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Abstract

The manufacturing sector in Malaysia has been recognized as an important sector due to its
significant contribution toward the nation’s economic growth. This sector is the most significant
contributor to total exports of the country and the second largest contributor to the gross domestic
product (GDP). However, the total shares of Malaysia’s manufacturing exports in the world market
declined due to competitive and globalized market condition. Consequently, it is essential to
investigate the factors that affect operational excellence to remain competitive and achieving
excellence in the business. This study aims to examine the internal and external environmental
factors that affect the operational excellence in the Malaysian SMEs manufacturing sector. The
literature have demonstrated that an investigation on operational excellence lacks particularly in
Malaysian SMEs sector. In addition, the impact of internal and external environmental factors on
operational excellence has received little attention in the literature especially in the SMEs sector.
Therefore, the conceptual model has been developed based on a comprehensive review of the
previous study. This paper presents a conceptual framework that investigates the internal and
external environmental factors that affect operational excellence as well as their relationship on
operational excellence in the Malaysian SMEs manufacturing sector. The contribution of this paper is
to identify the influence of internal and external environmental factors towards the operational
excellence. Thus, this study proposed a conceptual framework for SMEs manufacturing sectors in
Malaysia.

Keywords: External Environmental Factors, Internal Environmental Factors, Manufacturing Sector,
Operational Excellence, Operational Management, Small and Medium Enterprises (SME).
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Introduction

Small and medium enterprises (SMEs) have been recognized as the pillar of economic and
social developments in many countries around the world (Halim and Zain, 2011). SMEs play a vital
role in the country’s economies by providing job opportunities and enhancing country exports and
also a supplier to other manufacturing industries (Mohd Ali & Abdul Talib, 2013). In Malaysia, SMEs
are significantly contributed to the development of the Malaysian economy and the roles of SMEs
are crucial in shaping the economic landscape of Malaysia in achieving high-income nation status by
the year 2020 (Mahmud & Hilmi, 2014). There are several categories in Malaysian SMEs sectors such
as services, manufacturing, construction, mining and quarrying sectors. The manufacturing sectors
are one of the crucial sectors to the economic development of the country. The manufacturing
sectors in Malaysia are dominated by SMEs sector. The manufacturing sector is the largest
contributor to total exports of the country and the second largest contributor to the gross domestic
product (GDP). However, the total shares of Malaysia’s manufacturing exports in the world market
declined due to intense competition from emerging economies such as China, India and Vietnam
(Eleventh Malaysia Plan, 2015). This situation is supported by the Global Competitiveness Index (GCl)
which shows that in 2014, Malaysia was ranked low.

Furthermore, the success of SMEs is crucial to the country’s economic growth. However, SMEs
faced variety of barriers that affect their performance to survive in the businesses (Mat Yunoh &
Mohd Ali, 2015). Operation management is one of the critical functional areas and also an important
point which affects the SMEs performance (Urban & Naidoo, 2012). Additionally, SMEs are
threatened by barriers that may occur in the operation functional area. To overcome the obstacles
and challenges, SMEs should develop the requisite operations and management skills which affect
the operational areas (Pycraft et. al., 2003). Therefore, SMEs must the pursuing operational
excellence to improve their performance and still growth in the business (Abdul Wahab, Ismail, &
Muhayiddin, 2016; Lee, Lim, Ma, & Xu, 2013).

SMEs need to search for new, innovative, flexible and imaginative ways to survive in the
business competition. The organization needs to rebuild themselves by creating new strategies and
ideas to achieve business excellence to become a leader in the market competition (Yew & Ahmad,
2014). The organization is require to pursue excellence in their business by seeking long-term
business success to respond actively to survive with the challenges (Jaeger et. al., 2014). One of the
ways to achieve excellence is by pursuing operational excellence. Operational excellence is one of
the important aspects of business excellence which is an aspect of organizational structure that
strives for improvements in key operational performance metrics (Shehadeh, Zu’bi, Abdallah, &
Magableh, 2016).

Moreover, achieving operational excellence is a requirement to the organizations. However,
how to achieve operational excellence and sustain competitive advantages still the main questions
among the organizations (Dahlgaard-Park & Dahlgaard, 2007; Yew & Ahmad, 2014). Many
organizations seeking for the excellence but unfortunately many of them failed to achieve the
excellence level due to the lack of understanding of the factors that influence operational excellence
(Dahlgaard-Park & Dahlgaard, 2007). Additionally, the guidelines that describe how to achieve
operational excellence is remained unclear (Mohammad, Mann, Grigg, & Wagner, 2011). The
organizations require practical and detailed guidance to achieve operational excellence (Sharma &
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Kodali, 2008). Consequently, it is essential to identify the key success factors that affect the
operational excellence in order to be competitive in the business (Heizer & Render, 2004; Oakland,
Tanner, & Gadd, 2002).

The operational excellence is an important topic and has been an issue in both academia and
industry. Review on the related literature have shown that there are limited studies conducted on
the operational excellence and mostly focus on other types of performance (Shehadeh, Magableh,
Al-zoubi, Akhorshaideh, & Al-sham, 2016) and also lack of study conducted on the SMEs sectors
especially in Malaysia (Abdul Wahab et al., 2016; Yew & Ahmad, 2014). Thus, this study attempts to
help to fill the gap by investigating the effect of internal and external environmental factors on
operational excellence in Malaysian SMEs sector by examining their impact on operational
excellence. This study aimed to develop a conceptual framework that purposely for SMEs in
Malaysian manufacturing sectors.

Literature Review
Operational Excellence

The deployment of operational excellence is gaining attention by the international
industrialist who is concerns to improve the organization and increase productivity, agility and quality
of an organization (Elouarat, Saadi, & Kouiss, 2011). Operational excellence focused on operational
performance and sustainable organizational performance. Operational excellence emphasizes on the
performance of internal operations of a company where the excellence will prove quality
improvement, flexibility improvement, delivery improvement, productivity improvement, cost and
waste reduction (Susanti, Dachyar, & Yadrifi, 2015).

Additionally, operational excellence also concerned the better performance and effectiveness
in all dimensions of the organization. Operational excellence is not only about operation performance
such as cost, time, quality, and flexibility metrics but also about sustainable performance such as
handling people and resources efficiently to support the business growth (Dunggan, 2011). In order
to enhance customers value, operational excellence does not only concern on the production
process, consistency and reduce waste but also concern on creating value through interaction
performance of employees, customers and supply chain (Miller, 2014).

Operational excellence involves the continuous improvement of the efficiency and
effectiveness of the business processes. Operational excellence assures both organizational efficiency
and effectiveness through reducing cost without decreasing volume of output and quality, reducing
waste of time, raw materials, unnecessary processing, and energy used in transportation, storing,
and operating plant (Booz Allallen, 2014). Moreover, operational excellence provides a competitive
advantage to the organization by giving greater satisfaction to the customers. The organization
achieves the operational excellence will lead them towards excellence in internal organizational
processes of production and its delivery to the customers with a high score of satisfaction. The
strength of internal organization then will reward the organization with the competitive advantages
which in turn leads to the sustainability of the organization (Ojha, 2015).

The importance of the operational excellence to the organizations has been acknowledged in
the literature. Treacy & Wiersema (1997) stated that operational excellence is one of the disciplines
and value propositions that organizations can choose to compete with their competitors in the
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business environment. Operational excellence is the design and management to maximize operating
profit by continuous operational excellence in production and delivery system which can deliver
customers the right value of products and services. The organizations that pursue the operational
excellence will provide value to the customers with a combination of speed, quality, price and ease
of purchase and it will differentiate them in the market competition (Assen, 2011).

Internal Environmental Factors

The internal environment factors is a corporate environment that is in the organization and
normally has direct and specific implications to the organizations (Hubeis & Najib, 2008). The internal
environment consists of resources and capabilities of a firm which the strengths and weaknesses of
internal factors will determine whether the company can take advantage of existing opportunities
while avoiding threats (Barney & Hesterly, 2010; Shannahan et al., 2010). The internal environment
factors are the critical elements where it will affect the organization management systems to achieve
excellent results. The excellence results of an organization are determined by the internal
management systems where appropriate management systems are very important and highly
needed to the organization to achieve the excellence performance (Calvo-Mora, Picon-Berjoyo, et al.,
2014).

Operation Strategy

Operation strategy can be viewed as the effective use of production capability and technology
for achieving business and corporate goals such as profit, innovation, customization, product
flexibility, product reliability, quality, response, delivery reliability and after sales service (Kim & Lee,
1993). Operations strategy involves the overall transformation process in the business. It concerns
how to achieve a sustainable competitive advantage through long-term development of its
operations resources and processes (Slack & Lewis, 2002, 2011). Operation strategy was a good
determinant factor of operational excellence (Yew & Ahmad, 2014). Shehadeh et al., (2016) also
revealed that the operation strategy factor was the highest contributor factor on operational
excellence.

Organizational Structure

Organizational structure can be defined as the way that the labor is divided into different tasks
and then its coordination is achieved among those tasks (Mintzberg, 2007). For most small firms, firm
performance is determined by the organizational structure where labor is the most important input
to small firms. The effectiveness of organizing and transforming inputs such as labor and capital into
sellable product and services will contribute to the firm performance (Meijaard, Brand, & Mosselman,
2005).

Process Management

Process management is important to the firms where it allows the firms to adapt to the
continuously changing requirements of the market. Process management is one of the best practice
management principles that help the firms to sustain competitive advantage (Hung, 2006). The
process management is one of the key areas that are important to improve the SMEs productivity of
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the basic elements to achieve the operational excellence in the complex environment (Lee et al.,
2013; Pellissier, 2009).

External Environmental Factors

Every organization has to deal with its external environment where it is almost completely
outside the organization’s control. External environment refers to the external setting in which an
organization works and have been found as factors that influence the organizational direction, action,
structure and internal processes (Samuel, 2013). In addition, the most key failures of SMEs are
influenced by the external factors and they are the most crucial factors were that have an impact on
the organizations (lhua, 2009). According to Alblas, Peters, & Wortmann (2014), external
environmental factors affect the organization to compel organization to take appropriate actions and
manage their sustainability development. It will affect the organization to improve the sustainability
of the products and operation by reducing costs, improve quality, manage risks and acquire social
image through competitive advantages. The opportunities, threats and environmental that change
from the external factors will encourage the organization to operate efficiently and effectively and
improve their performance (Damanpour, Walker, & Avellaneda, 2009).

The Conceptual Framework

Based on a comprehensive review of the previous study, a conceptual framework has been
developed for Malaysian SMEs manufacturing sector which consists of internal as an independent
variable, external environmental factors as a moderating variable and operational excellence as a
dependent variable. The relationships between the variables in this study are shown in Figure 1.

Internal Environmental Factor

* Operation strategy Operational
* Organizational structure » " Excellence
* Process management

External Environment Factors

Figure 1: Conceptual Framework

Discussion and Conclusions

The performance of the manufacturing sector has been generally encouraging, with positive
growth in GDP and exports. The manufacturing sector accounts the largest contributor to the total
exports and the second largest to GDP. However, the share of Malaysia’s manufacturing exports in
the world market is declining due to facing stiff competition from emerging economies such as China,
India and Vietnam. In addition, operation management is one of the major barriers and challenges
faced by SMEs manufacturing sector which affects the business performance. Many of SMEs have
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failed to grow and as a result it accounted to the high mortality rate of SMEs because they were
encountered by barriers that occurred in the operation functional area (Mbizi, Hove, Thondhlana, &
Kakava, 2013; Nurach, Thawesaengskulthai, & Chandrachai, 2011; Pahurkar, 2005). Thus, it is
absolutely important to the SMEs to improve their operations management by pursuing the
operational excellence to remain competitive in business environment (Ifeanyichukwu, 2010; Urban
& Naidoo, 2012).

Furthermore, operational excellence is an important topic and often considered synonyms in
terms of operations. However, research on operational excellence is still limited where there is a lack
of research and discussion on operational excellence in the SME sectors particularly in Malaysian
SMEs manufacturing sector context. Additionally, research on the factors or strategy to attain the
operational excellence in the context of SMEs like Malaysia remains unclear. Previous study on the
relationship between factors influencing and operational excellence is still limited and mostly focused
on big company context and is still lacking in the SME context (Abdul Wahab et al., 2016; Yew &
Ahmad, 2014).

Therefore, this paper contributes to identifying the influence of internal and external
environmental factors towards operational excellence. This paper proposed a conceptual framework
purposely for SMEs manufacturing sectors in Malaysia. Further investigation will be conducted by
using this proposed conceptual framework to verify the relationships between all variables in this
study. This will help SMEs owners and managers in the SMEs manufacturing sector to have body of
knowledge and have a better understanding of the factors that influence the operational excellence.
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