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ABSTRACT

Innovation is a catalyst for the growth and development a country’s economy. The ever changing
and uncertainty of the global economy has demanded Malaysia to emphasis on innovation and
creativity as the key factors for a sustainable growth in the world of business. In this respect, the
Small and Medium Enterprises (SMEs) which are recognized as the backbone of the nation’s
economic growth need to be innovative and creative in order to be sustainable. However, some
SME:s in Malaysia do not recognize change and reform as an innovation, and they do not consider
innovation as part of their manufacturing activities. Further, despite their significant contributions
to the Malaysian economy, the SMEs have not been given adequate attention in comparison to the
larger size companies and public-listed enterprises in Malaysia. Hence, this study aims to
investigate the innovation factors that influence the performance of Manufacturing SMEs in
Malaysia. This study is an exploratory descriptive study that utilizes questionnaire as its main
instrument for data collection. It was designed to identify and explore the influence of innovation
factors in optimizing the business performance of the SMEs in Malaysia. 180 respondents
representing the SMEs manufacturing sector in the Klang Valley and Southern Region Malaysia
(Selangor, Wilayah Persekutuan, Negeri Sembilan, Melaka, and Johor Bahru) were involved in this
study. The data were analyzed using the Statistical Package for Social Sciences (SPSS) version
16.0. The overall findings showed that all of the factors that contribute to the encouragement of
innovation influence the business performance of the SMEs. Therefore, efforts towards imparting
innovation should be prioritized in the SMEs in order to enhance their business operation. By doing
so, they can be more effective and efficient so that they can contribute significantly towards the

development of the national economy.
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ABSTRAK

Inovasi merupakan pemangkin kepada pertumbuhan dan pembangunan ekonomi sesebuah
negara. Ekonomi global yang sentiasa berubah dan tidak menentu telah menuntut
Malaysia memberi penekanan kepada inovasi dan kreativiti sebagai faktor utama bagi
pertumbuhan yang mampan dalam dunia perniagaan. Dalam hal ini, Perusahaan Kecil
dan Sederhana (PKS ) yang diiktiraf sebagai tulang belakang kepada keperluan
pertumbuhan ekonomi negara perlu menjadi inovatif dan kreatif dalam usaha untuk
menjadi mampan. Walau bagaimanapun, sesetengah PKS di Malaysia tidak mengiktiraf
perubahan dan pembaharuan sebagai inovasi , dan mereka tidak menganggap inovasi
sebagai sebahagian daripada aktiviti-aktiviti perniagaaan pembuatan mereka. Walaupun
mereka merupakan penyumbang utama kepada ekonomi Malaysia, PKS tidak diberi
perhatian yang mencukupi berbanding dengan syarikat-syarikat bersaiz besar dan
syarikat-syarikat awam yang tersenarai di Malaysia. Oleh itu, kajian ini bertujuan
mengkaji faktor-faktor inovasi yang mempengaruhi prestasi PKS dalam sektor Pembuatan
di Malaysia. Kajian ini merupakan kajian penerokaan deskriptif yang menggunakan soal
selidik sebagai instrumen utama bagi pengumpulan data. la telah direka untuk mengenal
pasti dan meneroka hubungan antara faktor-faktor inovasi dalam mengoptimumkan
prestasi perniagaan PKS di Malaysia. 180 responden yang mewakili sektor pembuatan
PKS di Lembah Klang dan Wilayah Selatan Malaysia ( Selangor , Wilayah Persekutuan ,
Negeri Sembilan, Melaka dan Johor Bahru) telah terlibat dalam kajian ini. Data dianalisis
dengan menggunakan Pakej Statistik untuk Sains Sosial ( SPSS ) versi 16.0 . Hasil dapatan
menunjukkan bahawa terdapat faktor-faktor inovasi yang mempengaruhi prestasi
perniagaan PKS. Oleh itu , usaha ke arah inovasi perlu diutamakan dalam PKS bagi
meningkatkan operasi perniagaan mereka. Dengan berbuat demikian, mereka boleh
menjadi lebih cekap dan memberikan impak berkesan dalam memberi sumbangan besar

kepada pembangunan ekonomi negara.
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CHAPTER 1

INTRODUCTION
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1.0¢ Background <"[Formatted: Line spacing: Double
ACKGROUND OFESTUDY

The Small and Medium Enterprises (SMEs) have a_significant

presence in the Malaysian manufacturing sector. Around 90 percent of the total

establishment in manufacturing sector are the SMEs. These firms— account forabeut 29

percent and 33 percent of the total output and employment in the manufacturing sector

respectively. Acknowledging the importance of SMEs inte the manufacturing sector, the

Malaysian government has made various seme—efforts to promote the development of

SMEs-#-theseetor. In the recent Eight Malaysia Plan (2001-2005), an approximatelyabout

42 percent (or RM1.09 billion) of the development allocation for industrial development

has beenwas allocated for the development of SMEs-development.

TheThe emphasis of the government’s—emphasis has been on developing more resilient

SMEs via the transformation from labor intensive eperationoperations—te-one to based-on

capital, knowledge and technology based operation. This transformation also includes the

improved —inechadinethe-ability of the SMEs to innovate, design and develop new products

and processes.



The role of SMEs in the national innovation system and the importance Of<’4[Formatted: Indent: First line: 0.5" ]

technological change and innovation in creating opportunities for SMEs are explicitly

recognized in the Bologna Charter on SME Policies (which was adopted on 15 June 2000).

More specifically, the Bologona Charter calls for governments to consider implementing

SME policies that-are:

4’4[Formatted: Indent: First line: 0.5" ]

e Improve SMEs’ ability to manage innovation, Formatted: Bulleted + Level: 1 + Aligned
at: 0.75" + Indent at: 1"

e Reduce financial barrier to innovation in SMEs, and

e Improve SMESs’ access to national and global innovation network.

Innovation has been viewedis—breadly—seen as an essential component of

competitiveness, embedded in the organizational structures, processes, product, and



services_of-with a firm. Innovations provides —firms-a strategic orientation to overcome the
problems a firmthey encounters while striving to achieve sustainable competitive

advantage (Drucker, 1990; Hit et al., 2001; Kuratko et -al., 2005).

Innovativeness is one of the fundamental instruments of growth strategies to enter a

new market, to increase the existing market share and to provide athe company with a

competitive _edge. Motivated by the increasing competition in the global market

companies have started to grabsp the importance of innovation. The changing emphasis to

innovation is also due to the swift changes in technologies which cause a :sinee-swiftly

¢ erosion ofde the value added

of existing products and services. Thus, innovations constitute an indispensable component

of the corporate strategies for several reasons such as to apply more productive

manufacturing processes, to perform better in the market, and to seek positive reputation in

customers’ perception, in which all of these result in gaining —and-as—aresult-to-again

sustainable competitive advantage.

One of the primary research areas in the present innovation literature aims to find

the out—the—acknowledged—relations between innovation and the firm’s performance.

Although there are —euite—numerous conceptual studies in this field of knowledge, ;

analytical and empirical studies are found to be limited both in terms of the numbers,-and

extent and depth of analysis. As stated by Jin et al. (2004), 0Only a few studies have

conducted a close examination of intimately-examined-the relationship between innovation

and firm performance. —as—Fn—Z—etal—2004)stated-Thus, there is a need for —The

empirical studies that focused on the realations between a few dimensions of innovation

and/or a single performance aspect.




In this study, we aim to explore innovations and their influence on the firm

performance by examining the importance, intention, improvement and personality

innovation, as well as by focusing on various aspects of firm performance such as the

innovative performance, production performance, market performance and financial

performance. Therefore, the main contribution of this study is the comprehensive

innovation-performance analysis based on empirical data. Using a structural equation

modeling approach, this study—whieh does not only revealed the positive effects of

innovation factors on firm performance but also yieldsed a path of relation among these

variable.

/{ Formatted: Font: Bold ]
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Small and Medium Enterprise (SMEs) Line spacing: single
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It has been widely recognizsed that the Small and Medium-sized Enterprises
‘\(Formatted: Indent: Left: 0.5", First line: }

(SMEs) are eensidered-the to-be-an-engines for growth in both the developed and

developing countries_(Boocock and Shariff, 2005).- The benefits of a vibrant SME

sector include: the creation of employment opportunities,: the strengthening of
industrial linkages.: the promotion of flexibility and innovation,: and the generation

of export revenues __ (-Coad &and Rao,; 2008; -Harvie &and Lee, 2010). There
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