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Abstract

Small and medium enterprises (SMEs) manufacturing sectors has been identified as a key
engine to the economy. However, SMEs manufacturing sectors encounters challenges which
are affected their business operations that add difficulty for SMEs to achieve their
performance. The purpose of this study to examines the success factors of operational
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excellence in SMEs manufacturing sectors. This paper provides the conceptual understanding
on the effect of the soft and hard factors on the operational excellence. The literatures have
demonstrated that the linkages of the conceptual framework were developed which
incorporate the soft factors, hard factors and operational excellence. Grounded by resource-
based view theory perspectives, this study examines two main factors that is the soft factors
and the hard factors. In addition, the literature also shows that there is a need for a study in
the context of the SMEs in Malaysia. This paper contribute to a body of knowledge in terms
of providing better understanding of the operational excellence in Malaysian SMEs
manufacturing sectors. The practical adoption of managing the soft factors and hard factors
among SMEs in Malaysia will contribute to the operational excellence in their business.
Keywords: Hard Factors, Operational Excellence, Operational Management, Small and
Medium Enterprises (SME), Soft Factors

Introduction

Currently, the business environment become more competitive with varying demands form
different industries and firms are redesigning themselves towards excellence (Saeed et al.,
2020). The continuously and unpredictable change of the environment give an impact to the
operation and performance of organization. To maintain their competitiveness, the
organization needs to create the ability to respond and adapt to changing caused by uncertain
environmental conditions (Ahmad, 2012; Ibrahim et al., 2021). In order to stay competitive in
a business environment, organizations are under pressure to reduce costs without reducing
the number of production and quality and at the same time to improve customer satisfaction
(Ojha, 2015;Wahab et al., 2019a).

Furthermore, the organization are require to pursue excellence in their business by seeking
long-term business success to respond actively to survive with the challenges due the
competitive and international market conditions (Jaeger et. al., 2014). Organization receives
new demand caused by rapid changing in market landscape in the global market. To become
a leader in the market competition, the companies need to rebuild themselves by creating
new strategies and ideas to achieve business excellence. In addition, excellence will keep the
companies on the right track in order to achieve their objectives and mission (Wahab et al.,
2019b; Yew, 2014).

Small and medium enterprises (SMEs) have been recognized as the engine to the economy
and a generator of employment and growth. SMEs play an important role and contributing
significantly in the economic and social developments. In Malaysia, SMEs have been identified
as one of the key engines of growth to transform Malaysia into a fully developed high-income
nation (SME Corporation Malaysia, 2019). Although SMEs are important component of
growth in Malaysia and indicate the positive performance of SMEs in recent year, the
contributions of SMEs GDP in 2020 declines which reflected in the 7.3 percent reduction in
SMEs GDP in 2020 (Department of Statistics Malaysia, 2020). In order to support the
continued growth and expansion of the SMEs, the SMEs must develop excellence business
operations and management skills by achieving operational excellence (Wahab et al., 2020).
Furthermore, the research on operational excellence is growing and has been given attention
from the community researchers. Most of the research are conducted in developed countries
but very limited studies and discussion in the Malaysia context (Wahab et al., 2020).
Additionally, literature on operational excellence studies in Malaysian SMEs manufacturing
sector also shows a very little empirical research has been conducted in the area of
operational and business excellence implementation within this sector. Most of the previous

1506



INTERNATIONAL JOURNAL OF ACADEMIC RESEARCH IN BUSINESS AND SOCIAL SCIENCES

Vol. 12, No. 5, 2022, E-ISSN: 2222-6990 © 2022 HRMARS

studies on operational excellence in Malaysia mostly conducted on big company context and
still lacking in the SMEs manufacturing sector (Ahmad et al., 2019; Masrom et al., 2017,
Wahab et al., 2020; Yew & Ahmad, 2014).

Consequently, there are very limited studies on operational excellence in the SMEs
manufacturing sectors in Malaysia. As a result, the authors believe that the factors that
influencing the operational excellence implementation in Malaysian SMEs manufacturing
sectors remains unclear. Thus, the objectives of this study are to examines the success factors
of operational excellence on SMEs manufacturing sectors in Malaysia. This paper will
contribute to better understanding of the success factors of operational excellence practices
for achieving and sustaining organizational performance in this sector.

Literature Review

Operational Excellence

Excellence can be described as a superior approach in controlling the organization and
achieving results (EFQM, 1999). Excellence related to a substantial improvement in
performance through various aspects including operations and developed according to
modern sustainability movements (Edgeman & Eskildsen, 2014). Assen (2011) stated that
excellence refers to strategic approaches in managing the technical and social aspects of the
organizations to achieve superior production and delivery systems.

The literature shows that there are various definitions of operational excellence. Mitchell
(2015) defined operational excellence to a descriptive term that clearly defines the
applicability and objective. Operational refers to an operating term that means to produce
and/or deliver a product and achieve the mission while excellence means is an objective that
must be fulfilled and sustained to stay successful. Treacy and Wiersema (1993) define
operational excellence a discipline of delivering product or services with good quality at the
lowest price. Similarly, Assen (2011) defined operational excellence is a strategy to enhance
the operating profits by constantly improve the production and delivery system by providing
the right value of products and services to the customers.

Furthermore, Dunggan (2011) explained that operational excellence is a term that the
operation is at the top level of performance and the organization has reached the highest
operation it can be. Operational excellence is related to aspects of operational performance
such as cost, time, quality, and flexibility and it also about the way that operation side
supports the business growth. It includes the way to reduce costs, quality enhancement and
managing people and resources. Operational excellence is a holistic approach to attain
superior performance in quality, productivity and delivery of services and products.
Operational excellence with a systematic approach allows the organizations to obtain service
excellence, customer orientation and continuous improvement culture and at the same time
acquire customer satisfaction and the operational efficiency (Cesarotti & Spada, 2009).

In summary, operational excellence emphasized on operational performance and sustainable
organizational performance. In the operational performance, operational excellence
emphasizes on quality improvements, delivery improvements, cost improvements and
flexibility improvements. Additionally, operational excellence also concerned on sustainable
organizational performance which emphasizes on the efficiency of handling people and
resources such as reducing waste, energy, time and interaction performance of employees,
customers, community and supply chain. By pursuing the operational excellence, it will lead
the organization to the excellent performance and differentiate them in the market
competition (Wahab et al., 2020).
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Operational Excellence Success Factors

Researchers and practitioner have discussed that there are several factors that organization
might consider to achieve the excellence in the businesses. From the previous studies and
literature, the factors might influencing operational excellence is internal factors (Jaeger et
al., 2014; Ojha, 2015; Pellissier, 2009; Romano, 2003; Wahab et al., 2016; Yew et al., 2013).
The internal factors are the factors that being control by the organizations which are consists
of soft and hard factors. To attain the excellence result, it is important for organization to
strengthen both the soft and hard factors. The combination of soft and hard factors will
reward the organization to achieve an improvement in overall performance (Calvo-Mora,
Picdn-Berjoyo et al., 2014; Gadenne & Sharma, 2009; Wahab et al., 2016).

Based on the review of the previous studies, the authors have summarised success factors of
soft and hard factors on operational excellence to be as follows: process management,
organizational culture, leadership style, human resource management, operations strategy
and organizational structure. Most of these factors are adopted and adapted based on
operational excellence study (Ahmad et al., 2018; Alkhalidi & Abdallah, 2018; Osman et al.,
2021; Shehadeh et al., 2016; Wahab et al., 2020). Although these studies produced different
results such as success factors, they actually discovered a common set of practices that is
required for the success of operational excellence implementation. Thus, the authors identify
and propose the construct of the critical success factor of operational excellence practices
presented in the literature and described below.

Process Management

Process management can be defined as a specific approach to planning, implementing,
controlling (monitoring, measuring and analysing) and continuously improving the process,
quality products and services (Psomas et al., 2011). It includes product design, organizational
services and processes that fulfill the expectations of customers and other stakeholders, the
prevention of mistakes, control and continuous improvement, the seeking of zero defects,
the reduction of the cycle times and innovation. These aspects influence the operational and
economic result of any business (Kaynak, 2003).

Organizational Culture

Organizational culture refers to a set of shared values and norms by the people and groups in
an organization and that control the way they interact with each other and with stakeholders
outside the organization (Markovié¢, 2008). Strong organizational culture is important to
increase the performance of the employees which in turn will improve the business
performance. It is necessary for organizations to improve their managerial aspect by
developing a suitable organizational culture in order to enhance performance, growth and
competitiveness on the regional and global market (Shahzad et al., 2012).

Leadership Style

Leadership is fostering change and ensuring stability in operational excellence and the basic
requirement needed to the leaders are required to establish structures, planning for
improvements, organizing activities, establishing routines, caring about people,
communicating, coaching, supporting and motivating employees (Friedli et al., 2013).
Human Resource Management
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Human resources are an intellectual capital which includes skills, knowledge and
competencies that organization process and channelizes to sustained the organizational
excellence. Human resources have strategies and practices that work as a tool for the
organization to achieve superior performance (Ahmad et al., 2018). Human resources play an
important role in firm performance improvement and become increasingly critical due to the
changing competitiveness in the business environment. A good human resources will
influence the organizational performance, productivity, growth and many other
organizational outcomes (Abdullah et al., 2010; Monem, 2012).

Operations Strategy

Operations strategy is related to the overall transformation process in the whole business. It
concerned on how the operation has to reflect with the changed competitive environment to
fulfill the present and upcoming challenges (Slack & Lewis, 2011). Sum et al (2004) also
establish that operation strategy is vital ingredients and an important tool for successful
business.

Organizational Structure

The organizational structure refers to the way in which the organization members are
allocated according to their responsibilities and capabilities and where procedures are carried
out (Nahm et al., 2003). Organizational structure determines the way in which employees
work through providing the task, responsibility and authority relationship (Yew & Ahmad,
2014).

Underpinning Theory of the Variables

The theory has been chosen to guide the research framework is resourced based view theory
(RBV). Resourced based view theory (RBV) has been widely used by the previous literature to
explain the relationship between firm resources and performance. The RBV is a theoretical
framework for understanding how to attain the competitive advantages within firms and how
to sustain that advantage over the time (Barney, 2001). According to Barney (1991), the
concept of RBV is the firm as a package of resources where it will generate value to the firms
when their resources are differs. RBV explain that resources are the most important factors
in attaining competitive advantage.

RBV theory emphasizes on the internal organizations resources and developing capabilities
within the firm as sources of competitive advantage. Organizations resources refer to
anything which is inside the organization such as assets, skills, capabilities, strategies,
processes, knowledge, employees, organization attributes and information (Amit &
Schoemaker, 1993; Barney, 1986). Based on key characteristics of organizational internal
resources is valuable, rareness, imitable and non substitutable, it will give competitive
advantage to the organization. Moreover, it will reward the organizational sustainable
competitive advantage and increase organizational performance when the resources and
capabilities is harnessed with activities or system within the organization (Porter, 1991).

In the context of operation management, operations have been highlights as an important
source of resources and capabilities which are valuable, rare, inimitable, and non-
substitutable in the resources-based views of sustainable competitive advantage (Brown et
al., 2007; Winter, 2003). Operations management responsible to organizes the operations
capabilities and resources to support business strategy which contributes to overall
performance (Anderson et al., 1991; Brown et al., 2007). Moreover, the RBV suggest that best

1509



INTERNATIONAL JOURNAL OF ACADEMIC RESEARCH IN BUSINESS AND SOCIAL SCIENCES

Vol. 12, No. 5, 2022, E-ISSN: 2222-6990 © 2022 HRMARS

practices of operations strategy which are includes of processes and content are the potential
sources of competitive advantage. According to Hayes and Pisano (1996), operations strategy
are the process of developing operating capabilities that firms need for the future. The
capability refers to knowing what to do and why. Traditionally, operations capabilities have
been defined as quality, cost, dependability, flexibility, and innovation and the performance
of these capabilities is related to business performance (Brown et al., 2007).

Moreover, this theory assumes that firms as bundles of resources and method by which a firm
utilizes this resource within firm and to deliver the products and services differentiate from
another. Firm’s resources also view as a bundle of resources in the form of tangible and
intangible assets which firms can exploit and achieve sustainable competitive advantage
(Amit & Schoemaker, 1993; Wernerfelt, 1984). In addition, the RBV theory explained that
both soft and hard factors are the resources and capabilities which give a competitive
advantage to the organization. The integration both soft and hard elements will contribute a
competitive advantage and improved the performance (Barney, 1991). Therefore, the RBV
theory will use as a fundamental theory in this study to examine the effect of the soft and
hard factors on the operational excellence.

Development of Conceptual Framework

The previous study and literature have discussed the factors that are considered to be success
factors on the operational excellence. The independent variables have a direct influence on
the dependent variables. The independent variables in this study had been identified as soft
and hard variables which determine the operational excellence as a dependent variable.

The conceptual framework proposed that the independent variables of the soft and hard
variables will influence the operational excellence. According to the RBV theory (Barney,
1991), the soft and hard factors contributes a competitive advantages and influences the
performance. The soft and hard factors are comprising of internal resource which is it an
important element in order to achieve sustained competitive advantage and superior
performance that is the operational excellence. The most effective way that organizations use
their resources in their operations effectively will contribute to the operational excellence
(Yew & Ahmad, 2014). This paper defines the soft and hard factors as factors that might
determine the operational excellence among the SMEs in Malaysia. Previous studies have
emphasized the importance of soft and hard factors on the performance. Moreover, the
relationship between soft factors, hard factors and performance has been showed in the
literature (Ahmad et al., 2018; Alkhalidi & Abdallah, 2018; Osman et al., 2021; Shehadeh et
al., 2016; Wahab et al., 2020). The relationships between the variables in this study are shown
in Figure 1.
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Success Factors

e Process Management

e Organizational Culture

e Leadership Style

e Human Resource
Management

e QOperations Strategy

e Organizational Structure

A 4

Operational Excellence

Figure 1. Conceptual framework

Discussion and Findings

This study interested to examines the success factors of operational excellence in SMEs
manufacturing sectors. This paper provides the conceptual understanding on the effect of the
soft and hard factors on the operational excellence. In addition, the paper provides an
understanding to owner or managers of the SMEs in Malaysia about the effect of the soft
factors and hard factors on the operational excellence in order to improve their performance
which then leads to the achieving the operational excellence to their business.

Furthermore, this study brings a new understanding to management and stakeholders
together with the various factors related to performance improvement. This study also will
contribute to better understanding of the soft factors and hard factors where the most
empirical research on operational excellence has been conducted in developed countries.
Additionally, the managerial decisions on the factors or strategy to attain the operational
excellence in the context of SMEs like Malaysia is remain unclear.

Moreover, previous study on the relationship between factors influencing and operational
excellence is still limited. Previous study on operational excellence mostly focusing on big
company context and still lack of study in the SMEs context. Therefore, this study expected
contribute to filling this gap, add to the existing literature and provide support for the past
theories on the effect of the soft factors and hard factors that might impact the operational
excellence.

Conclusion

The purpose of this study to examines the success factors of operational excellence in SMEs
manufacturing sectors. Based on the review of the previous studies, this study has identified
soft and hard factors are the success factors of operational excellence for SMEs
manufacturing sectors in Malaysia. Specifically, the soft and hard factors include process
management, organizational culture, leadership style, human resource management,
operations strategy and organizational structure. This study provides the conceptual
understanding on the success factors of operational excellence on SMEs manufacturing
sectors in Malaysia. The literature and previous studies were leads the development of a
conceptual framework which incorporate the soft and hard factors to the operational
excellence. The paper describes a linkage that the soft factors and hard factors are likely to
contribute positively to the operational excellence.
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The conceptual understanding may be useful for firms, managers and stakeholders in
understanding and adopting efficiency of managing the soft factors and hard factors in order
to improve performance and achieve the operational excellence. This study will help SMEs
owners and managers to have body of knowledge that will make them have a better
understanding of the influence of the soft and hard factors on operational excellence of their
businesses. Thus, SMEs may consider the soft and hard factors in order to achieve the
operational excellence. Further investigation will be conducted by using this proposed
conceptual framework to verify the relationships between all variables in this study. This will
help Malaysian SMEs manufacturing sectors to identifies the success factors of operational
excellence to enhance organisational performance of the SMEs in the manufacturing industry.
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