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AbstractBuilding on the stakeholder theory, this paper proposes aconceptual framework that looks into the effects of ethical andsocially responsible practices on the financial and non-financialperformance of SME in Malaysia.  This paper argues that ethicaland socially responsible commercial practices are seen critical inorder to build a strong ground for harmonious business dealingsamong the multiracial community in Malaysia which couldsubsequently affect the overall performance of the SMEs. Thevarying commercial interests, distinct cultural perspectives, andhistorically distinct skill and trades could provide a richperceptual framework for understanding the ethical and sociallyresponsible practices in commercial settings. Even though it hasbeen reported that there is minimal cultural distance between



Malays, Chinese and Indians, it is likely that the variouschallenges faced in the commercial settings have some bearingson their perception of ethics and social responsibility. It isenvisaged that this research will provide a better insight into theintercultural variation in regards to values, ethical and sociallyresponsible practices among entrepreneurs in Malaysia andpromote a better understanding of the linkage of personal valuesheld by three racial groups in Malaysia and their businesspractices.
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IntroductionThere has been a prolific discussion in regards to the effects ofnational culture on business ethics as well as entrepreneurialbehaviours.  Some scholars seeking to move beyond nationalcultures suggest focusing on more fine-grained variations withina nation. In the context of multicultural country such as Malaysia,the intercultural differences provide an important reflection onthe existence and range of values and beliefs within a nation.Indeed, Hofstede cautioned that there may be linguistic, regional,tribal, ethnic, or caste cleavages within nations that maysometimes make national data non-representative for the nationas a whole (Hofstede, 1980, p. 23). Even though some researchersargue that Malaysians have streamlined their values under ashared wider socio-cultural environment (Yusof & Amin, 1999), it



is believed that there still exist some values among the threemajor racial groups (i.e., Malay, Chinese, and Indians) that can bemarkedly different from the dominant culture, especially inbusiness practices.  This is because in Malaysia, the ethnicdivisions tend to be reinforced by religious, cultural, linguistic,and economic divisions (Zabid, 2003). Since values affect the waypeople think and behave, the personal/cultural values of theentrepreneurs may also influence their perception of theprevalence of ethical and socially responsible practices in thecommercial setting. According to Fritzche (1995), behaviour is aresult of one’s values and attitudes.There are three important reasons as to why these practices insmaller firms should be examined more closely. Firstly, there is alarge disparity in the number of studies of ethical and social



responsibility issues between large firms and small firms (Quinn,1997). To date, work on ethics and social responsibility has beenlargely concentrated on large firms (Morris, Schindehutte,Walton, & Allen, 2002) particularly in the context of Malaysia(see, for example, Rashid & Ibrahim, 2002; Thompson & Zakaria,2004). As noted by Spence and Rutherfoord (2001), the size offirms is a significant differentiator for ethical issues wherebysuch issues identified in the larger firms do not reflect what isactually happening in smaller firms. Secondly, smaller firms havestrong interconnectedness with the local community in whichthey operate in (Gibb, 2005). Often, they deal with the samecohort of customers who reside in their local areas (Spence,1999) and the conduct of ethical and socially responsiblebusiness is an important factor in creating a harmonious“business-customer” relationship in the local community. Thirdly,



there is an increasing awareness about ethics and socialresponsibility, thereby leading societies to disapprove firms thatare found to be ethically ill and irresponsible. In light of thenotion, “good ethics is good for business” (Zairi & Peter, 2002),failure to adhere to such practices would have an adverse impacton business. Similarly, Vyakarnam, Bailey, Myers, and Burnett(1997) argue that ethical behaviours is one of the reasons why afirm is able to stay longer in business.It has been observed that the agenda of ethics and socialresponsibility in developing countries (e.g., Malaysia) lags behinddeveloped countries (e.g., Australia). For instance, the 2009Corruption Perception Index (CPI) reported that, of the 180countries studied, Malaysia was ranked 56th—way behind otherAsian countries such as Singapore, Hong Kong, Japan, and Taiwan



(Transparency International, 2009). Even though the CPI reportis not limited to small businesses, it is a reflection of the generalethical standards in these countries. With regards to socialresponsibility, the Council of Small Business Organisations ofAustralia (2000) reported that two-thirds of the small businessessurveyed (from a sample of 9000) revealed strong sociallyresponsible behaviours especially in terms of providing supportfor the local community. More recently, Madden, Scaife, andCrissman (2006, p. 57) found that “there was a genuineenthusiasm for the notion of corporate social responsibilitywhich was viewed as duty” among the Australian SMEs. Incontrast, it was observed that the awareness in regards to ethicsand social responsibility among smaller business is still relativelylacking in Malaysia. This is because the focus on such issues inMalaysia is often directed to large firms compared to smaller



firms (see, for example, Rashid & Ibrahim, 2002; Thompson &Zakaria, 2004).Notwithstanding this, the issues of ethics and socialresponsibility in small firms may be to some extent different fromtheir larger counterparts due the nature and characteristics ofthese firms. Small firms are, by nature, independent and self-managed (Spence & Lozano, 2000). Presumably, the key aspectsof ethics would revolve around the personal values and beliefs ofthe owners themselves, rather than governed by the ethical codesof conduct as in larger firms. ‘Multitasking’ is another keycriterion of small businesses (Spence, 1999).The variety of tasks facing small business owners may leave themwith less time to consider ethics in their daily business



management. In addition, according to Vyakarnam (1997,p.1627), “what constitute personal and business ethics areprobably closer in situations where the owner is also themanager in a business. Relatively speaking, recession has greaterimpact on small firms compared to larger ones, making businesssurvival one of the top agenda among smaller firms”. Given theseconstraints facing small business owners, it is therefore crucial toclosely examine the extent to which ethical and socialresponsibility considerations is applicable in smaller firms.In surmise, the purpose of this paper is to address these issues(i.e., ethics and social responsibility in SMEs) by advancing aconceptual framework that links the personal value of SMEowner-managers, the ethical and socially responsible practices,and business performance. This paper commences with the



discussion on the relevant literature followed by conceptualframework, in the course of which a number of propositions areformulated. Next, brief details on method, sample and measuresto be utilized for subsequent data collection are presented.Finally, this paper concludes with discussion of the study andtheir implications.
Country Context: Malaysia - A Multicultural SocietyMalaysia is a multi-ethnic country of 27 million people withMalays forming the predominant ethnic group, followed byChinese and Indians. Owing to its multiracial composition, manyhave argued that Malaysians hold divergent cultural values, eventhough there is evidence to show that Malaysians in generalshare similar cultural values (i.e., collectivism and a relationship



orientation). The only difference found among the three raceswas in terms of religiosity, with Malays holding religious beliefsto be far more important than their Chinese and Indiancounterparts (Abdullah & Lim, 2001). However, it is believed thatdiverse communities and ethic groups within a nation, with theirvarying commercial interests, distinct cultural perspectives, andhistorically distinct skill and trades provide a rich perceptualframework for understanding the ethical and socially responsiblepractices in commercial settings.Delving into the effect of personal values is one of themechanisms to understand the variations in how Malays,Chinese, and Indians perceived ethical and socially responsiblepractices in business setting. This follows Zabid and Ho’s (2003)contention that personal or cultural values held by an individual



could lead to differing views on what is considered right orwrong, ethical or unethical, and socially responsible or otherwise.Interestingly, an investigation of cultural values in Malaysia byFontaine and Richardson (2005), using Schwartz’s cultural valuessuggests that Malays, Chinese, and Indians share similar culturalvalues. However, Lim (2001) argues that the increased pressurefrom economic activities, associated with increased attention bythe government on economic development, could result inchanges in terms of cultural values. Therefore, even though it hasbeen reported that there is minimal cultural distance betweenMalays, Chinese and Indians, it is likely that the variouschallenges faced in the commercial settings have some bearingson their perception of ethics and social responsibility.



Small and Medium-Sized Enterprises (SMEs) in MalaysiaThe main reason for the focus on Malaysian SMEs is based onthe importance of SMEs to Malaysia economy. SMEs have beenacknowledged as the strategic thrust in Malaysia economybased on various reports of government agencies (SME AnnualReport 2005, 2006: 9th Malaysia Plan, 2006; Third IndustrialMaster Plan (IMP3) 2006 – 2020, 2006). Table 1 presents thedefinition of SME provided by SMECorp, Malaysia. Table 2tabulates the Distributions of SMEs based on The Census ofEstablishments and Enterprises 2005 by The Department ofStatistics.



Table 1: Definition of SMEs in Malaysia



Table 2: Distributions of SMEs based on the Census of
Establishments and Enterprises 2005 by the Department of
Statistics



Abdullah and Beal (2003) highlight several importantcontributions of SMEs in this regard. Firstly, because they arelabour-intensive, SMEs create employment opportunities.Secondly, SMEs enhance regional development and create moreequitable income distribution due to their location and ongoingexpansion throughout the broader community. Thirdly, SMEsplay a vital complementary role in relation to larger firms. Inmany cases, large firms depend on SMEs as suppliers anddistributors. For example, many SMEs in Malaysia supplycomponent parts, tools, and equipment to larger manufacturingfirms. Large firms also rely on SMEs for the distribution of theirproducts to the consumer. Fourthly, SMEs serve as a trainingground for developing the skills of workers and entrepreneurs.Finally, the presence of SMEs curbs the monopoly power of largerfirms and provides the structure of the economy with greater



flexibility. Thus, a country can reduce its vulnerability to financialcrises by strengthening its SMEs and ensuring their success.
Ethics and Social Responsibility: Mechanism to Promote
Harmonious Business and Societal RelationshipZsolnai’s (2004) suggests that “ethics is not a luxury of advancedeconomies, it is an indispensable means to foster economicdevelopment” (p.57), therefore, it is crucial for the smallbusinesses in developing economies to understand theimportance of such constructs in their daily business activities,especially in the context of Malaysia. Also, given the possibleexistence of intercultural variation in regards to personal valuesof the entrepreneurs (i.e., Malay, Chinese, and Indians) that mayaffect ethical and socially responsible practices, this study aims at



providing some answers to these questions: “To what extent dopersonal values of SME entrepreneurs in Malaysia influence theperception of and practice ethics and social responsibility?” andalso “to what extend do these practices influence businesssuccess?”Various studies have shown that ethical considerations areimportant for business (Hornsby, Kuratko, Naffziger, LaFollete, &Hodgetts, 1994; Spence, 1999; Spence & Lozano, 2000; Quinn,1997). Ethical practices within a commercial context make claimsabout ‘what ought to be done or what ought not to be done’ inmanaging a business (Kuratko, Hornsby, & Naffziger, 1997).Ethics as a code of conduct in larger firms has been the centre ofattention in business ethics research. With a view that ethicalpractices should be the guiding principle for all businesses, large



or small, studies investigating ethics in smaller firms have startedto gain momentum. One such study conducted by Vyakarnam etal. (1997) found that ethical issues experienced by smaller firmsin the UK revolved around the issues of conflict of interest amongthe stakeholders, protection of knowledge and information, legaland moral obligation, and personal versus business decisions.Also using a dilemma-based approach, Spence and Rutherfoord(2001) identified that there are four major dilemmas facing smallbusiness owners including profit maximisation, subsistencepriority, enlightened self-interest, and social priority.Closely related to ethical practices is social responsibility. Fülöpet al. (2000)’s define social responsibility as “the positiveactivities a company undertakes in the society in which itoperates” including responsibility towards customers, employees



and the public. When the concept was first developed more thantwenty years ago, organisations found it difficult tooperationalise it in their business practices, as it requiredsacrifices to be made on the financial level.  However, recently,organisations’ leaders have started to acknowledge theimportance of being socially responsible in business affairs. Forexample, the authors found that there is a growing commitmentto social responsibility among smaller firms, which is comparableto that of larger firms. Specifically, they found that small firmshave demonstrated willingness to make arrangements to meetthe requirements of social responsibility especially to theircustomers, their employees, and the public.Through the business lens, ethics and social responsibilitypractices is said to benefit the entrepreneurs financially in the



long run. According to Goll and Rasheed (2004), in fast-changingand unpredictable environments, socially responsible behaviourshelp organisations to gain support from various externalstakeholder groups. Such behaviours provide them with someprotection from unpredictability they face. It is also important tonote that an organisation’s image and reputation may beinfluenced by the good ethical conduct it portrays to the public(Jones, 2000). Taken together, the benefits of ethical and sociallyresponsible practices enable competitive advantage to beattained as a firm distinguishes itself from its competitors.Beyond commercial perspective, such fine gesturesdemonstrated by the entrepreneurs are seen as mechanism topromote harmonious business and societal relationships. Inparticular it could enhance trust, cooperation, and tolerance



among the three diverse racial groups given that one couldunderstand why others behave in the way they do. The threeelements are intrinsically important because they are corecharacteristics that positively affect the emotional andinterpersonal aspects of the work and life relationships. As suchethics and social responsibility inquiry deserve more attention.
Proposed Conceptual FrameworkThe preceding discussion that conjectures strong linkagesbetween ethical and social practices to business performanceand harmonious societal relationship augurs well with thestakeholder theory, both from instrumental and normativeperspective. According to Branco and Rodrigues  (2007), theinstrumental approach to stakeholder theory views



maximization of company’s wealth can be attained by means ofsatisfying stakeholders’ interests, whereas the fundamentalassumption of normative approach to stakeholder theorysuggests that “a company should behave in a sociallyresponsible manner because it is morally correct to do so”(Branco & Rodrigues, 2007,  pp. 13). Based on thisunderpinning theory, conceptual framework is advanced forfurther investigation. Personal values of the SMEentrepreneurs from the three main races (i.e., Malay, Chinese,and India) in Malaysia are treated as the independent variable.Perceived role of ethics and social responsibility as well asethical and socially responsible practices in business aremediating variables. The dependent variable is businessperformance in the context of SME. The proposed relationshipsamong these variables are depicted in Figure 1.



Fig 1. Conceptual Framework



Propositions:P1: The personal values of SME entrepreneurs’ are positivelyassociated with perceived role of ethics and social responsibility.P2: Perceived role of ethics and social responsibility is positivelyassociated with ethical and socially responsible practices.P3: Ethical practices and socially responsible practices arepositively associated with business performance.P4: Perceived role of ethics and social responsibility willsignificantly mediates the relationship between personal valuesand ethical and socially responsible practices.



P5: Ethical and socially responsible practices will significantlymediates the relationship between perceived role of ethics andsocial responsibility and business performance
Discussion and ConclusionIt is envisaged that this research will set a stage to:1. provide a better insight into the intercultural variation inregards to values, ethical and socially responsible practicesamong entrepreneurs in Malaysia.2. promote a better understanding of the linkage of personalvalues held by three racial groups in Malaysia and theirbusiness practices.



3. identify the ethical and socially responsible practicesperceived important by SME entrepreneurs4. validate if such ethical and socially responsible practices doinfluence business performance (i.e., financial and non-financial).5. benefit the society in a way that it will promote a strongground for harmonious business dealings and communalrelationship within the multiracial society given that thisstudy will enlighten the related parties on the similarities anddifferences among them.



The value of this study lies in its effort to provide an informedunderstanding of the ethical and socially responsible practices insmaller firms, particularly in the context of Malaysia. Theidentification of such “noble” practices would signal an importantmessage regarding the prevalence of such practices, particularlyin smaller firms, because of their strong interconnectedness withemployees, customers, and local community. Ethical and sociallyresponsible considerations are seen pivotal given thatharmonious “business-business”, “customer-business” and“community-business” relationships could bolster firmperformance and to a larger extent, promote communal unitythat is built upon trust, respect, and integrity. Importantly, thisstudy would alert Malaysian society and entrepreneurs inparticular, of the prevailing similarities and differences in theway in which each ethnic group views ethics and social



responsibility. This is because misunderstandings and prejudicederive from the lack of trust may result in conflict that sets eachgroup apart.Also, in view of ‘good ethics is good for business’, it is assumedthat failure to adhere to such practices will have majorimplication to the business well-being. The good example (interms of the demonstration of ethical and socially responsiblepractices) set by the smaller firms may influence the broadertrading environment to improve standards of behaviour andintegrity in business. The awareness of ethical business practicesamong smaller firms could also furnish a healthier economy(Bishop, 1992), as they make up more than 80% of allestablishments in most countries.



Above all, business practitioners should realise that ethics, socialresponsibility, and profit making can go hand in hand; they arenot conflicting agendas. Therefore, a challenge forentrepreneurship educators and policy makers is to recognise thedistinctive aspect of these practices in SMEs and not to treat theissue of ethical and social responsibility through the lens of largefirms’ corporate policies but as means for creating small firms’competitive advantage. As argued by Hatten (2006), ethical andsocial responsibility issues in smaller firms should go hand inhand with the strategic planning of the firms because theentrepreneurs’ decisions of “what to do and how to go aboutdoing it” are largely influenced by their ethical and sociallyresponsible values. Training programs that could portray therelationships among strategic planning, ethics, and socialresponsibility of the entrepreneurs is of great value.
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