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ABSTRACT 

 

Malaysian food manufacturing small and medium enterprises (SMEs) are yet to reach 

their full potential. Food manufacturing SMEs must focus on the variables that will 

increase their performance. As a result, the purpose of this research was to look into 

the possible variables that could better explain the performance of SMEs by 

investigating the link between cost-leadership strategy, differentiation strategy, 

product innovation and process innovation, and the organisational performance of 

SMEs in Malaysia‘s food manufacturing industry. Furthermore, the study intended to 

examine the moderating role of dynamic capabilities in the relationship between the 

organisational performance of food manufacturing SMEs and cost-leadership strategy, 

differentiation strategy, product innovation and process innovation. This study 

employed the resource-based view (RBV) and the dynamic capabilities theory as the 

underpinning theories. Based on a cross-sectional study design, data were collected 

from 141 food manufacturing SMEs in Malaysia using self-administered 

questionnaires. This study utilised the Partial Least Square Structural Equation 

Modelling (PLS-SEM) to establish the validity and reliability of the measurement 

model and to test the study‘s hypotheses. The findings showed that the cost-leadership 

strategy, differentiation strategy, product innovation and process innovation had  

significant relationships with organisational performance. Besides, the results also 

revealed that dynamic capabilities moderated the relationship between organisational 

performance and differentiation strategy and process innovation. This study provides 

important insights to owners-managers, policy-makers, and researchers to assist 

SMEs in the new paradigm of business operations. Additionally, the study also offers 

theoretical, practical and methodological implications for academics and 

professionals. Lastly, limitations and suggestions for future studies are highlighted.  

 

 

Keywords: Cost-leadership strategy, differentiation strategy, product innovation, 

process innovation, dynamic capabilities 
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ABSTRAK 

 

Perusahaan kecil dan sederhana (PKS) dalam industri pembuatan makanan di 

Malaysia masih belum mencapai tahap potensi sepenuhnya. PKS perlu memfokus 

kepada faktor-faktor yang diperlukan untuk meningkatkan prestasi mereka. Justeru, 

kajian ini bertujuan untuk  mengkaji pemboleh ubah-pemboleh ubah yang boleh  

menerangkan prestasi PKS dengan lebih kukuh iaitu dengan menyiasat hubungan 

antara strategi kepimpinan kos, strategi pembezaan, inovasi produk, inovasi proses 

dan prestasi organisasi PKS dalam industri pembuatan makanan di Malaysia. 
Tambahan pula, kajian ini juga bertujuan memeriksa kesan penyederhanaan keupayaan 

dinamik terhadap hubungan di antara strategi kepimpinan kos, strategi pembezaan, 

inovasi produk, inovasi proses dan prestasi organisasi PKS. Kajian ini menggunakan teori 

berasaskan sumber dan teori keupayaan dinamik sebagai teori dasar. Data telah dikumpul 

daripada 141 PKS pembuatan makanan yang beroperasi di Malaysia dengan 

menggunakan reka bentuk kajian rentas melalui borang kaji selidik yang ditadbir kendiri. 

Kajian ini menggunakan Pemodelan Persamaan Kuasa Dua Terkecil Separa Berstruktur 

(PLS-SEM) untuk memeriksa kesahihan dan kebolehpercayaan model pengukuran dan 

juga menguji hipotesis kajian. Dapatan kajian ini menunjukkan strategi kepimpinan kos, 

strategi pembezaan, inovasi produk dan inovasi proses mempunyai hubungan yang 

signifikan terhadap prestasi organisasi PKS. Hasil kajian juga mendapati bahawa 

keupayaan dinamik menjadi penyederhana kepada strategi pembezaan dan inovasi proses 

terhadap prestasi organisasi PKS. Dapatan daripada kajian ini telah memberikan 

kefahaman yang lebih terperinci kepada pengurus-pemilik, penggubal polisi serta 

penyelidik untuk membantu operasi PKS dalam menghadapi paradigma baharu dalam 

operasi perniagaan. Kajian ini juga turut membincangkan implikasi kepada pembangunan 

teori, praktikal dan metodologi kepada para akademik dan profesional. Akhir sekali, 

kajian ini juga turut membincangkan kekangan dan juga cadangan untuk kajian akan 

datang. 

 

Katakunci: Strategi kepimpinan kos, strategi pembezaan, inovasi produk, inovasi 

proses, keupayaan dinamik 
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CHAPTER ONE 

INTRODUCTION 

 

1.1 Background of the Study 

Small and medium enterprises (SMEs) are vital for the growth of a country‘s 

economy. The importance of SMEs is demonstrated by SMEs‘ high level of 

establishment, i.e. more than 90% of all businesses formed, in various countries, for 

instance, Spain (99.8%), Indonesia (99.0%), Thailand (97.2%), and Singapore 

(99.0%) (Antara & Sumarniasih, 2017; Kato & Charoenrat, 2018; Olvera-Lobo & 

Castillo-Rodríguez, 2018). Similarly, in Malaysia, 98.5% of all business 

establishments are SMEs (SME Corp. Malaysia, 2017). The high level of 

establishment proves that SMEs are the foundation of every country‘s economy.  

 

Hence, the significant role of SMEs in a developing country is increasingly being 

recognised. Notably, SMEs are considered key contributors and drivers of economic 

growth and development in numerous countries (Obi et al., 2018). SMEs have played 

an important role in fostering the national revenue (SME Corp. Malaysia, 2017). 

Figure 1.1 presents the gross domestic product (GDP) percentage for five SME 

sectors in Malaysia from 2015 to 2017. The construction sector experienced a decline 

in the proportion of GDP contribution, whereas the other sectors saw an increase. The 

GDP percentage in the construction sector decreased from 47.5% to 47.1%. 

Meanwhile, for the manufacturing sector, the GDP percentage was only 34.6% in 

2017. Next, the services sector contributed 40.6% of GDP in 2017, while the 

agriculture sector recorded half of the GDP among the SME sectors with 50.7% in 
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2017. Lastly, the mining and quarrying sector accounted for the smallest GDP 

contribution, with only 1.9% in 2017. 

 

 

 

 

 

 

 

 

 

 

Figure 1.1 

GDP contribution of SMEs by Sector for 2015–2017 

Source: DOSM (2017a) 

 

SMEs are often described as job creators and a contributor to the national revenue and 

country‘s export. In 2017, Malaysian SMEs provided 66% of the total employment. 

Besides, SMEs contributed 37.1% of GDP and generated 17.3% of export (SMECorp, 

2019). Although the SMEs' performance has remained favourable, Table 1.1 shows 

that SMEs are expected to achieve 41% of GDP, 65% of employment, and 23% of 

export by the year 2020. 
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Table 1.1 

The Performance of SMEs  

 SMEs Master Plan 

2012-2020 

 

SMEs’ performance in 

2017 

 

GDP 

 

41.0% 37.1% 

Employment 

 

65.0% 66.0% 

Export 

 

23.0% 17.3% 

Source: SME Master Plan, 2012; DOSM (2017a) 

 

SME Corporation Malaysia (SME Corp) has categorised SMEs into five sectors, 

namely, manufacturing, service, construction, agriculture and mining, and quarrying. 

The manufacturing sector is divided into eleven subsectors, for example, the 

manufacture of food products, the manufacture of clothing, and the manufacture of 

furniture. The food and beverages sub-sector is significant in terms of the number of 

establishments compared to the other manufacturing sub-sectors. The number of 

manufacturing SMEs by sub-sector is listed in Table 1.2. 

 

Table 1.2 

The Number of Manufacturing SMEs by Subsector  

Sub-sector 

 

2015 

 

2010 

 

Manufacture of food products 

 

7,876 5,809 

Manufacture of wearing apparel 

 

7,491 9,103 

Manufacture of fabricated metal product, except 

machinery and equipment 

 

5,284 4,021 

Printing and reproduction of recorded media 

 

3,194 2,942 

Repair and installation of machinery and equipment 

 

2,857 915 

Manufacture of furniture 

 

2,487 1,892 

Manufacture of rubber and plastics products 

 

2,446 1,868 
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Table 1.2 (Continued) 

Sub-sector 

 

2015 

 

2010 

 

Manufacture of non-metallic, mineral products 

 

1,999 1,402 

Manufacture of machinery and equipment 

 

1,886 1,238 

Manufacture of wood and products of wood and cork 

 

1,737 1,485 

Others 

 

10,441 7,878 

Source: DOSM, (2017b) 

 

As shown in Table 1.2, the highest number of establishments belonged to the 

manufacture of food products SMEs (7,876), followed by the manufacture of wearing 

apparel SMEs (7,491), and manufacture of fabricated metal product, except 

machinery and equipment SMEs (5,284) (DOSM, 2017b). The food manufacturing 

SMEs provided 150,926 jobs, generated RM 14.8 billion of industry value added and 

contributed RM 109.1 billion of overall gross output (DOSM, 2017b). 

 

However, the food manufacturing SMEs in Malaysia face several issues in terms of 

low gross output performance, low value-added performance, and less GDP 

contribution (DOSM, 2017, 2019). Therefore, this study attempted to investigate the 

organisational resources and capabilities such as business strategy, innovation and 

dynamic capabilities that might contribute to the organisational performance of food 

manufacturing SMEs in Malaysia. 

  

1.2 Problem Statement 

SMEs‘ significant contribution to the overall economic performance of Malaysia is 

acknowledged. Nonetheless, the statistics show that the food manufacturing sector‘s 

gross output performance is still low (see Table 1.3). For instance, DOSM (2017) 
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reported that in 2015, the gross output performance in the manufacture of food 

products had substantially decreased from 33.5% in 2010 to 30.5%. The annual 

growth of gross output performance was low compared to other sectors for instance 

manufacture of coke and refined petroleum products (17.4%), manufacture of 

fabricated metal products except machinery and equipment (16.3%), manufacture of 

other non-metallic mineral products (13.9%) and manufacture of machinery and 

equipment (10.8%). 

 

Table 1.3  

The Gross Output Performance of Manufacturing SMEs 

Manufacturing Subsector 2010 

(%) 

2015 

(%) 

Annual 

Growth 

(%) 

 

Manufacture of food products 

 

33.5 30.5 4.8 

Manufacture of fabricated metal products, except 

machinery and equipment 

 

6.0 9.2 16.3 

Manufacture of chemicals and chemical products 

 

10.5 9.1 3.7 

Manufacture of rubber and plastics products 

 

11.1 8.1 0.2 

Manufacture of other non-metallic mineral 

products 

 

3.8 5.2 13.9 

Manufacture of basic metals 

 

6.0 4.0 -1.6 

Manufacture of machinery and equipment 

 

3.2 3.8 10.8 

Manufacture of coke and refined petroleum 

products 

 

2.1 3.4 17.4 

Manufacture of electrical equipment 

 

3.4 3.4 6.7 

Manufacture of wood and products of wood and 

cork 

 

3.1 3.4 8.7 

Others  

 

17.3 19.9 9.7 

Source: DOSM (2017a) 
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The low value-added performance of the food manufacturing SMEs compared to the 

other sectors is another issue. Table 1.4 presents the value-added performance 

statistics of manufacturing SMEs by sector for 2010 and 2015. For instance, the 

value-added annual growth percentage of the manufacture of food products subsector 

was 7.9%, whereby the performance had dropped significantly from 20.4% in 2010 to 

only 18.0% in 2015. This annual growth was low compared to other sectors such as 

the manufacture of fabricated metal products, except machinery and equipment 

(19.6%), manufacture of chemicals and chemical products (9.2%), manufacture of 

other non-metallic mineral products (14.3%), manufacture of wood and products of 

wood and cork (11.3%), manufacture of machinery and equipment (15.0%), and 

manufacture of coke and refined petroleum products (17.4%). Thus, these statistics 

revealed that the food manufacturing SMEs underperformed.  

 

Table 1.4 

Value-added Performance of Manufacturing SMEs 

Manufacturing Subsector 2010 

(%) 

2015 

(%) 

Annual 

Growth 

(%) 

 

Manufacture of food products 

 

20.4 18.0 7.9 

Manufacture of fabricated metal products, except 

machinery and equipment 

 

7.7 11.4 19.6 

Manufacture of chemicals and chemical products 

 

12.3 11.6 9.2 

Manufacture of rubber and plastics products 

 

10.9 8.8 5.8 

Manufacture of other non-metallic mineral products 

 

5.1 6.1 14.3 

Manufacture of basic metals 

 

5.0 3.6 3.7 

Manufacture of machinery and equipment 

 

4.9 5.8 15.0 

Manufacture of coke and refined petroleum products 

 

2.1 3.4 17.4 
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Table 1.4 (Continued) 

Manufacturing Subsector 2010 

(%) 

2015 

(%) 

Annual 

Growth 

(%) 

 

Manufacture of electrical equipment 

 

4.8 3.6 4.9 

Manufacture of wood and products of wood and 

cork 

 

3.5 3.6 11.3 

Others 

  

21.8 23.9 12.7 

Source: DOSM (2017a) 

 

Despite the contribution of SMEs, especially those in the food manufacturing sector, 

statistics (Table 1.5) indicate that the contribution of food manufacturing SMEs to 

Malaysia‘s GDP is still low compared to neighbouring countries. As shown in Table 

1.5, the contribution of food manufacturing SMEs to Malaysia‘s GDP is smaller than 

in Indonesia (60.3%) and Thailand (41.1%). These statistics have exposed that a 

problem exists in the food manufacturing sector in Malaysia. Thus, the performance 

of food manufacturing SMEs in Malaysia must be examined.  

 

Table 1.5 

Contribution of Food Manufacturing SMEs to GDP 

Country GDP (%) 

 

Indonesia 60.3 

 

Thailand 41.1 

 

Malaysia 34.4 

 

Source: Department of Statistics (2020); Lussak et al. (2020); Ueasangkomsate and 

Jangkot (2018) 

 

To gain superior performance and outperform competitors, the food manufacturing 

industry must have a clear strategy (Porter, 1985). Among the business strategy 
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typologies available, Porter‘s business strategy has been regularly utilised by 

organisations to improve performance. According to Porter, a business can maximise 

its performance either by striving to be the low-cost producer in an industry (cost-

leadership strategy) or by differentiating its line of products or services from those of 

other businesses (differentiation strategy) (Nandakumar et al., 2011). 

 

For cost-leadership strategy, various empirical studies have investigated this strategy 

to increase a firm‘s profitability (Dess & Davis, 2018; Karnani, 1984; Parker & 

Helms, 1992; White, 1986; Wright et al., 1991). Several studies have reported a 

significant relationship between cost-leadership strategy and organisational 

performance of manufacturing SMEs (Acquaah & Agyapong, 2015; Gure & Karugu, 

2018b; Rua et al., 2018).  Nevertheless, another study found no significant 

relationship between these two variables (Danso et al., 2019). Due to such 

inconsistent findings, more empirical studies must be performed to examine the 

relationship between cost-leadership strategy and organisational performance of 

manufacturing SMEs. 

 

On the other hand, for differentiation strategy, firms attempt to produce products that 

are different from their competitors and transform them into a clear competitive 

advantage that enhances their performance (Mohammadi et al., 2019). Prior studies 

revealed that the differentiation strategy increased the organisations‘ performance 

(Karnani, 1984; Koo et al., 2004; O‘Farrell et al., 1993; White, 1986; Wright et al., 

1991). Furthermore, several studies reported a significant relationship between 

differentiation strategy and firm performance (Acquaah & Agyapong, 2015; Danso et 

al., 2019; Liang & Frösén, 2020). In contrast, some studies did not find a significant 
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relationship (Kaya, 2015; Rua et al., 2018; Yanney, 2014). Thus, past research has 

reported inconsistent findings concerning the relationship between differentiation 

strategy and firm performance of manufacturing SMEs. Additionally, little evidence 

has been found linking Porter‘s generic strategy to improving SMEs‘ performance, 

specifically in the food industry (Omsa, 2017). Therefore, the inconsistent results 

reported in previous studies have exposed the research gap to be explored. 

 

According to past studies, innovation plays a significant role in enhancing an 

organisation‘s quality and performance (Barrett & Wynarczyk, 2009; Lockyer et al., 

2016; Mone et al., 1998). Product innovation encompasses the production of new 

products, improvements in the design of current products or the use of new materials 

or parts to manufacture innovative features and represent product quality 

developments for customers (Barlow, 1998; Michael White et al., 1988). Hence, 

SMEs need to engage with innovation to improve their performance. Product  

innovation has been reported to have a significant relationship with the performance 

of manufacturing SMEs (Expósito & Sanchis-Llopis, 2019; Mamun, 2018; Psomas et 

al., 2018; Saeidi et al., 2018; Shashi et al., 2019; Turulja & Bajgoric, 2019). However, 

a recent study has reported that no significant relationship exists between product 

innovation and firm performance (DORAN et al., 2019). Therefore, the lack of 

consistency among previous studies indicates that there is still a lack of evidence to 

support research findings. 

 

On the other hand, Damanpour and Aravind (2012) have stated that innovation is one 

of the drivers to lower the production cost and increase firms‘ performance. 

According to prior studies found that there is a relationship between process 
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innovation and firm performance (Rammer et al., 2009; Reichstein & Salter, 2006; 

Rouvinen, 2002; Simonen & McCann, 2008). Recent empirical studies showed a 

significant relationship between process innovation and performance of 

manufacturing SMEs  (Expósito & Sanchis-Llopis, 2019; Lussak et al., 2020; Psomas 

et al., 2018). Whereas, another study found no significant relationship between 

process innovation and firm performance (DORAN et al., 2019). Therefore, due to 

these inconsistent findings and a lack of investigation of the food sector‘s innovation 

(Lockyer et al., 2016), more research is needed to fill the knowledge gap concerning 

process innovation and organisational performance, especially Malaysia‘s food 

manufacturing SMEs. 

 

Empirical studies on the relationship between performance and cost-leadership 

strategy, differentiation strategy, product innovation, and process innovation have 

often presented inconclusive findings. These inconclusive results have resulted in the 

introduction of a moderator for the relationship between the variables  (Baron & 

Kenny, 1986). One of the potential moderators that may influence performance is 

dynamic capabilities (Eisenhardt & Martin, 2000; Teece, 2007a). Numerous scholars 

have suggested that dynamic capabilities moderate firm performance (Arend, 2013; 

Caloghirou et al., 2004; Chen et al., 2012; Chien & Tsai, 2012; Fainshmidt et al., 

2016; Li & Liu, 2014; Zhan & Chen, 2013). As such, dynamic capabilities might 

strengthen the relationship between the organisational performance of food 

manufacturing SMEs in Malaysia and cost-leadership strategy, differentiation 

strategy, product innovation, and process innovation. 
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According to Zahra, Sapienza, and Davidsson, (2006), most research and theory 

building on dynamic capabilities have focused on established companies, thus, 

ignoring SMEs. Nevertheless, recent studies on manufacturing SMEs determined that 

dynamic capabilities had an effective moderating role in the relationship between the 

tested variables (Agostini et al., 2017; Bii & Onyango, 2018; Engelen et al., 2014; 

Han & Li, 2015; Hernandez-Perlines, 2018; Noor & Aljanabi, 2016; Patel et al., 

2015). Fainshmidt et al. (2016) have reported that dynamic capabilities are strongly 

related to firm performance in a developing country. Regardless, a review of dynamic 

capabilities research on manufacturing SMEs revealed a lack of evidence, especially 

for Malaysia. Therefore, this inadequacy of knowledge has offered an opportunity to 

provide new empirical insights into the food manufacturing SMEs in Malaysia. 

 

The assessment of SMEs‘ performance is critical in maintaining the viability of their 

business. In general, SMEs‘ performance is assessed via financial measurement 

(Mustapha & Sorooshian, 2019; Shashi et al., 2019; Ukko et al., 2019; Zaborek & 

Mazur, 2019). However, the Balanced Scorecard (BSC) is a strategic performance 

measurement tool that provides a financial and non-financial measurement of 

organisational performance. According to several scholars, this is a useful tool for 

measuring an organisation‘s performance (Kaplan & Norton, 1992; Kaplan & Norton, 

1998; Kaplan & Norton, 2007; Sartor, 2019). Previous literature has revealed that 

researchers have been using a financial and non-financial method to measure firm 

performance (Khallaf et al., 2017; O‘Connell & O‘Sullivan, 2014, 2016). Several 

researchers employed the BSC tool to measure the firm performance, for instance, 

manufacturing companies, auto-part manufacturers, and firms in the pipe and 

petrochemical industries (Dabhilkar & Bengtsson, 2004; Danaei & Hosseini, 2013; 
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Seyedhosseini et al., 2011; Valmohammadi & Ahmadi, 2015). Nevertheless, limited 

studies have been conducted using the BSC method to measure SMEs‘ organisational 

performance and its use is rarer for SMEs in the food manufacturing sector   (Costa et 

al., 2019; Gawankar et al., 2015; Vu Thi et al., 2018). Thus, this current study utilised 

the BSC approach to measure food manufacturing SMEs‘ performance in Malaysia. 

 

The foundation of this study was based on the resource-based view (RBV) by Barney 

(1991) and the dynamic capabilities theory by Teece and Pisano (1994). This study 

proposed a conceptual model to examine the relationship between organisational 

performance and cost-leadership strategy, differentiation strategy, product innovation, 

and process innovation, as well as the moderating role of dynamic capabilities. Hence, 

this study was undertaken to bridge the knowledge gap concerning Malaysian food 

manufacturing SMEs from the academic and industrial perspectives. 

 

1.3 Research Questions 

Based on the problem statement, this study attempted to answer the following 

research questions:  

1. What is the relationship between cost-leadership strategy and organisational 

performance of food manufacturing SMEs in Malaysia? 

2. What is the relationship between differentiation strategy and organisational 

performance of food manufacturing SMEs in Malaysia? 

3. What is the relationship between product innovation and organisational 

performance of food manufacturing SMEs in Malaysia? 

4. What is the relationship between process innovation and organisational 

performance of food manufacturing SMEs in Malaysia? 
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5. Do dynamic capabilities have a moderating role in the relationship between cost-

leadership strategy and organisational performance of food manufacturing SMEs 

in Malaysia? 

6. Do dynamic capabilities have a moderating role in the relationship between 

differentiation strategy and organisational performance of food manufacturing 

SMEs in Malaysia? 

7. Do dynamic capabilities have a moderating role in the relationship between 

product innovation and organisational performance of food manufacturing SMEs 

in Malaysia? 

8. Do dynamic capabilities have a moderating role in the relationship between 

process innovation and organisational performance of food manufacturing SMEs 

in Malaysia? 

 

1.4 Research Objectives 

The objectives of this research were as follows: 

1. To examine the relationship between cost-leadership strategy and organisational 

performance of food manufacturing SMEs in Malaysia. 

2. To examine the relationship between differentiation strategy and organisational 

performance of food manufacturing SMEs in Malaysia. 

3. To examine the relationship between product innovation and organisational 

performance of food manufacturing SMEs in Malaysia. 

4. To examine the relationship between process innovation and organisational 

performance of food manufacturing SMEs in Malaysia 
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5. To identify the moderating role of dynamic capabilities in the relationship 

between cost-leadership strategy and organisational performance of food 

manufacturing SMEs in Malaysia. 

6. To identify the moderating role of dynamic capabilities on the relationship 

between differentiation strategy and organisational performance of food 

manufacturing SMEs in Malaysia. 

7. To identify the moderating role of dynamic capabilities in the relationship 

between product innovation and organisational performance of food 

manufacturing SMEs in Malaysia. 

8. To identify the moderating role of dynamic capabilities in the relationship 

between process innovation and organisational performance of food 

manufacturing SMEs in Malaysia. 

 

1.5 Significance of the Study 

The central issue addressed in this research was examining the relationship between 

organisational performance and the variables cost-leadership strategy, differentiation 

strategy, product innovation, process innovation, and dynamic capabilities. It was 

anticipated that these variables‘ adaptability would lead to a significant relationship 

with organisational performance. The significance of this study encompasses three 

points of view, i.e. theoretical, practical, and national  

 

The first significance concerns the theoretical aspect. There are numerous literatures 

on business strategy, innovation, dynamic capabilities, and organisational 

performance. Nonetheless, literature and empirical evidence on these critical issues 

are still insufficient. Therefore, this present empirical research could provide 
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meaningful and new insights in the context of RBV and dynamic capabilities theory. 

Moreover, this study added knowledge to the literature and demonstrated the 

significance of cost-leadership strategy, differentiation strategy, product innovation, 

process innovation, dynamic capabilities, and organisational performance. 

 

Second, is the practical significance. This study uncovered some fundamental issues 

and gaps in the literature associated with cost-leadership strategy, differentiation 

strategy, product innovation, process innovation, dynamic capabilities and 

organisational performance, particularly regarding the food manufacturing SMEs in 

Malaysia. The results of this research could empower the SME owners and managers 

to improve their strategic decisions to achieve superior performance. As such, this 

study produced a framework that could increase the confidence level and potential of 

owners and managers for formulating reliable decisions and relieve the food 

manufacturing SMEs from the extreme rivalry and market turbulence. 

 

Lastly, in terms of national significance, this study provided the best strategic 

applications, outlines, and options that could increase SMEs‘ competitiveness, 

quality, and organisational performance. The improvement of the food manufacturing 

SMEs will boost the GDP, employment generation, and productivity. This in turn 

paves the way to achieve Malaysia‘s goal of turning into a high-income country.  

 

1.6 Scope and Limitations of the Study 

This study focused on the food manufacturing SMEs in Malaysia as the unit of 

analysis. The current research investigated the relationship between organisational 

performance and cost-leadership strategy, differentiation strategy, product innovation 
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and process innovation. Additionally, this study focused on the moderating role of 

dynamic capabilities in the relationship between organisational performance and cost-

leadership strategy, differentiation strategy, product innovation, and process 

innovation.  

 

The study was conducted in Malaysia using the survey research method. 

Questionnaires were administered to the owner-managers of the SMEs. The unit of 

analysis for this study was at the firm or organisational level, whereby the owners or 

managers involved in decision-making were identified as the critical respondent to 

represent their business to answer the questionnaire. All the variables were considered 

at the organisational level. 

 

1.7  Definition of Key Terms 

Some important terms repeatedly mentioned in this study are briefly and operationally 

defined as follows: 

Organisational Performance: Organisational performance is sort of performance 

measurement based on BSC to benchmark themselves into specific goals (Kaplan & 

Norton, 1992; Vu Thi et al., 2018). 

Cost-leadership Strategy: Lowering the cost to gain the cost advantage and internal 

efficiency in the industry (Parnell, Koseoglu, Long, & Spillan, 2012). 

Differentiation Strategy: Offering a superior, different and unique product or service 

to fulfil the customers‘ needs and wants (Parnell et al., 2012). 

Product Innovation: The introduction of a new product to meet an external user or 

market need (Psomas et al., 2018). 
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Process Innovation: The implementation of a new or significantly improved 

production or delivery method (Psomas et al., 2018). 

Dynamic Capabilities: The ability of an organisation to provide resources and to be 

allocated and adjusted (Kump, Engelmann, Kessler, & Schweiger, 2016). 

1.8 Organisation of the Thesis 

This thesis consists of five chapters. Chapter 1 has provided the study‘s background, 

problem statement, research objectives and research questions, the study‘s scope and 

significance, and the definition of key terms.  

 

Next, Chapter 2 presents the related literature review, which critically scrutinises the 

various issues of cost-leadership strategy, differentiation strategy, product innovation, 

process innovation, dynamic capabilities and organisational performance.  

 

Following that, Chapter 3 describes the research methodology, highlighting the 

theoretical framework, population and sampling technique, unit of analysis, data 

collection procedure, research instrument, and data analysis procedure. Chapter 4 

presents the results of the study while Chapter 5 discusses the findings, the 

implications and limitations of the study, and finally, recommendations for future 

research. 
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CHAPTER TWO 

LITERATURE REVIEW 

 

2.1 Introduction 

This chapter reviews the literature on SMEs and cost-leadership strategy, 

differentiation strategy, product innovation, process innovation, dynamic capabilities, 

and organisational performance. Besides, this chapter discusses the underpinning 

theories, conceptual framework, and hypotheses development. 

 

2.2 Definition of Small and Medium Enterprises (SMEs) 

There are several definitions for SMEs based on the type of organisation and the 

country of establishment. According to the World Bank (2013), SMEs are defined 

based on the enterprise‘s size in terms of the total number of employees and total 

assets value. Table 2.1 highlights the differences in the definitions for SMEs in Asian 

and Western countries. Overall, various criteria are used to define SMEs in different 

countries, and the definition of SME in one country would likely differ from that in 

another country. Table 2.1 lists the definitions of SMEs in China, EU, USA, Japan, 

Brunei, Indonesia, Philippines, and Singapore, including the specifications for micro-, 

small-, and medium-sized firms. For the manufacturing industry in China, a medium-

sized firm has less than 1,000 employees or less than 400 million RMB in terms of 

annual revenue. This specification differs from that of the EU, whereby a medium-

sized firm has less than 250 employees and a turnover of less than €10 million or a 

balance sheet total of less than €43 million. In the USA, a medium-sized firm has less 

than 500 employees whereas for Japan the total number of employees is less than 300 

with 300 million Yen of stated capital. 
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Next, in Brunei, SMEs are defined by the number of employees, i.e. between 1 to 100. 

In contrast, SMEs in Indonesia are defined by asset, i.e. from IDR 50 million to IDR 

10 billion and sales/year of IDR 300 million to IDR 50 billion. In the Philippines, 

SMEs are defined based on the total asset value of between P 3,000,000 or less and P 

100,000,000. Lastly, in Singapore, SMEs are categorised based on the annual sales 

turnover (< SGD 1 million to < SGD 100 million). Thus, the definition of SME may 

vary depending on the real economic development situation (Zhao, 2005). 

 

Table 2.1 

Definitions of SMEs by Country 

Country/Category Medium Small Micro 

 

China 

(manufacturing 

industry) 

 

 

 

Employees < 

1,000 AND RMB 

400 million > 

Revenue ≥ 20 

million 

Employees < 300 

AND RMB 20 

million > Revenue 

≥ 3 million 

Employees < 20 

OR Revenue < 

RMB 3 million 

EU 

 

 

 

 

 

Employees < 250 

AND Turnover ≤ € 

10 million OR 

Balance sheet total 

≤ € 43 million 

Employees < 50 

AND Turnover ≤€ 

10 million OR 

Balance sheet total 

≤ € 10 million 

Employees < 10 

AND Turnover ≤€ 

2 million OR 

Balance sheet total 

≤ € 2 million 

USA (manufacturing 

industry) 

 

Employees < 500 NA NA 

Japan (manufacturing 

industry) 

 

 

 

Employees ≤ 300 

AND Stated 

Capital ≤ Japanese 

Yen 300 million 

NA Employees ≤ 20 

Brunei 

 

 

Employees 51 to 

100 

Employees 6 to 50 Employees 1 to 5 

Indonesia 

 

 

 

 

 

Asset > IDR 500 

million to IDR 10 

billion 

Sales > 2.5 billion 

to IDR 50 billion 

Asset > IDR 50 

million to IDR 500 

million 

Sales > 300million 

to IDR 2.5 billion 

Asset IDR 50 

million 

Sales IDR 300 

million 
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Table 2.1 (Continued) 

Country/Category Medium Small Micro 

 

Philippines 

 

 

 

Asset of  P 

15,000,000 to P 

100,000,000  

Asset of P 

3,000,001 to P 

15,000,000 

Asset of P 

3,000,000 or less 

Singapore 

 

 

 

Sales > SGD 10 

million, < SGD 

100 million 

Sales > SGD 1 

million, < SGD 10 

million 

Sales < SGD 1 

million 

Source: Ministry of Industry and Information Technology (MIIT), National Bureau of 

 

Statistics, National Development and Reform Commission, Ministry of Finance, 

China (2011); (European Commision, 2015); Small and Medium Enterprise Agency, 

Ministry of Economy, Trade and Industry, Japan (2013), (Badar Alam Iqbal & Mohd 

Nayyer Rahman, 2015) 

 

Table 2.2 shows a definition of SMEs in Malaysia, categorized into three groups, 

namely micro, small, and medium. The SMEs also defined based on the sector, which 

are manufacturing, services and other sectors. The detail of SMEs in Malaysia as 

follows: 

  

Table 2.2 

Definition of SMEs in Malaysia 

Category Manufacturing Services & Other Sectors 

 

Micro 

 

 

 

Sales turnover less than RM 

300,000 OR full-time employees 

less than 5 

Sales turnover less than RM 

300,000 OR full-time 

employees less than 5 

Small 

 

 

 

 

Sales turnover from RM 300,000 

to less than RM 15 million OR 

full-time employees from 5 to less 

than 75 

Sales turnover of RM 300,000 

to not exceeding RM 3 million 

OR full-time employees from 

five to not exceeding 30 

 

 



  

21 

 

Table 2.2 (Continued) 

Category Manufacturing Services & Other Sectors 

 

Medium 

 

 

 

 

Sales turnover from RM 15 

million to less than RM 50 million 

OR full-time employees from 75 

to less than 200 

Sales turnover of RM 3 million 

to not exceeding RM 20 

million OR full-time 

employees from 30 to not 

exceeding 75 

 

Source: SME Corp. Malaysia (2019) 

 

This study adopted the definitions of SMEs provided by SME Corp. Malaysia (2019) 

for the manufacturing sector. The micro category enterprises are those that employ 

less than 5 full-time employees or have a sales turnover of below RM 300,000. 

Meanwhile, enterprises that employ 5 to 75 full-time employees or have a RM 15 

million sales turnover are considered small, whereas enterprises that employ between 

75 to 200 full-time employees are known as medium enterprises. The next subtopic 

discusses the importance of manufacturing SMEs. 

 

2.2.1  Importance of Manufacturing SMEs  

SMEs have been identified as one of the growth engines of various countries since 

they constitute over 90% of all enterprises. For instance, in Spain, 99.8% of all 

business enterprises are SMEs, while in Indonesia it is 99.0%, in Thailand 97.2%, in 

Singapore 99.0%, and in Malaysia 98.5% (Antara & Sumarniasih, 2017; Kato & 

Charoenrat, 2018; Olvera-Lobo & Castillo-Rodríguez, 2018; Jain & Gupta, 2018;  

SME Corp. Malaysia, 2017). These worldwide establishments of SMEs prove that 

they are the major contributor to the economy. Based on the latest statistics from the 

Malaysian Department of Statistics and the Malaysian Investment Development 

Authority (MIDA), SMEs have a significant role in contributing to the economy in 
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terms of the number of establishments, value of gross output, value-added 

performance, and employment in Malaysia. 

 

I. Number of Establishments  

Table 2.3 provides information about the proportion of SME establishments in the 

manufacturing sector in 2010 and 2015. Overall, the number of SMEs rose to 47,676 

in 2015 compared to 38,553 in 2010. Furthermore, between 2010 and 2015, the 

annual growth increased by about 4.3%. 

 

Table 2.3 

Number of Establishments  

2010 

 

2015 Annual Growth (%) 

38,553 

 

47,676 4.3% 

Source: DOSM (2019) 

 

II. Value of Gross Output 

Table 2.4 lists the value of gross output among manufacturing SMEs in 2010 and 

2015. In 2015, the gross output value significantly increased from RM 258.4 billion in 

2010 to RM 357.6 billion. Within this period, the annual growth recorded was around 

6.7%.  

 

Table 2.4 

Value of Gross Output  

2010 (RM billion) 

 

2015 (RM billion) Annual Growth (%) 

258.4 

 

375.6 6.7% 

Source: DOSM (2019) 
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III. Value-added Performance 

Table 2.5 shows the value-added performance of manufacturing SMEs. The 

performance was higher in 2015 with RM 62.1 billion, compared to RM 49.5 billion 

in 2010. These statistics indicate that the annual growth of value-added performance 

increased by about 10.6%. 

 

Table 2.5 

Value-added Performance 

2010 (RM billion) 

 

2015 (RM billion) Annual Growth (%) 

49.5 

 

62.1 10.6% 

Source: DOSM (2019) 

 

IV. Employment 

Table 2.6 lists the total number of employees in manufacturing SMEs for the years 

2010 and 2015. The manufacturing SMEs provided jobs for 873,154 individuals in 

2010 and this figure drastically increased to 1,038,662 individuals in 2015. Overall, 

the annual growth of employees in manufacturing SMEs was recorded at 3.6%. The 

following subsection discusses the food manufacturing SMEs in Malaysia. 

 

Table 2.6 

Employment in Manufacturing SMEs 

2010 (Person) 

 

2015 (Person) Annual Growth (%) 

873,154 

 

1,038,662 3.6% 

Source: DOSM (2019) 

 

Hence, statistics shown that SMEs have a significant role in contributing to the 

economy in terms of the number of establishments, value of gross output, value-added 
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performance, and employment in Malaysia. The next subtopic discusses the food 

manufacturing SMEs by segment. 

 

2.2.2  Food Manufacturing SMEs by Segment 

Food manufacturing SMEs register the highest number of establishments in the 

manufacturing sector. Table 2.7 outlines the food manufacturing SMEs in Malaysia 

by segment. MIDA has identified seven segments for food manufacturing SMEs, 

namely, livestock and dairy, fisheries, cereal products and flour-based products, 

chocolate and sugar confectionaries, peppers and peppers products, fruits and 

vegetables, and palm oil based products. 

 

Table 2.7 

Food Manufacturing SMEs by Segment  

Food Segment 

 

Livestock and Dairy 

 

Fisheries 

 

Cereal Products and Flour Based Products 

 

Chocolate and Sugar Confectionaries 

 

Peppers and Peppers Products 

 

Fruits and Vegetables 

 

Palm Oil Based Products 

 

Source: MIDA (2019) 

 

I. Total Production of Food Manufacturing SMEs by Sub-segment 

Table 2.8 presents the total production of Malaysian food manufacturing SMEs in 

2016 by sub-segment. Overall, the manufacture of condensed, powdered and 
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evaporated milk produced the highest total production. Meanwhile, the lowest 

production was recorded by the manufacture of other food products. The manufacture 

of condensed, powdered and evaporated milk produced RM 200.9 million, followed 

by the manufacture of biscuits and cookies with RM 193.3 million and the 

manufacture of ice cream and other edible ice such as sorbet with RM 167.4 million. 

The manufacture of compound cooking fats and the manufacture of chocolate and 

chocolate products produced RM 164.5 million and RM 151.3 million, respectively. 

 

Table 2.8 

Total of Production of Food Manufacturing SMEs by Sub-segment 

  Sub-segment 2016 

(RM million) 

 

Manufacture of crude and refined vegetable oil 132.2 

 

Manufacture of compound cooking fats 164.5 

 

Manufacture of ice cream and other edible ice such as sorbet 167.4 

 

Manufacture of condensed, powdered and evaporated milk 200.9 

 

Rice milling 134.2 

 

Flour milling 98.0 

 

Manufacture of biscuits and cookies 193.3 

 

Manufacture of bread, cakes and other bakery products 136.5 

 

Manufacture of snack products 119.1 

 

Manufacture of sugar 107.3 

 

Manufacture of cocoa products 

 

98.1 

 

Manufacture of chocolate and chocolate products 

 

151.3 

 

Manufacture of sugar confectionery 107.9 

 

Manufacture of meehoon, noodles and other related products 121.9 
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Table 2.8 (Continued) 

  Sub-segment 2016 

(RM million) 

 

Manufacture of prepared meals and dishes 145.1 

 

Manufacture of coffee 112.2 

 

Manufacture of sauces and condiments 112.8 

 

Manufacture of spices and curry powder 148.1 

 

Manufacture of other food products 95.7 

 

Source: MITI (2019) 

 

II. Sales of Food Manufacturing SMEs by Sub-segment 

Table 2.9 reports the sales of Malaysian food manufacturing SMEs in 2016 by sub-

segment. The manufacture of condensed, powdered and evaporated milk produced the 

highest total sales, whereas the lowest total sales belonged to pineapple canning and 

manufacturer of jams, marmalades and table jellies. The manufacture of condensed, 

powdered and evaporated milk recorded the highest sales of RM 5,576,999 million. 

The sales of the manufacture of biscuits and cookies were also high (RM 2,334,443 

million) along with flour milling (RM 2,095,574 million). Meanwhile, the 

manufacture of crude and refined vegetable oil and manufacture of compound 

cooking fats and the manufacture of chocolate and chocolate products recorded sales 

of RM 4,794,318 million and RM 1,391.3 million, respectively. 
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Table 2.9  

Sales of Food Manufacturing SMEs by Sub-segment 

Sub-segment 2016 

(RM million) 

 

Canning of fish, crustaceans and molluses & Processing, curing 

preserving of fish, crustaceans and molluses 

 

2,190.4 

Pineapple canning & Manufacturer of jams, marmalades and table 

jellies 

 

77.7 

 

Manufacture of coconut oil 68,780 

 

Manufacture of crude and refined vegetable oil & manufacture of 

compound cooking fats 

 

4,794,318 

Canning of fish, crustaceans and molluses & Processing, curing 

preserving of fish, crustaceans and molluses 

 

2,190.4 

Pineapple canning & Manufacturer of jams, marmalades and table 

jellies 

 

77.7 

 

Manufacture of coconut oil 68,780 

 

Manufacture of condensed, powdered and evaporated milk 5,576,999 

 

Rice milling 1,820,600 

 

Flour milling  2,095,574 

 

Manufacture of biscuits and cookies 2,334,443 

 

Manufacture of bread, cakes and other bakery products 1,959,693 

 

Manufacture of snack products 963,991 

 

Manufacture of sugar 3,609,523 

 

Manufacture of cocoa products 6,568.6 

 

Manufacture of chocolate and chocolate products & Manufacture of 

sugar confectionery 

 

1,391.3 

 

Manufacture of sauces and condiments 

 

1,061.8 

 

Manufacture of other food products 2,146.6 

 

Source: MITI (2019) 
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III. Export of Food Manufacturing SMEs by Sub-segment 

Table 2.10 shows the total export of Malaysian food manufacturing SMEs in 2016 by 

sub-segment. Most of the total export came from seafood processed while tea and 

mate registered the lowest total export among the 10 sub-segments of food 

manufacturing SMEs in Malaysia. The two highest exports were from seafood 

processed and edible products and preparations (RM 807,737.5 million and RM 

5,977.5 million, respectively). Compared to these two sub-segments, the other food 

manufacturing SMEs recorded a much lower total export.  For example, the total 

export for tea and mate and meat processed was only RM 171.6 million and RM 

428.4 million, respectively. 

 

 

Table 2.10 

Export of Food Manufacturing SMEs by Sub-segment 

Sub-segment 2016 

(RM million) 

 

Cocoa & cocoa preparations 4,588.0 

 

Dairy products 1,234.8 

 

 Edible products and preparations  5,977.5 

 

Margarine and shortening 1,321.4 

 

Meat, processed 428.4 

 

Prepared cereals & flour preparations 3,304.7 

 

Seafood processed 807,737.5 

 

Sugar & sugar confectionery 1,005.3 

 

Tea and mate 171.6 

 

Vegetables & fruits, prepared/preserved 1,148.7 

 

Source: MITI (2019)  
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Table 2.11 

Food Products Export by Country 

Country Percentage (%) 

 

Indonesia 4.38 

 

Malaysia 2.6 

 

Thailand 7.87 

 

Vietnam 2.45 

 

Source: World Bank (2018) 

 

On the other hand, according to World Bank (2018), Malaysia's food product export 

percentage is still lacking compared to other countries. Table 2.11 shows the export 

percentage of food products in 2018. Out of four countries, Thailand recorded the 

highest export of food products, 7.87%, followed by Indonesia, 4.38%, and Malaysia, 

only 2.6%. In contrast, Vietnam has the lowest export percentage of food products, at 

2.45%. Thus, it can be concluded that food manufacturing SMEs in Malaysia plays an 

important role in the growth of the Malaysian economy and are recognised as one of 

the main economic drivers. Hence, the performance of food manufacturing SMEs 

must be enhanced to obtain the optimum output level. The following topic discusses 

the definition of organisational performance. 

 

2.3  Definition of Organisational Performance 

Organisational performance plays a vital role in the success of organisations. The 

performance is viewed based on various aspects of the organisation. March and 

Sutton (1997) have defined an organisation‘s performance as an instrument of 

purpose,  for instance, business firms are compared in terms of profits, sales, market 

share, productivity, debt ratios, and stock prices. In contrast, Cho and Dansereau 
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(2010) viewed the performance of a company based on its goals and objectives. 

Organisational performance allows researchers and managers to evaluate firms and 

managers‘ specific actions, where firms stand vis-à-vis their rivals, and how firms 

evolve and perform over time (Richard et al., 2008). Recently, Widjaja, Sumintapura, 

and Yani (2020) have defined organisational performance as  the continuous process 

performed by an organisation to achieve the set of objectives measured through 

organisational performance. 

 

There are several ways to measure organisational performance. An excellent 

performance measurement tool should be well balanced, matched with strategies, 

values, and persistent business objectives (March & Sutton, 1997; Richard et al., 

2008, 2009). Many researchers and scholars have comprehensively studied 

organisational performance as a dependent variable. Previous studies have revealed 

that financial indicators are most used as performance measures. Table 2.12 highlights 

the organisational performance measurements employed in prior research.  

 

Woodside, Sullivan, and Trappey (1999) measured the financial performance of 93 

firms in the manufacturing sector based on their general profitability and return on 

investment (ROI). Meanwhile, Jusoh and Parnell (2008) measured the operating 

income, sales growth, sales revenue, ROI, and cash flow. Their study was conducted 

among 120 manufacturing firms from 12 industries. Next, Parnell, Lester, Long, and 

Koseoglu (2011), listed the main features of performance i.e. sales growth, growth in 

profit, market share, return on asset (ROA), return on equity (ROE), return on sales 

(ROS), overall performance and competitive position in examining the performance 

of manufacturing firms in China and Turkey. Similarly, with Zamani, Parnell, Labbaf, 
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and O‘Regan (2013) used financial measures such as ROI, profitability, market share, 

growth, and overall performance to investigate Iranian manufacturing firms. 

 

On the other hand, in the context of manufacturing SMEs, financial measures only 

concerned the ROE, ROA, ROS, growth in employment, growth in sales, growth in 

assets, market share, overall performance, and competitive position (Blackmore & 

Nesbitt, 2013; Parnell et al., 2015). Nonetheless, financial measures alone are 

insufficient for the decision-making process in the current challenging business 

environment. Hence, to remain competitive, manufacturing SMEs should consider 

non-financial measures to assess the overall performance. 

 

Table 2.12 

Measurements of Financial Performance  

Author(s) 

 

Measurement 

Woodside et al. (1999) 

 

General profitability, ROI 

Jusoh and Parnell (2008) 

 

 

Operating income, sales growth, sales 

revenue, ROI, cashflow 

Parnell et al. (2011) 

 

 

 

Sales growth, growth in profit, market 

share, ROA, ROE, ROS, overall 

performance, competitive position 

Blackmore and Nesbitt (2013) ROE, ROA, growth in employment, 

growth in sales, growth in assets 

 

Zamani et al. (2013) ROI, profitability, market share, growth, 

overall performance 

 

Parnell et al. (2015a) 

 

 

Sales growth, growth in profit, market 

share, ROA, ROE, ROS, overall 

performance, competitive position 
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The insufficiencies in financial measures have made researchers evaluate performance 

using both financial and non-financial indicators (Fullerton & Wempe, 2009). Prior 

studies indicated that non-financial performance measures were necessary for SMEs 

because non-financial indicators improved the performance, which cannot be obtained 

from a financial measurement (Al-Sharafi et al., 2019; Antunes et al., 2018; Elias et 

al., 2019).  

 

Prior literature has shown that researchers used objective and subjective measures to 

assess performance (Blackmore & Nesbitt, 2013;.Parnell, 2015; Zamani et al., 2013). 

Nonetheless, a subjective approach is usually utilised in research when it is 

challenging to find the data (Dess & Robinson, 1984). Therefore, this study employed 

a subjective approach to assess food manufacturing SMEs‘ organisational 

performance in Malaysia. This study used a subjective approach because some 

managers may be reluctant to disclose the actual performance data to maintain privacy 

and confidentiality (Dess & Robinson, 1984). Furthermore, the subjective approach 

offers a proper way to improve the effectiveness of organisations on a long-term basis 

(Schachter, 2010). The following subsection discusses the BSC concept. 

 

2.3.1  Balanced Scorecard (BSC)  

Among the popular performance measurement frameworks in the management 

literature are balanced scorecard (BSC) (Kaplan & Norton, 1998), hierarchical models 

for value (Belton & Stewart, 2002), net promoter score (Reichheld, Frederick, 2003) 

and coda (Sarasohn & Protzman, 1948, 1998). However, Kaplan and Norton (1992) 

developed the BSC for performance measurement since BSC is considered an 

integrated and holistic measurement tool to measure organisational performance 
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(Islam & Tadros, 2012; Kaplan & Norton, 1992; Kaplan & Norton, 1998; Kaplan & 

Norton, 2007; Kettunen & Kantola, 2005). Furthermore, BSC comprises the financial 

perspective and three non-financial perspectives, namely customer, internal process, 

and learning and growth (Kaplan & Norton, 1992; Kaplan & Norton, 1998; Kaplan & 

Norton, 2007).  

 

The financial perspective focused on the efficiency and effectiveness of an 

organisation. Meanwhile, the customer perspective focuses on customer satisfaction, 

business potential, and unit growth. Next, the internal process perspective focuses on 

the internal efficiencies of operation and output. Finally, the learning and growth 

perspective focuses on the organisation‘s capabilities in creating more excellent value 

for stakeholders (Kaplan & Norton, 1998). In short, each perspective in BSC is 

synchronised to ensure the organisation‘s objectives and strategies are achieved 

(Acuña-Carvajal et al., 2019). The following subtopic discusses the implementation of 

BSC in manufacturing SMEs. 

 

2.3.2 The Implementation of BSC in Manufacturing SMEs 

Several researchers have employed the BSC method to assess manufacturing SMEs‘ 

performance (Giannopoulos et al., 2013; Lonbani et al., 2015; Malagueño et al., 2018; 

Suprapto et al., 2009; Vu Thi et al., 2018). For example, Vu Thi et al. (2018) used the 

BSC measurement to evaluate manufacturing SMEs‘ performance in Vietnam‘s 

garment industry. Apart from that, Malagueño et al. (2018) examined the effects of 

innovation and performance utilising a BSC approach among 201 SMEs in Spain. 

Meanwhile,  Giannopoulos et al. (2013) investigated 500 small enterprises in the UK 



  

34 

 

and Cyprus using the BSC method, which measured four perspectives, i.e. financial, 

customer, internal process, and learning as introduced by Kaplan and Norton (1992).  

 

The previous studies have shown that BSC is very valuable for SMEs because it 

bolsters both companies including stakeholders (Giannopoulos et al., 2013; Lonbani 

et al., 2015). The findings revealed BSC approach had a positive impact on 

organizational performance results (Giannopoulos et al., 2013; Lonbani et al., 2015; 

Malagueño et al., 2018; Suprapto et al., 2009; Vu Thi et al., 2018). Therefore, it is 

useful to conduct an assessment of food manufacturing SMEs with the BSC approach. 

Further researches on BSC performance metrics are highly needed in manufacturing 

SMEs context (Vu Thi et al., 2018).  

 

According to Kaplan and Norton (1993) BSC is instilled within each organisation, 

and as a result, establishing and enforcing organisational standards take place on a 

particular timeline and through a distinct methodology. Although the overall study of 

the BSC model shows the history of organisational strategy, it‘s particularly important 

because it adds an additional detail about the strategy‘s beginning and end. Next topic 

discusses on business strategy.     

 

2.4 Business Strategy 

2.4.1 Definitions of Strategy 

In strategic management literature and textbooks, many scholars have defined the 

terms strategy and strategic management. There is no specific or generally accepted 

definition of strategic management. Instead, the definition depends on the scholar‘s 
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interpretation of and approach to strategy. Table 2.13 lists the definitions of strategy 

and strategic management. 

 

Table 2.13  

Definitions of Strategy and Strategic Management 

Definition Scholar(s) 

 

Long-term goal and objective, adopt the right actions and 

necessary resources to achieve the goal.  
 

Chandler (1962) 

 

 

Formulating, designing the capabilities and managing the 

implementation of strategies. 

Ansoff (1965) 

 

 

Choosing to execute activities which differ from the 

competitions. 

 

Porter (1985) 

 

Concerns the direction of the organisation and business by the 

senior management. 

 

Rumelt et al. 

(1994) 

Decision and action of formulation, implementation, and control 

of strategies to obtain objectives and goals. 

 

McCann (1991) 

Not only creating advantages for own but also creating 

destructions for the competitor‘s advantages. 

 

 

A pattern or plan which integrates organisational major goals, 

policies and actions based on internal competencies and changes 

in the environment. 

 

Porter (1985) 

Managerial decisions and actions which establish the long-term 

performance growth. 

 

Wheelen and 

Hunger (2010) 

The process of establishing long-term direction, specific 

performance objectives, developing strategies and action plan to 

overcome internal and external circumstances by managers. 

 

A and Strickland, 

(2003) 

Consist of major organisational goals for value creation and 

distribution. 

 

Sanchez and Heene 

(2004) 

Adopting a strategic intent, formulates a best strategic fit 

business model and unique right planning for an organization to 

outperform than rivals. 

 

Chaudhuri et al. 

(2006) 

Process of integrating tools and frameworks for formulating and 

implementing the strategy. 

 

Simpson et al. 

(2007) 
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Table 2.13 (Continued) 

Definition Scholar(s) 

 

The entrepreneurial process of a firm to achieve the objectives 

via the formulation and implementation of effective strategies 

based on unique capabilities and the business environment. 

 

Hashim (2000) 

 

Table 2.13 lists the different range of ideas, approaches, and strategic management 

applications by prominent scholars and researchers. Mohamed, Ann and Yee (2014) 

have described strategic management as drafting, implementing, and assessing cross-

functional decisions to achieve long-term goals. According to Kenworthy and 

Verbeke (2015), the scientific discipline of strategic management addresses the 

establishment and pursuit of a firm‘s long-term goals and how business leaders or 

managers respond to and shape environmental forces and orchestrate internal 

resources. Meanwhile, Grant (2016) strategic management, as an academic field, has 

been relabelled from business policies dealing with various academic disciplines or 

fields to explain why some companies outperform others. 

 

Recently, Ertek, Tokdemir, Sevinç, and Tunç (2017) have defined strategic 

management as the manner of resource combination, an essential function of a 

company. Additionally, they have listed the primary resources linked to culture and 

identity, i.e. policies, systems, documents, and employees that are considered socially 

involved, and the associated assets can produce long-term advantages. The following 

section discusses the business strategy typologies. 
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2.4.2 Business Strategy Typologies 

Business strategy is known as a company strategy in the corporate management 

literature that focuses on how to succeed in a specific field or commodity market 

segment and is a source of intra-industry heterogeneity in company strategies (Dess & 

Davis, 1984; Evered et al., 1980; Venkatraman & Ramanujam, 1986). Furthermore, 

business strategy represents the decisions and choices made by an organisation to 

consider and respond to the marketplace and to put itself on the market to attain 

superior performance (Porter, 1997a). 

 

Numerous types of business strategies are discussed in the literature which explain 

how companies perform in their respective markets. For instance, Miles et al. (2006) 

and Miles and Snow (1984) have identified three feasible business strategies, namely 

prospector, analyser, and defender, focused on a firm‘s changes that occur with regard 

to its products and markets. Next, based on whether a company chooses to be a low-

cost producer or a unique supplier of products, Porter (1985) has classified a 

company‘s business strategy as either cost-leadership strategy or product 

differentiation strategy. On the other hand, March (1991) has described business 

strategies as either exploration or exploitation. Depending on the value of customer 

demand, Treacy and Wiersema (1993) have described business strategy as, for 

example, organisational leadership, product leadership, and consumer engagement. 

This current study utilised the business strategy introduced by Porter (1985). The next 

subsection explains the Porter‘s generic strategy. 
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2.4.2.1 Cost-leadership Strategy 

A cost-leadership strategy focuses on gaining a competitive advantage by generating 

and retaining low-cost positions compared to competitors (Porter, 1985). Being the 

lowest-cost supplier of products and services for a given quality level is what cost 

leadership means. Cost leadership strategy is described by Hoskission, Ireland and 

Hitt (2011) as an orchestrated collection of actions taken to deliver products or 

services with appropriate features to consumers at the lowest cost relative to 

competitors. 

 

This approach is characterised by strict cost and overhead management, the 

minimization of operating costs, the reduction of labour costs, and the reduction of 

input costs (Porter, 1985). Firms are implementing a cost leadership strategy that 

emphasizes aggressive cost management and quality in all operational areas. Cost 

leadership firms can leverage value-chain operations at a lower cost than rivals 

(Porter, 1985). It is all about lower costs and standardisation in the low-price 

leadership strategy. 

 

Porter (1985) contends that retaining a low total cost position often requires a 

significant relative market share or other advantages, such as preferential access to 

raw resources. Therefore, SMEs will achieve cost leadership by providing 

standardised goods, concentrating on mission-critical no-frills items, and limiting 

service personalisation and customisation. However, Porter (1985) believes that cost 

leadership is not a viable strategy for just large firms owing to the benefits of scale 

economies.As a result, small companies will also profit from cost leadership if they 
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benefit from low costs (Parnell et al., 2015). The following subsection discusses the 

differentiation strategy. 

 

2.4.2.2 Differentiation Strategy 

Differentiation strategy establishes an industry-wide and long-term market position 

that is viewed as distinct (Porter, 1985). Differentiated products and services meet 

client needs by establishing a sustained competitive edge. A differentiation strategy 

helps organisations counter consumers to pricing and instead emphasise the benefit of 

a higher price and a more significant margin. Numerous parts of the differentiation 

approach include outstanding customer service, enhanced product performance, 

design, brand identity, and distribution channels (Frambach et al., 2003; Porter, 1985).  

 

Due to the differentiation strategy, the firm may charge a premium price for its 

products or services (Acquaah, 2011; Porter, 1985, 1997b). Increased revenue 

generated by higher prices must cover the expense of providing a unique product or 

service in order for the business to succeed (Porter, 1985). Porter (1985) suggested 

that a corporation pursuing a differentiation strategy would suffer additional 

expenditures. 

 

Additionally, Porter (1985) recommended that the firm manage a few specific needs, 

including advertising, service or product operations, technology management, staffing 

capabilities, and training programmes, to obtain optimal performance through 

differentiation strategy. Next, the subsection discusses focus strategy.  



  

40 

 

2.4.2.3 Focus Strategy 

A focus strategy is primarily focused on a particular portion of the market rather than 

on the entire market (Nandakumar et al., 2011; Porter, 1985, 1997b). In other words, 

the firm focuses on a specific segment of the market. Businesses using a segmentation 

strategy may determine the target market segment (Porter, 1985). The focus strategy 

will aid the firm in efficiently meeting the demands and desires of its consumers 

(Porter, 1985, 1997a; Sumer & Bayraktar, 2012). 

 

There are constant nudges, and an organisation can pursue both general methods 

concurrently (Köseoglu et al., 2013; Moon et al., 2014). Porter stated that a company 

might become ―stuck in the middle‖ if it pursued both general methods concurrently 

(Porter, 1985). Thus, the next part covers the ―stuck in the middle‖ argument and 

hybrid strategy. 

 

2.4.2.4 Stuck in the Middle and Hybrid Strategy 

Porter's generic strategy framework argued that organisations that pursue both 

differentiation and cost leadership strategies would face significant challenges due to 

being stuck in the middle. As a result, Porter emphasised that an organisation may 

only follow a single generic strategy due to the disparate requirements for 

organisational capabilities. 

 

Numerous scholars have theoretically or experimentally established the potential of a 

hybrid strategy. Hambrick (1982) and Miller and Friesen (1986)established that the 

preconditions for cost leadership and product differentiation are mutually exclusive, 

allowing a business to pursue both strategies concurrently. The primary goal of 
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having a hybrid strategy is to pursue both low cost and distinction compared to 

possible competitors. Organisations must offer low-cost products or services while 

investing adequately in developing different products or services to succeed with a 

hybrid strategy (Gopalakrishna & Subramanian, 2001; Hambrick, 1982). 

 

A hybrid strategy is not only practical, but it may also be more lucrative than pure 

low-cost or differentiation methods. Several studies demonstrate a correlation 

between hybrid competitive strategy and firm performance (Acquaah & Yasai-

Ardekani, 2008; Leitner & Güldenberg, 2010; Miller & Friesen, 1986). 

 

However, the hybrid strategy is even more complex to detect and copy than these pure 

ones since the hybrid strategy incorporates multiple elements connected to low costs 

and differentiation (Leitner & Güldenberg, 2010). Thus, organisations that adopt such 

pure strategies may be disadvantaged relative to those who creatively blend them 

(Miller, 1986). Therefore, this study only investigated a cost-leadership strategy and 

differentiation strategy as a business strategy. The following subtopic explains the 

measurement of business strategy. 

 

2.4.3  Measurement of Business Strategy 

This section provides an overview of the measurement of business strategy and 

explains each component of Porter‘s generic strategy. Past literature has revealed that 

the theoretical measurement of business strategy has distinguished and measured the 

managerial strategy‘s main characteristics. Furthermore, the measurements assist 

managers in the interrelation and diversification of certain strategies. Thus, the 

classification of measurements requires more attention from  scholars and researchers 
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(Nandakumar et al., 2011; Sumer & Bayraktar, 2012). Table 2.14 presents the 

measurements of business strategy. 

 

Table 2.14 

Measurements of Business Strategy 

Author(s)   Measurement 

 

Ansoff (1965) Market penetration, product development, market 

development, diversification 

 

Buzzell et al. (1975) Building, holding, harvesting 

 

Utterback and Abernathy 

(1975) 

Performance maximizing, sales maximizing, cost 

minimizing 

 

Miles and Snow (1984)  Prospector, analyzer, defender, reactor 

 

Evered et al. (1980) Share increasing, growth, profit, market 

concentration, turnaround, asset reduction and 

liquidation 

 

Patel et al. (2015) All out push for share, hold position, grow with 

industry, harvest, selectively push for position 

Phased out withdrawal, turnaround, find a niche and 

protect it, abandon 

 

Porter (1985) Cost leadership, differentiation, focus, stuck in the 

middle 

  

Bullock et al. (1982) Domain defense, domain offense, domain creation 

 

Miller and Friesen (1986) Innovators, marketers, cost leaders, niche marketers 

 

Mintzberg and Waters 

(1985) 

Price differentiation, image differentiation, support 

differentiation, quality differentiation, design 

differentiation, undifferentiation 

 

Venkatraman and 

Ramanujam, (1986) 

Aggressiveness, analysis, defensiveness, futurity 

proactiveness, riskiness 

 

Wright et al. (1991) Low-cost, differentiation, low-cost differentiation 

mixed, focus low cost, focus differentiation 

focus low-cost differentiation 

 

Sirmon et al. (2011) Cost leadership, differentiation, focus 

Integrated cost leadership and differentiation 
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Table 2.14 (Continued)  

Author(s) Measurement 

 

Hambrick (1982) Cost leadership, asset conscious followers, 

high-quality gendarme, broad-based differentiation, 

prospectors, asset conscious focusers 

 

Kim et al. (2004) Product differentiators, market differentiators 

overall cost leaders, stuck in the middle 

 

Powers and Hahn (2004) 

 

General differentiation, focus, stuck in the middle 

 

Parnell (2015) 

 

Cost leadership, customer service diff., cost  

 

Parnell et al. (2012) 

 

Uniqueness, focus 

 

Panwar et al. (2016) 

 

Cost leadership, Differentiation 

 

Stoian and Gilman (2017) 

 

Cost leadership, Differentiation 

 

Liu and Atuahene-Gima 

(2018) 

 

Cost leadership, Differentiation 

 

 

Table 2.14 lists the measurements of the business strategy employed by various 

researchers in their studies. For example, Ansoff (1965) highlighted four types of 

growth strategies, namely, market penetration, product development, market 

development, and diversification, while Buzzell et al. (1975) used building, holding, 

and harvesting to classify business strategies. Next, Utterback and Abernathy (1975) 

described the business strategy associated with firms‘ innovative patterns i.e. 

performance maximising, sales maximising, and cost-minimising. 

 

On the other hand, Miles, Snow, Meyer and Coleman (1978) introduced strategic 

types, namely defenders, prospectors, analysers, and reactors. For Hofer and Schendel 

(1978), business strategy consists of share increasing, growth, profit, turnaround, 

market concentration, and asset reduction and liquidation. Meanwhile, Patel and 
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Younger (1978) used a matrix consisting of nine strategies, i.e. all-out push for share, 

hold the position, grow with the industry, harvest, selectively push for position, 

phased out withdrawal, turnaround, find a niche and protect it, and abandon. 

 

Besides, Porter (1985) has developed a business strategy that provides organisations 

with a competitive advantage. He suggested differentiation strategy, cost-leadership 

strategy, and focus strategy. Miller (1988) categorised business strategy into 

innovators, marketers, cost leaders, and niche marketers whereas Miles and Cameron 

(1982) proposed domain defence, domain offence, and domain creation.  

 

Next, Mintzberg (1988) proposed several significant aspects of business strategy, i.e. 

price differentiation, image differentiation, support differentiation, quality 

differentiation, design differentiation, and undifferentiation. On the other hand, 

Venkatraman and Ramanujam (1986) identified aggressiveness, analysis, 

defensiveness, futurity, proactiveness, and riskiness. In addition, based on Porter‘s 

typology, Wright, Pringle and Kroll (1992) introduced low cost, differentiation, low-

cost differentiation, mixed, focus low cost, focus differentiation, and focus low cost-

differentiation. Besides, several recent studies used a cost-leadership strategy and 

differentitaion strategy as measurement of business strategy for instance Parnell 

(2015), Panwar et al. (2016), Stoian and Gilman (2017) and Liu and Atuahene-Gima 

(2018). Thus, business strategy operationalisation constitutes a vital subject in the 

strategic management literature (Venkatraman & Ramanujam, 1986). The following 

subtopic discusses cost-leadership strategy. 
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2.4.4  Cost-leadership Strategy 

Cost-leadership strategy is a concept developed by Porter (1997) and is utilised as a 

business strategy. This strategy involves how a firm works  hard to achieve the lowest 

production and distribution costs than its competitors Porter (1997). Parnell et al. 

(2012) defined cost-leadership strategy as lowering the cost to gain the industry‘s cost 

advantage and internal efficiency. Moreover, recent definitions refer to cost-

leadership strategy as cost reduction in the manufacturing sector via statistical quality 

control (Kharub et al., 2019). 

 

Porter has suggested cost-leadership strategy as an approach to gain competitive 

advantages. Furthermore, the purpose of employing cost-leadership strategy is to 

avoid defects and wastes and to reduce operational and production costs (Belohlav, 

1993; Chung et al., 2010; Porter, 1997a). By pursuing a cost-leadership strategy, firms 

also decrease the cost of human resources, raw material, and distribution (Dagley, 

1971). 

 

The basic principle of this strategy is to reduce the cost of all the actions. Hence, by 

applying the cost-leadership strategy, a firm can gain a competitive advantage over its 

competitor by having higher returns on assets and producing products with reasonable 

quality (Porter, 1997b). Consequently, the gap between the prices at the market and 

costs will be bigger, and a firm can obtain a competitive advantage by acquiring high 

income and profit.  
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Based on past research, no standard scale exists to measure cost-leadership strategy. 

For instance, Acquaah and Agyapong (2015) examined the relationship between cost-

leadership and firm performance among 581 micro and small enterprises in Ghana. 

This study measured the cost-leadership strategy using the five items developed by 

Dess and Davis (1984) and tested by Campbell-Hunt (2000). Another study by  

Parnell et al. (2012) measured the cost-leadership strategy among 107 and 404 

manufacturing SMEs in China and Turkey, respectively. Their study comprised five 

items based on the scale developed by Zahra and Covin (1993) and this scale was also 

used by Luo and Zhao (2004).  

 

Moreover, Dutse and Aliyu (2018), adopted 16 items of cost-leadership strategy from  

Li, Nathan, Nathan, and Subba Rao (2006). The study conducted among 287 

manufacturing SMEs in Nigeria. Therefore, the literatures indicate that cost-

leadership strategy could achieve lower cost of manufacturing by making overall 

procedures more cost efficient in manufacturing SMEs. The following subsection 

discusses the importance of a cost-leadership strategy and performance. 

 

2.4.4.1  The Importance of Cost-leadership Strategy and Performance 

Past studies have reported various findings on cost-leadership strategy and 

performance. Numerous researchers and practitioners have applied cost-leadership 

strategy in many manufacturing SMEs to increase performance (Acquaah & 

Agyapong, 2015; Danso et al., 2019; Dutse & Aliyu, 2018; Gure & Karugu, 2018; 

Herzallah et al., 2014; Kaya, 2015; Lechner & Gudmundsson, 2014; Mungai & Ogot, 

2017; Rua et al., 2018; Parnell et al., 2012). 
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For instance, Lechner and Gudmundsson (2014) examined 335 small firms in Iceland 

and determined that cost-leadership strategy affected firm performance. In another 

study Yanney (2014) cost-leadership strategy was found to be statistically significant 

in influencing firm performance. Next, the results of a study on a sample of 202 

manufacturing SMEs in Palestine indicated the positive effect of cost-leadership 

strategy on performance. More importantly, the relationship between cost-leadership 

strategy and financial performance was more positively significant (Herzallah et al., 

2014). 

 

Another study on the generic competitive strategy and performance among 70 SMEs 

in Turkey‘s manufacturing industry reported that cost-leadership strategy was directly 

related to performance (Kaya, 2015). Furthermore, based on a survey of 581 

manufacturing SMEs in Ghana, cost-leadership strategy was found to have a 

significant relationship with firm performance (Acquaah & Agyapong, 2015). 

Similarly, a study involving 119 small businesses in the furniture manufacturing 

industry in Kenya was conducted to examine the relationship between Porter‘s 

typology and firm performance. The findings indicated that cost-leadership strategy 

was significantly related to firm performance (Mungai & Ogot, 2017). The significant 

relationship was also noted in Gure and Karugu's (2018a) study, which examined 100 

manufacturing SMEs in Kenya to determine the relationship between strategic 

management practices and organisational performance. The study found that SMEs 

that employed cost-leadership strategy had a better organisational performance.  

Besides, Dutse and Aliyu (2018) investigated 278 manufacturing SMEs in Nigeria 

and reported that cost-leadership strategy had a significant relationship with business 

performance. Meanwhile, Rua et al. (2018) determined that cost-leadership strategy 
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significantly influenced export performance. This study explored a sample of 247 

manufacturing SMEs in Portugal. 

 

On the contrary, Danso et al. (2019) found that cost-leadership strategy had no 

significant effect on firm performance based on 269 SMEs surveyed in Ghana. This 

current study used the cost-leadership strategy measures by Parnell et al. (2012) to 

measure cost-leadership strategy among food manufacturing SMEs in Malaysia. 

 

Table 2.15 

Summary of Selected Studies on Cost-leadership Strategy 

Author (Year) Dependent 

Variable 

Sample Results* 

 

Acquaah and 

Agyapong (2015) 

 

Firm performance 581 manufacturing SMEs 

in Ghana 

Yes 

Danso et al. (2019) Firm performance 269 manufacturing SMEs 

in Ghana 

 

No 

Dutse and Aliyu 

(2018)  

Business 

performance 

278 manufacturing SMEs 

in Nigeria 

 

Yes 

Gure and Karugu 

(2018) 

Organisational 

performance 

100 manufacturing SMEs 

in Kenya 

 

Yes 

Herzallah et al. 

(2014) 

Financial 

performance 

202 manufacturing SMEs 

in Palestine 

 

Yes 

Kaya (2015) Performance  70 SMEs in the 

manufacturing industry in 

Turkey 

 

Yes 

Lechner and 

Gudmundsson 

(2014) 

 

Firm performance 335 small firms in Iceland Yes 

Rua et al. (2018) Export 

performance 

247 manufacturing SMEs 

in Portugal 

 

Yes 

Mungai and Ogot 

(2017) 

 

Firm performance 119 furniture 

manufacturing SMEs in 

Kenya 

Yes 
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Table 2.15 (Continued) 

Author (Year) Dependent 

Variable 

Sample Results* 

 

Parnell et al. (2012) Firm performance Manufacturing SMEs 

in China and Turkey 

 

Yes 

Note: *Yes: relationship is significant, No: relationship is not significant 

 

Based on the review of past literature and the summary of selected studies shown in 

Table 2.15, the results are inconsistent.  It is challenging to sum up the relationship 

between cost-leadership strategy and performance due to these inconsistent findings. 

Therefore, this predictor  needed further research in the context of organisational 

performance among food manufacturing SMEs since all the previous studies focused 

on the direct relationship between cost-leadership strategy and performance. 

 

2.4.5 Differentiation Strategy 

Differentiation strategy is used by a firm to be unique in its sector with characteristics 

that are valued by most buyers. According to (Porter, 1997a),  brand name, 

technology, customer services, and sales network are used to differentiate from other 

competitors. Differentiation strategy helps firms build customer loyalty by offering 

unique products or services, which then assists them to perform better than 

competitors (Allen & Helms, 2002). The aim of differentiation is to create superior 

fulfilment of customer needs in one, or several product attributes to develop customer 

satisfaction and loyalty, which can often be used to charge a minimum price for the 

product. Acquaah and Yasai-Ardekani (2008) concur that firms using the 

differentiation strategy can achieve a competitive advantage over their rivals because 

of their products and services‘ perceived uniqueness. Hence, a creative firm will 
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always remain one step ahead of the competition by constantly working on new ideas 

or innovations. 

 

Scholars have presented several scales to measure differentiation strategy. For 

instance, Agyapong, Ellis, and Domeher (2016) measured the differentiation strategy 

among 200 manufacturing SMEs in Ghana using four items adapted from Dess and 

Davis (1984). In a study by Parnell et al. (2012), a scale of seven items was used to 

measure SMEs‘ differentiation strategy in China and Turkey. The scale was 

developed by Zahra and Covin (1993) and also used by Luo and Zhao (2004). 

Besides, Herzallah et al. (2014) measured the differentiation strategy based on the 

scale developed by Miller (1986). In a recent study by Danso et al. (2019) seven items 

were employed to measure the differentiation strategy among manufacturing SMEs in 

Ghana. The differentiation strategy scale was adopted from Acquaah and Yasai-

Ardekani (2008). The following subsection discusses the importance of differentiation 

strategy and performance. 

 

2.4.5.1  The Importance of Differentiation Strategy and Performance 

Previous literature has provided various findings on differentiation strategy and 

performance. Many researchers and practitioners have applied the differentiation 

strategy in numerous manufacturing SMEs to obtain a superior performance (Acquaah 

& Agyapong, 2015; Agyapong et al., 2016; Danso et al., 2019; Gure & Karugu, 2018; 

Herzallah et al., 2014; Lechner & Gudmundsson, 2014; Mungai & Ogot, 2017; 

Parnell et al., 2012) 
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For example, Herzallah et al. (2014) investigated 202 SMEs in Palestine and reported 

that the differentiation strategy significantly affected firm performance. Similarly, 

Lechner and Gudmundsson (2014) reported that differentiation strategy had a 

significant relationship with the firm performance of 355 manufacturing SMEs in 

Iceland. Furthermore, based on the investigation of 581 manufacturing SMEs in 

Ghana, differentiation strategy was found to have a significant relationship with firm 

performance (Acquaah & Agyapong, 2015). In the same vein, Agyapong et al. (2016) 

reported that a significant relationship between differentiation strategy and firm 

performance existed among SMEs in Ghana. 

 

Next, in their study of 135 furniture manufacturing SMEs in Kenya on generic 

strategy and firm performance, Mungai and Ogot (2017) reported a significant 

relationship between differentiation strategy and firm performance. Meanwhile, Gure 

and Karugu (2018) found that differentiation strategy significantly affected firm 

performance. This study was conducted among 100 manufacturing SMEs in Kenya. 

Recently, Danso et al. (2019) investigated 269 SMEs in Ghana on the competitive 

strategy and its relationship with financial performance. They reported that firms that 

were pursuing the differentiation strategy had a significant relationship with financial 

performance. 

 

Nevertheless, a contrasting result was reported by Yanney (2014) who examined 

SMEs‘ business strategy and organisational performance in Ghana. The study found 

no significant relationship between differentiation strategy and organisational 

performance. Furthermore, Kaya (2015) indicated that there was no significant 

relationship between differentiation strategy and firm performance. This study 
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examined 70 Turkish SMEs in the manufacturing industry that were executing the 

generic competitive strategy. Similarly, Rua et al. (2018) studied the impact of 

competitive strategy on the performance of 247 SMEs in Portugal and reported that 

there was no significant relationship between differentiation strategy and 

performance. This present study used the differentiation strategy measures by Parnell 

et al. (2012) in measuring the differentiation strategy among food manufacturing 

SMEs in Malaysia.  

 

Table 2.16 

Summary of Selected Studies on Differentiation Strategy 

Author (Year) Dependent 

Variable 

 

Sample Results* 

 

Parnell et al. (2012) Firm performance Manufacturing 

SMEs in China and 

Turkey 

 

Yes 

Lechner and 

Gudmundsson, 

(2014) 

 

Firm performance 355 manufacturing 

SMEs in Iceland 

Yes 

Herzallah et al., 

(2014) 

 

Firm performance  202 SMEs in 

Palestine 

Yes 

Acquaah and 

Agyapong, (2015) 

 

Firm performance 581 manufacturing 

SMEs in Ghana 

Yes 

Agyapong et al., 

(2016) 

 

Firm performance SMEs in Ghana Yes 

Parnell et al. (2012) Firm performance Manufacturing 

SMEs in China and 

Turkey 

 

Yes 

Mungai and Ogot, 

(2017) 

Firm performance  119 furniture 

manufacturing 

SMEs in Kenya 

 

Yes 

Gure and Karugu 

(2018) 

Firm performance 100 manufacturing 

SMEs in Kenya 

 

Yes 
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Table 2.16 (Continued) 

Author (Year) Dependent 

Variable 

 

Sample Results* 

 

Danso et al., (2019) Financial 

performance 

 

269 firms in Ghana Yes 

Rua et al. (2018) Performance 247 SMEs in 

Portugal 

 

No 

Kaya (2015) Firm performance 70 SMEs in Turkey 

 

No 

Yanney (2014) Organisational 

performance 

 

SMEs in Ghana No 

Note: *Yes: relationship is significant, No: relationship is not significant 

 

A large volume of studies that have explained the role of differentiation strategy in 

determining performance is available. Even though differentiation strategy and 

performance have been rigorously examined in various fields and settings, for the past 

few decades, the findings are still inconsistent as depicted in Table 2.16. Due to these 

inconsistent findings, a rigorous further study on the relationship between 

differentiation strategy and performance is needed by adding a moderating variable. 

 

In summary, although there is a significant discrepancy in the findings, evidence 

obtained from the literature search supports that differentiation strategy is a strong 

predictor of organisational performance. Hence, adding a moderator in the 

relationship might generate a better finding for the association between differentiation 

strategy and organisational performance (Acquaah & Agyapong, 2016; Parnell et al., 

2012).  The following subsection discusses the definition of innovation. 
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2.5  Definition of Innovation 

Numerous scholars have conceptualised and defined innovation. Thus, there are 

various interpretations of innovation. The definitions of innovation by different 

scholars are listed in Table 2.17. Innovation is seen by Schumpeter (1982) as the 

positive effect of technical progress, and the use of new configurations of current 

productive factors to solve business problems. Schumpeter is considered the pioneer 

of the philosophy of innovation in the economic field.  According to Drucker (1985), 

innovation is the specific instrument of developers to harness progress for a complex 

enterprise or service. Meanwhile, Wirtz (2011) has denoted innovation as the 

invention and successful creation of a technological, operational, business-related, 

systemic or social approach to a problem considered to be innovative and new, 

embraced by appropriate consumers, and sought by innovators in expectation of 

success.  

 

Table 2.17 

The Definitions of Innovation 

Author(s) Definition 

 

Drucker (1985) 

 

Innovation is the entrepreneurs‘ specific tool to exploit change 

for a diverse business or service. 

 

Pavitt (1998) 

Damanpour (1996), 

Innovation is a process of transforming an opportunity into 

fresh ideas and being widely used in practice. 

 

Kimberly and 

Evanisko (1981), 

Lin (2007) 

 

Innovation is any practices that are new to organisations, 

including equipments, products, services, processes, policies, 

and projects. 

 

Parashar, M., and 

Singh (2005) 

Innovation is the ability to combine two or more knowledge. 

  

Hage (1999) 

 

Innovation is a complex construct and overlaps with a few other 

prevalent concepts such as technology, creativity, and change. 
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Table 2.17 (Continued) 

Author(s) Definition 

 

Tran (2008) 

 

Innovation is the creative and commercial embodiment of 

organisational learning. 

  

Lim, Schultmann 

and Ofori (2010) 

Innovation is a potential new combination that results in radical 

breaks with the past, making a substantial part of accumulated 

knowledge obsolete. 

  

Wirtz (2011) Innovation is the development and successful establishment of a 

technical, organisational, business-related, institutional or social 

solution to a problem, which is perceived as ground-breaking 

and new, accepted by pertinent users and pursued by innovators 

in anticipation of an achievement. 

 

 

Nevertheless, in a recent definition provided by (Parashar & Singh, 2005), innovation 

is defined as a new or enhanced product or process (or a variation thereof) that 

substantially varies from the previous products or processes of the unit and has been 

made usable or placed into use by prospective consumers. Moreover, ‗innovation 

activities include all developmental, financial and commercial activities undertaken 

by a firm that are intended to result in an innovation for the firm…‘ (OECD & 

Eurostat, 2018). The following subsection discusses measurement of innovation. 

 

2.5.1 Measurement of Innovation 

Table 2.18 summarises the dimensions of innovation commonly used in studies in 

various fields. The dimensions consist of technological and administrative innovation 

that could lead to superior performance. Numerous studies on innovation have 

confirmed that product innovation and process innovation could lead to firm 

performance (Damanpour & Aravind, 2006; Turulja & Bajgoric, 2019). 
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Table 2.18 

Measurements of Innovation 

Author(s) Measurement 

 

Damanpour and Gopalakrishnan 

(2001) 

 

Product and process innovation 

Benner and Tushman (2002) 

 

Technological innovation 

Yam, Guan, Pun (2004) 

 

Technology innovation capabilities 

García-Morales et al. (2007) 

 

Innovation 

Jiménez-Jimenez et al. (2008) Product, process and administrative 

innovation 

 

Martínez-Costa and Martínez-Lorente 

(2008) 

 

Product and process innovation 

Bigliardi and Dormio (2009)  Technological/technical innovation 

(product and process innovation) and non-

technological/non- technical innovation 

(marketing and organisational innovation) 

Kok and Biemans (2009) Innovation characteristics 

  

Sethi and Sethi (2009) New product innovativeness 

 

Sadikoglu and Zehir (2010) Innovation performance 

 

Rhee et al. (2010) Innovativeness 

 

Liao et al. (2010) Innovation 

 

Evangelista and Vezzani (2010) Product, process and organisational 

innovations 

 

Valencia et al. (2010) Product innovation 

 

Hilmi et al. (2010) Product innovativeness, process 

innovativeness, strategic innovativeness 

 

Inauen and Schenker-Wicki (2011) The number of product innovations, 

the number of process innovations 

 

Jiménez-Jiménez and Sanz-Valle 

(2011) 

Product, process, administrative 

Innovation 
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Table 2.18 (Continued) 

Authors Measurement 

 

Gunday et al. (2011) Product, process, organisational, and 

marketing innovation 

 

Martinez-Sanchez et al. (2019) Radicality in products and processes 

Innovations 

 

Yuan et al. (2010) Product innovation, firm performance 

 

Hoonsopon and Ruenrom (2012) Radical and incremental product 

innovation 

 

Baregheh et al. (2012) Position innovation, process innovation, 

product innovation, paradigm innovation 

 

Rosli and Sidek (2013) Product innovation, process innovation, 

market innovation 

 

Pekkola et al. (2016) Innovation capability  

 

Rubmann et al. (2015) Business model innovation, innovation 

 

Rubmann et al. (2015) Product, process, marketing and 

organisational innovation 

 

Kafetzopoulos and Psomas (2015) Product, process, organisation innovation 

and marketing innovation 

 

Psomas et al. (2018) Product and process innovation 

 

Turulja and Bajgoric (2019) Product innovation, process innovation 

 

 Nielsen and Lund (2018) Innovation performance (product, 

exploration, services and technology) 

 

 Wang (2019) Radical innovation, incremental innovation 

  

Sudja (2018) Innovation strategies 

 

  

Table 2.18, lists the measurements of the innovation employed by various researchers 

in their studies. For example, Damanpour and Gopalakrishnan (2001) highlighted two 

types of innovation namely product innovation and process innovation, while Benner 
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and Tushman (2002) used technological innovation to classify innovation. Next, 

Jimenez-Jimenez et al. (2008) describe the innovation associated with product, 

process and administrative innovation. Besides, Kafetzopoulos and Psomas (2015) 

examined innovation in the perspective of product, process, marketing and 

organisational innovation, whereas Psomas et al. (2018) identified innovation as 

product and process innovation.  

 

On the other hand, Christian Nielsen (2018) proposed several significant aspects of 

innovation i.e product, exploration, services and technology. Overall, the literatures 

showed that innovation as a process of new idea generation by organisations to 

enhance the quality and quantity of existing process or product possibly creating 

added value for performance of organisation. Hence, the following subsection 

discusses about the product innovation. 

 

2.5.2  Product Innovation 

Product innovation is the invention of a new product using new materials (a brand 

new product) or the modification of a current product to achieve customer satisfaction 

(an improved current product) (Gopalakrishnan & Damanpour, 1997; Langley, Pals & 

Ort, 2005).  

 

According to White and Bruton (2007), product innovation involves changing a 

product, which is led by a research and development (R&D) process in a company. 

Besides, product innovation is the introduction and development of new types of 

goods or services that complement the prior product‘s deficiencies with more 

emphasis on quality (Atalay et al., 2013). It is an act to create a new product based on 
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market needs (Walker et al., 2011). Craig and Hart (1992) have added that product 

innovation offers a diverse selection of products. By performing product innovation, 

the quality of products could be improved, which enhances the business performance 

and provides a competitive advantage to organisations (Garvin, 1987; Forker, Vickery 

& Droge, 1996).  

 

Prior research has identified several scales to measure product innovation in the 

context of manufacturing SMEs. For instance, Psomas et al. (2018) measured product 

innovation using four items adapted from Jiménez and Valle (2011). Another study 

used a five-item scale to measure product innovation Shashi et al. (2019). The scale 

was adapted  and tested by  Gunday et al. (2011). This present study used the product 

innovation measures by Psomas et al. (2018) to measure the product innovation 

among food manufacturing SMEs in Malaysia. The following subsection explains the 

importance of product innovation and performance. 

 

2.5.3  The Importance of Product Innovation and Performance 

Various findings on product innovation and performance are available in past 

literature. Many researchers and practitioners have employed product innovation in 

numerous manufacturing SMEs to enhance the performance of the organisation 

(Expósito & Sanchis-Llopis, 2019; Lussak et al., 2020; Psomas et al., 2018; Saeidi et 

al., 2018; Shashi et al., 2019; Turulja & Bajgoric, 2019; Doran, McCarthy and 

O‘Connor 2019). For example, Expósito and Sanchis-Llopis (2019) reported a 

significant relationship between product innovation and Spanish manufacturing 

SMEs‘ performance. Similarly, Lussak et al. (2020) discovered a significant 

association between product innovation and the financial performance of SMEs in 



  

60 

 

Indonesia‘s food manufacturing sector. Meanwhile, Psomas et al. (2018) showed a 

significant association between product innovation and Greek manufacturing SMEs‘ 

performance. The findings in (Saeidi et al., 2018) also revealed that product 

innovation had a significant relationship with the financial performance of Iranian 

manufacturing SMEs.  

 

Additionally, Shashi et al. (2019) discovered that product innovation was significantly 

related to the financial performance of manufacturing SMEs in India. In line with 

previous studies, Turulja and Bajgoric (2019) found a significant relationship between 

product innovation and business performance among SMEs in South-Eastern Europe. 

On the other hand, Doran, McCarthy and O‘Connor (2019) reported that no 

significant relationship existed between product innovation and the performance of 

SMEs in Ireland. 

  

Table 2.19 

Summary of Selected Studies on Product Innovation 

Author (Year) Dependent 

Variable 

 

Sample Results* 

Psomas et al. 

(2018) 

 

Performance  SMEs in Greek Yes 

Saeidi et al. (2018) Financial 

performance 

 

SMEs in Iran Yes 

Expósito and 

Sanchis-Llopis 

(2019) 

 

Performamce SMEs in Spain  Yes 

Shashi et al. (2019) Financial 

performance  

 

SMEs in India Yes 

Turulja and 

Bajgoric (2019) 

Business 

performance 

 

SMEs in South-

Eastern Europe 

Yes 
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Table 2.19 (Continued) 

Author (Year) Dependent 

Variable 

 

Sample Results* 

Lussak et al. (2020) Financial 

performance 

 

SMEs in Indonesia Yes 

Doran, McCarthy 

and O‘Connor 

(2019) 

 

Performance  SMEs in Ireland No 

Note: *Yes: relationship is significant, No: relationship is not significant 

 

Even though there are mixed results from previous studies, as shown in Table 2.19, 

empirical evidence has indicated the relationship between product innovation and 

performance of SMEs. Hence, additional research is required to understand the direct 

relationship between product innovation and organisational performance and their 

relationship with a moderating variable.  

 

2.5.3.1 Process Innovation 

Damanpour (1991) has defined innovation as ‗a new element introduced into an 

organisation‘s production or service operations input materials, task specifications, 

work and information flow mechanisms, and equipment used to produce a product or 

render a service‘. Processes in the manufacturing sector cover material input, 

supporting materials, packaging materials, semi-finished product, and finished 

product ready to be delivered to customers. Process innovation represents changes in 

the way firms produce the end product for the benefit of their customers (Seng et al., 

2011). It is the implementation of a new or significantly improved production or 

delivery method. Besides, process innovation includes significant changes in 

techniques, equipment, and software (Guillaume, 2010). In general, the purpose of 

process innovation is to save costs rather than to attract (new) customers or partners 
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(Damanpour, 2010; Gopalakrishnan et al., 1999Moreover, the benefits of process 

innovation comprise quality improvements, cost and time savings, productivity gains, 

and turnover growth (Baer and Frese, 2003; He and Wong, 2004; Klomp and Van 

Leeuwen, 2001; Pisano, Bohmer, and Edmondson, 2001). Therefore, scholars have 

suggested that the introduction of process innovation has positive performance effects 

(Damanpour and Gopalakrishnan, 2001; Reichstein and Salter, 2006).  

 

Previous investigations have introduced several scales to measure process innovation 

among SMEs in the manufacturing sector. For example, Psomas et al. (2018) 

measured process innovation using four items adapted from Jiménez-Jiménez and 

Sanz-Valle (2011). Next, Turulja and Bajgoric (2019) used a four-item scale to 

measure process innovation. The scale was adapted  and tested by Ellonen et al. 

(2008). This present study used the process innovation measures of Psomas et al. 

(2018) to measure the process innovation of Malaysian food manufacturing SMEs. In 

the next subsection, the importance of process innovation and performance will be 

discussed. 

 

2.5.4  The Importance of Process Innovation and Performance 

The link between process innovation and performance of manufacturing SMEs has 

been well established by several researchers (Doran et al., 2019; Mamun, 2018; 

Psomas et al., 2018; Shashi et al., 2019; Turulja & Bajgoric, 2019; Expósito and 

Sanchis-Llopis 2019; Maldonado-Guzmán, Garza-Reyes, Pinzón-Castro, and Kumar 

2019). For instance, Doran et al. (2019) discovered that process innovation had a 

significant relationship with the performance of 3,018 manufacturing SMEs in 

Ireland. Another empirical evidence was provided by Turulja and Bajgoric (2019), 
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who reported a significant association between South-Eastern Europe SMEs‘ business 

performance and process innovation. Shashi et al. (2019) identified that process 

innovation had a significant relationship with the financial performance of 221 

manufacturing SMEs in India. Additionally, Maldonado-Guzmán, Garza-Reyes, 

Pinzón-Castro, and Kumar (2019) indicated that process innovation had a significant 

relationship with the business performance of 308 Mexican SMEs. Similarly, in a 

study of 360 manufacturing SMEs in Malaysia, a significant relationship between 

process innovation and firm performance was revealed (Mamun, 2018). Besides, 

Psomas et al. (2018) found a significant relationship between process innovation and 

the market performance of 433 manufacturing SMEs in Greece. In contrast,  Expósito 

and Sanchis-Llopis (2019), determined that no significant relationship existed 

between process innovation and the firm performance of manufacturing SMEs in 

Spain.  

 

Table 2.20 

Summary of Selected Studies on Process Innovation 

Author (Year) Dependent 

Variable 

 

Sample Results* 

Mamun (2018) Firm performance SMEs in Malaysia Yes 

 

Psomas et al. 

(2018) 

Market 

performance 

 

SMEs in Greek Yes 

Shashi et al. (2019) Financial 

performance 

 

SMEs in India Yes 

Doran et al. (2019) Performance SMEs in Ireland Yes 

 

Turulja and 

Bajgoric (2019) 

Business 

performance 

SMEs in South-

Eastern Europe 

 

Yes 

Expósito and 

Sanchis-Llopis 

(2019) 

 

Firm performance SMEs in Spain No 
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Table 2.20 (Continued) 

Author (Year) Dependent 

Variable 

 

Sample Results* 

Maldonado-

Guzmán, Garza-

Reyes, Pinzón-

Castro, and Kumar 

(2019) 

 

Business 

performance 

SMEs in Mexico Yes 

Note: *Yes: relationship is significant, No: relationship is not significant 

 

In summary, as shown in Table 2.20, the inconsistent findings of prior studies in the 

context of process innovation and performance are complex and need further research. 

An additional variable needs to be incorporated to establish a conclusion regarding the 

relationship between process innovation and organisational performance. The 

following subsection will discuss the dynamic capabilities as a moderator. 

 

2.6  Dynamic Capabilities as a Moderator 

Several scholars are still sceptical about the definition of dynamic capabilities, the 

possibility of its practical application or the scientific researchable status of the 

dynamic concept (Winter, 2003). Numerous scholars have scrutinised dynamic 

capabilities. Table 2.21 lists several established definitions of dynamic capabilities by 

prominent scholars. 
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Table 2.21 

Definitions of Dynamic Capabilities 

Author(s) Definition 

 

Teece and Pisano (1994) ‗The subset of the competences and 

capabilities that allow the firm to create 

new products and processes and respond 

to changing market circumstances.‘ 

 

Teece et al. (1997) ‗The firm‘s ability to integrate, build, and 

reconfigure internal and external 

competences to address rapidly changing 

environments.‘ 

 

Eisenhardt and Martin (2000) ‗The firm‘s processes that use 

resources—specifically the processes to 

integrate, reconfigure, gain, and release 

resources—to match and even create 

market change; dynamic capabilities thus 

are the organizational and strategic 

routines by which firms achieve new 

resource configurations as markets 

emerge, collide, split, evolve, and die.‘ 

 

Teece (2007a)  ‗The ability to sense and then seize 

opportunities quickly and proficiently.‘ 

 

Zollo and Winter (2002) ‗A dynamic capability is a learned and 

stable pattern of collective activity 

through which the organisation 

systematically generates and modifies its 

operating routines in pursuit of improved 

effectiveness.‘ 

 

Winter (2003) ‗Those (capabilities) that operate to 

extend, modify, or create ordinary 

capabilities.‘ 

 

Zahra et al. (2006) ‗The abilities to reconfigure a firm‘s 

resources and routines in the manner 

envisioned and deemed appropriate by its 

principal decision maker(s).‘ 

 

Helfat et al. (2007) ‗The capacity of an organisation to 

purposefully create, extend, or modify its 

resource base.‘ 
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Table 2.21 (Continued) 

Author(s) Definition 

 

Teece (2007b) 

 

‗Dynamic capabilities can be 

disaggregated into the capacity 

(a) to sense and shape opportunities and 

threats,  

(b) to seize opportunities, and  

(c) to maintain competitiveness through 

enhancing, combining, protecting, and, 

when necessary, reconfiguring the 

business enterprise‘s intangible and 

tangible assets.‘ 

 

Barreto (2010) ‗A dynamic capability is the firm‘s 

potential to systematically solve problems, 

formed by its propensity to sense 

opportunities and threats, to make timely 

and market-oriented decisions, and to 

change its resource base.‘ 

 

Piening (2013) 

 

‗Dynamic capabilities can be described as 

bundles of interrelated routines which, 

shaped by path dependency, enable an 

organisation to renew its operational 

capabilities in pursuit of improved 

performance.‘ 

 

Helfat and Martin (2015) 

 

 

 ‗The capabilities with which managers 

create, extend, and modify the ways in 

which firms make a living-helps to 

explain the relationship between the 

quality of managerial decisions, strategic 

change, and organisational performance.‘ 

 

 

As shown in Table 2.21, Teece and Pisano (1994) have defined dynamic capabilities 

as a subset of the competences and capabilities that allow a firm to create new 

products and processes and respond to changing market circumstances. Furthermore, 

Teece, Pisano, and Shuen (1997) have introduced dynamic capabilities as a firm‘s 

ability to integrate, build, and reconfigure internal and external competences to 

address rapidly changing environments.  
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 Several studies on the moderating role of dynamic capabilities concerning the 

performance of SMEs have been conducted (Agostini et al., 2017; Bii & Onyango, 

2018; Engelen et al., 2014; Han & Li, 2015; Hernandez-Perlines, 2018; Noor & 

Aljanabi, 2016; Patel et al., 2015). For example, Agostini et al. (2017) indicated that 

dynamic capabilities had positively moderated the relationship between rational 

capital and the performance of 975 SMEs in Italy. 

 

Similarly, a study determined the significant moderating effect of dynamic 

capabilities on the relationship between entrepreneurial orientation and SMEs‘ 

business performance (Bii & Onyango, 2018). Furthermore, the vital moderating role 

of dynamic capabilities in the association between entrepreneurial orientation and the 

firm performance of 219 SMEs in Germany was reported (Engelen et al., 2014). 

Another study revealed that dynamic capabilities was a significant moderator in the 

relationship between intellectual capital and the innovative performance of 

manufacturing firms in China (Han & Li, 2015). Besides, Hernandez-Perlines (2018), 

presented evidence that dynamic capability positively moderated the relationship 

between entrepreneurial orientation and the international performance of 218 SMEs in 

Spain.   

 

In the same context, a study investigating the entrepreneurial orientation and 

innovation technology  capabilities of 249 SMEs in Iraq found that dynamic 

capabilities played a critical role as a moderator (Noor & Aljanabi, 2016). Meanwhile, 

Patel et al. (2015) reported the significant effect of dynamic capabilities as a 

moderator. The study examined the relationship between entrepreneurial orientation 

and the firm performance of 147 SMEs in Finland. Lastly, Kump et al. (2016) 
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examined the dynamic capabilities scales based on Teece (2007b) for the relationship 

between business and innovation performance. The following subsection explains the 

underpinning theories. 

 

2.7 Underpinning Theories 

In the field of strategic management, the main concern is on how firms achieve high 

performance. Several theoretical approaches for studying resources and organisational 

performance exist. This study adopted the RBV and dynamic capabilities theories to 

explain the relationships between cost-leadership strategy, differentiation strategy, 

product innovation, process innovation, dynamic capabilities, and organisational 

performance. 

 

2.7.1  Resource Based View  

RBV analyses and interprets organisations‘ resources to understand how organisations 

achieve competitive advantage and superior performance. The RBV focuses on the 

concept of difficult-to-imitate attributes of a firm as superior performance sources and 

competitive advantage (Barney, 1986; Hamel & Prahalad, 1996). Resources that 

cannot be easily transferred or purchased, require an extended learning curve or a 

significant change in the organisational climate and culture are more likely to be 

unique to the organisation and, therefore, more difficult to imitate by competitors. 

Furthermore, resources that are valuable, rare, and imperfectly imitable are primary 

sources of competitive advantage for superior performance (Barney, 1991). A 

resource must fulfil the VRIN criteria to provide a competitive advantage and 

improve performance. Table 2.22 explains the ‗VRIN‘ criteria. 
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Table 2.22 

The ‘VRIN’ Criteria 

Value (V) Resources are valuable if they provide strategic value to the 

firm. Resources provide value if they help firms in 

exploiting market opportunities or in reducing market 

threats. There is no advantage in possessing a resource if it 

does not add or enhance the value of the firm. 

 

Rare (R) It must be difficult for existing and potential competitors of 

the firm to find the resources. Hence, resources must be rare 

or unique to offer competitive advantages. Resources that 

are possessed by several firms in the marketplace cannot 

provide a competitive advantage because the firms cannot 

design and execute a unique business strategy in comparison 

with other competitors. 

 

Imperfect Imitability 

(I) 

Imperfect imitability means making a copy or imitating the 

resources will not be feasible. Bottlenecks of imperfect 

imitability include difficulties in acquiring resources, an 

ambiguous relationship between capability and competitive 

advantage, and complexity of resources. Resources can be 

the basis of a sustained competitive advantage only if firms 

that do not hold these resources cannot acquire them. 

 

Non-Substitubility (N) Non-substitutability of resources implies that resources 

cannot be substituted by other resources. A competitor 

cannot achieve the same performance by replacing the 

resources with alternative resources. 

 

 

In the context of cost-leadership strategy and differentiation strategy,  Porter (1985) 

has claimed that firms achieve competitive advantage either by having the lowest 

product cost or by having products that are different in ways that are valued by 

customers. Therefore, cost-leadership strategy and differentiation strategy are a firm‘s 

VRIN. Barney (1991) has highlighted that valuable resources must enable a firm to do 

things and behave in ways that lead to high sales, low costs, high margins, or in other 

ways add financial value to the firm. 
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Product innovation helps firms achieve competitive advantage by differentiating their 

products or range of products from their competitors, whereas, with process 

innovation, firms improve their efficiency and products‘ quality (Utterback and 

Abernathy, 1975; Abernathy, 1978; Damanpour & Gopalakrishnan, 2001). As such, 

product innovation and process innovation are also a firm‘s VRIN. According to 

Barney (1991), resources are valuable when they enable a firm to conceive or 

implement strategies that improve its efficiency and effectiveness. 

 

Hence, this study has employed the RBV theory by  Barney (1991) that suggests a 

firm‘s critical strategic resources can be sources of strategic competitive advantage if 

they are scarce, difficult to imitate, non-substitutable, and valuable. The next 

subsection will discuss the dynamic capabilities theory. 

 

2.7.2  Dynamic Capabilities  

The dynamic capabilities concept has evolved as a dynamic version of the RBV 

theory that suits rapidly changing environments. Teece, Pisano, and Shuen (1997) 

have defined dynamic capabilities as a firm‘s ability to integrate, build, and 

reconfigure internal and external competences to address environments that are 

rapidly changing. Figure 2.1 illustrates the dynamic capabilities model (Teece, 2018; 

Teece & Pisano, 1994). Meanwhile, Table 2.23 lists the dynamic capabilities 

dimensions, namely sensing, seizing, and transforming. 
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Table 2.23 

Dynamic Capabilities Dimensions 

Sensing Identification, development, co-development and assessment of 

technological opportunities in relation to customer needs 

 

Seizing Mobilisation of resources to address needs and opportunities, and to 

capture value from doing so 

 

Transforming Nothing less than ‗continued renewal‘ 

 

Source: Teece (2018) 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Figure 2.1 

Dynamic Capabilities Model 

Source: Teece (2018) 

 

The dynamic capabilities concept concerns the preparation to facilitate new distinctive 

and difficult to imitate advantages that include the creation of new products and a 

firm‘s present competence to meet future challenges (Teece et al., 1997). Moreover, 

the concept also posits that a firm‘s dynamic mechanism would help build, integrate, 

and reconfigure internal and external resources to address rapidly changing 
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environments. Dynamic capabilities involve collecting market (customer and 

competitor) intelligence and technological information from both inside and outside 

the firm, making sense of it, and figuring out the implications for action (Teece, 

2007b). 

 

In the initial stage of developing the dynamic capabilities theory, Teece et al. (1997) 

assumed a direct impact of dynamic capabilities on firm performance. Furthermore, 

Teece (2014) explained that the dynamic capabilities framework was created with an 

ambitious agenda of helping scholars and practitioners understand the foundations of 

firm-level competitive advantage. Nevertheless, other scholars have viewed that 

dynamic capabilities do not directly lead to improved performance (Eisenhardt & 

Martin, 2000). They added that competitive advantage and improved firm 

performance do not rely on dynamic capabilities but resource configurations 

(Eisenhardt & Martin, 2000).  Hence, prominent scholars argue that dynamic 

capabilities enable firms to match the resource base with changing environments, 

create market change, and facilitate resource access and resource development 

(Eisenhardt & Martin, 2000; Teece et al., 1997). 

 

This study conceptualised based on the dynamic capabilities theory. The conceptual 

model proposed that cost-leadership strategy, differentiation strategy, product 

innovation, and process innovation, moderated by dynamic capabilities, lead to 

organisational performance. The next subsection disucsses the contigency theory. 
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2.7.3 Contingency Theory 

The contingency hypothesis states that a firm‘s superior performance depends on its 

internal and external circumstances (Donaldson, 2001; Ramanujam et al., 1986). 

Mintzberg (1983) laid the groundwork for contingency theory. Rather than that, 

managerial activities should be determined by distinctive firm-specific elements, both 

endogenous and external. Organizations are compelled to strategize differently in 

response to their unique circumstances (Donaldson, 2001). 

 

Donaldson (2014) characterises the contingency method as an equilibrium theory, 

stating that it regards organisational changes as a means of achieving balance or 

equilibrium. However, this theory suggests that a business must consider external 

environmental conditions. According to Mintzberg (1983), contingency variables 

influence the design of organisational structure. Thus, this theory demonstrates how 

the environment acts as a direct source of variety inside an organisation. As a result, 

contingency theory constrained organisational flexibility through the reactive 

adaptation ability required to deal with a turbulent environment (Beleska-Spasova, 

2014). The following subtopic explains the relational view of the firm theory. 

 

2.7.4 The Relational View of The Firm Theory 

Dyer et al. (2018) are the leading advocates of the relational perspective. They 

contend that while the resource-based theory has made significant contributions to the 

knowledge of differential business performance, it ignores the reality that a business's 

shortcomings and strengths are related to the connection network‘s shortcomings and 

strengths. According to the resource-based concept, competitive advantage is 

determined by the inimitable nature of a firm‘s internal resources and competencies.  
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On the other hand, Dyer et al. (2018) point out that a firm‘s vital resources may 

extend beyond its operational limits. According to the idea, corporations generate 

relational rents through essential resources that may be external to the parties (Lavie, 

2006). Wong (2011) concurs with this approach, asserting that business performance 

is the outcome of the simultaneous interplay of the environment, rivals‘ resources, and 

a business‘s resources.  

 

Therefore, this study found that RBV theory and dynamic capabilities could underpin 

the conceptual framework, consisting of cost-leadership strategy, differentiation 

strategy, product innovation, process innovation, dynamic capabilities, and 

organizational performance. The next topic discusses the conceptual framework. 

 

2.8  Conceptual Framework 

Based on the literature reviewed and suggestions in several studies, this current study 

developed a framework to examine the moderating role of dynamic capabilities in the 

relationships between the organisational performance of food manufacturing SMEs in 

Malaysia and cost-leadership strategy, differentiation strategy, product innovation, 

and process innovation.  
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Figure 2.2 

Conceptual Framework 

 

Figure 2.2 showed the conceptual framework has four independent variables 

representing firms‘ valuable resources, namely cost-leadership strategy, 

differentiation strategy, product innovation, and process innovation. Organisational 

performance is the dependent variable while dynamic capabilities is the moderating 

variable. The following section discusses the research hypotheses development. 

 

2.9  Research Hypotheses Development 

Based on the research questions, research objectives, and conceptual framework, this 

study proposed eight hypotheses. The links among the variables in the framework 

have been discussed and justified in the previous subsections.  Hence, the prior 

discussion was used as a basis to construct the hypotheses of this study. 
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2.9.1 Relationship between Cost-leadership Strategy and Organisational 

Performance 

A cost-leadership strategy focuses on achieving the lowest cost, economies of scale, 

capacity utilisation, and experience curve (Porter, 1997a). Allen and Helms (2006), 

have stated that a cost-leadership strategy may lead to higher demand and a larger 

market share. Previous empirical studies have provided evidence that indicates the 

linkage between cost-leadership strategy and performance (Jokiel, 2011; Karnani, 

1984; White, 1986; Wright et al., 1991). Besides, the findings of more recent studies 

such as Acquaah and Agyapong (2015), Danso, Adomako, Amankwah-Amoah, 

Owusu-Agyei, and Konadu (2019), Dutse and Aliyu (2018), Gure and Karugu (2018), 

and Herzallah, Gutiérrez-Gutiérrez and Munoz Rosas (2014) have also demonstrated 

the existence of a relationship between cost-leadership strategy and the organisational 

performance of manufacturing SMEs. Other studies include Kaya (2015), Lechner 

and Gudmundsson (2014), Liang and Frösén (2019), Mungai and Ogot (2017), Rua, 

França and Fernández Ortiz (2018), Yanney (2014), and Parnell et al. (2012). 

Therefore, the following hypothesis was proposed: 

 

H1: There is a positive relationship between cost-leadership strategy and 

organisational performance of food manufacturing SMEs in Malaysia. 

 

2.9.2 Relationship between Differentiation Strategy and Organisational 

Performance  

The literature review has shown that the differentiation strategy offers a unique, 

superior, and different product to the customers. Porter (1997) has claimed that 

organisations consider customers as their priority. Consequently, differentiation 
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enhances customers‘ interest in buying a unique product (Franke & Schreier, 2008; 

Mangus & Ruvio, 2019). Prior studies by Karnani (1984), Koo, Koh and Nam (2004), 

O‘Farrell, Moffat, and Hitchens (1993), White (1986), and Wright et al. (1991) have 

found a link between differentiation strategy and performance. Additionally, recent 

studies, for example, Acquaah and Agyapong (2015), Agyapong, Osei and Akomea 

(2016), Danso, Adomako, Amankwah-Amoah, Owusu-Agyei and Konadu (2019), 

and Gure and Karugu (2018) have reported that differentiation strategy has a 

relationship with the organisational performance of food manufacturing SMEs. 

Herzallah et al. (2014), Lechner and Gudmundsson (2014), Liang and Frösén (2019), 

Mungai and Ogot (2017), Omsa (2017), and Parnell et al. (2012) have also reported a 

similar finding. Thus, the following hypothesis was proposed for this study: 

 

H2: There is a positive relationship between differentiation strategy and 

organisational performance of food manufacturing SMEs in Malaysia. 

 

2.9.3  Relationship between Product Innovation and Organisational 

Performance 

Product innovation refers to a new product or service introduced to meet an external 

user or market‘s need (Fariborz Damanpour & Gopalakrishnan, 2001). Consequently, 

firms change or create entirely new products or services according to the existing and 

potential customers‘ needs and requirements (Forsman, 2011). There is some 

evidence that has revealed the association between product innovation and 

organisational performance, for instance, in the studies by García-Morales et al. 

(2008), Matzler et al. (2008), Noruzy et al. (2013), Overstreet et al. (2013), 

Rajapathirana and Hui (2018), and Visnjic et al. (2016). Besides, recent studies on 
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manufacturing SMEs by Expósito and Sanchis-Llopis (2019), Mamun (2018), 

Psomas, Kafetzopoulos and Gotzamani (2018), Saeidi, Saeidi, Othman and Saeidi 

(2018), Shashi, Centobelli, Cerchione and Singh (2019), Turulja and Bajgori (2019), 

and Psomas et al. (2018) have also reported the existence such a relationship. Hence, 

the following hypothesis was proposed: 

 

H3: There is a positive relationship between product innovation and organisational 

performance of food manufacturing SMEs in Malaysia. 

 

2.9.4  Relationship between Process Innovation and Organisational 

Performance 

Several scholars have defined process innovation as implementing a new or 

significantly improved production or delivery method (Gunday et al., 2011; ul Hassan 

et al., 2013). Process innovation is a valuable source to increase productivity 

(Reichstein & Salter, 2006). Furthermore, prior studies have discovered a link 

between process innovation and performance (Rammer et al., 2009; Reichstein & 

Salter, 2006; Rouvinen, 2002; Simonen & McCann, 2008). In addition, more recent 

studies examining manufacturing SMEs such as Christy Twaliwi and Michael Isaac 

(2017), Doran, McCarthy and O‘Connor (2019); Mamun (2018), Shashi et al. (2019), 

Turulja and Bajgoric (2019), Vladimirov (2016), and Psomas et al. (2018) have also 

determined that process innovation has a relationship with organisational 

performance. Therefore, this study proposed the following hypothesis: 

 

H4: There is a positive relationship between a process innovation and organisational 

performance of food manufacturing SMEs in Malaysia. 
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2.9.5  The Moderating Role of Dynamic Capabilities 

In general, an organisation requires dynamic capabilities to improve its resources 

(Eisenhardt & Martin 2000; Teece et al., 1997). Dynamic capabilities emphasises how 

firms manage to adapt, integrate, and reconfigure internal and external resources to 

compete with dynamic environmental conditions (Teece, 2007a). Sari et al. (2017) 

have stated that the advancement of performance is obtainable by understanding the 

need to integrate the organisation‘s dynamic capabilities. Numerous studies have 

indicated the importance of dynamic capabilities and its moderating role in 

influencing organisational performance. For instance, studies on manufacturing SMEs 

discovered that dynamic capabilities significantly moderated the relationships 

between organisational performance and cost-leadership strategy, differentiation 

strategy, product innovation, and process innovation (Agostini et al., 2017; Bii & 

Onyango, 2018; Engelen et al., 2014; Han & Li, 2015; Hernandez-Perlines, 2018; 

Noor & Aljanabi, 2016; Patel et al., 2015; Kump et al., 2016). Thus, the following 

hypotheses were formulated: 

 

H5: Dynamic capabilities moderates the relationship between cost-leadership strategy 

and organisational performance of food manufacturing SMEs in Malaysia. 

H6: Dynamic capabilities moderates the relationship between differentiation strategy 

and organisational performance of food manufacturing SMEs in Malaysia. 

H7: Dynamic capabilities moderates the relationship between product innovation and 

organisational performance of food manufacturing SMEs in Malaysia. 

H8: Dynamic capabilities moderates the relationship between process innovation and 

organisational performance of food manufacturing SMEs in Malaysia. 
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2.10  Chapter Summary 

This chapter has discussed the theoretical aspects and previous literature on cost-

leadership strategy, differentiation strategy, product innovation, and process 

innovation (independent variables), dynamic capabilities (moderating variable), and 

organisational performance (dependent variable) relevant to the research objectives 

and research questions of this study. Additionally, the links between cost-leadership 

strategy, differentiation strategy, product innovation, process innovation, dynamic 

capabilities, and organisational performance were justified. These justifications were 

used as a basis to develop a conceptual framework and the hypotheses. The next 

chapter will discuss the methodology of this study. 
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CHAPTER THREE 

RESEARCH METHODOLOGY 

 

3.1  Introduction 

This chapter discusses the methodology of the study including the research design, 

population, sampling techniques, data collection instruments, and data collection and 

analysis procedures. 

 

3.2  Research Design 

A research design establishes a framework or action plan for the research, and the 

study‘s objectives are incorporated to guarantee that the information acquired is 

pertinent to resolving the problem. This research is descriptive, explanatory, and 

hypotheses testing in character. The purpose of hypothesis-testing research is to 

determine the variance in the dependent variables (Sekaran & Bougie, 2016). As a 

result, the primary objective of this research is to conduct hypothesis testing to 

ascertain the link between cost leadership strategy, differentiation strategy, product 

innovation, process innovation, and organisational performance. Additionally, this 

study explores the moderating effect of dynamic capabilities on the relationship 

between independent and dependent variables. Whereas the relationships between 

these constructs have been established via prior study, little study has been conducted 

to study the relationships between the abovementioned factors concurrently. Hence, 

this study explores the study hypotheses simultaneously. 

 

According to the description above, this study adopted a quantitative research method 

by a survey instrument. Thus, structured self-administered questionnaires were 
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considered the most appropriate method for this study due to adaptability and 

capability for extensive geographic coverage, cheap cost, and convenience for 

respondents (Sekaran & Bougie, 2016). Additionally, it enables the researcher to 

collect a vast amount of data from respondents, is the simplest way to administer, and 

requires minimum technical effort (Zikmund et al., 2013). Details of the population 

and sample are explained in the following section. 

 

3.3  Population and Sampling Procedure 

3.3.1  Population 

The study population was every food manufacturing SME in Malaysia, i.e. 336 SME 

firms registered with the Federation of Malaysian Manufacturers (FMM). Table 3.1 

lists the population considered for this study. 

 

Table 3.1 

The Population of Food Manufacturing SMEs  

 Categories of Food Manufacturing SMEs 

 

Total 

1 

 

Production, Processing and Preserving of Meat and Seafood Products 22 

2 

 

Production, Processing and Preserving Fruits and Vegetables 7 

3 

 

 

Vegetable and Animal Oil, Coating Fats, Shortening, Butter and all 

Dairy Products 

56 

4 

 

Snacks, Biscuits, Bread, Preserved, Frozen and Canned Food 91 

5 

 

Grain, Noodles and Other Products Containing Starch 15 

6 

 

Sugar, Cocoa and Chocolate Confectionery and Bakery Products 49 

7 

 

Spices, Seasonings, Flavourings, Condiments and Sauces 58 

8 

 

Health, Supplements, Nutritional and Related Food  14 
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Table 3.1 (Continued) 

 Categories of Food Manufacturing SMEs 

 

Total 

9 

 

Animal Food 6 

10 

 

Other Food not Elsewhere Classified 18 

 Total 

 

336 

Source: FMM Industry Directory (2019) 

 

Several factors must be considered when determining the sample size, including time, 

accuracy prediction, and faith level (Hair, Black, Babin, Anderson, & Tatham, 2010). 

If a population is large, it is difficult to determine the size of the sample that 

represents the population.  Therefore, Hair (2015), has stated that many samples do 

not represent accurate results in the research conducted. In this study, the stratified 

disproportionate random sampling method was employed (Hair et al., 2007; Sekaran, 

2003). A randomise table  was used to randomly select the food manufacturing SMEs 

based on categories provided in the 5th edition of the Food and Beverage (FMM, 

2019). Based on the stratified disproportionate random sampling method, the sample 

was well-represented. The following subtopic discusses the unit of analysis and 

sample size. 

 

3.3.2  Unit of Analysis and Sample size 

This study‘s unit of analysis was the SMEs in the food manufacturing sector in 

Malaysia. The respondents were the managers or owners of the food manufacturing 

SMEs who could give a valid and accurate view of their organisation. The selection 

criterion for the food manufacturing SMEs was small- or medium-sized 

manufacturing SME in Malaysia‘s food sector. This was based on the definition of 

SME in Malaysia: 1) small manufacturing enterprises with a sales turnover of RM 
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300,000 to less than RM 15 million or 5 to less than 75 full-time employees, and 2) 

medium manufacturing enterprises with a sales turnover of RM 15 million to not 

exceeding RM 50 million or 75 to not exceeding 200 full-time employees (SME 

Corp., 2019). 

 

As indicated by Saunders et al. (2008), stratified sampling involves dividing the 

population into two or more relevant and significant strata based on one or several 

attributes. This study employed stratified sampling techniques to group food 

manufacturing SMEs categorised by the FMM Industry Directory (2019). The sample 

was randomly selected from each stratum based on the respective sample size (Vinet 

& Zhedanov, 2011). Samples from each stratum were selected using the random 

number generated function in MS Excel 2016 (RAND) in line with Saunders et al. 

(2008). Nevertheless, some of the food categories‘ actual sample was smaller 

compared to the other food manufacturing SMEs.  Therefore, this study adopted 

disproportionate random sampling to confirm that a sufficient number of respondents 

were selected from each stratum (Sekaran, Uma, & Bougi, 2012). 

 

McMillan and Schumacher (2014) have noted that the sample size should be adequate 

for the research by being large enough to satisfactorily estimate the population‘s 

characteristics to deliver a credible result. As suggested by Sekaran (2003), the 

guidelines developed by Morgan and Krejcie (1970), following the guidelines 

developed by Krejcie and Morgan (1970), the appropriate sample size (n) for a 

population (N) of 320 < N < 340 was 181. Hence, a total of 181 (minimum sample 

size) food manufacturing SMEs in Malaysia were selected as respondents for this 

study. 
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Table 3.2 

Sample Size of the Study 

 Categories of Food Manufacturing SMEs Population Sample 

size 

 

 

1 Production, Processing and Preserving of Meat and 

Seafood Products 

 

22 12  

2 Production, Processing and Preserving Fruits and 

Vegetables 

 

7 4  

3 Vegetable and Animal Oil, Coating Fats, 

Shortening, Butter and all Dairy Products 

 

56 30  

4 Snacks, Biscuits, Bread, Preserved, Frozen and 

Canned Food 

 

91 49  

5 Grain, Noodles and Other Products Containing 

Starch 

 

15 8  

6 Sugar, Cocoa and Chocolate Confectionery and 

Bakery Products 

 

49 26  

7 Spices, Seasonings, Flavourings, Condiments and 

Sauces 

 

58 31  

8 Health, Supplements, Nutritional and Related Food 

  

14 8  

9 Animal Food 

 

6 3  

10 Other Food not Elsewhere Classified 

 

18 10  

 Total 

 

336 181  

Source: FMM Industry Directory (2019) 

 

Nonetheless, this study employed a G*Power analysis program to estimate the 

appropriate sample size based on a statistical threshold (Faul, Erdfelder, Buchner, & 

Lang, 2009). The prior G* Power 3.1.9.4 was used with a significance alpha level (α 

= 0.05), effect size (f² = 0.15), desired statistical power (1-β = 0.80), a total of nine 

predictors i.e. four independent variables (cost-leadership strategy, differentiation 

strategy, product innovation, and process innovation) and one moderating variable 
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(dynamic capabilities), and four interactions effect. As shown in Figure 3.1, a sample 

of 114 was appropriate for the multiple regression-based analysis. 

 

 
Figure 3.1 

The Output of G*Power 

 

In general, research involving SMEs will encounter low response rates in most 

developing countries, including Malaysia. Previous studies on manufacturing SMEs 

in Malaysia demonstrated a low response rate for instance studies by Nor-Aishah et 

al. (2020) 14.6%, Nawanir et al. (2020) 22.7%, Chuen et al. (2018) 22% and Alam et 

al. (2018) 69.33%.  Therefore, the researcher distributed more questionnaires to the 
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respondents, which is commonly practised in social science studies. This method 

called an oversampling method to deal with a low response rate and unusable 

questionnaire, as suggested by Salkind (1997). Thus, the number of questionnaires for 

distribution was increased by doubling the sample size, i.e. 228 questionnaires were 

distributed. The next topic discusses about the research instruments. 

 

3.4  Research Instruments 

The questionnaire was developed based on the measurement used by previous 

researchers. It consisted of five parts, as follows:   

 

Section A: Cost-leadership Strategy and Differentiation Strategy 

 Section B: Product Innovation and Process Innovation 

 Section C: Dynamic Capabilities 

 Section D: Organisational Performance  

 Section E: Demographic Profile 

 

The measurement of the constructs was designed based on the literature review 

performed. This study‘s structured questionnaire was divided into five sections and 

the measures were adopted from several sources with acceptable reliabilities 

(Cronbach‘s alpha coefficient). Utilising previous validated and reliable research 

instruments can reduce the time needed to develop new instruments and can 

contribute to a study‘s credibility (Toledo-Pereyra, 2012).  Therefore, this study 

employed instruments validated by expert researchers (practitioners and academics) 

and were found to be reliable and used in numerous other studies. Table 3.3 presents a 

summary of the measures used in this study. 
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Table 3.3 

Measurement of the Variables 

Variables Items Reported reliability Source 

 

Cost-leadership Strategy 6 0.921 Parnell et al. (2012) 

 

Differentiation Strategy 10 0.921 Parnell et al. (2012) 

 

Product Innovation 4 0.856 Psomas et al. (2018) 

 

Process Innovation 5 0.893 Psomas et al. (2018) 

 

Dynamic Capabilities 14 0.942 Kump et al. (2016) 

 

Organisational Performance 18 0.939 Vu Thi et al. (2018) 

 

 

3.4.1  Organisational Performance Measurements 

A self-reported measure was employed for organisational performance, this study‘s 

dependent variable. Several past studies used this technique to obtain data on 

organisational performance (Khallaf et al., 2017; Mustapha & Sorooshian, 2019; 

O‘Connell & O‘Sullivan, 2014, 2016; Shashi et al., 2019; Ukko et al., 2019; Zaborek 

& Mazur, 2019). Prior studies also revealed that this technique‘s subjective nature 

was reliable (Acquaah & Agyapong, 2015; Gawankar et al., 2015; Gure & Karugu, 

2018b; Hervas-Oliver et al., 2014). 

 

Organisational performance was conceptualised as a first-order construct. Table 3.4 

shows the questionnaire used and tested by Vu Thi et al. (2018) that was based on the 

questionnaire developed by previous scholars (Singh & Schmidgall, 2002; Chriyha, 

Beidouri, & Bouksour, 2012; Karabay & Kurumer, 2012; Kaplan & Norton, 1998; 

Felice & Petrillo, 2013). Meanwhile, Table 3.5 lists the scale adapted by Vu Thi et al. 

(2018) using a BSC method which had 18 items. Hence, this study adapted the 

instruments used and tested by Vu Thi et al. (2018). 
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The respondents were asked about their perception of their firm‘s performance over 

the past three years by determining the degree of each item based on a five-point 

Likert scale (1 = decreased significantly, 2 = decreased, 3 = unchanged, 4 = increased, 

and 5 = increased significantly). The original instruments of organisational 

performance are shown in Table 3.4. The items of the original questions were 

modified and four items in the original measure were dropped (i.e. item #6, #9, #10, 

#11) to avoid confusion as shown in Table 3.5. 

 

Table 3.4 

The Original Instruments of Organisational Performance Scale 

1. Revenue growth rate 

 

2. Profitability ratio 

 

3. Return on investment (ROI) 

 

4. Return on assets (ROA) 

 

5.The rate of turnover of new customers 

 

6. Frequent use of the product customer 

 

7. Number of complaints customers 

 

8. Time to settle a complaint 

 

9. The percentage of customers leaving the company 

 

10. Incorrect delivery rate 

 

11. The percentage of new customers who want to return. 

 

12. Sales rate of new products/total sales collection. 

 

13. Rate of non-standard products 

 

14. New product ratio/total product 

 

15. The percentage of suppliers that meet the requirements 

 

16. The rate of time the supplier delivers the goods properly  
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Table 3.4 (Continued) 

17. The percentage of suppliers that is usually the supplier for the business 

 

18. The proportion of indirect labours with postgraduate qualifications 

 

19. The percentage of indirect labours has a college degree 

 

20. The rate of direct labour with a high skill level 

 

21. Rate of investment costs for information equipment 

 

22. Rate of training costs, staff training/total cost 

 

Source: Vu Thi et al. (2018) 

 

 

 

Table 3.5  

The Instruments Constituting the Organisational Performance Scale 

1. Revenue growth rate 

 

2. Profitability ratio 

 

3. Return on investment (ROI) 

 

4. Return on assets (ROA) 

 

5. The rate of turnover of new customers 

 

6. The number of complaints from customer 

 

7. Number of customers 

 

8. Time to settle a complaint 

 

9. Sales rate of new products 

 

10. Total sales collection 

 

11. Revenue ratio of a new market 

 

12. Total revenue 

 

13. New product ratio/total product 

 

14. The proportion of employees with postgraduate qualifications 

 

15. The percentage of employees with a college degree 
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Table 3.5 (Continued) 

16. The rate of employees with a high skill level 

17. Rate of investment costs for information equipment 

18. Rate of training costs 

 

Source: Adapted from Vu Thi et al. (2018) 

 

3.4.2  Cost-leadership Strategy and Differentiation Strategy Measurements 

The cost-leadership strategy measure consisted of five items while the differentiation 

strategy had seven items. The instruments for cost-leadership strategy and 

differentiation strategy were used by Parnell et al. (2012) and tested among 

manufacturing SMEs in China and Turkey. Initially, the instruments were developed 

by Zahra and Covin (1993).  Tables 3.6 and 3.7 show the details of the original items 

and adapted items, respectively, for cost-leadership strategy, while Tables 3.8 and 3.9 

lists the details of the original items and adapted items, respectively, for 

differentiation strategy. The respondents determined the level of agreement for each 

item based on a five-point Likert scale (1 = strongly disagree, 2 = disagree, 3 = 

neither agree nor disagree, 4 = agree, and 5 = strongly agree). Therefore, this study 

adapted the instruments from Parnell et al. (2012).  

 

Table 3.6 

The Original Instruments of the Cost-leadership Strategy Scale 

1. Efficiency in securing raw materials or components 

 

2. Finding ways to reduce costs 

 

3. Level of operating efficiency 

 

4. Level of production capacity utilization 

 

5. Price competition 

 

Source: Parnell et al. (2012) 
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Table 3.7 

The Instruments Constituting the Cost-leadership Strategy Scale 

1. Our company is efficient in securing raw materials 

 

2. Our company is efficient in securing components 

 

3. Our company is finding ways to reduce costs 

 

4. Our company has a high level of operating efficiency 

 

5. Our company has a high level of production capacity utilisation 

 

6. Our company emphasises price competition 

 

Source: Adapted from Parnell et al. (2012) 

 

Table 3.8  

The Original Instruments of the Differentiation Strategy Scale  

1. Using new methods and technologies to create superior products 

 

2. New product development 

 

3. Rate of new product introduction to the market 

 

4. Number of new products offered to the market 

 

5. Intensity of advertising and marketing 

 

6. Developing and utilising sales force 

 

7. Building a strong brand identification 

 

Source: Parnell et al. (2012) 

 

Table 3.9 

The Instruments Constituting the Differentiation Strategy Scale 

1. Our company emphasises on using new methods to create superior products 

 

2. Our company emphasises on using new technologies to create superior products 

 

3. Our company emphasises on new product development 

 

4. Our company often introduces new products to the market 
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Table 3.9 (Continued) 

5. Our company offers a variety of new products to the market 

 

6. Our company intensively carries out advertising  

 

7. Our company intensively carries out marketing 

 

8. Our company emphasises on developing a sales force 

 

9. Our company emphasises on utilising sales force 

 

10. Our company emphasises on building a strong brand identification 

 

Source: Adapted from Parnell et al. (2012) 

 

3.4.3  Product Innovation and Process Innovation Measurements 

The product innovation and process innovation measures consisted of four items each. 

Tables 3.10 and 3.12 show the original instruments of product innovation and process 

innovation that were tested among manufacturing SMEs in Greek by Psomas et al. 

(2018). Previously, the product innovation and process innovation measures were 

developed by several other researchers, for instance, Jiménez-Jiménez and Sanz-Valle 

(2011) and Martínez-Costa and Martínez-Lorente (2008). Tables 3.11 and 3.13 

present the details of the adapted instruments for the product innovation and process 

innovation scales. The respondents determined each item‘s degree based on a five-

point Likert scale (1 = strongly disagree, 2 = agree, 3 = neither agree nor disagree, 4 = 

agree, and 5 = strongly agree).  
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Table 3.10 

The Original Instruments of the Product Innovation Scale 

1. The level of newness (novelty) of the company‘s products is increased 

 

2. The latest technological innovations are incorporated into the new products 

 

3. The frequency of developing new products is high 

 

4. The number of new products introduced to the market is high 

 

Source: Psomas et al. (2018) 

 

Table 3.11 

The Instruments Constituting the Product Innovation Scale 

1. Our level of product newness (novelty) is increased. 

 

2. Our company‘s products are incorporated with the latest technological innovations 

 

3. The frequency of developing new products is high 

 

4. The number of our new products introduced to the market is high 

 

Source: Adapted from Psomas et al. (2018) 

 

 

 

Table 3.12 

The Original Instruments of the Process Innovation Scale 

1. The competitiveness of the company from the technology point of view is high 

 

2. The latest technological innovations are frequently adopted in our processes 

 

3. The technology used in our processes is characterised by novelty 

 

4. The rate of changes in the processes and techniques is high 

 

Source: Psomas et al. (2018) 
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Table 3.13 

The Instruments Constituting the Process Innovation Scale 

1. The competitiveness of our company from the technology point of view is high 

 

2. The latest technological innovations are frequently adopted in our processes 

 

3. The technology used in our processes is characterised by novelty 

 

4. The rate of changes in the processes is high 

 

5. The rate of changes in the techniques is high 

 

Source: Adapted from Psomas et al. (2018) 

 

3.4.4  Dynamic Capabilities Measurement  

The dynamic capabilities construct  was measured according to Teece (2007) 

conceptualisation, which contained 14 items. The questionnaire was adapted from 

Kump et al. (2016). It was developed by Kump et al. (2016) based on previous studies 

(Danneels, 2008; Flatten et al., 2011; Hamid Hawass, 2010; Jantunen, 2005; D. Li & 

Liu, 2014; Makkonen et al., 2014; Wilden et al., 2013). Kump et al. (2016) examined 

the relationship between dynamic capabilities and the business performance of 307 

small enterprises in Austria. Thus, this present study adapted the instruments used by 

Kump et al. (2016). Tables 3.14 and 3.15 list each instrument‘s details for dynamic 

capabilities. The respondents determined the degree of each item based on a five-

point Likert scale (1 = strongly disagree, 2 = agree, 3 = neither agree nor disagree, 4 = 

agree, and 5 = strongly agree). 
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Table 3.14 

The Original Instruments of the Dynamic Capabilities Scale 

1. Our company knows the best practices in the market 

 

2. Our company is up to date on the current market situation 

 

3. Our company systematically searches for information on the current market 

situation 

 

4. As a company, we know how to access new information 

 

5. Our company always has an eye on our competitors‘ activities 

 

6. Our company can quickly relate to new knowledge from the outside 

 

7. We recognise what new information can be utilised in our company 

 

8. Our company is capable of turning new technological knowledge into process and 

product innovation 

 

9. Current information leads to the development of new products or services 

 

10. By defining clear responsibilities, we successfully implement plans for changes in 

our company 

 

11. Even when unforeseen interruptions occur, change projects are consistently seen 

through in our company 

 

12. Decisions on planned changes are pursued consistently in our company 

 

13. In the past, we have demonstrated our strengths in implementing changes 

 

14. In our company, change projects can be put into practice alongside the daily 

business 

 

Source: Kump et al. (2016) 

 

Table 3.15 

The Instruments Constituting the Dynamic Capabilities Scale 

1. Our company knows the best practices in the market 

 

2. Our company is up to date on the current market situation 

 

3. Our company systematically searches for information on the current market    

situation 
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Table 3.15 (Continued) 

4. As a company, we know how to access new information 

 

5. Our company always has an eye on our competitors‘ activities 

 

6. Our company quickly adapts to new knowledge from the outside 

 

7. We recognise what new information can be utilised in our company 

 

8. Our company is capable of turning new technological knowledge into process and  

product innovation 

 

9. Our company believes current information leads to the development of new 

products 

 

10. With clear responsibilities, we successfully implement plans for changes in our 

company 

 

11. Even when unforeseen interruptions occur change projects are consistently seen in 

our company 

 

12. Decisions on planned changes are consistently pursued in our company 

 

13. In the past, our company had demonstrated our strengths in implementing changes 

 

14. In our company, change projects can be put into practice alongside the daily 

business 

 

Source: Adapted from Kump et al. (2016) 

 

3.5  Data Collection Procedure 

In this study, the data collection process was started after the pilot test was conducted. 

Data collection was carried out between January and August 2020. The data were 

collected through a self-administered questionnaire, which was addressed and sent by 

post to the food manufacturing SMEs listed in the 5th edition of the Food and 

Beverage (FMM, 2019). A return envelope was sent along with a set of the 

questionnaire. The return envelope was printed with the address of the researcher with 

postage stamps attached to ease the respondents in returning the filled-up 

questionnaire. It was stated on the questionnaire that it should be filled by an owner or 
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a manager or someone with a high rank in the SME. This was a control measure since 

in general, such respondents could provide the correct information about the SME‘s 

business. 

 

The survey period was divided into two parts. First, all the questionnaires that were 

collected from January to March 2020 were considered from early respondents. 

Specifically, 57 usable questionnaires were collected during the early response period. 

Follow-up phone calls and emails were sent to the respondents as a reminder. 

Additionally, extra effort was made in the distribution and collection of the 

questionnaires per day. This effort produced a good result, whereby a total of 84 

usable questionnaires were collected. These questionnaires were collected from June 

to August 2020 and were considered from late respondents. These two groups of 

collected questionnaires were used to conduct non-response bias on the study 

variables. As a result, a sample size of 141 firms was deemed adequate for this study. 

The following subsection discusses the data analysis procedure. 

 

3.6  Data Analysis Procedure 

First, the data were transferred into the SPSS data sheet using the SPSS software after 

completing the data collection process. Then, the data were analysed using descriptive 

statistical tools. Next, Smart-PLS version 3.2.9 was employed to analyse the data. 

Figure 3.2 illustrates in-depth the stages of Partial Least Square Structural Equation 

Modelling (PLS-SEM) analysis. 
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Figure 3.2  

Stages of PLS-SEM Analysis 

 

In stage 1, the reflective measurement model assessment was performed through the 

reliability and construct validity tests. The reliability test will ensure and identify if 

there is internal consistency between one construct and another construct. According 

to Nunnally (1979), the Cronbach‘s alpha cut-off value is set at 0.70; if the result of 

the reliability test is less than 0.70, it suggests an internal consistency problem in the 

items. Convergent validity and discriminant validity are the two types of construct 

validity tests that scholars regularly use (Ab Hamid et al., 2017). Average variance 

extracted (AVE) and composite reliability (CR) are the two main methods of 

assessing convergent validity. The convergent validity test will ensure that the 

constructs that should be related are indeed related.  AVE‘s cut-off value is 0.5, which 

is considered acceptable, whereas a value above 0.7 is considered very good. On the 

other hand, the acceptable value for CR is 0.7. 

 

• Internal Consistency (Cronbach's Alpha and 
CR) 

• Convergent Validity (Factor Loadings and 
AVE) 

• Discriminant Validity (Fornell & Larcker 
Criterion and Cross Loadings) 

Stage 1: Reflective 
Measurement Model 

Assessment 

• Assessment of Structural Model of 
Collinearity Issues 

• Assessment the significance and relevance 
of the structural model relationship 

• Assessment the level of R2 

• Assessment the Effect Size (f2) 

• Assessment of Predictive Relevance Q2 

Stage 2: Assessment of the 
Structural Model 

• Product Indicator 

• Two-Stage Approach 

• Orthogonalization 

 

Stage 3: Assessment of the 
Moderator 
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Meanwhile, the discriminant validity was assessed through the Fornell-Larcker 

criterion and cross-loading value. According to Fornell and Larcker (1981), 

discriminant validity can confirm that an indicator within similar constructs should 

load more than the other constructs, while the average variance between the similar 

constructs must be greater than the other constructs‘ average variance. Another part of 

discriminant validity is cross-loading. Ramayah et al. (2018) have stated that to 

identify whether there is discriminant validity in the model the cross-loading value of 

each indicator within similar constructs should be higher than the cross-loading of 

each indicator from another construct. 

 

Next, in stage 2, the structural model was assessed. As indicated by Ramayah et al. 

(2018), the assessment of the structural model contains five types of analyses, as 

follows:  

I. Lateral collinearity analysis. According to Hair, Hult, Ringle and Sarstedt 

(2013), this analysis ensures that a variable is not measuring similar things as 

another variable, and the variance inflation factor (VIF) value must be 5.0 and 

less. If the VIF value is more than 5.0, it indicates the existence of a collinearity 

problem. 

II. The significance and relevance of the structural model relationship. This 

analysis refers to the path coefficient between independent and dependent 

variables measured through the P-value that is set at 0.10 and below, which is 

considered significant (Hair et al., 2013). 

III. Assessment of the level of R
2
. This analysis measures the strength and direction 

of the linear relationship between the independent and dependent variables 
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(Sekaran, Uma, & Bougie, 2012). There are three levels of R
2
 as indicated by 

Ramayah et al. (2018) (Table 3.16). 

 

Table 3.16 

Level of R
2
 

Weak (R
2
) Moderate (R

2
) Substantial (R

2
) 

 

0.02 0.13 0.26 

 

 

IV. Assessment of the effect size, f
2
. This analysis identifies the exogenous 

variable‘s strength to explain the endogenous variable (Ramayah et al., 2018). 

The levels of effect size are presented in Table 3.17. 

 

Table 3.17 

Level effect size f
2
 

Small (f
2
) Medium (f

2
) Substantial (f

2
) 

 

0.02 0.15 0.35 

 

 

V. Assessment of the predictive relevance Q
2
. This test is conducted to identify 

how relevant is the exogenous variable in predicting  the endogenous variable 

(Ramayah et al., 2018). A Q
2
 larger than 0 means that the exogenous variable is 

relevant in predicting the endogenous variable. 

 

Lastly, stage 3 assessed dynamic capabilities as the moderator in the relationships 

between organisational performance and  cost-leadership strategy, differentiation 

strategy, product innovation, and process innovation. Three types of approaches were 

used to analyse the moderating effect, as follows (Ramayah et al., 2018): 



  

102 

 

I. Product indicator approach. This analysis is ideal when both the independent 

and mediator constructs are reflective but is not applicable if the moderator is 

measured formatively. Hence, this study used the product indicator approach to 

analyse the moderating effect 

II. Two-stage approach. This test can be used if the exogenous variables or the 

moderator constructs are both formative and reflective.  

III. Orthogonalization approach. This method is the extension of the product 

indicator approach and is suitable when the exogenous variables or the 

moderator constructs are reflective.  

 

3.7 Reliability and Validity Tests of the Measures 

Before exploring and describing the relationships between cost-leadership strategy, 

differentiation strategy, product innovation, process innovation, dynamic capabilities, 

and performance, it was deemed necessary to gauge the extent of the reliability and 

validity of every instrument used in this study. The validity and reliability tests were 

conducted to ensure the goodness of the adapted items‘ measures. The items adapted 

to measure the concepts must be correctly measuring the variables and measuring the 

concept to be measured. Reliability concerns the extent to which items adapted in a 

study will yield the same results on different occasions (Greener, 2008). According to 

Hair (2015), reliability measures the adapted measurement‘s stability and consistency 

in measuring the concept. In this study, Cronbach‘s alpha and CR were used in the 

pilot study and primary analysis to determine the adapted measurement scale‘s 

internal consistency. 
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On the other hand, validity refers to the extent to which the instruments, methods or 

measures used in a study measure what it is supposed to describe or measure 

(Lancaster, 2005). According to Hair (2015), validity concerns the evidence that the 

instrument, technique or process employed in a study is appropriately measuring the 

intended concept. Therefore, this study conducted face validity to ensure the validity 

of the items in measuring the intended construct.  This study also used convergent 

validity and discriminant validity to determine the construct validity as suggested by 

Hair (2015). 

 

3.7.1  Pilot Study Validity and Reliability Tests 

A pilot test was conducted in this study to test the validity and reliability of the survey 

instrument. This validation process may adequately reflect the impact assessment‘s 

real condition, which allows a researcher to anticipate the potential problems and 

adjust when embarking on the actual research. Sekaran and Bougie (2016) have 

explained that validity measures refer to an instrument measuring what it should be 

measuring while reliability measures are used to determine if an instrument is free 

from error, consistent, and stable across various items of the scale. 

 

In the present study, content/face validity was conducted to determine how well the 

instrument measured what it should measure. A focus group consisting of a panel of 

experts was created to judge the appropriateness of the items chosen to measure the 

construct. The experts included professors, associate professors, and senior lecturers 

in the School of Business Management, Universiti Utara Malaysia. Additionally, 

some SME owners and managers operating food manufacturing companies in 

Kelantan were consulted for their input. This test afforded the advantage of re-
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wording/re-phrasing the questionnaire to improve the potential respondents‘ 

understanding of the questions and ultimately to appropriately measure the construct.  

This study performed the validity test within three weeks in December 2019.  

 

To provide credibility to the results, an improved version of the instrument was 

developed and administered in the pilot study. The questionnaires were personally 

administered to 50 randomly chosen food manufacturing SMEs in Kelantan. A total 

of 30 questionnaires were successfully received and considered for analysis. This 

process was performed and completed in December 2019. Cronbach‘s alpha 

coefficient is the standard benchmark of the reliability test as suggested by Sekaran 

and Bougie (2016). A reliability test indicates to what extent answers of the 

respondents to all the items are consistent. Table 3.18 presents a summary of the 

reliability test results of the pilot test. The reliability test was carried out using SPSS 

version 20. Findings from this preliminary study were satisfactory, with the 

Cronbach‘s alpha value ranging between 0.854 and 0.982. Cronbach‘s alpha 

coefficient of 0.60 is considered average reliability, while a value of 0.70 or higher 

indicates that the instrument has a high-reliability standard (Hair, 2015; Sekaran & 

Bougie, 2016). 

 

 

Table 3.18 

Reliability Test 

Construct Cronbach’s Alpha Result 

 

Cost-leadership Strategy .948 Reliable 

 

Differentiation Strategy .909 Reliable 

 

Product Innovation .911 Reliable 

 

Process Innovation .982 Reliable 
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Table 3.18 (Continued) 

Construct Cronbach’s Alpha Result 

 

Dynamic Capabilities .976 Reliable 

 

Organisational Performance .854 Reliable 

 

Table 3.18 shows that in the pilot test all the Cronbach‘s alpha values are above 0.70. 

Hence, it was concluded that all the constructs were reliable. 

 

3.8 Chapter Summary 

This chapter has outlined the research design and methodology of the study. The 

population and sample size, research instruments, data collection procedure, data 

analysis procedure, and the reliability and validity tests of the pilot study were 

discussed. 
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CHAPTER FOUR 

RESULT AND DISCUSSION 

 

4.1 Introduction  

This chapter presents the statistical data analysis results, organised into two essential 

parts. In the first part, the descriptive analysis of the food manufacturing SMEs‘ 

profile and the owner-managers‘ profile is discussed. The second part focuses on 

assessing the reflective measurement model and the structural model besides 

discussing the moderator analysis. All the results are tabulated and discussed to 

answer the research questions. 

 

4.2 Response Rate 

From the 228 questionnaires distributed to the owner-managers of food manufacturing 

SMEs in Malaysia, 141 usable questionnaires were returned, representing a 61.8% 

response rate. Table 4.1 shows the summary of the response rate. 

 

Table 4.1 

Response rate of the Questionnaire 

Response Frequency 

 

Number of Distributed Questionnaires 228 

 

Returned Questionnaires 146 

 

Returned and Usable Questionnaires 141 

 

Returned and Excluded Questionnaires 5 

 

Questionnaires Not Returned 82 

 

Response Rate 64.0% 

 

Valid Response Rate 61.8% 
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Out of the 228 questionnaires distributed, 146 were returned. Nonetheless, 5 cases 

were omitted, whereby two were incomplete and three were answered by non-

managers. Hence, only 141 questionnaires representing a valid response rate of 61.8% 

were used for data analysis. 

 

4.3 Descriptive Analysis 

This section presents the profiles of the food manufacturing SMEs (Table 4.2) and the 

owner-managers (Table 4.3). 

 

4.3.1 Profile of the Food Manufacturing SMEs 

The profile of the food manufacturing SMEs is provided in Table 4.2. The statistics 

results revealed that a majority of the food manufacturing SMEs that participated in 

this study have been operating for 16 to 20 years (48.2%). This is followed by firms 

operating for 11 to 15 years (39.2%), 5 to 10 years (11.2%), and above 20 years 

(0.7%). 

 

In terms of the number of employees, 70.2% were medium-sized firms (75 to 200 

employees), while 29.8% were small firms (5 to 75 employees). Additionally, most of 

the firms market their products locally and internationally (66%), whereas 34% 

market only locally. 

 

Table 4.2 also indicates that among the nine food categories, Snacks, Biscuits, Bread, 

Preserved, Frozen and Canned Food and Vegetable and Animal Oil, Coating Fats, 

Shortening, Butter and all Dairy Products recorded the highest number of food 

manufacturing SMEs that participated in this study with 31.2% and 22.7%, 
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respectively. Spices, Seasonings, Flavourings, Condiments and Sauces and Sugar, 

Cocoa and Chocolate Confectionery and Bakery Products recorded the second-largest 

participation of SMEs (17.7% and 14.7%, respectively). Meanwhile, Production, 

Processing, and Preserving of Meat and Seafood Products registered 5% of 

participation. Other categories of food manufacturing SMEs that took part in this 

study were Grain, Noodles and Other Products Containing Starch (2.1%), Production, 

Processing and Preserving of Fruits and Vegetables (2.1%), Health Supplements, 

Nutritional and Related Food (2.8%), and Other Foods not Elsewhere Classified 

(1.4%). 

 

Table 4.2 

Profile of the Food Manufacturing SMEs 

Demographic 

Variable 

 

Category Frequency Percentage 

(%) 

Establishment 5-10 years 16 11.3 

 11-15 years 56 39.7 

 16-20 years 68 48.2 

 more than 20 years 1 0.7 

 

Number of 

Employees 

From 5 to less than 75 42 29.8 

From 75 to less than 200 99 70.2 

 

Market Local 48 34 

 Local and international 93 66 
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Table 4.2 (Continued) 

Demographic 

Variable 

 

Category Frequency Percentage 

(%) 

Food 

Category 

Production, Processing and Preserving 

of Meat and Seafood Products  

 

7 5.0 

 Vegetable and Animal Oil, Coating Fats, 

Shortening, Butter and all Dairy 

Products 

 

32 22.7 

 Grain, Noodles and Other Products 

Containing Starch 

 

3 2.1 

 Spices, Seasonings, Flavourings, 

Condiments and Sauces 

 

25 17.7 

 Production, Processing and Preserving 

of Fruits and Vegetables 

 

3 2.1 

 Snacks, Biscuits, Bread, Preserved, 

Frozen and Canned Food 

 

44 30.8 

 Sugar, Cocoa and Chocolate 

Confectionery and Bakery Products 

 

21 14.7 

 Health Supplements, Nutritional and 

Related Food 

 

4 2.8 

 Other Foods not Elsewhere Classified 

 

2 1.4 

 

4.3.2 Profile of the Owner-managers 

Table 4.3 demonstrates that more than half of the owner-managers were female 

(65.4%). Concerning age, half of them were between the age of 41 and 50 years old 

(55.3%), followed by 31–40 (29.1%), 51–60 (13.5%), and above 61 (2.1%). Next, in 

terms of race, almost half were Chinese (62.4%), followed by Malays (33.3%), 

Indians (2.8%), and others (1.4%). For qualification, 2.8% were master‘s holders, 

56.7% were degree holders, and 40.4% had a diploma. 
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Regarding job tenure, 108 respondents (76.6%) had been working at the current firm 

for between 5 and 10 years, 29 respondents (20.6%) had less than five years of 

working experience, two respondents (1.4%) had between 11 and 15 years, one 

respondent (0.7%) had between 16 and 20 years, while one respondent (0.7%) had 

more than 20 years. In terms of job position, 94.3% were the manager and 5.6% were 

a business owner. 

 

Table 4.3 

Profile of the Owner-managers 

Demographic 

Variable 

 

Category Frequency Percentage (%) 

Gender Male  54 38.3 

 Female 

 

87 61.7 

Age 31-40 41 29.1 

 41-50 78 55.3 

 51-60 19 13.5 

 61 and above 

 

3 2.1 

Race Malay 47 33.3 

 Chinese 88 62.4 

 Indian 4 2.8 

 Others 

 

2 1.4 

Qualification Master 4 2.8 

 Degree 80 56.7 

 Diploma 

 

57 40.4 

Position Owner 8 5.7 

 Manager 

 

133 94.3 

Tenure Less than 5 years 29 20.6 

 5-10 years 108 76.6 

 11-15 years 2 1.4 

 16-20 years 1 0.7 

 More than 20 years 

 

1 0.7 
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4.4 Non-response Bias Test 

An independent sample t-test was conducted for all the variables to determine any 

bias among the groups. Table 4.4 reveals that the group mean and standard deviation 

for the early respondents and late respondents are not significantly different. In Table 

4.5, Levene‘s test results based on organisational performance, cost-leadership 

strategy, differentiation strategy, product innovation, and process innovation show 

that the variance between the early respondents and late respondents is the same. In 

general, the two-tailed t-test indicated that there was no significant difference between 

the early respondents and late respondents based on the study variables. 

 

Concerning cost-leadership strategy, the mean and standard deviation of early 

respondents were M = 3.52 and SD = .93, while for late respondents it was M = 3.56 

and SD = .88. Besides, the results indicated that there was no significant difference 

between the early respondents and late respondents (t = –.227, p < .05). Therefore, the 

null hypothesis is accepted. Similarly, for differentiation strategy, the results showed 

that the early respondents registered M = 3.85 and SD = .63, whereas for late 

respondents it was M = 3.83 and SD = .81. The two-tailed t-test (t = 0.1, p < .05) 

revealed no significant difference between the early and late respondents. Thus, the 

null hypothesis is accepted. 

 

Furthermore, results from an independent sample t-test based on product innovation 

indicated no significant difference between early respondents (M = 3.47, SD = .75) 

and late respondents (M = 3.82, SD = .72). The two-tailed t-test (t = –2.71, p < .05) 

showed that the variance between early and late respondents was nearly equal. Hence, 

the null hypothesis is accepted. Next, the results for process innovation were M = 3.4 
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and SD = .84 for early respondents and M = 3.59 and SD = .86 for late respondents. 

The results showed no significant difference in the early and late respondents‘ 

variances assumed (t = –1.33, p < .05). Thus, the null hypothesis is accepted. 

 

Similarly, for dynamic capabilities, the independent sample t-test demonstrated that 

the response of the early respondents (M = 4.20, SD = .78) was the same as the late 

respondents (M = 4.22, SD = .62). Thus, there was no significant difference between 

early and late respondents (t = –0.15, p < .05). Consequently, the null hypothesis is 

accepted. Lastly, based on organisational performance, the early respondents (M = 

3.47, SD = .55) and late respondents (M = 3.41, SD = .55) were not significantly 

different. There was no significant difference between the two groups (t = .61, p < 

.05). Hence, the null hypothesis is accepted. In summary, there was no difference 

between early respondents and late respondents. Therefore, there was no issue of non-

response bias. 

 

Table 4.4 

Group Descriptive Statistics for the Early and Late Respondents 

Variable Response N Mean Std. 

Deviation 

Std. Error 

Mean 

 

CLS early 57 3.5263 .93158 .12339 

late 84 3.5615 .88600 .09667 

 

DS early 57 3.8509 .63023 .08348 

late 84 3.8381 .81535 .08896 

 

PRI early 57 3.4781 .75634 .10018 

late 84 3.8214 .72246 .07883 

 

PSI early 57 3.4000 .84684 .11217 

late 84 3.5952 .86092 .09393 
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Table 4.4 (Continued) 

Variable Response N Mean Std. 

Deviation 

Std. Error 

Mean 

 

DC early 57 4.2055 .78363 .10379 

late 84 4.2236 .62435 .06812 

 

OP early 57 3.4708 .55238 .07316 

late 84 3.4120 .55544 .06060 

 

Note: CLS = Cost-leadership Strategy, DS = Differentiation Strategy, PRI = Product 

Innovation, PSI = Process Innovation, DC = Dynamic Capabilities, OP = 

Organisational Performance 
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Table 4.5 

Independent Sample Test 

 Variable 

Levene's Test 

for Equality of 

Variances 
t-test for Equality of Means 

F Sig. t df 

Sig. 

(2-

tailed) 

Mean 

Difference 

Std. Error 

Difference 

95% Confidence Interval  

of the Difference 

Lower 

 

Upper 

 

CLS Equal variances assumed 1.695 0.195 -0.227 139 0.821 -0.03519 0.15524 -0.34213 0.27175 

Equal variances not 

assumed 

  -0.225 116.284 0.823 -0.03519 0.15675 -0.34565 0.27526 

DS Equal variances assumed 1.378 0.242 0.1 139 0.921 0.01278 0.12807 -0.24044 0.266 

Equal variances not 

assumed 

    0.105 136.576 0.917 0.01278 0.12199 -0.22846 0.25402 

PRI Equal variances assumed 0.94 0.334 -2.717 139 0.007 -0.34336 0.12635 -0.59318 -0.09354 

Equal variances not 

assumed 

    -2.694 116.642 0.008 -0.34336 0.12747 -0.59582 -0.09089 

PSI Equal variances assumed 0.004 0.95 -1.33 139 0.186 -0.19524 0.14677 -0.48543 0.09495 

Equal variances not 

assumed 

    -1.334 121.704 0.185 -0.19524 0.1463 -0.48487 0.09439 

DC Equal variances assumed 5.734 0.018 -0.152 139 0.879 -0.01813 0.11891 -0.25324 0.21699 

Equal variances not 

assumed   
  -0.146 101.881 0.884 -0.01813 0.12415 -0.26439 0.22814 
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Table 4.5 (Continued) 

 Variable 

Levene's Test 

for Equality of 

Variances 

 

t-test for Equality of Means 

F Sig. t df 

Sig. 

(2-

tailed) 

Mean 

Difference 

Std. Error 

Difference 

95% Confidence Interval  

of the Difference 

Lower 

 

Upper 

 

OP Equal variances assumed 0.289 0.592 0.617 139 0.538 0.05872 0.09511 -0.12932 0.24676 

Equal variances not 

assumed 

 

    

0.618 120.828 0.538 0.05872 0.095 -0.12937 0.24681 

Note: CLS = Cost-leadership Strategy, DS = Differentiation Strategy, PRI = Product Innovation, PSI = Process Innovation, DC = Dynamic 

Capabilities, OP = Organisational Performance 
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4.5 Common Method Variance 

Since the data on the endogenous and exogenous variables were collected 

simultaneously using the same instrument, common method variance could distort the 

data collected. Therefore, this study conducted a test to ensure that there is no 

variance in observed scores and correlations are not inflated because of the method‘s 

effect. Common method variance refers to the variance attributable exclusively to the 

measurement procedure as opposed to the actual variables the measures represent 

(Podsakoff et al., 2003). 

 

There are several procedures and statistical techniques to treat common method 

variance. These include wording questions in reverse, clarity of questions or items, 

confidentially of the respondents and statistical Harman‘s single factor test suggested 

by Podsakoff et al. (2003). In this study, un-rotated factor analysis with fifty-seven 

items of all the study variables revealed that no single factor accounted for more than 

50% of the variance. The result of the analysis produced and only 33.28% of the 

variance in the data. This result in line with Podsakoff et al. (2003), who argue that 

common method variance is present when a single factor explains more than 50% of 

the variance. Hence, it can be concluded that common method variance is not an issue 

to this study. Accordingly, the result of the test is shown in Appendix B. 

 

4.6 Normality Analysis 

The normality assumption can be confirmed through the Kolmogorov-Smirnov and 

Shapiro-Wilk tests. In the Kolmogorov-Smirnov test, if the significant point (p-value) 

is less than 0.05, it can be summarised that the data are not normally distributed. 

Meanwhile, for the Shapiro-Wilk test, the null hypothesis of data are typically 

distributed will be rejected if the significant point (p-value) is less than 0.05 (Ghasemi 
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& Zahediasl, 2012). Table 4.6 lists the results of Kolmogorov-Smirnov and Shapiro-

Wilk tests. All the p-values were lesser than the cut-off point of 0.05. It can be 

summarised that the data for all the variables were not normally distributed. 

Therefore, further analysis was conducted using PLS-SEM‘s statistical tool, which 

allowed not normally distributed data to be analysed (Hair, 2015). 

 

Table 4.6  

Test of Normality 

Variable Kolmogorov-Smirnov
a
 Shapiro-Wilk 

Statistic df Sig. Statistic df Sig. 

 

PERF_MEAN 

 

.111 141 .000 .962 141 .001 

CLS_MEAN 

 

.302 141 .000 .816 141 .000 

DS_MEAN 

 

.108 141 .000 .904 141 .000 

PRI_MEAN 

 

.224 141 .000 .909 141 .000 

PSI_MEAN 

 

.224 141 .000 .901 141 .000 

DC_MEAN 

 

.217 141 .000 .824 141 .000 

Note: CLS = Cost-leadership Strategy, DS = Differentiation Strategy, PRI = Product 

Innovation, PSI = Process Innovation, DC = Dynamic Capabilities, OP = 

Organisational Performance 

 

4.7 PLS-SEM Approach 

Hair et al. (2017) have recommended a two-step process in the assessment of PLS-

SEM. The approach involves the determination of the measurement model and the 

structural model. According to Henseler (2010), testing the structural model may be 

meaningless unless the measurement model has been evaluated. As such, this study 

assessed the measurement model before evaluating the structural model to determine 

the extent the data collected was according to the model. Figure 4.1 summarises the 

two-step process. 
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Figure 4.1 

The Assessment of the Measurement Model and Structural Models 

 

 

4.7.1 Reflective Measurement Model Assessment 

In this study, the internal consistency, convergent validity, and discriminant validity 

of the variables were investigated. The reflective measurement model examined is 

illustrated in Figure 4.2. 

Reflective 
Measurement 

Model Assessment 

• Internal Consistency (Cronbach's Alpha and CR) 

• Convergent Validity (Factor Loadings and AVE) 

• Discriminant Validity (Fornell & Larcker Criterion and 
HTMT) 

Assessment of the 
Structural Model 

• Assessment of Structural Model of Collinearity Issues 

• Assessment the significance and relevance of the structural 
model relationship 

• Assessment the level of R2 

• Assessment the Effect Size (f2) 

• Assessment of Predictive Relevance Q2 
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Figure 4.2 

The Reflective Measurement Model 

Note: CLS = Cost-leadership Strategy, DS = Differentiation Strategy, PRI = Product Innovation, PSI = Process Innovation, DC = Dynamic 

Capabilities, OP = Organisational Performance 
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4.7.1.1  Internal Consistency Reliability and Convergent Validity 

In this study, the CR and Cronbach‘s alpha values for all the constructs were 

examined. The results in Table 4.7 show that all the CR and Cronbach‘s alpha values 

exceed the recommended threshold value of 0.70 (Hair et al., 2013; Henseler, 2010). 

The CR value ranged between 0.899 and 0.954, indicating the measurement model‘s 

reliability. 

 

Table 4.7 shows that all the constructs‘ AVE value exceeds the threshold value of 

0.50 (Hair, Hult, Ringle, & Sarstedt, 2013; Henseler, 2010). Due to AVE‘s threshold 

point, one item from organisational performance (OP1) with a low loadings value was 

dropped. After the item deletion process, the value of AVE ranged from 0.506 to 

0.716. Therefore, convergent validity was established. 

 

Table 4.7 

The Internal Consistency and Convergent Validity 

Construct Items Loadings AVE  CR Cronbach’s 

Alpha 

Cost-

leadership 

Strategy 

CLS1 

CLS2 

CLS3 

CLS4 

CLS5 

CLS6 

0.817 

0.865 

0.820 

0.869 

0.846 

0.857 

 

0.716 

 

0.938 

 

0.921 

 

   

   

    

    

    

Differentiation 

Strategy 

DS1 

DS10 

DS2 

DS3 

DS4 

DS5 

DS6 

DS7 

DS8 

DS9 

0.763 

0.744 

0.816 

0.765 

0.698 

0.763 

0.766 

0.741 

0.811 

0.770 

 

0.584 

 

0.933 

 

0.921 
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Table 4.7 (Continued) 

Construct Items Loadings AVE  CR Cronbach’s 

Alpha 

 

Product 

Innovation 

PRI1 

PRI2 

PRI3 

PRI4 

 

0.810 

0.899 

0.829 

0.781 

 

0.690 

 

0.899 

 

0.856 

 

    

Process 

Innovation 

PSI1 

PSI2 

PSI3 

PSI4 

PSI5 

 

0.813 

0.843 

0.864 

0.802 

0.853 

0.698 

 

0.920 

 

0.893 

 

    

    

   

Dynamic 

Capabilities 

DC1 

DC10 

DC11 

DC12 

DC13 

DC14 

DC2 

DC3 

DC4 

DC5 

DC6 

DC7 

DC8 

DC9 

0.736 

0.701 

0.753 

0.834 

0.666 

0.780 

0.791 

0.764 

0.749 

0.813 

0.632 

0.665 

0.719 

0.718 

 

0.547 0.944 0.942 

    

    

    

    

    

    

    

    

    

    

    

Organisational 

Performance 

OP10 

OP11 

OP12 

OP13 

OP14 

OP15 

OP16 

OP17 

OP18 

OP2 

OP3 

OP4 

OP5 

OP6 

OP7 

OP8 

OP9 

0.716 

0.672 

0.704 

0.741 

0.643 

0.663 

0.719 

0.694 

0.656 

0.769 

0.730 

0.736 

0.705 

0.696 

0.782 

0.762 

0.690 

 

0.506 0.946 0.939 

    

    

    

    

    

    

    

    

    

    

    

    

    

    

    

Note: CR=Composite Reliability, AVE=Average Variance Extracted 
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4.7.2 Discriminant Validity 

Discriminant validity is established when the squared root of AVE of each construct 

is higher than the construct‘s highest correlation with any other latent construct (Hair 

et al., 2013; Henseler, 2010). Hence, in this study, discriminant validity was analysed 

using the Fornell-Larcker criterion and Heterotrait-Monotrait ratio (HTMT). 

 

Fornell-Lacker Criterion 

Table 4.8 presents the results of discriminant validity determined using the Fornell-

Larcker criterion. The tabulated results show that the average variance of the 

constructs is larger than the variance of the other constructs. Thus, the value of 

discriminant validity determined using the Fornell-Larcker criterion was satisfactory. 

 

Table 4.8 

Discriminant Validity (Fornell-Lacker Criterion) Results 

Variable CLS DC DS OP PRI PSI 

 

CLS 

 

0.846      

DC 

 

-0.174 0.739     

DS 

 

0.060 -0.277 0.764    

OP 

 

0.313 -0.239 0.405 0.711   

PRI 

 

0.215 -0.028 -0.011 0.268 0.831  

PSI 

 

0.104 -0.178 0.214 0.313 -0.037 0.835 

Note: CLS = Cost-leadership Strategy, DS = Differentiation Strategy, PRI = Product 

Innovation, PSI = Process Innovation, DC = Dynamic Capabilities, OP = 

Organisational Performance 

 

Heterotrait-Monotrait ratio (HTMT) 

Discriminant validity can also be identified using the HTMT value. HTMT is the ratio 

of the ‗between-trait correlations‘ (Hair et al., 2017). The threshold value for the 
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HTMT criterion is 0.9, which implies that two of the construct measures should not 

correlate above 0.9 to confirm its discriminant validity. Table 4.9 lists the results of 

HTMT that indicate the absence of discriminant validity, i.e. the values are below the 

threshold level of 0.9. 

 

Table 4.9 

Discriminant Validity (HTMT) Results 

Variable CLS DC DS OP PRI PSI 

 

CLS 

 

      

DC 

 

0.156      

DS 

 

0.087 0.232     

OP 

 

0.328 0.204 0.419    

PRI 

 

0.241 0.120 0.125 0.274   

PSI 

 

0.118 0.184 0.228 0.330 0.100  

Note: CLS = Cost-leadership Strategy, DS = Differentiation Strategy, PRI = Product 

Innovation, PSI = Process Innovation, DC=Dynamic Capabilities, OP = 

Organisational Performance 
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4.8 Assessment of the Structural Model 

The structural model assesses the outer model‘s predictive abilities and the 

relationships between the constructs. According to Hair (2015), collinearity should be 

examined before evaluating the structural model. 

 

4.8.1 Lateral Collinearity Assessment  

This analysis identified the existence of any multicollinearity issue between the 

exogenous and endogenous variables. Table 4.10 lists the VIF values. All the inner 

values of VIF were below the threshold of 5.0, as suggested by Hair (2015). 

Therefore, no multicollinearity issue was found in this study and further analysis was 

carried out. 

 

Table 4.10  

Lateral Collinearity Assessment Results 

Construct 

 

VIF 

 

CLS 1.093 

 

DS 1.117 

 

PRI 1.056 

 

PSI 1.074 

 

DC 

 

 

1.131 

Note: CLS = Cost-leadership Strategy, DS = Differentiation Strategy, PRI = Product 

Innovation, PSI = Process Innovation, DC = Dynamic Capabilities, OP = 

Organisational Performance 

 

4.8.2 Hypotheses Testing and Path Coefficients for Direct Hypotheses 

After confirming the absence of collinearity, this study proceeded to the next analysis 

of the structural model. The critical criteria for examining the PLS-SEM structural 
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model were the path-coefficients, coefficient of determination (R
2
), effect size (f

2
), 

and predictive relevance (Q
2
). 

 

4.8.2.1  Direct Relationship 

A systematic model analysis of the structural model was carried out to provide a 

detailed picture of the results and to test the hypotheses. The path coefficient‘s size 

was examined through the PLS-SEM algorithm, whereas the relationship‘s 

significance was analysed via the PLS-SEM bootstrapping procedure. The original 

number of cases was used as the number of cases, and this study used 5000 bootstrap 

samples (Hair, 2015). 

Table 4.11 

Hypotheses Results 

Hypoth

esis 

 

Relationship Std. 

Beta 

Std. 

Error 

t-value p-value Decision 

H1 

 

H2 

 

H3 

 

H4 

 

CLS → OP 

 

DS → OP 

 

PRI → OP  

 

PSI → OP 

0.206 

 

0.327 

 

0.238 

 

0.217 

0.080 

 

0.114 

 

0.103 

 

0.098 

2.572 

 

2.865 

 

2.299 

 

2.215 

0.005* 

 

0.002* 

 

0.011* 

 

0.014* 

Supported 

 

Supported 

 

Supported 

 

Supported 

Note: *p < 0.05 

H1: There is a positive relationship between cost-leadership strategy and 

organisational performance of food manufacturing SMEs in Malaysia. 

 

As indicated in Table 4.11, a significant relationship between cost-leadership and 

organisational performance was found. This direct relationship demonstrated the 

values β = 0.206, t = 2.572, and p < 0.05. Hence, H1 is supported. 

 

H2: There is a positive relationship between differentiation strategy and 

organisational performance of food manufacturing SMEs in Malaysia. 
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Table 4.11 shows that differentiation strategy is significantly related to organisational 

performance (β = 0.327, t = 2.865, p < 0.05), indicating support for H2. 

 

H3: There is a positive relationship between product innovation and organisational 

performance of food manufacturing SMEs in Malaysia. 

 

A significant relationship between product innovation and organisational performance 

was found (β = 0.238, t = 2.299, p < 0.05), as demonstrated in Table 4.11. Thus, H3 is 

supported. 

H4: There is a positive relationship between process innovation and organisational 

performance of food manufacturing SMEs in Malaysia. 

 

As presented in Table 4.11, a significant relationship between process innovation and 

organisational performance was noted (β = 0.217, t = 2.215, p < 0.05). Therefore, 

Hypothesis 4 is supported. 

 

Next, the coefficient of determination (R
2
) of the endogenous latent variables was 

used to assess the structural model (Hair et al., 2017). According to Chin (2010), an 

R
2
 value of 0.67 is substantial, 0.33 is moderate, and 0.19 is weak. Therefore, based 

on Table 4.12, the R
2
 value for this model is 0.348, which can be categorised as a 

moderate model (Chin, 2010). Subsequently, the effect size was used to evaluate 

whether the omitted exogenous construct had a substantial impact on the endogenous 

variables (Hair et al., 2013). Cohen (2013) has stated that an f
2
 value of 0.35 is a 

substantial effect size, 0.15 is a medium effect size, and 0.02 is a small effect size. 

Table 4.12 reveals that all the variables indicate a small effect size to predict the R
2
, 
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with cost-leadership strategy (0.053), differentiation strategy (0.188), product 

innovation (0.067), and process innovation (0.064).  

 

Finally, this study employed the Stone-Geisser test to assess the Q
2
, through the 

blindfolding procedure. The result in Table 4.12 shows that the Q
2
 value is 0.158, 

which is larger than the threshold point of 0 (Hair et al., 2013). Therefore, it can be 

summarised that the model had sufficient predictive relevance. 

 

 

 

 

 

Table 4.12 

Summary of Results 

Hypo

thesis 

Relation

ship 

Std. 

Beta 

Std. 

Error 

t-

value 

p-

value 

Decision R
2
 f

2
 Q

2
 

H1 

 

 

CLS →OP 0.206 0.080 2.572 0.005* Supported 0.348 0.059 0.158 

H2 

 

 

DS →OP 0.327 0.105 3.110 0.001* Supported  0.146  

H3 

 

 

PRI→OP 0.238 0.097 2.457 0.007* Supported  0.082  

H4 

 

 

PSI→OP 0.217 0.096 2.257 0.012* Supported  0.067  

Note: *p < 0.05 

CLS = Cost-leadership Strategy, DS = Differentiation Strategy, PRI = Product 

Innovation, PSI = Process Innovation, OP = Organisational Performance 
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Figure 4.3 

The Direct Path Coeffiecient and T-Values of the Structural Model (Bootstraping)  
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4.9 Assessment of the Moderation Analysis – The Product Indicator 

To test the moderating effect of dynamic capabilities on cost-leadership strategy, 

differentiation strategy, product innovation, and process innovation, the product 

indicator approach was employed via SmartPLS 3. As suggested by Chin et al. 

(2003), the product indicator approach is the best model approach when all the 

constructs (independent variables and moderator) are reflective. Hence, this study 

employed a product indicator approach to examine the moderating effect on the 

relationship between independent and dependent variables.  

 

Table 4.13 

Results of the Moderating Effect Model 

Hypoth

esis 

 

Relationship Std. 

Beta 

Std. 

Error 

t-

value 

p-

value 

Decision 

H5 

 

H6 

 

H7 

 

H8 

 

CLS*DC→OP 

 

DS*DC→OP 

 

PRI*DC→OP 

 

PSI*DC→OP 

0.119 

 

0.339 

 

0.095 

 

0.198 

0.079 

 

0.136 

 

0.158 

 

0.105 

1.500 

 

2.502 

 

0.602 

 

1.895 

0.067 

 

0.006 

 

0.274 

 

0.029 

Not supported 

 

Supported 

 

Not supported 

 

Supported 

Note: p < 0.05 

CLS = Cost-leadership Strategy, DS = Differentiation Strategy, PRI = Product 

Innovation, PSI = Process Innovation, OP = Organisational Performance 

 

H5: Dynamic capabilities moderates the relationship between cost-leadership strategy 

and organisational performance of food manufacturing SMEs in Malaysia. 

 

As shown in Table 4.13, there was no credible evidence of dynamic capabilities‘ 

moderating effect on the relationship between cost-leadership strategy and 

organisational performance (β = 0.119, t = 1.500, p > 0.05). Hence, H5 is rejected, 

and no conclusion can be drawn (Lane, 2011; Rainey, 2012). Since all the necessary 
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steps in the methodology regarding sampling and measurement error had been 

considered, and the power of analysis (G*power) at 0.80, this insignificant 

relationship can be considered not related to the methodological issues. 

 

H6: Dynamic capabilities moderates the relationship between differentiation strategy 

and organisational performance of food manufacturing SMEs in Malaysia. 

 

H6 is supported (Table 4.13) and the relationship is statistically significant (β = 0.339, 

t = 2.502, p < 0.05). The results showed that dynamic capabilities moderated the 

relationship between differentiation strategy and organisational performance. Figure 

4.4 illustrates the interaction effect between differentiation strategy and organisational 

performance is stronger when dynamic capabilities are high. Nevertheless, when 

dynamic capabilities are low, no effect on the relationship between differentiation 

strategy and organisational performance. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Figure 4.4 

Interaction effect of Differentiation Strategy and Dynamic Capabilities on 

Organisational Performance 
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H7: Dynamic capabilities moderates the relationship between product innovation and 

organisational performance of food manufacturing SMEs in Malaysia. 

 

As presented in Table 4.13, for H7, the t-value of 0.602 was lower than the cut-off 

value, indicating that the result was not statistically significant. Thus, H7 is not 

supported (β = 0.095, t = 0.602, p > 0.05) and a conclusion cannot be drawn (Lane, 

2011; Rainey, 2012). Since all the appropriate steps in the methodology pertaining to 

sampling and measurement error were considered, and the power of analysis 

(G*power) at 0.80, the insignificant relationship can be considered not related to the 

methodological issues. 

 

H8: Dynamic capabilities moderates the relationship between process innovation and 

organisational performance of food manufacturing SMEs in Malaysia. 

 

H8 is supported and the relationship is statistically significant (β = 0.198, t = 1.895, p 

< 0.05). As such, the results showed that dynamic capabilities moderated the 

relationship between process innovation and organisational performance. Figure 4.5 

illustrates the interaction effect in which when dynamic capabilities are high, 

relationship between process innovation and organisational performance are also 

stronger. Nonetheless, when dynamic capabilities are low, no effect on the 

relationship between process innovation and organisational performance.  Thus, H8 is 

supported. 
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Figure 4.5 

Interaction effect of Process Innovation and Dynamic Capabilities on Organisational 

Performance 
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Figure 4.6 

Bootstrapping Moderator (Path Coefficient and T-Value)  
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4.9.1 Determining the Strength of the Moderating Effect 

The moderating effect of dynamic capabilities on the relationships between the 

organisational performance of food manufacturing SMEs in Malaysia and cost-

leadership strategy, differentiation strategy, product innovation, and process 

innovation was calculated using the formula for effect size (f
2
) by Cohen (1988), as 

follows: 

f
2 

= R
2 

I – R
2 

m 

1 – R
2 

i 

 

where m refers to the primary effect model (without moderator) and I refers to the 

interaction effect model (with moderator). 

 

 

Table 4.14 

Strength of the Moderating Effect  

Interaction  f
2
 Effect Size 

 

DS*DC→OP 

 

 

PSI*DC→OP 

 

 

0.045 

 

 

0.028 

 

Small 

 

 

Small 

Note: 0.02 (small), 0.15 (medium), 0.35 (large) 

DS = Differentiation Strategy, PSI = Process Innovation, OP = Organisational 

Performance 

 

The moderating effect size of 0.02, 0.15, and 0.35 represent small, medium, and large 

effects, respectively (Cohen, 1988). However, Chin et al. (2003) have argued that a 

small effect size does not essentially mean that the underlying moderating effect is 

insignificant. They explained that ‗even a small interaction effect can meaningful 
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under extreme moderating conditions, if the resulting beta changes are meaningful, 

then it is important to take these conditions into account‘ (Chin et al., 2003, p. 211). 

 

Table 4.14 presents the moderating effect of dynamic capabilities on the relationship 

between differentiation strategy and organisational performance (f
2
 = 0.045), and 

process innovation and organisational performance (f
2
 = 0.028). Based on the results, 

the moderating effect size was small (Henseler et al., 2007; Wilden et al., 2013). 

 

4.10 Summary of All the Findings 

Table 4.15 exhibits the summary of results obtained for the structural relationship in 

this study. The testing of hypotheses revealed a significant relationship between (H1) 

cost-leadership strategy and organisational performance, (H2) differentiation strategy 

and organisational performance, (H3) product innovation and organisational 

performance, and (H4) process innovation and organisational performance. 

 

Moreover, the hypothesis investigates the moderating effect of dynamic capabilities. 

The results showed a moderating effect of dynamic capabilities on the relationship 

between (H6) differentiation strategy and organisational performance and (H8) 

process innovation and organisational performance. In contrast, the result showed no 

moderating effect of dynamic capabilities on the relationship between (H5) cost-

leadership strategy and organisational performance and (H7) product innovation and 

organisational performance. 
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Table 4.15 

Hypotheses’ Summary 

Hypothesis Description Result 

 

 Results of Direct Relationship 

 

 

H1 There is a positive relationship between cost-leadership 

strategy and organisational performance of food 

manufacturing SMEs in Malaysia. 

 

Supported 

H2 There is a positive relationship between differentiation 

strategy and organisational performance of food 

manufacturing SMEs in Malaysia. 

 

Supported 

H3 There is a positive relationship between product 

innovation and organisational performance of food 

manufacturing SMEs in Malaysia. 

 

Supported 

H4 There is a positive relationship between process 

innovation and organisational performance of food 

manufacturing SMEs in Malaysia. 

 

Supported 

H5 

 

 

 

H6 

 

 

 

H7 

 

 

 

H8 

Dynamic capabilities moderates the relationship 

between cost-leadership strategy and organisational 

performance of food manufacturing SMEs in Malaysia. 

 

Dynamic capabilities moderates the relationship 

between differentiation strategy and organisational 

performance of food manufacturing SMEs in Malaysia. 

 

Dynamic capabilities moderates the relationship 

between product innovation and organisational 

performance of food manufacturing SMEs in Malaysia. 

 

Dynamic capabilities moderates the relationship 

between process innovation and organisational 

performance of food manufacturing SMEs in Malaysia. 

 

Not 

Supported 

 

 

Supported 

 

 

 

Not 

Supported 

 

 

Supported 
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4.11 Chapter Summary 

This chapter has presented the current study‘s findings. The main objective was to 

investigate the moderating role of dynamic capabilities on the relationships between 

organisational performance among food manufacturing SMEs in Malaysia and cost-

leadership strategy, differentiation strategy, product innovation, and process 

innovation. For the initial data analysis, SPSS was used for the descriptive analysis 

of the SMEs. Subsequently, PLS-SEM was used for further analysis, such as 

reliability and validity of measures. Next, the bootstrapping technique in PLS-SEM 

was employed to test eight hypotheses. Four direct and four indirect relationships 

were tested. In general, the results indicated that the measurement model was 

acceptable based on evidence such as reliability, convergent validity, and 

discriminant validity. Then, the structural model was assessed to test the direct and 

indirect relationships. In the next chapter, the discussion of findings, the study‘s 

contribution, limitations of the study, and recommendations for future research are 

provided. 
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CHAPTER FIVE 

DISCUSSION AND CONCLUSION 

 

5.1 Introduction 

This chapter provides a summary of the study findings, discusses the tested 

hypotheses and lists the contributions of the study. Furthermore, the implications of 

the study, limitations of the study, and recommendations for future work according to 

the limitations are discussed. Finally, this chapter concludes the study. 

 

5.2 Recap of the Study 

Based on the RBV and dynamic capabilities theories, this study intended to 

investigate the relationships between organisational performance and cost-leadership 

strategy, differentiation strategy, product innovation, and process innovation. Besides, 

dynamic capabilities‘ role as a moderator in the relationship between the dependent 

and independent variables was also examined; the strength of this relationship was 

also determined.  Questionnaires were distributed to food manufacturing SMEs in 

Malaysia to investigate the factors that determine organisational performance. One 

hundred forty-one completed questionnaires were analysed using SPSS and 

SmartPLS. Regarding the direct relationships between organisational performance 

and cost-leadership strategy, differentiation strategy, product innovation, and process 

innovation, the findings indicated that the four proposed hypotheses were supported. 

The findings from PLS path modelling showed that cost-leadership strategy, 

differentiation strategy, product innovation, and process innovation were significantly 

related to organisational performance. Concerning dynamic capabilities as a 

moderator for the relationships between organisational performance and cost-
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leadership strategy, differentiation strategy, product innovation, and process 

innovation, the findings established empirical support for two hypotheses. Based on 

the results of the moderating analysis, dynamic capabilities moderated the 

relationships between differentiation strategy and organisational performance and 

process innovation and organisational performance. The insignificant results were not 

further discussed since a conclusion cannot be made due to a lack of evidence 

concerning the existence or nonexistence of the relationship between the constructs 

(Lane, 2011; Rainey, 2012). The next subsection discusses the study‘s findings. 

 

5.3 Discussion 

5.3.1 Direct Relationship 

Four direct relationships were examined in this study and all four direct relationships 

indicated a significant relationship. 

 

5.3.1.1  Cost-leadership Strategy and Organisational Performance 

The first objective of this study was to examine the relationship between cost-

leadership strategy and organisational performance. H1 was based on a positive 

relationship between cost-leadership strategy and organisational performance. This 

hypothesis was supported since the PLS-SEM analysis indicated a positive and 

significant relationship with a t-value of 2.572. Hence, H1 was supported. 

 

This study concluded that cost-leadership strategy influenced organisational 

performance. Cost-leadership strategy emphasises generating and maintaining low-

cost positions relative to competitors, thus, firms that implement cost-leadership 

strategy can achieve competitive advantages that will consequently improve 
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organisational performance. This indicates that cost-leadership strategy is not a 

favourable option for large firms, but SMEs may effectively use cost-leadership 

strategy if they take advantages at a low cost. This study‘s result is in line with prior 

studies (Acquaah & Agyapong, 2015; Dutse & Aliyu, 2018; Gure & Karugu, 2018; 

Herzallah et al., 2014; Kaya, 2015; Lechner & Gudmundsson, 2014; Mungai & Ogot, 

2017; Rua et al., 2018) which reported on the significant relationship between cost-

leadership strategy and performance of manufacturing SMEs. 

 

Besides validating H1, this result answers the first research question of the study. 

Moreover, it provides support for the premise of RBV theory by confirming the 

significant relationship between cost-leadership strategy as an organisational resource 

and organisational performance. RBV of the firms states that resources and 

capabilities that are rare, valuable, and inimitable allow a firm to improve and 

maintain its performance (Barney, 1991). Cost-leadership strategy in firms with a 

strong competitive position increases the productivity of their activities and helps 

them to maintain the profit margins for a long time (Acquaah & Yasai-Ardekani, 

2008).  

 

In summary, it can be inferred from the results of this study that to achieve 

organisational performance, food manufacturing SMEs must embrace cost-leadership 

strategy. As the competition gets more intensified and demands become sophisticated, 

only firms that have enforced tight cost control and evaluation systems, met the 

quantitative cost targets, and closely supervised and controlled their employees would 

succeed. 
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5.3.1.2  Differentiation Strategy and Organisational Performance 

The next research objective was to examine the relationship between differentiation 

strategy and organisational performance. H2 introduced the positive relationship 

between differentiation strategy and organisational performance and this hypothesis 

was supported. The PLS-SEM results indicated a statistically significant relationship 

with a t-value of 2.865. In short, the research findings revealed that differentiation 

strategy had a significant relationship with organisational performance; hence, H2 

was supported. 

 

The findings demonstrated that differentiation strategy enhanced the organisational 

performance of food manufacturing SMEs in Malaysia. This concurs with the findings 

of other studies (Acquaah & Agyapong, 2015; Agyapong et al., 2016; Danso et al., 

2019; Gure & Karugu, 2018; Herzallah et al., 2014; Lechner & Gudmundsson, 2014; 

Mungai & Ogot, 2017; Parnell et al., 2012). As such, differentiation strategy does 

contribute towards the organisational performance of food manufacturing SMEs in 

Malaysia. 

 

Besides, the empirical findings are consistent with the underpinning theory of this 

study. The RBV theory emphasises the role of intangible resources in creating 

competitive advantage and being a source of performance (Barney, 1991). Even 

though the RBV analysis primarily focuses on larger firms, manufacturing SMEs also 

need to gain vital resources to create competitive advantages that lead to performance.  
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Thus, it can be concluded that to achieve higher performance, food manufacturing 

SMEs must focus on offering unique product design, better product performance, 

improved brand image, and control of the distribution channel. Highlighting a 

differentiation strategy could attract more consumers and improve organisational 

performance. 

 

5.3.1.3  Product Innovation and Organisational Performance 

This study also aimed to examine the relationship between product innovation and 

organisational performance. H3 highlighted the positive relationship between product 

innovation and organisational performance. A positive and significant relationship 

was determined with a t-value of 2.299. Hence, H3 was supported. 

 

This current study‘s result is in line with prior studies that investigated product 

innovation among manufacturing SMEs and found that this variable has a relationship 

with performance (Expósito & Sanchis-Llopis, 2019; Lussak et al., 2020; Psomas et 

al., 2018; Saeidi et al., 2018; Shashi et al., 2019; Turulja & Bajgoric, 2019). The 

findings have revealed that product innovation is not just crucial for larger firms but 

also important for manufacturing SMEs to enhance organisational performance. 

Therefore, food manufacturing SMEs will expect a better performance as they: launch 

their products more consistently than their competitors, get to the first-mover 

advantage and have new products on the market. 

 

 

 



  

143 

 

5.3.1.4  Process Innovation and Organisational Performance 

The last research objective pertaining to direct relationship was to investigate the 

relationship between process innovation and organisational performance. H4 

proposed a positive relationship between process innovation and organisational 

performance. This hypothesis was supported, and the PLS-SEM analysis showed a 

significant result with a t-value of 2.215. As such, the research findings revealed that 

process innovation had a significant relationship with organisational performance and 

thus H4 was supported. 

 

This empirical result coincides with the findings of previous studies that argued 

process innovation positively influence organizational performance (Christy Twaliwi 

& Michael Isaac, 2017; Doran, McCarthy & O‘Connor, 2019; Mamun, 2018; Shashi 

et al., 2019; Turulja & Bajgoric, 2019; Vladimirov, 2016; Psomas et al., 2018). As the 

finding validates the hypothesis, it also provides an answer to the respective research 

questions. In general, the result provides further support for the RBV theory's 

assertion by confirming the positive relationship of VRIN resources on organisational 

performance. As a result, organisational performance would grow if food 

manufacturing SMEs continually evolve their business practices, introduce innovative 

techniques for problem-solving, and better ways to get work flow-improving results 

and update their development methods rapidly. 

 

5.3.2  The Moderating Effects of Dynamic Capabilities 

Four moderating effects were examined in this study. Nevertheless, only two 

moderating effects indicated a statistically significant result.  The findings revealed a 

significant moderating effect of dynamic capabilities on the relationships between 
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organisational performance and differentiation strategy and process innovation. On 

the other hand, dynamic capabilities failed to demonstrate a moderating effect on the 

relationships between organisational performance and cost-leadership strategy and 

product innovation. 

 

Hypothesis 6 was hypothesised based on the research objective to examine the 

moderating role of dynamic capabilities in the relationship between differentiation 

strategy and organisational performance. Hence, the relationship between 

differentiation strategy and organisational performance was proposed to be influenced 

by the moderating effect of dynamic capabilities. The result indicated that the 

moderated relationship was statistically significant, and therefore the hypothesis was 

supported. This finding signifies that when dynamic capabilities are low, there is no 

effect on the relationship between differentiation strategy and organisational 

performance. Nonetheless, when dynamic capabilities are high, the relationship 

between differentiation strategy and organisational performance will be stronger.  

This finding is supported by several studies which reported that dynamic capabilities 

influence organisational performance (Han & Li, 2015; Hernandez-Perlines, 2018; 

Noor & Aljanabi, 2016; Patel et al., 2015; Kump et al., 2016). 

 

The finding further validates the interaction effect between differentiation strategy 

and organisational performance in the food manufacturing industry via dynamic 

capabilities. Food manufacturing SMEs‘ performance will be improved by developing 

and implementing a differentiation strategy based on their resources and capabilities. 

As a result, if dynamic capabilities support differentiation strategy as a source of 

competitive advantage in organisations, it will be difficult for rivals to replicate. 
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Additionally, as Teece (2007) said, dynamic capabilities must be addressed in order 

for companies to accomplish their strategic objectives. Thus, dynamic capabilities 

allow food manufacturing SMEs to increase value-added in tandem with the firm's 

differentiation strategy. 

 

Next, hypothesis 8 was hypothesised to investigate the moderating role of dynamic 

capabilities in the relationship between process innovation and organisational 

performance. Based on the results, hypothesis 8 was concluded as supported with a 

positive relationship. The finding revealed that when dynamic capabilities are high, 

the relationship between process innovation and organisational performance is also 

high. Nonetheless, when dynamic capabilities are low, there is no effect on the 

relationship between process innovation and organisational performance. The finding 

indicated that dynamic capabilities strengthen the relationship between process 

innovation and organisational performance. It is consistent with prior research, which 

indicates that dynamic capabilities serve as a moderating component for 

organisational performance (Agostini et al., 2017; Bii & Onyango, 2018; Engelen et 

al., 2014). This result shows that dynamic capabilities enable food manufacturing 

SMEs to boost their process innovation, resulting in improved organisational 

performance. Thus, firms with dynamic capabilities may successfully integrate crucial 

capabilities and expertise to enhance internal processes and decrease production costs, 

resulting in better performance (Teece, 2007; Damanpour, 2010). 

 

On the contrary, hypothesis 5 proposed that dynamic capabilities moderate the 

relationship between cost-leadership strategy and organisational performance. 

However, no moderation effect was found of dynamic capabilities in the relationship 
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between cost-leadership strategy and organisational performance. Although this result 

has been unable to demonstrate the moderating role of dynamic capabilities, it is 

consistent with the study of Bitencourt et al. (2020). The finding leads to the 

assumption that food manufacturing SMEs in Malaysia tend to have less active 

dynamic capabilities that may influence the relationship between cost-leadership 

strategy and organisational performance. A potential explanation for the lacking of 

dynamic capabilities among Malaysian food manufacturing SMEs is unexpected 

results. Dynamic capabilities imply more predictable results but fewer possibilities for 

implementation, while such capabilities certainly involve expenses and contribute to 

organisational performance disparity. Hence, this result confirms the contention by 

prior studies that manufacturing SMEs in developed countries have a stronger 

moderating influence of dynamic capabilities than manufacturing SMEs in developing 

countries  (Bloom & Van Reenen, 2006; Fainshmidt et al., 2016; Kemper et al., 

2011). 

 

Next, hypothesis 7 was hypothesised to examined the moderating effect of dynamic 

capabilities in the relationship between product innovation and organisational 

performance. Unfortunately, the result demonstrates no moderation effect of dynamic 

capabilities on the relationship between product innovation and organisational 

performance. The study discovered that food manufacturing SMEs overlook the 

critical significance of dynamic capabilities. It implies that dynamic capabilities are 

less critical in determining the organisational performance of Malaysian food 

manufacturing SMEs. According to Teece (2007), dynamic capabilities are high-level 

competencies associated with management‘s capacity to detect, source, exploit 

opportunities, divert competition, and rearrange resources and assets to adapt to 
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changing surroundings and customer demands. In other words, food manufacturing 

SMEs possess resources but lack dynamic capabilities; they may generate revenue for 

a limited period of time, but their competitive advantages will erode with time. The 

following topic discusses the research contributions and implications. 

5.4  Research Contributions and Implications 

Several insights concerning the issues of food manufacturing SMEs‘ organisational 

performance have been discussed throughout this thesis. To the best of the 

researcher‘s knowledge, this study is one of the very few studies conducted in 

developing countries, particularly involving Malaysian food manufacturing SMEs to 

investigate the relationships among cost-leadership strategy, differentiation strategy, 

product innovation, process innovation, dynamic capabilities, and organisational 

performance of SMEs. 

 

This study also contributes to expanding the current literature related to examining the 

moderating role of dynamic capabilities in the relationships between SMEs‘ 

organisational performance and cost-leadership strategy, differentiation strategy, 

product innovation, and process innovation. The findings have several important 

practical, theoretical, and methodological implications. These implications are 

discussed in the following subsections. 

 

5.4.1  Theoretical Implication  

Empirical evidence for the theoretical relationships hypothesised in the research 

framework has been provided. The moderating role of dynamic capabilities in the 

relationships between Malaysian food manufacturing SMEs‘ organisational 
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performance and cost-leadership strategy, differentiation strategy, product innovation, 

and process innovation was highlighted. From this study‘s eight hypotheses, six were 

supported, while two were not supported. 

 

These data corroborated Porter's assertion that generic tactics contribute significantly 

to superior performance. Porter (1980, 1985) claimed that generic strategies are 

mutually incompatible, and hence an organisation pursuing more than one generic 

strategy runs the risk of becoming "stuck in the middle." Porter emphasised that an 

organisation may only follow a single generic strategy since organisational 

capabilities must meet a variety of objectives. Numerous research, for example 

Acquaah and Agyapong (2015), Liu and Atuahene-Gima (2018), Nandakumar et al. 

(2011), Panwar et al. (2016), Parnell et al. (2012) and Stoian and Gilman (2017), have 

operationalized Porter's generic strategies only via the lens of cost leadership and 

differentiation. 

 

The results also provided additional empirical support for the research framework. 

Thus, this study contributes to the RBV theory by providing empirical evidence to 

support the theory‘s assertion. The RBV theory postulates that a firm‘s competitive 

advantage and performance are influenced by its resources (Barney, 1991). In the 

context of this study, cost-leadership strategy, differentiation strategy, product 

innovation, and process innovation were regarded as a firm‘s resources. Within the 

premises of the RBV theory, this study found evidence that SMEs‘ organisational 

performance was explained by aligning resources (i.e., cost-leadership strategy, 

differentiation strategy, product innovation, and process innovation). 
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Furthermore, this study lends valuable support to the dynamic capabilities theory by 

Teece (2007b) and Teece et al. (1997). These researchers have examined the dynamic 

capabilities that enable a firm to configure and reconfigure its resource stock and 

deploy and redeploy it to grasp and exploit dynamic opportunities and enhance 

performance. This study strengthens a firm‘s dynamic capabilities by acquiring, 

sharing, and utilising the existing knowledge in the firm‘s ecosystem. By 

investigating the moderating effects of dynamic capabilities on the relationships 

between SMEs‘ organisational performance and cost-leadership strategy, 

differentiation strategy, product innovation, and process innovation, the study extends 

the RBV theory and dynamic capabilities theory. 

 

Despite the importance of SMEs in the economy of any country, most of the studies 

concerning cost-leadership strategy, differentiation strategy, product innovation, 

process innovation, and dynamic capabilities were conducted in large firms and 

developed countries. However, this study has extended the existing literature on cost-

leadership strategy, differentiation strategy, product innovation, process innovation, 

and dynamic capabilities pertaining to the organisational performance of food 

manufacturing SMEs in Malaysia. 

 

5.4.2  Managerial Implications 

Food manufacturing SMEs are one of the significant contributors to employment and 

economic growth. Government and policymakers such as SME Corp have to realise 

that their decisions relating to food manufacturing SMEs directly impact their 

activities. Malaysian policymakers and associated agencies are responsible for 

enacting policies promoting SME growth. Specifically, business strategy and 



  

150 

 

innovation-related policies implemented by several agencies, for instance, Ministry of 

International Trade and Industry (MITI), SME Corporation Malaysia (SMECorp), 

Malaysia Productivity Corporation (MPC), Halal Development Corporation Berhad 

(HDC), and others. These agencies can assist owner-managers of SMEs in 

implementing various strategies and innovations in the food manufacturing sector. 

Thus, the findings of this study might provide significant information and practical 

insights into the obstacles faced by SMEs when it comes to implementing strategies 

and innovation for the benefit of the organisation and stay competitive. Additionally, 

this study‘s findings will also benefit the related agencies by enhancing SMEs‘ 

capabilities to improve organisational performance. 

 

Apart from that, empirical evidence suggests that organisational strategies are 

essential resources that are valuable, rare, inimitable, non-substitutable, and can create 

competitive advantages. Realising the need to emphasise the growth and development 

of food manufacturing SMEs, the findings of this study would contribute to 

managerial implications and encourage the food manufacturing SMEs‘ owner-

managers to implement cost-leadership strategy, differentiation strategy, product 

innovation, process innovation, and dynamic capabilities to create competitiveness 

and superior performance. 

 

Besides, this study has implications for policymakers as it provides an insight into the 

competition through which SMEs can support their strategies, innovation, and 

capabilities using their resources. SMEs‘ owner-managers need to ensure their firms 

provide clients with unique products, offer innovative ideas and solutions to clients‘ 

problems, and encourage employees to look for novel ways to problem-solving, thus, 
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promoting dynamic capabilities. Hence, it could assist policymakers in their issuance 

of regulations that urge market practices to support the maximisation of food 

manufacturing SMEs‘ capabilities, and improve the relationship between government 

agencies and food manufacturing SMEs as the pillar of the country‘s economic 

development. 

 

This study has identified that cost-leadership strategy, differentiation strategy, product 

innovation, and process innovation are critical resources that generate competitive 

advantage. Therefore, SMEs‘ owner-managers should be viewed as matching 

resources, which directly improve organisational performance. The present study 

supports the argument that a firm‘s resources bundles are a significant source to 

sustain competitive advantage. Consequently, a more significant economic outcome is 

offered, which could, in turn, lead to superior performance. 

 

5.4.3  Methodological Implications  

Prior studies on SMEs‘ performance have mainly used SPSS and AMOS, and to the 

best of the researcher‘s knowledge, very few studies have employed SmartPLS-SEM 

3.2 (Ringle et al., 2015). Additionally, the measurement scale of the study variables 

was adapted from previous studies, as discussed in Chapter Two. Therefore, 

replicating the variables‘ measurement scales in another context warranted the 

confirmation of the instruments‘ reliability and validity. Composite reliability, 

convergent reliability, and discriminant validity were assessed and found to be 

satisfactory, i.e. above the threshold. Hence, this study presents a further contribution 

to the methodology and literature of SMEs‘ organisational performance by 
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establishing the validity and reliability of the adapted measures in the Malaysian 

context. 

 

5.5 Limitation of the study and Recommendations for Future Research 

The limitations of this study, specifically in understanding organisational 

performance, were addressed throughout this study. First, this study focused on only 

SMEs in the food manufacturing industry and did not include SMEs operating in 

other manufacturing sectors in Malaysia. Nonetheless, SMEs in Malaysia share 

similar characteristics, such as ownership type and the number of employees. The 

results obtained may be slightly different if other manufacturing sectors had been 

included in this study. Therefore, this study‘s findings should be cautiously 

generalised to SMEs operating in other manufacturing sectors in Malaysia. Since this 

study has targeted food manufacturing SMEs, there is a need to examine the 

organisational performance of SMEs in other manufacturing sectors, such as the 

manufacture of wearing apparel, manufacture of fabricated metal product, except 

machinery and equipment, manufacture of rubber and plastics products, and 

manufacture of furniture. Thus, the study is limited by neglecting that firm 

characteristics can be different according to business type or sector. Future studies 

should consider investigating the organisational performance of SMEs in other 

manufacturing sectors in the country which may provide more in-depth results. 

 

Second, the current study is also limited by its reliance on a single method of data 

collection. A questionnaire was the only instrument used to gather data. This study 

utilised self-administered surveys over interviewer-administered surveys because, as 

(Spunt, 1999) noted, self-administered surveys are more manageable and economical 
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to deliver and allow for more rapid analysis of data. As such, the responses may not 

consistently and accurately measure the study variables. Future studies can combine 

quantitative and qualitative methods to conduct an in-depth investigation of 

Malaysian SMEs‘ organisational performance.  

 

Next, the study adopted the cross-sectional design for the survey in which the opinion 

of respondents was captured at one specific point in time. Thus, this study‘s cross-

sectional nature is restricted in proving a causal relationship between the variables 

(Sekaran, Uma, & Bougie, 2012). Since the data were collected at one point in time, 

this might not permit the data to represent the firms‘ long-term behaviours. Given 

these restrictions, a longitudinal study is suggested for future research. 

 

Fourthly, this study‘s limitation is related to the measures of the constructs used. The 

variables in this study were measured as uni-dimensional variables. Nevertheless, 

these variables can give more information if considered as multi-dimensional. 

Therefore, further investigation of the relationship between these variables and 

organisational performance using a multi-dimensional scale is a fertile research area. 

Finally, this study examined the moderating role of dynamic capabilities in the 

relationships between the organisational performance of food manufacturing SMEs in 

Malaysia and cost-leadership strategy, differentiation strategy, product innovation, 

and process innovation. The independent variables tested in the study were confined 

to SMEs‘ organisational performance. Thus, other factors related to a firm‘s resources 

can be used to extend the framework proposed in the study.  
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5.6 Conclusion 

This study‘s primary purpose was to rigorously examine the direct relationships 

between organisational performance and cost-leadership strategy, differentiation 

strategy, product innovation, and process innovation. It also investigated the 

moderating effect of dynamic capabilities on these relationships. This research was 

performed based on the RBV and dynamic capabilities theories as the basis for 

examining the relationships and a conceptual framework was drawn. 

 

The research attained empirical support with six supported hypotheses, specifically 

for four direct relationships and two indirect relationships with dynamic capabilities 

as the moderator. Cost-leadership, differentiation strategy, product innovation, and 

process innovation were found to significantly affect organisational performance. On 

the other hand, dynamic capabilities moderated the relationships between 

organisational performance and differentiation strategy and organisational 

performance and process innovation. The findings also signified the importance of 

dynamic capabilities for the organisational performance of food manufacturing SMEs 

to be more competitive and resilient.  

 

Furthermore, the study has provided practical, theoretical, and methodological 

contributions in terms of the relationships among cost-leadership strategy, 

differentiation strategy, product innovation, process innovation, dynamic capabilities, 

and organisational performance of food manufacturing SMEs in Malaysia. Based on 

the limitations of the study, several directions for future research have been outlined. 

Finally, this study has added valuable implications, practically, theoretically, and 

methodologically, for SMEs‘ performance and strategic management literature. 
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APPENDICES 

APPENDIX A 

Questionnaires 

 

 

Survey Questionnaire  

Dear respected owner / manager, 

Researcher is currently doing research on ―The organisational performance of food 

manufacturing in Malaysia‖. This study is undertaken to learn about factors that could 

enhance the organisational performance of food manufacturing. Your opinions will be 

highly valuable for us to evaluate the organisational performance of this sector. Once 

you complete it, please return it with the envelope attached (postage paid). We assure 

you that your responses are completely confidential and will only be used for the 

purpose of academic research. If you have any questions, please contact me at 011-

37523616 / 04-9287422. Thank you for your time and cooperation. We wish you 

every success in your business.  

 

  

 

Sincerely, 

Mohd Salahudin Shamsudin 

School of Business Management 

Universiti Utara Malaysia 

E-mail: salahudin@uum.edu.my 

Fax: 04-9287422 
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SECTION A 

 

 

Please indicate your level of agreement with the following statements about your 

organisation. 

Strongly 

Disagree 

Disagree 

 

Neither Agree 

 

Agree 

 

Strongly Agree 

 

1 2 3 4 5 

 

Cost-leadership Strategy 

1.  

 

Our company is efficient in securing 

raw materials 

1 

 

2 3 4 5 

2.  Our company is efficient in securing 

components 

1 2 3 4 5 

3.  

 

Our company is finding ways to reduce 

costs 

1 2 3 4 5 

4.  

 

Our company has a high level of 

operating efficiency 

1 2 3 4 5 

5.  

 

 

Our company has a high level of 

production capacity  

utilisation 

1 2 3 4 5 

6.  

 

Our company emphasises price 

competition 

1 2 3 4 5 

 

 

 

Differentiation Strategy 

1 Our company emphasises on using new 

methods to create superior products 

1 2 3 4 5 

2 Our company emphasises on using new 

technologies to create superior products 

1 2 3 4 5 

3 Our company emphasises on new 

product development 

1 2 3 4 5 

4 Our company often introduces new 

products to the market 

1 2 3 4 5 

5 Our company offers a variety of new 

products to the market 

1 2 3 4 5 

6 Our company intensively carries out 

advertising 

1 2 3 4 5 

7 Our company intensively carries out 

marketing 

1 2 3 4 5 

8 Our company emphasises on developing 

a sales force 

1 2 3 4 5 

9 Our company emphasises on utilizing 

sales force 

1 2 3 4 5 

10 Our company emphasises on building a 

strong brand identification 

1 2 3 4 5 
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SECTION B 

 

Please indicate your level of agreement with the following statements about your 

organisation. 

Strongly 

Disagree 

Disagree 

 

Neither Agree 

 

Agree 

 

Strongly Agree 

1 2 3 4 5 

 

Product Innovation 

1 Our level of product newness (novelty) is 

increased 

1 2 3 4 5 

2 Our company‘s products are 

incorporated with the latest technological 

innovations 

1 2 3 4 5 

3 The frequency of developing new 

products is high 

1 2 3 4 5 

4 The number of our introduced to the 

market is high 

1 2 3 4 5 

 

Process Innovation 

1 The competitiveness of our company 

from the technology point of view is high 

1 2 3 4 5 

2 The latest technological innovations are 

frequently adopted in our processes 

1 2 3 4 5 

3 The technology used in our processes is 

characterised by novelty 

1 2 3 4 5 

4 The rate of changes in the processes is 

high  

1 2 3 4 5 

5 The rate of changes in the techniques is 

high 

1 2 3 4 5 

 

 

 SECTION C 

Dynamic Capabilities 

 

Please indicate your level of agreement with the following statements about your 

organisation. 

Strongly 

Disagree 

Disagree 

 

Neither Agree 

 

Agree 

 

Strongly Agree 

 

1 2 3 4 5 

 

1 Our company knows the best practices in 

the market 

1 2 3 4 5 

2 Our company is up to date on the current 

market situation 

1 2 3 4 5 

3 Our company systematically searches for 1 2 3 4 5 
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information on the current market 

situation 

4 As a company, we know how to access 

new information 

1 2 3 4 5 

5 Our company always has an eye on our 

competitors‘ activities 

1 2 3 4 5 

6 Our company quickly adapts to new 

knowledge from the outside 

1 2 3 4 5 

7 We recognise what new information can 

be utilised in our company 

1 2 3 4 5 

8 Our company is capable of turning new 

technological knowledge into process 

and product innovation 

1 2 3 4 5 

 Our company believes current 

information leads to the development of 

new products 

1 2 3 4 5 

10 With clear responsibilities, we 

successfully implement plans for changes 

in our company 

1 2 3 4 5 

11 Even when unforeseen interruptions 

occur, change projects are consistently 

seen in our company 

1 2 3 4 5 

12 Decisions on planned changes are 

consistently pursued in our company 

1 2 3 4 5 

13 In the past, our company had 

demonstrated our strengths in 

implementing changes 

1 2 3 4 5 

14 In our company, change projects can be 

put into practice alongside the daily 

business 

1 2 3 4 5 

 

 

Please indicate your perception of the performance of your organisation in the 

past three years. 

Decreased 

Significantly 

Decreased 

 

Unchanged 

 

Increased 

 

Increased 

Significantly 

1 2 3 4 5 

 

1 Revenue growth rate 1 2 3 4 5 

2 Profitability ratio 1 2 3 4 5 

3 Return on investment (ROI) 1 2 3 4 5 

4 Return on assets (ROA) 1 2 3 4 5 

5 The rate of turnover of new customers 1 2 3 4 5 

6 The number of complaints from 1 2 3 4 5 

SECTION D 

Organisational Performance 
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customers 

7 Number of customers 1 2 3 4 5 

8 Time to settle a complaint 1 2 3 4 5 

9 Sales rate of new products 1 2 3 4 5 

10 Total sales collection 1 2 3 4 5 

11 Revenue ratio of a new market 1 2 3 4 5 

12 Total revenue 1 2 3 4 5 

13 New product ratio/total product 1 2 3 4 5 

14 The proportion of employees with 

postgraduate qualifications 

1 2 3 4 5 

15 The percentage of employees with a 

college degree 

1 2 3 4 5 

16 The rate of employees with a high skill 

level 

1 2 3 4 5 

17 Rate of investment costs for information 

equipment 

1 2 3 4 5 

18 Rate of training costs 1 2 3 4 5 

 

 

SECTION E 

Demographic Information 

 

The following questions ask for information concerning yourself and your 

organisation’s background.  

Please tick (/) in the appropriate box. 

 

1. Gender (   ) Male  (   ) Female  

 

2. Age  (   ) Below 30 (   ) 31- 40   (   ) 41-50  (   ) 51-60  

  (   ) 61 and above  

 

3. Race (   ) Malay  (   ) Chinese (   ) Indian (   )  

Others, please specify: ______________________________ 

 

4. Highest education level.  

(   ) PhD  (   ) Master (   ) Degree  (   ) Diploma  

(   ) Secondary school (   ) Primary School  

(   )  Other, please specify: ___________________ 

 

5. Your position at this firm?  

(   ) Business owner   

(   ) Business Partner  

(   ) Manager  

(   ) Other, please specify:_________________ 

 

6. If you are the business owner or business partner, how long has your firm been 

established?  
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 (   ) Less than 5 years  

(   ) 5 - 10 years  

(   ) 11 - 15 years  

(   ) 16 - 20 years  

(   ) More than 20 years  

 

7. If you are manager or other, how many years have you been working with the 

firm? 

(   ) Less than 5 years  

(   ) 5 - 10 years  

(   ) 11 - 15 years  

(   ) 16 - 20 years  

(   ) More than 20 years  

 

8. Your firm is located in the state of _____________________________________. 

 

 

8. How many employees does your firm hire?  

(   ) From 5 to less than 75 persons  

(   ) From 75 to less than 200 persons  

 

9. Please select the type of your market. 

(   ) Local  

(   ) International  

(   ) Local and International  

 

10. Please select the type of food segments which most closely represents your 

organization. 

 

( ) Production, Processing and Preserving 

of Meat and Seafood Products oil  

 

(  ) Production, Processing and Preserving 

of Fruits and Vegetables 

 

( ) Vegetable and Animal Oil, Coating 

Fats, Shortening, Butter and all 

Dairy Products 

 

( ) Snacks, Biscuits, Bread, Preserved, 

Frozen and Canned Food 

  

 

(   ) Grain, Noodles and Other Products 

Containing Starch 

 

 

( ) Sugar, Cocoa and Chocolate 

Confectionary and Bakery Products 

 

( ) Spices, Seasonings, Flavourings, 

Condiments and Sauces 

 

(  ) Health Supplements, Nutritional and 

Related Food 

 

(   ) Animal Feed 

 

(   ) Other Foods not Elsewhere Classified 
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APPENDIX B 

 

       Total Variance Explained 

Factor 

Initial Eigenvalues 

Extraction Sums of Squared 

Loadings 

Total 

% of 

Variance 

Cumulative 

% Total 

% of 

Variance 

Cumulative 

% 

1 19.576 34.344 34.344 18.970 33.280 33.280 

2 5.177 9.083 43.427       

3 4.133 7.250 50.677       

4 3.929 6.893 57.570       

5 2.660 4.666 62.236       

6 1.727 3.030 65.266       

7 1.457 2.556 67.823       

8 1.216 2.133 69.956       

9 1.137 1.995 71.950       

10 1.015 1.781 73.731       

11 .987 1.731 75.462       

12 .905 1.588 77.049       

13 .813 1.427 78.476       

14 .751 1.318 79.794       

15 .696 1.222 81.015       

16 .688 1.206 82.222       

17 .647 1.136 83.357       

18 .631 1.107 84.464       

19 .571 1.001 85.465       

20 .520 .913 86.378       

21 .474 .831 87.209       

22 .464 .815 88.023       

23 .437 .767 88.790       

24 .429 .752 89.542       

25 .385 .676 90.218       

26 .375 .659 90.877       

27 .350 .614 91.491       

28 .340 .597 92.088       

29 .316 .555 92.643       

30 .299 .525 93.168       

31 .287 .504 93.672       

32 .274 .480 94.152       

33 .271 .475 94.626       

34 .255 .447 95.074       

35 .227 .398 95.471       

36 .217 .381 95.852       
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37 .202 .355 96.207       

38 .190 .334 96.540       

39 .178 .312 96.853       

40 .167 .294 97.146       

41 .157 .276 97.422       

42 .152 .266 97.688       

43 .142 .249 97.937       

44 .136 .239 98.176       

45 .129 .227 98.403       

46 .119 .208 98.611       

47 .110 .194 98.804       

48 .101 .178 98.982       

49 .096 .168 99.150       

50 .084 .147 99.297       

51 .078 .137 99.434       

52 .068 .120 99.554       

53 .062 .109 99.664       

54 .056 .099 99.762       

55 .050 .087 99.849       

56 .044 .078 99.927       

57 .042 .073 100.000       

Extraction Method: Principal Axis Factoring. 
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APPENDIX C 

 

Results (PLS Algorithm) 

Path Coefficient 

  CLS DC DS OP PRI PSI 

CLS       0.202     

DC       -0.086     

DS       0.324     

OP             

PRI       0.238     

PSI       0.214     

 

Total Effects 

  CLS DC DS OP PRI PSI 

CLS       0.202     

DC       -0.086     

DS       0.324     

OP             

PRI       0.238     

PSI       0.214     

 

Outer Loadings 

  CLS DC DS OP PRI PSI 

CLS1 0.817           

CLS2 0.865           

CLS3 0.820           

CLS4 0.869           

CLS5 0.846           

CLS6 0.857           

DC1   0.757         

DC10   0.317         

DC11   0.710         

DC12   0.829         

DC13   0.608         

DC14   0.770         

DC2   0.811         

DC3   0.790         

DC4   0.765         

DC5   0.829         
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DC6   0.603         

DC7   0.601         

DC8   0.677         

DC9   0.668         

DS1     0.763       

DS10     0.744       

DS2     0.816       

DS3     0.765       

DS4     0.698       

DS5     0.763       

DS6     0.766       

DS7     0.741       

DS8     0.811       

DS9     0.770       

OP10       0.716     

OP11       0.672     

OP12       0.704     

OP13       0.741     

OP14       0.643     

OP15       0.663     

OP16       0.719     

OP17       0.694     

OP18       0.656     

OP2       0.769     

OP3       0.730     

OP4       0.736     

OP5       0.705     

OP6       0.696     

OP7       0.782     

OP8       0.762     

OP9       0.690     

PRI1         0.810   

PRI2         0.899   

PRI3         0.829   

PRI4         0.781   

PSI1           0.813 

PSI2           0.843 

PSI3           0.864 

PSI4           0.802 

PSI5           0.853 

 

Outer Weights 

  CLS DC DS OP PRI PSI 
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CLS1 0.191           

CLS2 0.215           

CLS3 0.183           

CLS4 0.192           

CLS5 0.223           

CLS6 0.178           

DC1   0.102         

DC10   -0.089         

DC11   0.067         

DC12   0.177         

DC13   0.016         

DC14   0.164         

DC2   0.141         

DC3   0.198         

DC4   0.080         

DC5   0.131         

DC6   0.141         

DC7   -0.014         

DC8   0.115         

DC9   0.038         

DS1     0.145       

DS10     0.092       

DS2     0.124       

DS3     0.158       

DS4     0.129       

DS5     0.146       

DS6     0.160       

DS7     0.136       

DS8     0.114       

DS9     0.104       

OP10       0.082     

OP11       0.070     

OP12       0.089     

OP13       0.094     

OP14       0.092     

OP15       0.086     

OP16       0.085     

OP17       0.071     

OP18       0.071     

OP2       0.095     

OP3       0.089     

OP4       0.084     

OP5       0.075     

OP6       0.087     
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OP7       0.078     

OP8       0.088     

OP9       0.070     

PRI1         0.300   

PRI2         0.446   

PRI3         0.275   

PRI4         0.163   

PSI1           0.235 

PSI2           0.233 

PSI3           0.214 

PSI4           0.188 

PSI5           0.324 

 

Latent Variable Correlations 

  CLS DC DS OP PRI PSI 

CLS 1.000 -0.208 0.060 0.313 0.215 0.104 

DC -0.208 1.000 -0.295 -0.262 0.024 -0.203 

DS 0.060 -0.295 1.000 0.405 -0.011 0.214 

OP 0.313 -0.262 0.405 1.000 0.268 0.313 

PRI 0.215 0.024 -0.011 0.268 1.000 -0.037 

PSI 0.104 -0.203 0.214 0.313 -0.037 1.000 

 

Latent Variable Covariances 

CLS 1.000 -0.208 0.060 0.313 0.215 0.104 

DC -0.208 1.000 -0.295 -0.262 0.024 -0.203 

DS 0.060 -0.295 1.000 0.405 -0.011 0.214 

OP 0.313 -0.262 0.405 1.000 0.268 0.313 

PRI 0.215 0.024 -0.011 0.268 1.000 -0.037 

PSI 0.104 -0.203 0.214 0.313 -0.037 1.000 

 

Quality Criteria 

R Square 

  R Square R Square Adjusted 

OP 0.348 0.324 

 

f Square 

  CLS DC DS OP PRI PSI 

CLS       0.057     
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DC       0.010     

DS       0.143     

OP             

PRI       0.082     

PSI       0.065     

 

Construct Reliability and Validity 

  Cronbach's 

Alpha 

rho_A Composite 

Reliability 

Average 

Variance 

Extracted 

(AVE) 

CLS 0.921 0.924 0.938 0.716 

DC 0.936 0.910 0.931 0.501 

DS 0.921 0.925 0.933 0.584 

OP 0.939 0.940 0.946 0.506 

PRI 0.856 0.941 0.899 0.690 

PSI 0.893 0.918 0.920 0.698 

 

Discriminant Validity 

Fornell-Larcker Criterion 

  CLS DC DS OP PRI PSI 

CLS 0.846           

DC -0.208 0.708         

DS 0.060 -0.295 0.764       

OP 0.313 -0.262 0.405 0.711     

PRI 0.215 0.024 -0.011 0.268 0.831   

PSI 0.104 -0.203 0.214 0.313 -0.037 0.835 

 

Cross Loadings 

  CLS DC DS OP PRI PSI 

CLS1 0.817 -0.148 0.015 0.255 0.282 0.076 

CLS2 0.865 -0.271 0.080 0.287 0.200 0.174 

CLS3 0.820 -0.201 0.114 0.244 0.102 0.069 

CLS4 0.869 -0.124 0.033 0.256 0.172 0.065 

CLS5 0.846 -0.114 0.033 0.298 0.184 0.058 

CLS6 0.857 -0.202 0.028 0.237 0.141 0.078 

DC1 -0.149 0.757 -0.113 -0.135 0.043 -0.145 

DC10 0.255 0.317 0.016 0.118 0.047 0.153 

DC11 -0.015 0.710 -0.108 -0.088 0.036 -0.051 

DC12 -0.128 0.829 -0.243 -0.234 0.037 -0.199 



  

205  

DC13 -0.010 0.608 -0.017 -0.020 0.052 -0.053 

DC14 -0.176 0.770 -0.253 -0.216 -0.035 -0.212 

DC2 -0.142 0.811 -0.243 -0.186 0.016 -0.186 

DC3 -0.163 0.790 -0.346 -0.260 0.086 -0.211 

DC4 -0.139 0.765 -0.175 -0.106 -0.003 -0.126 

DC5 -0.085 0.829 -0.305 -0.173 0.064 -0.193 

DC6 -0.211 0.603 -0.127 -0.186 -0.070 -0.017 

DC7 0.045 0.601 -0.019 0.018 0.060 0.092 

DC8 -0.106 0.677 -0.106 -0.151 0.005 0.052 

DC9 -0.008 0.668 -0.087 -0.051 0.049 0.011 

DS1 0.124 -0.324 0.763 0.334 0.048 0.235 

DS10 0.037 -0.279 0.744 0.212 -0.142 0.138 

DS2 -0.050 -0.204 0.816 0.286 -0.025 0.204 

DS3 0.054 -0.179 0.765 0.364 0.061 0.238 

DS4 0.061 -0.106 0.698 0.297 0.057 0.080 

DS5 0.041 -0.228 0.763 0.336 0.004 0.146 

DS6 0.009 -0.204 0.766 0.367 -0.039 0.135 

DS7 0.033 -0.230 0.741 0.313 -0.067 0.190 

DS8 0.062 -0.300 0.811 0.262 -0.010 0.102 

DS9 0.087 -0.223 0.770 0.240 -0.027 0.127 

OP10 0.326 -0.133 0.224 0.716 0.259 0.150 

OP11 0.221 -0.117 0.233 0.672 0.135 0.208 

OP12 0.191 -0.217 0.303 0.704 0.247 0.233 

OP13 0.258 -0.219 0.395 0.741 0.113 0.249 

OP14 0.241 -0.261 0.347 0.643 0.103 0.310 

OP15 0.177 -0.222 0.399 0.663 0.112 0.206 

OP16 0.265 -0.221 0.335 0.719 0.103 0.221 

OP17 0.129 -0.032 0.224 0.694 0.228 0.254 

OP18 0.168 -0.218 0.300 0.656 0.122 0.143 

OP2 0.352 -0.231 0.245 0.769 0.280 0.203 

OP3 0.213 -0.228 0.280 0.730 0.307 0.171 

OP4 0.281 -0.198 0.256 0.736 0.214 0.188 

OP5 0.198 -0.125 0.236 0.705 0.177 0.248 

OP6 0.147 -0.218 0.323 0.696 0.221 0.246 

OP7 0.166 -0.212 0.201 0.782 0.218 0.296 

OP8 0.331 -0.186 0.290 0.762 0.150 0.223 

OP9 0.041 -0.046 0.257 0.690 0.256 0.233 

PRI1 0.195 0.034 -0.069 0.205 0.810 -0.078 

PRI2 0.192 -0.073 0.089 0.306 0.899 -0.009 

PRI3 0.141 0.069 -0.066 0.188 0.829 0.037 

PRI4 0.193 0.164 -0.072 0.112 0.781 -0.122 

PSI1 0.011 -0.162 0.165 0.249 0.002 0.813 

PSI2 0.124 -0.253 0.196 0.246 -0.043 0.843 

PSI3 0.048 -0.259 0.181 0.227 -0.035 0.864 
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PSI4 0.113 -0.151 0.147 0.199 -0.065 0.802 

PSI5 0.126 -0.070 0.196 0.343 -0.024 0.853 

 

Heterotrait-Monotrait Ratio (HTMT) 

  CLS DC DS OP PRI PSI 

CLS             

DC 0.183           

DS 0.087 0.235         

OP 0.328 0.213 0.419       

PRI 0.241 0.121 0.125 0.274     

PSI 0.118 0.199 0.228 0.330 0.100   

 

Collinearity Statistics (VIF) 

Outer VIF Values 

  VIF 

CLS1 2.211 

CLS2 2.736 

CLS3 2.273 

CLS4 2.954 

CLS5 2.430 

CLS6 2.807 

DC1 2.788 

DC10 2.617 

DC11 4.254 

DC12 3.046 

DC13 4.147 

DC14 2.350 

DC2 3.607 

DC3 3.307 

DC4 3.567 

DC5 4.588 

DC6 2.311 

DC7 4.928 

DC8 3.231 

DC9 3.981 

DS1 2.201 

DS10 2.472 

DS2 2.853 

DS3 2.184 

DS4 1.879 

DS5 2.259 
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DS6 2.138 

DS7 2.349 

DS8 2.827 

DS9 2.797 

OP10 2.392 

OP11 1.871 

OP12 1.912 

OP13 2.319 

OP14 1.902 

OP15 2.059 

OP16 2.360 

OP17 2.349 

OP18 1.848 

OP2 2.591 

OP3 2.478 

OP4 2.821 

OP5 2.326 

OP6 2.133 

OP7 2.962 

OP8 2.361 

OP9 2.099 

PRI1 1.778 

PRI2 2.187 

PRI3 2.050 

PRI4 2.041 

PSI1 2.103 

PSI2 2.795 

PSI3 2.834 

PSI4 2.400 

PSI5 2.114 

 

Inner VIF Values 

  CLS DC DS OP PRI PSI 

CLS       1.107     

DC       1.166     

DS       1.126     

OP             

PRI       1.056     

PSI       1.079     

 

Results (Bootstrapping) 

Path Coefficient 
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Mean, STDEV, T-Values, P-Values 

  Original Sample 

(O) 

Sampl

e 

Mean 

(M) 

Standard 

Deviation 

(STDEV) 

T 

Statistics 

(|O/STD

EV|) 

P 

Values 

CLS -> OP 0.202 0.192 0.088 2.305 0.011 

DC -> OP -0.086 -0.108 0.069 1.252 0.106 

DS -> OP 0.324 0.310 0.114 2.840 0.002 

PRI -> OP 0.238 0.256 0.098 2.425 0.008 

PSI -> OP 0.214 0.213 0.102 2.095 0.018 

 

Confidence Intervals 

  Original Sample (O) Sample 

Mean 

(M) 

5.0% 95.0% 

CLS -> OP 0.202 0.192 0.062 0.326 

DC -> OP -0.086 -0.108 -0.223 -0.006 

DS -> OP 0.324 0.310 0.118 0.474 

PRI -> OP 0.238 0.256 0.097 0.406 

PSI -> OP 0.214 0.213 0.061 0.366 

 

Confidence Intervals Bias Corrected 

  Original Sample 

(O) 

Sampl

e 

Mean 

(M) 

Bias 5.0% 95.0% 

CLS -> OP 0.202 0.192 -0.010 0.088 0.355 

DC -> OP -0.086 -0.108 -0.022 -0.170 0.066 

DS -> OP 0.324 0.310 -0.015 0.139 0.500 

PRI -> OP 0.238 0.256 0.018 0.021 0.382 

PSI -> OP 0.214 0.213 -0.001 0.053 0.363 

 

Results (Moderating Effects) 

Path Coefficients 

Mean, STDEV, T-Values, P-Values 

  Original Sample 

(O) 

Sampl

e 

Mean 

(M) 

Standard 

Deviation 

(STDEV) 

T 

Statistics 

(|O/STD

EV|) 

P 

Values 

CLS -> OP 0.136 0.096 0.090 1.514 0.065 
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CLS*DC -> OP 0.108 0.108 0.092 1.176 0.120 

DC -> OP -0.163 -0.174 0.070 2.332 0.010 

DS -> OP -0.013 -0.065 0.130 0.099 0.460 

DS*DC -> OP 0.352 0.414 0.136 2.593 0.005 

PRI -> OP 0.197 0.160 0.092 2.143 0.016 

PRI*DC -> OP 0.099 0.056 0.182 0.543 0.294 

PSI -> OP 0.006 0.001 0.095 0.063 0.475 

PSI*DC -> OP 0.203 0.195 0.114 1.780 0.038 

 

Confidence Intervals 

  Original Sample (O) Sample 

Mean 

(M) 

5.0% 95.0% 

CLS -> OP 0.136 0.096 -0.078 0.221 

CLS*DC -> OP 0.108 0.108 -0.054 0.229 

DC -> OP -0.163 -0.174 -0.275 -0.066 

DS -> OP -0.013 -0.065 -0.286 0.133 

DS*DC -> OP 0.352 0.414 0.219 0.622 

PRI -> OP 0.197 0.160 -0.006 0.301 

PRI*DC -> OP 0.099 0.056 -0.302 0.281 

PSI -> OP 0.006 0.001 -0.151 0.145 

PSI*DC -> OP 0.203 0.195 0.043 0.352 

 

Confidence Intervals Bias Corrected 

  Original Sample 

(O) 

Sampl

e 

Mean 

(M) 

Bias 5.0% 95.0% 

CLS -> OP 0.136 0.096 -0.040 0.044 0.307 

CLS*DC -> OP 0.108 0.108 0.000 -0.170 0.196 

DC -> OP -0.163 -0.174 -0.010 -0.260 -0.050 

DS -> OP -0.013 -0.065 -0.052 -0.201 0.203 

DS*DC -> OP 0.352 0.414 0.062 -0.354 0.491 

PRI -> OP 0.197 0.160 -0.037 0.100 0.361 

PRI*DC -> OP 0.099 0.056 -0.043 -0.338 0.246 

PSI -> OP 0.006 0.001 -0.005 -0.151 0.142 

PSI*DC -> OP 0.203 0.195 -0.007 0.049 0.362 
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APPENDIX D 
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