Available online at www.scientiaresearchlibrary.com

. Scientia Research Library | SSN 2348-0416
USA CODEN: JASRHB
Q Journal of Applied Science And Research, 2013, 1 (1):36-46
(http: //www.scientiaresear chlibrary.com/ar hcive.php)

Managerial | nnovation and Financial Performancein Malaysian Automotive
Industry

Farah | zzaida Mohd Zamri®, Nurul Fadly Habidin?, Siti Norhafizan Hibadullah?,
Nursyazwani Mohd Fuzi', Auni Fatin Nadia Chiek Desa®

'Department of Accounting and Finance, Faculty of Management and Economics, Universiti
Pendidikan Sultan Idris,
35900 Tanjung Malim, Perak, Malaysia
“Department of Management and Leadership, Faculty of Management and Economics, Universiti
Pendidikan Sultan Idris,
35900 Tanjung Malim, Perak, Malaysia

ABSTRACT

Over two decades Malaysia has been competing in automotive industry market. However, there are
many steps to be taken in order to compete with competitors. Automotive manufacturers have to try
various methods which may attract customers with products and services that meet the demands of
low cost but quality. This paper reveals how the Malaysian automotive industry to improve
financial performance in a situation of strong competition among the regional automotive industry.
Elements in the managerial innovation can provide a positive impact on the Malaysian automotive
industry to strengthen the economy and in terms of financial perspective. Therefore, this study tried
to achieve the relationship between managerial innovation and financial performance in Malaysian
automotive industry. The structural relationship model of managerial innovation and financial
performance was proposed using Sructural Equation Model (SEM) technique. The paper
culminates with suggested future research work.

Keywor ds. Managerial innovation, innovation managemenguiicial performance, automotive,
manufacture, structural equation model, organieapoofit, competitive advantage

INTRODUCTION

The supply chains in automotive industry are basedombination of two activities which are
manufacturing and services. This industry has alade a substantial contribution to the national
economy. Referred to previous study by Karki e(2005), countries such as China and India have
used the business strategy in terms of cost saWogsthe use of raw materials and lower labour
wages as a measure to maintain competitiveness.ewowit have influenced the concept of
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automotive production in country Association of 8mast Asian Nations (ASEAN) in which the
area is identified as an area with strong econgmawth.

To produce quality products at low prices, manufieers have to expand the raw material

supply network, enhance its expertise in the falgrocessing technology and create a systematic
system of quality management practices (Lee andiZ2@00). Therefore, this certainly can achieve
the organisation's goal as well as satisfy theirsomers. However, there are few barriers to build
and sustain competitive advantage. There are srepsonsidered desirable to build a practice or a
new management strategy where it includes opemgtiorganisation or strategy. Basically, the
management field often facing pressure from tharenment of industry in competing to achieve
the best performance among others, especially tiracatcustomers, market, technology and
innovation (Verdu-Jover et al., 2008)

Innovation requires carrying out by the organigatibrough a process called managerial
innovation (Oke, 2002). Good strategy is an effectneasure to ensure that innovation can be
implemented. While according to Bhasin (2008), ficial performance should be prioritized
improvement compared to fully focus on administgrand developing the business, achievement
of customer satisfaction and diversity skills. kiddaion, financial performance can be enhanced
through the profitable sales of either gross or which may also have a positive impact on
manufacturing firms in Malaysia. It was proved tlha&althy competition among the automotive
industry is able to motivate the organisation tgpriave marketing performance and income
properly (Zakuan, 2009). Therefore, referring tonsnaf the previous studies related to the
diversity of this opinion, an organisation needtody the needs of customers and their perception
that the products produced and the quality whey tlexides to innovate in every decision and
action.

After getting an overview of the managerial innamatand financial performance, the study

of literature is in the following section. It isdlpart where the practice is discussed and hassio i
related to achieving the better performance. Nextoi present the research methodology of the
research instrument, reliability and validity oétimstrument. Conclusions and further agenda of the
study explained at the end of this paper.

MATERIALSAND METHODS
Managerial Innovation

Nowadays, innovation is considered as a tool impleed by the organisation for
competitive advantage. This is because, the demgndhallenges faced by organisations to
innovate in new markets to be profitable and renz@mpetitive in a market gets more attention
(Soderquist, 1997). However, innovation comes imiows categories with intended to assist
organisations change to a better level (Johne aweB, 2000). Among this category, usually the
products innovations are in line with technologiealvances where they need to differentiate
offerings and changed radically in order to remaithe market (Craig and Hart, 1992; Otero-Neira
et al., 2009). During the implementation of the awation process, it involves interior
reconstruction organisation. It touched on manage¢raed operations to increase productivity and
profitability of the organisation. However, to ingphent the innovation process, organisations need
to ensure that the executor properly understanddhsolidation process of change so that it runs in
a structured manner. The other part of the innowais on the market. Innovation market was
related to the client's needs. Organisations neestudy and understand the customer's request
before deciding on the sales market changes timabeachieved in the future profits (Johne, 1999;
Otero-Neira et al., 2009).

37



Nurul Fadly Habidinet al Journal of App. Sci. And. Rese,, 2013, 1(1):1:11

Organisation can implement changes according tdetred or type that is suitable for their

goals and achieve customer needs to ensure pibfitgMarsili and Salter, 2005). Therefore, the
process of innovation of the product, process aketashould be relevant and unique compared to
competitors. Continuing from the previous statememtovation can be considered as a strategy
implemented by an organisation in which it can badficial to financial performance. The goal is
to take various views such as through new produck aew service is created, developed and
introduced. In addition, it can be said that newcpdures and processes of a product as an
innovation (Birchall et al., 1996).

In order to improve the financial performance inldjaian automotive industry, it is not

enough to focus on financial item. This is becatlse efficiency of management also plays an
important role to increase the profitability of tbeganisation. Continuous study of the automotive
industry needs to be done on a consistent basigmi@asus obstacles and challenges given the
economy, competition or technology is increasingc@ding to Davis and Wilmott (1999), to meet
the customers’ needs and some of the charactsrispecified in its production, the Malaysian
automotive industry should prioritize the qualifyppoduct. Beside that, the reduction in the cdst o
production of affordable products, supply chaimvgrtechnologically sophisticated and latest in
every product and service also contribute to thetofaof customer satisfaction (Hashim et al.,
2012).

Over the years, the organisation has taken th@ating to change the structure of their

material. There are a number of factors in prodmchave been modernized. Among them is the
information technology, communications and humaoueces. In addition, innovation extensively
activation to assist the improvement in manufaotuprocesses such as raw materials, production
facilities, labour, and property (Lev, 2001; Moe)l€009;Teece, 1998). Hence, innovation is
importance for organisation to reshape the produdervice. There are several ways to make an
innovation. Among them is to build the ability t@ermect to external sources of information,
helping organisations assess the merits of the temlnology and enhance the image of the
organisation in the market. Managerial innovati@m e supported and enhanced through the
implementation of research and development (Sodsrgual., 1997).

One of the success factors of an organisationaiswvitnen they try to identify and create a

product according to customer requirements and etithye in the market (Han et al., 1998; Oke,
2007; Otero-Neira et al., 2009). There is also myamisation that has changed the strategy from a
product centric to knowledge centric. Because «f tiew strategy has become a critical success
factor (Drucker, 1993; lansiti and MacCormack, 198Ibnaka, 1991; Saccani et al., 2006). In
addition, one of the factors that make the orgaioisasuccessful to make a difference among
competitors is when the strategies and practicaisate applied increasingly diverse (McAdam and
Galloway, 2005). It can be said that, if an orgatia successful in producing a wide range, it can
meet the customer needs who have different tabkés.is because, the success of the production of
various products identified due to good managersgstem.

Based on previous studies, the implementation ofagerial innovation in an organisation
considered changes involving process, influencedhbyability of the organisation according to
different steps (Verdu-Jover et al., 2008; Zajaalet 2000). Therefore, a step recommended to
implementing innovation by the organisation camiz@ntained or improved as well as to increase
efficiency and put in place and the right time whilynamic capabilities can also be maintained
(Teece et al., 1997). Process involving the intignaand balance of resources is considered a
dynamic capability in which it can be done by tiligamisation. Intangible Assets Working Group
Schmalenbach Society Working Group Accounting amghdRting Intangible Assets (2005) have
suggested there are several things that are relgoyran organisation in which they need each other
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which are customers, suppliers, investors, prosgsseovation and location and it is an approach
that can be implemented as a whole.
Based on previous study by Das et al., (2003),nassi performance can be improved
through the combination of market and demand. Hewethere are several other factors that can
serve as a key role in achieving organisationallsgsach as knowledge management (KM),
creativity skills (CS) applied by employee and oustr perspective (CP) as shown in Table 1
where it had described the benefit of each elermeatipport the managerial innovation implement
in organisation.

Table 1. The benefits of elementsin Managerial Innovation

Elements Benefits of Elements

Knowledge Management The process of learning and the knowledge in acttred and
organized manner that includes the context of werkployment
challenges in their respective fields and work giestan motivate
employees indirectly and promote innovation throughe
organisation to become innovative employee behavibideway,

2004).
Creativity Skills Creativity requires a comprehensive knowledge dfsskEmployees
can master this skill when they can put in placeaation and to
diversify their efforts (Galbraith, 1982; Smeds94}
Customer Perspective Organisation that always does the interaction apecation with
clients to make more meet the production featuussomers' needs.
Indirectly, product and service design has beenented by a lot of
customers, which are beneficial to the performarafe the
organisation (Conding et al., 2013; Zhu et al.,800

It proves that innovation should be implementedomdy in terms of technology alone, but

should be in line with management implementatiamer& are various industries such as financial
institutions, tourism or hotel believes that fine@erformance could be improved if they manage
customer trust with quality services.

However, according to a study by Ahmad et al. (20€lure of implementation of new

practices implemented by an organisation can daented by several factors. The main factor is
the lack of commitment given by each employee femoh level. For example, senior management
rely on subordinates to ensure successful new ipeact Whereas there are problem among
employees who lack motivation, knowledge or undbleinderstand the purpose of implemented
changes in management practices as well as thmagst time period is quite short. This problem
needs to be overcome. The commitment and cooperbétween employer and employee need to
be existed to ensure the managerial innovatiorbeamplementing smoothly.

Service is considered as a medium between empl@yeksustomers (Sureshchandar et al.,

2001). However, the implementation of new practisbsch are aimed to improve the company's
structure failed because of the attention giverr twéhe production or results and at the same time
they do not try to improve on the process or mamege (Shaffer and Thomson, 1992). In addition,
service is a difficult thing for quality evaluati@nd the manner of service range (Dong and Jeong,
2007; Schneider and Bowen, 1985). Therefore, aansgtion should not consider all departments
of the organisation is the same and take it easgvery instruction performed for each department
done in parallel (Lansiluoto et al., 2004). Insteih@ management must be more careful to respond
to change by assessing the viability of strategr dvne.
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According to Oke (2007), two ways communicationdezkby the management to ensure

that the strategies of innovation is successfyiractices. Therefore, management should improve
and support managerial innovation for increasel tp@formance in order to improve desired
achievement. For the implementation of the manafamovation, there are some things that need
to be considered and reviewed by the organisatimeisare really effective implementation. Some
of these things are, plan on a regular basis atheustrategy to implement the innovation, how to
adapt to changes in organisational innovation, meaduct development, coinciding with the
planned strategy, what are the obstacles strategyew products, build an effective system and
structure for innovation and the involvement of lammesources in the innovation strategy.

Financial Performance

Business competition among companies can be eedlugttrough their financial
performance. Apart from development of productsyarketing strategy, company can evaluate
their performance through financial benchmarkssTachnique is a step consisting of quantitative
financial ratios (Lansiluoto et al., 2004). Benchiknaf financial performance allows management
to build a good strategy to improve the qualitypadducts and services as well as to saving the cost
of raw materials. In addition, financial performanalso serves as a source of motivation for the
industry especially management to strive to rent@impetitive in a volatile market (Dong and
Jeong, 2004; Sousa and Voss, 2002). As an impach, iemplementation provides guidance to the
organisation on the sales revenue, net profit aidm on capital or equity.
Profit for an organisation can be achieved throaglduction in price but still good quality
product and short delivery periods. However, tHevant sector always gets competition from a
small organisation where they always offer the fmee product line with a small capital (Otero-
Neira et al., 2009). According to Lansiluoto et @004), company should managed and improve
their profit rate, as well as benchmarks to be estul by other companies or competitors.
Benchmark system is useful assist companies totifggemew strategies in order to improve
business profit. This is because, without a goadcsire and strategies, an organisation would not
be able to escape from facing the risk of finangeaburces either in the middle or in the long run.
Inadequate of financial flexibility, organisatiotusk with debt where it can affect the organisation
in the future until they can take steps to chargedrganisational structure and strategy (Verdu-
Jover et al., 2008).
According Saccani et al. (2006), the movement eflofit volume can be influenced by
market conditions in which it will affect the remilnd efficiency of resource management. While
financial performance can be evaluated throughraéparts. Among them is the operating profit,
return on assets and inventory. In other way, asgdions need to take several steps in order to
always remain amount spent over the competitionodgnthem is to reduce labour costs, reduce
resources, improve efficiency in order to be a spayduction period and reduce cost of production
(Chen et al., 2001). Therefore, there are seveagbwo evaluate the effectiveness of the profits or
financial performance of the organisation througineé factors which are profitability, asset
turnover and inventory turnover. As refer to TaB)ehe three factors as mentioned before will be
state with their function.

Table 2. Thedescription of factor and function in Financial Performance

Financial Factor Function of Factor

Profitability Factor (PF) This factor serves as a medium, managed to showltiey
of an organisation where there is an increase vesiment
and fund management profit. Good organisation isnwthe
maximum achievement in profits (Chen et al.,, 2001)
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Asset Turnover Factor (ATF)Asset turnover factor serves as a tool to evaluhte
efficiency of financial flows within the organisati as well as
reviewing the adequacy of the amount of investnassets. A
certified organisation capable of collecting theprapriate
funds when this factor to achieve high evaluatiGhgn et al.,
2001)

Inventory Turnover Factor (ITF)These factors are able to demonstrate the effewsgseof the
actions taken combined manufacturing and marketimg
increasing profit organisation. It requires thentigtrategy by
internal management to prevent losses (Chen &041).

The Relationship between Managerial Innovation and Financial Performance

To review the implementation of concept and theaatpof innovation on profitability,
organisations need to analyze a problem or caseupbly and find the causes of the case
(Eisenhardt, 1989; Otero-Neira et al., 2009). Cleang business level may affect the operating
system related companies in the same business. @&ahsuch changes is in terms of rules or
laws, standards of the environment or the formatba new work culture. As a positive effect,
changes in these factors show the improvementnantial performance after the successful
operations shift properly absorbing (Lansiluoto at, 2004). This is because the financial
performance involved the management of raw matebglinnovative and effective approach.
Financial performance has a good relationship batwstructure and strategy. This is
because, the structure and strategy using a varialdiex of flexibility. Financial performance
showed good results when the structure and strateggeveloped and built well (Parthasarthy and
Sethi, 1993). It can be said that the managemaait ¢dbvers the structure and strategy is an
important factor to improve the financial performarother than too focused on the production or
rather finding the appropriate features in makimg product as a competitive advantage. Therefore,
it proves that the managerial innovation has ite advantages to organisation.

Although the implementation of the innovation has pasitive relationship with
organisational performance, but it still not enowughmprove the financial performance up to the
maximum profit level (Johne and Davies, 2000). €fane, to ensure product will last long in the
market, an organisation need to implement the iation. Managerial innovation assists
organisation to success in the market as compar#dtbse organisations that just focus at the early
stage of production.

To implement and ensure that innovation can progig®sitive impact on the total cost of

use; practitioners must carry out each method gbye{Otero-Neira et al., 2009). Innovation
measures should emphasize the costs and bendfitgseTinclude an assessment of the exact
innovation, impact on the profitability, and thepatt of innovation on organisation and customers.
In relation to that, the implementation of managiennovation requires commitment from various
parties such as employees and customers. By a natidn of both can produce a better system in
the construction of the management structure.

According Ambec and Lanoie (2008), cost can be cedlby several things such as raw
materials, energy and services, capital and lalwogts as well as risks in collaboration with
external stakeholders. Performance is said to benpartant strategy in be appropriately managed
because it is the beginning of the direction of tenagement process improvement. Therefore, to
ensure that the organisation can carry out a golo@f course, they have succeeded in applying the
concept of transformation well. It does not caltelltne size of the organisation, public or private
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categories and total profit (Elbanna and Nagui)920In addition, management or practitioners
need to understand the improvements or innovatiote implemented only to identify areas that
require problem solving and action taken to avba&ldeviate.

Many companies are trying to shift to the servieetar in view of the automotive industry

to remain competitive in its production. This is @asure that they remain in a stable financial
position and profitable (Godlevskaja et al., 20IMHerefore, in the automotive industry there are
several companies offering various fractions déferservices such as repair services, leasing,
insurance, banking, auto and financial organizertfermore, innovation in service or management
is a right step to be taken by the automotive itrgudue to its dynamic nature (Kindstro et al.,
2009). It aims to consistently meet customer demamdine with advances in technology and
fluctuation of market conditions.

Resear ch Hypotheses

The goal of each research certainly is to achibeeadbjectives set at the beginning of the study.
This study covers aspects that relevant to proeer¢hationship between managerial innovation
(MI) and financial performance (FP) based on theldysian automotive industry. From the
previous study, it was showed that financial penfance are moves slowly when organisation does
not make any innovation either in perspective afdpict or process. Therefore, the organisation
arranges a strategy by implement a managerial atrmvin an organisation process. It was clearly
help this study to construct hypotheses as statedmbering system from;H

There is a positive and direct significant relasloip between managerial innovation Hj:
practice financial performances in Malaysian autovweandustry.

RESULT
A Proposed Research Model
The purpose of this study is to determine the imahip between managerial innovation and
financial performance for Malaysian automotive isily. Therefore, to indicate the relationship, a

research model was developed based on previoug disclissed in literature review. A proposed
research model is shows in Figure 1.

Onk -
H

—> Cs — | FP ATF <_

: ()
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*Note: MI=Managerial Innovation, KM=Knowledge Marexgent, CS=Creativity Skills,
CP=Customer Perspective, FP=Financial PerformateeProfitability Factor, ATF=Asset
Turnover Factor, ITF=Inventory Turnover Factor.

Figure 1 Proposed Model of the Study
M ethodology

Structural Equation Modelling (SEM) techniques warilized to perform the requirement
statistical analysis of the data from the survexpl&ratory factor analysis, reliability analysisdan
confirmatory factor analysis to test for constrwetidity, reliability, and measurements loading
were performed. Having analyzed the measuremeneimibet structural model was then tested and
confirmed.

In general, a survey typed questionnaire approaatelatively low cost of money, time

saving, and energy saving. A set of survey questma was carefully designed to ensure most of
the issues concerning both strategies which areagaral innovation and financial performance
was included. The survey methodology is later arplh consisting of question development,
expert validation, pilot study, population and s#éingp of the study, data collection, reliability,
validity, and statistical analysis.

Questionnaires distribute to respondents from igteng of automotive industry obtained

from Malaysian Automotive Component Parts Assoorati(MACPMA), Proton Vendors
Association (PVA), and Kelab Vendor Perodua. Tdym®athe data, two statistical techniques were
adopted.

The statistical Package for the Social ScienceS8Rersion 17 was used to analyze the
preliminary data and provide descriptive analyslesua thesis sample such as means, standard
deviations, and frequencies.

CONCLUSION

This study aims to review the relationship betwemanagerial innovation and financial
performance and to identify whether it suitabld&oapplying in Malaysian automotive industry. In
related to that, the proposed model and hypothesideveloped based on literature review to
indicate that managerial innovation are become ngsbrtant practice to increase the performance
of an organisation especially regarding financldle quality of management may produce a better
product and make employees of an organisation matévated. As such, it is expected to give a
positive effect for manufacturers in automotiveustty.
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