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Abstract—Innovation has been termed as the most crucial of the
elements in today’s globalized and competitive environment.
Companies focusing on innovation achieve not only competitiveness
but also are able to sustain them for a longer period of time. The
present study is conducted in the context of Malaysian SMEs using a
sample of 870 SMEs from both manufacturing and services sectors.
These SMEs have been found engaged in variety of businesses and to
some extent have also been involved in the process of innovation.
The results indicate that the SMEs though are aware of the
innovation and its relevance to organizational performance and
growth yet are unable to focus on innovation processes as much as
they should to gain competitive position.

Keywords— Innovation, Performance, Growth, SMEs,
Malaysia.

L

Innovation is an important tool that provides opportunities
to new inventions and building of new markets (Kuhn &
Marisck, 2010). Moreover, there is a remarkable increasing
interest trade and industry growth based on innovation and
creation of competitive advantage (Birkinshaw, 2011;
Clawson, 2009; Grant, 2010; Hamel, 2002; Kim &
Mauborgne, 2005). Furthermore, due to mounting
competition, the capability to control the innovation and
manage the innovation processes has become extremely
important to governments and organizations alike because of
the impact, limited and inadequate resources will have on the
future growth. Kanter (2006) terms innovation as a natural
renewable source accessible to all restricted only by human
effort.

Remaining competitive in today’s modern world require
organizations to pursue innovation (Teece, 2007). Hence the
million dollar question in this regard relates with ‘how to
innovate’ which still draws researchers attention. Clausen, et
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al (2013) recently focused on this challenge by attending to
the question and used prior theory to identify four modes of
innovation i.e. open exploration, closed exploration, open
exploitation, and close exploitation. It has been suggested by
researchers that SMEs have limited innovation as compared to
larger enterprises. However, this misconception has been
negated by Kaufmann and Todtling (2002) who highlight that
SMEs are more innovative due to their heterogeneous
character but are restricted in innovative capacity due to their
financial and human resources. Similarly, Rosenbusch et al
(2011) have identified several factors that affect the
relationship between innovation and SME performance. They
are of the view that new SMEs benefit more from innovation
than the mature organizations mainly due to their flexibility to
accept change in their environment or industry.

Keeping in view the importance of innovation in SMEs
performance, the present study focuses on the Malaysian
SMEs. Malaysia is one of the fastest growing economies of
the world and is based largely on SMEs that contribute almost
33 percent to the national GDP. The importance of SMEs
growth and their sustainability cannot be overemphasized for
Malaysian economic growth and development especially in
this competitive global environment. Despite the government
focus on SMEs, researchers question the role of innovation in
maintaining the growth of the Malaysian economy and the
role of innovation in the overall performance of the SMEs.
This concerns stems from the Hill et al (2012) who feared
about country being victim of middle income trap evidenced
from the visible downfall in the growth rate since late 1990s.
Thus, the main focus of the present study is to evaluate the
role of innovation towards SMEs performance and growth.

II. REVIEW OF LITERATURE

A. Innovation

Wood (2008) opines that creativity of an organization is
mainly concerned with the establishment of valuable and
useful new product, service or idea and the methods by which
individuals work together in a complicated social system.
Innovation is basically concerned and defined with the
adoption of a product, service and methods that are new for
organizations and adopted by them.

Crossan and Apaydin (2010) highlights that innovation is
creation or acceptance , adaptation and utilization of a value -
added novelty in trade and industry spheres, regeneration and
expansion of product , services and markets, making of new
ways of product development and establishing new
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management system. Similarly, Orlikowski (2010), Tsoukas
et. al (2002) and Wierdsma (2004) stated that innovation is the
process of development of new outcome by adopting new
ways of working and product development. Moreover, this
new method of working is concerned with the improvement
and better performance of an organization that result in
production of a new service, process and product. Innovation
is generative renewal and competence of an organization to
perform in correspondence to environment. Innovation is seen
as a most important part of an organizational life that emerges
in daily activities and interaction of the organizational
members while they carry out their work and goals.

Innovation is considered as every day issue for members of
organizations in defining their problems, responding to
unforeseen events, creation of solutions and development of
new ways and procedures to organize work, through the use
of experience, skills, motivation and the knowledge
accumulated is converted in to production of an innovative
product or service (Tsoukas & Vladimirou, 2002; Wierdsma
2004, Kocher et al. 2011, Miettinen et al. 2009). Boer et al.
(2005) explains that the organizational practices of the
innovation are maintained, established and uses the standard
set of actions or systems like designing of an idea or thought,
evaluation and managerial efforts and practices for innovation
like flexible roles, rotation , for time being projects teams, self
organizing groups. Moreover, the formal practices help out
and encourage the employees to participate not only in
innovation and learning activities but also be a part of
designing activities (Wilhelmsson & Do66s, 2009, Kianto,
2008).

Tsoukas and Vladimirou, (2011), Jensenet al. (2007)
stresses on dualistic nature of innovation between exploration
and exploitation, individual and collective, STI (Science,
Technology and Innovation) and DUI (Doing, Using and
Interaction) mode of innovation and on organizational level
between suppleness and competence. Eisenhardt et. al. (2010)
suggests that either the complementary processes,
harmonization, meta level collective orientation or gather
them in constant dialogic relationship in order to have control
on both sides. Moreover, Foss et al. (2010) opines that it is not
clear that how the activities of exploration/ exploitation and
the process of knowledge usage, creation and integration
occurs, it is not only concerned with the individual and team
level, thus, we can get the complete picture of how the
innovations are performed in an organizations.

Wierdsma, (2004) and Yuan and Woodman (2010) state
that innovation is seen as rising trend in day to day work of
organizational members and on individual level the
exploration and generation of an idea is performed by the
individual actions and via social interaction. If we talk about
in terms of individual it means that capability to express skills
and insight that is creation, encouragement and endorsement
of new idea in to action. In order to improve the performance
of an individual or group of an organization the thought or
idea can be taken as a collective practice in order to get the
best play of day by day increasing innovation and renewal
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demands that is the main player between the individual and
organizational knowledge.

B. Growth

Researchers normally evaluate a company’s ability based
on its performance (Bonn, 2000; Rosli & Sidek, 2013) or
growth (Dobbs & Hamilton, 2006). The concept of firm
growth is associated with the law of proportionate effect,
which states that the firm growth is proportional to the firm’s
current size. However, this law fails to hold in relation to the
age of firm and show a negative relationship between growth
and firm size and age (Hutchinson & Xavier, 2004). The
empirical research indicates that there is positive relationship
between innovation and growth of the firms if there is a
constant supply of finances (Hyytinen & Toivanen, 2003). In
the presence of innovation, the overall firm performance
would enhance (Rosli & Sidek, 2013; Damanpour, 1991; Lin
& Chen, 2007, Van Auken, et al. 2008; Li, et al. 2010; Salim
& Sulaiman, 2011). This shows that innovation is critical for
the growth of the organization in terms of its sales, market
penetration, profitability and sustainability of organizations
especially for small and medium enterprises.

III. METHODOLOGY

For the present study, sample consisted of SMEs belonging
to both manufacturing and services sectors. A total of 870
SMEs from across the country participated in the study that
spanned over a period of twelve months. The criterion
followed in selection of SMEs was based on number of
employees not exceeding 150 full time employees. The
instrument of the study was based on the innovation (process,
product, administrative and marketing) and the growth of the
company (sales turnover). A team of 20 specially trained
enumerators was engaged to collect the data. The
questionnaire was developed for the study and was based on
the innovation survey. The reliability of the instrument was
found to be 0.827. The scale of the study used five point likert
rating. The demographic details of the respondent companies
indicated that majority of these SMEs were operational since
2000 (75%) while rest of them were established during 1990s.
Regarding the ownership of the companies, it was found that
sole proprietorship accounted for 32% of the sampled SMEs,
partnership accounted for 8% while the rest were private
limited. The main activities of these sampled SMEs were
found to be concentrated around travel & Tours (30%),
scientific activities (12%), computer and electronics (16%)
and the rest were distributed in the others miscellaneous
activities. All of the sampled SMEs were involved in one of
the innovation processes that is either they have been involved
in product innovation, innovation related to processes,
structural innovations or marketing innovations.

IV. RESULTS AND DISCUSSION

First the significance of innovation to the company was
assessed for both manufacturing and service sector SMEs. The



Mathematical Methods in Engineering and Economics

result is presented in Table 1.

Table 1 Significance of Innovation for Growth of Firm in

opinion of Managers
To replace products To improve | To extend | To increase
ep produ product product market
range share
Response % % % %
Not
Relevant 44.1 25.1 26.7 25.8
Low 11.9 8.0 12.1 9.6
Medium 19.1 13.6 17.2 15.2
High 25.0 533 43.9 49.4

The results indicate that for the growth of the company,
manager’s view replacing products as having no significance
(44.1%), but they are of the view that to improve the product
quality, increasing the market share and to extend existing the
product lines, innovation is of utmost importance for the
company.

To assess whether there exist any differences between
manufacturing and service SMEs, t-test was applied (Table 2).
The result indicates that there exist a significant difference of
opinion between manufacturing companies and service
oriented companies. The results indicate that manufacturing
companies are aware and are acknowledge and apply the
innovation in their processes.

Table 2 t-test for Manufacturing vs. Services SMEs

Sector Mean Std. Dev.

Manufacturing 1.5461 1.28777
To replace products

Services 1.0696 1.19622
To improve product | Manufacturing 2.3775 1.04685
quality Services 1.6917 132562
To extend product Manufacturing 2.2247 1.11048
range Services 15143 1.26809
To open up new Manufacturing 2.2989 1.13428
markets or increase
market share Services 1.6289 1.27987

N 870

To assess whether the sampled SMEs were involved in any
activities related to R&D, managers were asked about their
response on a dichotomous scale. The result is shown in Table
3.

Table 3 R&D Activities of SMES

Response | In-house Outside External Training
R&D Acquisition of | knowledge
R&D
% % % %
Mo 59.4 88.4 84.9 49.7

ISBN: 978-1-61804-230-9

147

Yes
IN

40.6 11.6 15.1 50.3

870

The managers of SMEs were asked to respond to whether
they have been involved in in-house or outside the company
R&D, acquisition of external knowledge for R&D activities or
training their employees in this regard. The results indicate
that on all accounts SMEs surveyed were less involved in
R&D activities except for the training of employees.

V. CONCLUSION

The present study was conducted to find out the role of
innovation in the development and growth of small and
medium sized firms. The results indicate that the Malaysian
SMEs management is aware of the role innovation plays in the
growth of the firms. However, being resource starved these
SMEs are not in a position to either enter R&D activities or
acquire new and advanced technologies, although, these
companies are engaged in developing the skills and capacities
of their employees through various trainings. The results also
suggest that the manufacturing companies are more involved
in research and development activities than their counterparts
in the services industry. The results of the study do indicate
that the innovation is essential if companies want to grow and
become more competitive in relation to their national and
international competitors. This would not only help the SMEs
to gain market share but would also help them sustain
themselves in the longer run especially with the coming of the
ASEAN Economic Community single market commencing in
2015. The survival of Malaysian SMEs will depend on their
ability to innovate as they will face enormous challenge from
other member countries SMEs. It is suggested that the future
studies should take into account external factors like sources
of government funding and incentives systems, external
collaborative linkages between SMEs and research and
academic institutions that could help build the capacities and
capabilities of the SMEs to attain growth and competitive
advantage.
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