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ABSTRACT

A heavily cash-based ecosystem impedes the growth of business and bustling
of economy. Studies show that the cashless payment system is critical in advancing
the business ecosystem of SMEs. The adoption of cashless payment system among
SMEs in Malaysia is still lagging behind as compared to other developing countries.
Hence, this research aims to investigate the factors that influence the adoption of
cashless payment system among SMEs in the services sector. A thorough literature
has been reviewed to identify the factors and based on it a model that influences the
adoption of cashless payment system among Malaysian SMEs has been constructed.
A sample of 105 SMEs in Melaka was used in this research. A structured
questionnaire that employed a 7-point Likert scale was used for data collection. Both
descriptive and inferential statistics were used in analyzing the data. The results of
the research indicated that the perceived ease of use, perceived usefulness and
perceived risk were significant factors in the adoption of the cashless payment
system among the SMEs in the services sector. Results of the study further showed
that perceived ease of use was the salient factor of the SMEs to apply the cashless
payment system. This research suggests that cashless payment system is central in
sustaining the growth of SMEs and the Malaysian SMEs must be seriously
encouraged to adopt the cashless payment system.

Keywords: cashless payment system, SME, service sector, perceived ease of use
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ABSTRAK

Ekosistem amat berasaskan tunai telah menghalang pertumbuhan perniagaan
dan ekonomi. Kajian-kajian sebelumnya menunjukkan bahawa penggunaan sistem
pembayaran tanpa tunai adalah penting dalam memajukan ekosistem ekonomi di
kalangan Perusahaan Kecil dan Sederhana (PKS).Penerima pakai sistem pembayaran
tanpa tunai di Malaysia masih ketinggalan jauh daripada negara-negara yang masih
membangun. Oleh itu, kajian penyelidikan ini bertujuan untuk mengkaji faktor-faktor
yang mempengaruhi penerima pakai sistem pembayaran tanpa tunai oleh Perusahaan
Kecil dan Sederhana (PKS) di sektor servis di Melaka. Kesusasteraan telah dikaji
semula untuk mengenal pasti faktor-faktor dan model berdasarkan faktor yang
mempengaruhi penerima pakai sistem pembayaran tanpa tunai telah dibina.
Sebanyak 105 sampel PKS di Melaka telah digunakan dalam kajian ini. Soal selidik
yang mempunyai Skala Likert 7-mata telah digunakan dalam pengumpulan data.
Data telah dianalisis menggunakan statistik seperti diskriptif statistik. Hasil kajian
menunjukkan bahawa kesenangan penggunaan, fungsi penggunaan,dan risiko
penggunaan adalah faktor-faktor dalam mempengaruhi penerima pakai sistem
pembayaran tanpa tunai. Kajian juga menunjukkan bahawa kesenangan penggunaan
adalah faktor yang paling penting dalam mempengaruhi penggunaan sistem
pembayaran tanpa tunai. Kajian ini memcadangkan bahawa sistem pembayaran tanpa
tunai adalah penting dalam mengekalkan pertumbuhan PKS dan PKS di Malaysia
amat digalakkan untuk mengguna sistem pembayaran tanpa tunai.

Kata Kunci: pakai sistem pembayaran tanpa tunai, PKS, sektor servis, kesenangan
penggunaan
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CHAPTER 1

INTRODUCTION

1.1 Introduction

This chapter covers the background of this study, which discussed the SME
and the trend of the adoption of the cashless payment system in Malaysia. Next,
problem statement for this study is stated. It is then followed by three research
questions and three research objectives. After that, the scope, limitations, key
assumptions and the significance of the study will be discussed. Then, the last part of

this chapter would be a brief summary of Chapter 1.

1.2 Background of the Study

In recent years, Malaysia had undergone a growth in the use of cashless
payment instruments such as electronic fund transfers, credit or debit cards as well as

mobile banking. Although these facilities had existed in Malaysia for sometimes,



however, the adoption of these instruments among small-medium enterprise (SME)

in Malaysia is still lagging behind as compared with other developing countries.

SME had become the core of Malaysia“s economic transformation since the
year the 1990s and acts as an important driver for employment and growth. Based on
the statistics in 2016, out of the 662,030 enterprises in Malaysia, 97.3% (645,136)
are SMEs. (The Star, 2016). These businesses had contributed nearly 37% of the
country”s GDP, 65% of the country*s employment, and nearly 18% of Malaysia“s
exports(The Star, 2017). Due to its significant potential to drive the economy, SME

had formed the backbone of Malaysia‘s economy.

Government Malaysia had launched Malaysia“s 2012-2020 SME Masterplan
that includes a structured framework that seeks to advance SME development and
increase their contributions to the economy due to its high growth potential. This is
because Malaysia‘s transition to a high-income economy highly depends on SMEs*
contribution to GDP growth. By 2020, Malaysia aims to push contribution of GDP
and share of the countrys exports from SMEs to 41% and 23% respectively.
According to Minister in the Prime Minister*s Department (2017)SME grew at an
average annual rate of 6.7%, outperforming the overall average growth of the
economy of 5.3% in between 2011 to 2015. Besides, he also mentioned that the
target set in the SME Masterplan 2012-2020 could be achieved if Malaysia is able to
maintain its SME development growth pace at 6.7%. This shows that Malaysia“s
government had pay high attention on SME growth with high investment and put a
high expectation on the SME performance on the country economy. Besides, the
SMEs act as employment providers, which once again highlighted the important role

of SMEs in Malaysia.

Our Prime Minister had mentioned in TN50 Roundtable Dialogue that
Industry 4.0 has been threatened the by the age-old business models today, especially
in a cashless society(Malaysian Reserve, 2017). The focusing on innovation and
technology adaptation is one of the key elements of Malaysia“s Masterplan. Hence,
the adoption of new innovated payment system seems played a crucial role in this

Masterplan. To ensure the continued growth and contribution of SMEs to Malaysia



economy, Malaysia should encourage the private sector to adapt to the changes to be

globally competitive(The World Bank, 2016)

As we can see from the successful countries such as China, more of half of
their transaction is made via the cashless payment system. It can be clearly seen that
the world is going cashless nowadays. Cashless payment such as debit/credit card as
well as internet banking had been launched for a long time. The latest cashless
payment system that had been adopted by China includes the use of Alipay which
had improved the operational efficiency for the SME owners in China. China had
made around US$5.5 trillion (RM23.58 trillion) in e-payment transactions in the year
2016(T. M. Reserve, 2017).For instance, WeChat Pay allows users to make their
electronic payments with a bank account and a smartphone only. This results in the
growth of China"s WeChat"s mobile payments market from 3.3% in 2013 to 40% in
2017. There is a financial revolution that will occur globally. At the same time, other
developing countries are starting to see the potential. Just like India, a developing
country that has up to 98% of cash transactions in their economy, had noticed that
the trend of the economy is going digital(Review et al., 2017)Hence, it is necessary

for Malaysia to follow the trend to assure the continued growth of SME.

1.3 Problem Statement

Today, cashless payment had become a faster and better payment method as
compared to the traditional way. By using the cashless payment system, the
transaction can be made anywhere and anytime without limitation. It can highly
improve the operational efficiency of a company as well as an industry. In order to
promote the economic growth in Malaysia, the government is now promoting the
SME growth by the SME Masterplan; the implementation of the cashless payment
system in the SMEs becomes crucial as the global payment trend is going cashless

nowadays.



According to the report from Bank Negara Malaysia, the usage of debit cards
as an alternative payment to cash was not so successful in Malaysia (Bank Negara,
2017). Significant progress has been made in order to promote the use of cashless
payment system such as debits cards in the transaction. However, the results are less
successful as there is the only marginal increase from one to three debit card
transactions per capita, and from seven to nine payment card terminals per 1,000
inhabitants(Bank Negara, 2017). This shows that Malaysian still highly depends on
cash in making their transaction. Just like Nigeria, one of the developing countries is
a country that becomes a heavily cash-based economy due to its high dependence on
cash in their payment. (Yaqub et al., 2013). As referred to Yaqub et al. (2013)study,
they stated that the prerequisite development for the national economy is to adopt a

secure, convenient and affordable payment system in the business ecosystem.

Since SMEs had played an essential role in the economic growth in Malaysia,
it is important for them to adopt this cashless payment system to their business as the
payment trend adopted will also affecting the economic growth. However, there is
big challenge such as behavioural constraints and lack of confident (Yaqub et al.,
2013) for the SME owners to improve their businesses efficiency by adopting this
payment system. Besides, the study on the adoption of the cashless payment system

in supply sides such as organisation and company is very limited(Guo & Bouwman,

2016).

It is found that the whole ecosystem and building blocks should work in
tandem to entrench cashless payment system among the communities, (The Star,
2016). Since the adoption of cashless payment system is less favourable in Malaysia,
it is important to identify the adoption factor as the government may able to
understand the factors that influence the adoption and encourage the SME to adopt
the cashless payment system in a more effective way. Thus, this study is undertaken
to determine the factors that affect the adoption of cashless payment system among

SME:s in the services sector in Malacca.



14 Research Questions

There are three research questions for this study

1. What are the factors that influence the adoption of cashless payment system
among SME:s in the services sector in Malacca?

2. What is the factor that has the greatest influence on adoption of the cashless
payment system among SMEs in the services sector in Malacca?

3. Is there any relationship between factors influence and the adoption of

cashless payment system among SME:s in the service sector in Malacca?

1.5 Research Objectives

There are three objectives for this study

1. To determine the factors that influences the adoption of cashless payment
system among SMEs in the services sector in Malacca.

2. To identify the factor that has the greatest influence on the adoption of the
cashless payment system among SME:s in the services sector in Malacca.

3. To investigate the relationship between factors influence and the adoption of

cashless payment system among SMEs in the services sector in Malacca.



