Skills and experience gained will reduce business failure and moreover, increase productivity among the
participating entrepreneurs (Ubeda-Garcia, 2005; Bruwer & Haydam, 1996), intensify viability (Webster et al., 2005), and
consequently confer a positive influence on the performance of entrepreneurial activity (Simpson et al., 2004). Studies
conducted (Ubeda-Garcia, 2005; Chinomona, 2013; Norma & Jarita, 2010; Aragon-Sanchez et al., 2003; Fraser et al.
2002; Zinger et al., 2001; Copestake et al., 2001) empirically prove that the training and guidance contributes to an
important effect on enterprise performance In addition to training and coaching, performance and customer microcredit
programs also rely on the mandatory savings program. Savings is regarded as a source of capital for production of loans
to customers (Gibbons & Meehan, 1999), determinants of the microcredit program survival, performance of the MSEs,
impact on the economy of the poor which including the preparation of economic shocks and future ability to self-finance
investment (Berg, 2010), and proliferation in the confidence of the poor (Singh, 2012). Therefore, entrepreneurship
development programs are treated as an important complementary factor to grant microcredit program which will promote
the performance of MSEs. Based on the literature review, we present the following hypothesis.

H4: The effect of microcredit on firm performance is mediated by entrepreneurship development

In addition to the management of financial and entrepreneurship development programs, MSE's performance is
also dependent on the support provided by the MSES’ microcredit program for entrepreneurs involved. The microcredit
program helps customers to use their entrepreneurial skills acquired while monitoring their overall socioeconomic aspects
which based on the "sixteen decision" (Gibbons, 1994; Khandker et al., 1995). The customer support service programs
involve all types of support as well as credit products aimed at enhancing the skills of the customers and improve their
business performance. Monitoring should be done to prevent abuse of the loan capital provided. Without credit
monitoring, the facility may be used for other purposes and not for business activities.

The issue of weaknesses in management, particularly financial, marketing and operations is a critical problem
among small businesses. Microcredit program staff should make regular visits and ongoing mentoring for the purpose of
monitoring the use of credit financing (Anku-Tsede, 2014; Obamuyi, 2009). Coaching and mentoring are important to
ensure operator conduct business in accordance with the business practices and strategies. Exposure to systematic
methods of financial management, implementation of an effective marketing strategy and adhering to the needed values
of entrepreneurship to become successful in their business are among the aspects required by MSES' operators.
According to Norma and Jarita (2010), mentoring and exposure to business fundamentals are usually given at each
weekly meeting. Accordingly, the customer should always be monitored and supervised to warrant their business
performance (Mohammmed Ashraful & Harbin, 2009). Positive relationship between the monitoring and supervision of the
participating small enterprises’ organization's performance is explained by Seibel and Parhusip (1998). Based on the
importance of customer support for the performance of the MSEs, the following hypothesis is given.

H5: The effect of microcredit on firm performance is mediated by monitoring and supervision

3. Research Methodology
3.1 Data source

AIM and TEKUN are two of the government agencies offering microcredit programs in Malaysia. They are considered as
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top agencies with many participants and disbursement. Other agencies involved in the programs are Non-Government
Organizations (NGOs), religious institutions and commercial banks. Being innovative microcredit programs in
encouraging economic growth in poor communities, most of AIM and TEKUN recipients are MSEs in Kelantan. Hence,
data collection for this study is being focused to MSEs in Kelantan.

The population for this research is 30,446 (AIM) and 16,432 (TEKUN) borrowers obtained from the AIM's state
office and TEKUN's headquarters. The population was segregated into strata (districts). A representative sample was
drawn from the population to participate in this research. 380 samples (AIM) and 376 samples (TEKUN) were chosen.
MSEs’ owner-manager was issued a self-administered questionnaire. The manager was considered as fully responsible
for decision making (Alam, 2013) and good at identifying and solving problems in his or her firm (Bateman & Snell,
1999). Compared with other data collection methods such as by mail or emalil, face to face interview method and
distribution of questionnaires to the respondents were carried out in this study.

3.2 Measures
3.2.1 Firm performance

Firm performance is a dependent variable in this study. Based on an adapted version of Kotey and Meredith (1997), and
Gadenne (1998), subjective performance measures were used. Items included are sales revenue, profits earned,
production mitigation costs, business growth and contribution to the local community, the size of the market, job creation,
business stability, market requirements, customer satisfaction and business networking. The performance of their
business for the past three years was appraised respondents using a 7-point scale, ranging from “1 = strongly
dissatisfactory” to “7 = strongly satisfactory”.

3.2.2 Program delivery services

The delivery system is a method used in the management and implementation of microcredit programs. There is a total of
13 items that were analyzed in the study related to the delivery system namely service charges imposed on customers,
time to approve a loan, the imposed loan regulations, the amount disbursed, the method of repayment of loans, the
repayment period, loan capital supervision, development programs, the commitment of the staff, monitoring and
evaluating the effectiveness of the project, training programs provided, exposure to the basics of business and advisory
services. Respondents are required to explain their actual satisfaction on all items based on a scale of 7 points, "1 = very
dissatisfied and 7 = very satisfied". Principal components factor analysis with varimax rotation was performed to better
reveal the factors structure among the 13 items. The results of factor analysis of all 13 items were divided into four factors
which are modes of financing, operational efficiency, entrepreneurship development and monitoring and supervision.
Table 1 shows the reliability tests for several constructs used in the study with Cronbach’s alpha higher than the 0.7
value, as suggested by Nunnally (1978). Although the Cronbach's alpha for the monitoring and supervision is only 0.65,
the value is still acceptable as described by Sekaran (1992).

Table 1. Reliability Tests

Construct Items Cronbach’s Alpha
Modes of financing 3 0.719
Operational efficiency 3 0.908
Entrepreneurship development 4 0.841
Monitoring and supervision 3 0.650
Business performance 13 0.895

3.2.3 Microcredit and control variable

In this study, the microcredit program is measured based on the current loan amount incurred by the customer. This
measurement method has been used by many researchers which including Hietalahti and Linden (2006). Two control
variables are used in the analysis which are the age and experience of business entrepreneurs in business. Both
variables are measured respectively based on the number of businesses operated and the period (year) of the
respondent's involvement in the business.
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4. Findings and Discussion

Before the multiple regression analysis is done, some tests were carried out to determine the reliability of the data to
enable further analysis is conducted including normality, multicollinearity, independence of residuals and outliers. Table 2
depicts the means, standard deviations and correlations. From a large number of samples, it is assumed that there are
sufficient and parametric data to be analyzed. Based on the value of tolerance (greater than 0.2) and variance inflation
factor (VIF) (less than 10), it can be concluded that there is no multicollinearity problem since both are in an acceptable
range.

Table 2. Descriptive Statistics and Correlations

Variable Mean SD 1 2 3 4 5 6 7 8
1. Age of business 12.516 4.464 1.000

2. Entrepreneur’s experience 5.9696 2.669 -0.083** 1.000

3. Microcredit 6779.2 5927.6 0.009 0.067* 1.000

4. Modes of financing 5.0128 0.830 -0.028 0.237** 0.101** 1.000

5. Operational efficiency 47302 1.334 0.073** 0.145%* 0.114** 0.527** 1.000

6.Entrepreneurship development  4.5628 1.046 -0.080** 0.210*** -0.006 0.185*** -0.130*** 1.000

7. Monitoring and supervision 5.1226 0.769 -0.035 0.205*** 0.064* 0.567** 0.259*** 0.312** 1.000

8. Performance 5.0764 0.690 -0.085** 0.574** 0.106** 0.458*** 0.202*** 0.369*** 0.419*** 1.000

N =756, * p <0.10; ** p < 0.05; ** p < 0.001
The results are presented in Table 3. Model 1 excludes microcredit, whereas the model 2 includes the program. All the R-
squared values are high, which are rarely seen in a cross-sectional study, probably due to the large sample size and
number of explanatory variables in the present study.

Table 3. Multiple Regression Analysis

(_:rolllnearlty Statistics Model 1 Model 2 Model 3
olerance VIF

Step 1: Control

Age of business 0.981 1.020 -0.038 -0.039 -0.022
Entrepreneur’s experience 0.901 1109  0.571* 0.566** 0.446
Step 2: Microcredit 0.982 1.018 0.068** 0.045**
Step 3: Program delivery services

Product credit

Modes of financing 0.507 1.974 0.240%**
Operational efficiency 0.656 1523 -0.002
Social development programs

Entrepreneurship development 0.812 1.231 0.189%**
Monitoring and supervision 0.632 1.581 0.129%
R2 change 0.331 0.005 0.161
R2 0.331 0.336 0.496
Adjusted R2 0.329 0.333 0.492
F 186.32*  126.65"*  105.33***

Note: Enterprises performance as dependent variable; * p < 0.10, ** p < 0.05, ** p < 0.01

In model 1, the control performed on two variables, namely age, business and business experience among entrepreneurs
of MSEs. From the two variables, business operators’ experience among the operators variable that correlates with
business performance. To see the relationship between the program and the performance of MSES' microcredit,
microcredit variables and all control variables are included in the analysis. The findings on the influence of microcredit
programs on MSE's performance are described in model 2. Although the R? showed little change, it was enough to prove
that microcredit had a positive and significant impact on the MSEs’ performance (8 = 0.068, p < 0.05) and supports
hypothesis 1. This finding explains that microcredit programs have a big impact on the performance of small enterprises
involved. Assistance in the form of credit and various social development programs provided under microcredit programs
has an explicit major impact on the performance of MSEs'.

In order to test the main effect (for hypothesis 2 until 5) of control variables, the microcredit program and all four
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variables under which the service delivery; namely modes of financing, operational efficiency, entrepreneurship
development, monitoring and supervision were tapped in the study. The findings are presented in Model 3. A significant
change was observed in R? (AR2 = 0.161, p < 0.01). Positive effect on the MSES’ performance were indicated by modes
of financing (B = 0.240, p < 0.01), entrepreneurship development (8 = 0.189, p < 0.01) and monitoring and supervision (3
=0.129, p < 0.01). These findings confirmed that hypotheses 2, 3 and 5 explained that the performance of the program
and the reliance of small enterprises on the service delivery system of microcredit programs involved modes of financing,
entrepreneurship development, monitoring and supervision. However, the association between operational efficiency and
MSEs’ performance is not significant (8 = 0.002), where this hypothesis 4 was not confirmed.

5. Conclusions

This article scrutinizes the relationship between microcredit programs and service delivery program on the performance
of MSEs'. Data were obtained from a total of 756 samples of two major microcredit programs in Malaysia namely AIM and
TEKUN through survey methods. The multiple regression analysis showed that microcredit programs have a significant
positive influence on the performance of MSES'. This finding is consistent with studies by Rosman and Mohd Rosli
(2013), Hietalahti and Linden (2006). A key issue in the development of MSES’ particularly in many developed countries
is related to the lack of capital (Reddy, 2007; Arinaitwe, 2006; Tehrani & White, 2003). Despite the small numbers of the
provision of capital, a variety of non-credit programs have a positive influence on the growth of MSEs’ at the grassroots
level, either to start a business or expand an existing one. It is clear that the financial assistance provided, allows the
target groups to be more productive in generating their income through entrepreneurial activities. Henceforth, microcredit
program has become an important mechanism among policy makers in the development of the MSEs'.

In addition to the extension of credit, microcredit programs also provide various social development programs to
complement the issued loan capital (McKernan, 2002). However, the implementation of the two programs does not
guarantee better performance of the MSEs, because it depends on the method of microcredit program delivery services.
The study had 13 elements in the delivery service system connected to the microcredit program of Grameen Bank. Based
on the factor analysis, the studies have classified four factors; namely modes of financing, operational efficiency,
entrepreneurship development, monitoring and supervision. Statistical tests exhibited three factors (modes of financing,
entrepreneurship development, monitoring and supervision) have a significant positive relationship with firm performance.
Management of credit products related to the repayment, amount of loans disbursed and repayment period is ascertained
as a major issue among the microcredit scholars and practitioners. Disbursements approach (Estapé-Dubreuil &
Torreguitart-Mirada, 2010; Guttman, 2007) as practiced in the Grameen Bank system and modeled by many other
microcredit programs, flexible repayment schedule (Armendariz & Morduch, 2005) and payback period (Guttman, 2007;
Derban et al., 2005; Sharma & Zeller, 1997) appear to have a significant impact on the performance of the program and
partaking MSEs. Consistent with the results by Fatimah Salwa et al. (2013), Eze and Ibekwe (2007), and Guttman (2007),
total loans also affect the positive relationship between the method of financing and MSE's performance.

Social development programs are a counterpart of a credit product. In line with Ubeda-Garcia, (2005), Aragén-
Sanchez et al. (2003), Fraser et al. (2002) and Zinger et al. (2001), the findings explain the existence of a positive
relationship between entrepreneurship development programs and performance. Monitoring and supervision are very
critical for the service delivery microcredit program. Customers need to be monitored with the use of loan capital as well
as given guidance and advice in harnessing entrepreneurship values. Studies carried out by Bhatt et al. (1999) and
Khandker et al. (1995) empirically show that support services have a significant positive association with the performance
of MSEs'.

According to the findings, the influence of credit product management in terms of operational efficiency which
including the approval of the loans, service charges or interest rate, loan terms and conditions on the relationship
between microcredit programs and MSEs’ performance is not significant. These findings suggest that the mechanism that
be evaluated in operational efficiency does not affect the relationship between microcredit and MSEs’ performance. This
study also confirms the argument by Hart (1995) that only a unique resource will become strategic assets to the firm.
Studies show that operational efficiency in the microcredit program is not a unique source compared to the element
modes of financing, entrepreneurship development, monitoring and supervision. Based on the research findings, RBV
theory emphasizes the role of internal resources which may be appropriate to be associated with large-scale firms, but it
is not very significant to micro-sized enterprises in developed countries. From the perspective of policies and strategies,
the study reminds policymakers and practitioners of microcredit programs that interest financing management aspects
(modes of financing) and social development programs (entrepreneurship development and customer support services)
are critical for the development of the organizations offering microcredit schemes and the performance of joining MSEs.
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Credit assistance and support services need to have distinctive characteristics besides have been equipped with a
unique service delivery system to ensure that the program has a clearer affirmative influence on MSEs' performance.
This notion is important because business failure is not only due to MSES’ financial constraints, but also lack of skills,
knowledge and entrepreneurship values.

6. Limitation and Future Research

The main focus of this study is to examine the impact of microcredit programs and program delivery system on the
performance of MSEs. Despite its own strength, this study also has some limitations. The study analyzes the various
elements associated with the practice of the delivery system in the preparation of credit products and social services.
There are several mechanisms that microcredit programs may consider to include as elements in the system of service
delivery. These elements include compulsory savings, savings mobilization customers and insurance schemes involved.
In addition, the practice of using information technology in management can be analyzed and became the focus of
research as suggested by Johansson and Olhager (2004). Comparative analysis between microcredit programs should
also be done to explore the mechanism more effectively in influencing the performance of MSEs. This is basically due to
the different possible economic and political effects on the service delivery system.
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