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Abstract. The previous study concluded that most SMEs have paid less attention 

to their strategic planning processes. In this regard, this study tends to examine 

theoretically how Malaysian SME companies can use strategic management to 

effectively formulate growth and development plans. Thus, the goal of this 

study is to close the research gap by presenting empirical data on strategic 

management impacts and will explore the extent to which the adoption of 

strategic management practices like business strategy, organizational structure, 

competitive advantage, innovation and networking with suppliers among SMEs 

in Malaysia has increased their number of customers and consequently their 

business performances 
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1     Introduction 

Small Medium Enterprise (SME) has always been one of the major contributors in 

Malaysian economy. As per the SME Annual Report 18/19, SME represent 98.5% of the 

business population in Malaysia and contributes 38.3% to overall country GDP. The report 

also stated that SME has take up 66.2% from the overall employment in Malaysia. According 

to SME Corp official website, the SME is defined by two type of criteria which are turnover 

and number of full-time employees. Though SMEs lack of resources, many researcher stated 

that most of these SMEs struggle due to their poor management, lack of management 

experience and lack of effort due to a lack of strategic planning [1][2]. As SME is different 

from a large corporation, a different approach to in managing the performance is required. An 

organization especially SMEs must have an effective tool to monitor firm’s performance that 

can ensure the firm is less dependent on government entity, such as SME Corporation. 

Developed countries has long been actively conducting research in the area of strategy that 

SME can take in order to gain superior performance [3]. This study will mainly focus on the 

strategic management practices in SMEs and how such practices impact their overall 

performance. 
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2. Methods 
  

However, there is a little of research into the effect of strategic management practices 

on SMEs in Malaysia [4][5]. The previous study concluded that most SMEs have paid less 

attention to their strategic planning processes. In this regard, this study tends to examine 

empirically how Malaysian SME companies can use strategic management to effectively 

formulate growth and development plans. Thus, the goal of this study is to close the research 

gap by presenting theoretical analysis on strategic management impacts and will explore the 

extent to which the adoption of strategic management practices like business strategy, 

organizational structure, competitive advantage, innovation and networking with suppliers 

among SMEs in Malaysia has increased their number of customers and consequently their 

business performances 

3. Result and Discussion 

2.1   Contribute to SMEs performance 

2.1.1  Business Strategy 

Business strategy is the means by which a business sets out to achieve its desired aims 

(objectives). It could simply be described as long-term business planning. Typically, the 

business strategy will cover a period of about 3-5 years (sometimes longer). Business strategy 

may be defined as a set of strategic statements. It summarizes how the company will achieve 

its objectives, meet the expectations of its customers and maintain a competitive advantage in 

the marketplace. Business strategy sets priorities for the company and management team and 

helps to attract and retain the talented employees needed by SMEs. 

Small and medium-sized enterprises play an important role in our economic stability and 

the pillars for industrial development in Malaysia. [6]. Yet the risk of SMEs being wiped out if 

they are not successful in the current and rapidly evolving market climate is high. To success 

in competition, strategic planning implementation must rely to the time and resources 

effectively. Most of the failure come from their planning failure which is did not matching 

their resources. A study from [7] suggest that an organization lacks a clearly established plan 

and does not have a viable basis for establishing and retaining a competitive edge in the 

marketplace. Several studies indicate a positive relationship between strategic planning and 

market success [8][9][10][11]. Researcher in [9] claim that structured strategic planning is a 

hypothetical practice meant exclusively for larger companies and thus has little impact on 

financial performance. 

Study from [12] found that business strategy has a significant connection with 

organizational performance. The study showed clearly that SME owners need a business 

strategy to improve and enhance corporate efficiency that can contribute to business 

continuity. Effective strategies must meet both government and environmental wide business 

objectives [13]. Business strategy suitable for small- to medium-sized company managers / 

owner-managers [14]. Thus, the hypotheses have been proposed to investigate the relationship 

between business strategy and firm performance of SMEs.  

2.1.2 Organizational Structure 

The organizational structure of strategic management refers to a sustainable organization 

within a business to carry out the tasks set out in its strategy. These include the distribution of 

authority and responsibility, the relationship of reporting and the mechanism for integrating its 

functions [15] describe structure as: 



 

 

 

 

“A formal system of task and reporting relationships that controls, co-ordinates and motivates 

employees so that they work together to achieve Organizational goals" 

Some strategies and environments require decentralized structures, while others require 

centralized structures. Alfred Chandler stressed the importance of taking a long-term view of 

the future. In his 1962 ground-breaking work Strategy and Structure, Chandler showed that a 

long-term coordinated strategy was needed to give the company structure, direction and focus. 

He says it is concise, the structure follows the strategy. The corporation and its staff are 

responsible for the best organizational structure. The structure framework has a direct 

influence on the organizational strategy of the company. The best organizational structure of 

the company affects the behavior of an organization. The structure not only forms the 

organizational skills but also the performance processes. The idea that the organizational 

structure shapes performance was endorsed by [16]. Structure's effect on supply chain 

management through performance mediation was studied and it found a positive impact on 

performance in a stable setting of the formal structure [17]. In addition, the project 

management team can benefit from a suitable organizational structure to achieve high project 

performance through productivity and quality gains [18]. Researcher in [19] also found that 

the project management team will benefit from a suitable organizational structure to achieve 

high project performance through efficiencies and productivity gains. 

Most  organizations are influenced by a specific and predictable organizational structure 

[20]. Resercher from [21] revealed in order to achieve the set goals, it should aim for a well-

defined structure in place because organizational structure has an impact on firm performance. 

Small businesses looking for a useful organizational framework must understand that the 

mechanism can be complicated because it is mostly left to a start-up organization [22]. Thus, 

the hypotheses have been proposed to investigate the relationship between organizational 

structure and firm performance of SMEs.  

 

2.1.3 Competitive Advantage 

A competitive advantage is what makes products or services of a business better than any 

other choices made by a customer. The competitive advantage may be the most commonly 

used concept in strategic management, but it is still poorly defined and operational. Researcher 

in [23] describe competitive advantage as superiority gained by a company when it can give 

equal value but more advantages than its rivals. The study also identified two basic forms of 

competitive advantage: cost advantage and differentiation. The researcher also believes that a 

competitive advantage helps the business to generate higher prices and greater results for its 

customers. From [24] stated that “An enterprise has a Competitive Advantage if it is able to 

create more economic value than the marginal (breakeven) competitor in its product market”. 

Firm’s achieved competitive advantage with good strategic management [25]. Small 

businesses who understand their customers can have a competitive advantage, which means 

that they can benefit from higher pricing and consumer loyalty. Greater utilization of capacity 

will then lead to cost reduction [26]. Much similar has been noticed on the process of the 

strategic management of independent film companies and all the various strategic 

management measures have affected the competitive advantage of the companies [27]. The 

competitive advantage and corporate strategies of SMEs led significantly to their respective 

rise in customer numbers and market shares [28]. In order to achieve a competitive advantage 

which not only matches their competitors' averages but also exceeds the averages of industry 

performing, organizations first need to understand the connection between their business 

strengths and weaknesses and the potential effect on their firm's competitive advantage and 

performance. 



 

 

 

 

Competitive advantage and firm performance are two distinct buildings with a seemingly 

complicated relation [29]. Competitive advantages should be streamlined with respect to costs 

leadership, product and service diversification, and sensitivity to the needs of a particular 

customer community to be compatible with both internal and external company opportunities 

and obstacles [30]. Thus, the hypotheses have been proposed to investigate the relationship 

between competitive advantage and firm performance of SMEs.  

 

2.1.4 Innovation 

The definitions of innovation may vary from one context to another. Key function of 

innovation is basically change. The concept of innovation has always been complex, and 

ambiguity has been generated over the last decade as political, social and technical aspects of 

life have changed rapidly. In [31] highlighted that innovation measures such as R&D and 

patent number do not apply to all firms, and therefore may not be enough innovation 

measures. There are common characteristics in these definition despites of various meanings 

of innovation. Innovation can be describe as a technology implementation that enhances and 

gives users added value [32]. 

Innovation is an integral part of the survival and development of SMEs [33]. Innovation 

has a strong impact on firm performance [34]. In [35] stresses that although innovation is not 

enough to ensure the survival and success of SMEs, innovation is important for SME's 

success. Many researcher categorized innovation in four category; product innovation, process 

innovation, marketing innovation and organizational innovation [36] [37] [38]. This study will 

adopt product innovation and marketing innovation measures as instruments for measuring 

innovation in the firm.  

In [39] indicates that by implementing product innovation practices with a strong 

emphasis on launching new products, firm will boost their performance. According to [40], “A 

product innovation is the introduction of a good or service that is new or significantly 

improved with respect to its characteristics or intended uses”. Other functional aspect also 

improving such as technical specifications, components and materials, incorporated software, 

user friendliness. Marketing innovation are a new method of marketing that change the design 

or packaging of the product,  placement, promotion and pricing [40]. Marketing innovation 

may open new markets, address customer needs, reposition products in the market to increase 

sales. Some researchers highlight that marketing innovation is one of the crucial factors of 

innovation for SMEs. Therefore, innovation is one of strategic management tools to support 

SMEs performance. Thus, the hypotheses have been proposed to investigate the relationship 

between innovation and firm performance of SMEs.  

 

2.1.5 Business Network   

Business networks are defined as close and lasting ties to key suppliers and customers of 

a company [41], which generally consist of existing linkages between different companies 

[42]. At the fundamental level, a business requires suppliers to provide resources for the goods 

or services they offer, or to provide resources to operate the business. Frequent connections 

and close ties with suppliers could have a beneficial impact on information and knowledge 

exchange and flow and could thus enhance processes and performance [43]. The supplier 

management method helps to quantify the time, resources and energy used to create good ties 

with suppliers. Organizations who use their clients and suppliers as resources during childbirth 

are more likely to grow more quickly [44]. This study will measure the relationship with 

suppliers as instruments in the business network. 



 

 

 

 

An outstanding buyer-seller relationship is a long-term win-win collaboration. A 

responsive supplier is an advantage for the entire business. A supplier who is handled in a 

friendly way, integrity and fairness can provide a quality product at the best price, offer good 

service and respond to special needs and emergencies. [45] opines that entrepreneurs will be 

able to get quality products, guarantee good service and ensure prompt delivery by forming 

relationships with suppliers. Suppliers influence the company dramatically on the expense, 

quality and distribution of goods and services. Enterprises need to build supplier strategies to 

enhance procurement capabilities for suppliers and to promote collaborations with suppliers so 

that market performance is increased [46]. In view of the short product life cycles, intense 

global competition, the need for sustainability and the increasingly growing consumer 

demands, cooperation between companies and their suppliers is becoming more and more 

relevant [47]. 

In Malaysia, some SME entrepreneurs use a strategic market network to manage their 

suppliers and learn about their competitors' strengths and weaknesses [48]. Furthermore, the 

researcher also found that strategic business network has significantly and positively affect 

business performance. New firms, particularly in the searching for new information, are more 

reliable in business network compared to those established. Thus, the hypotheses have been 

proposed to investigate the relationship between business network and firm performance of 

SMEs.  

3     Conclusion  

The Figure 1 below is a proposed conceptual framework for explaining the relationship 

between strategic management practices and their impact towards firm performance of SMEs. 

The framework assumes the resultant impacts of strategic management practices such as 

business strategy, organizational structure, competitive advantage, innovation and business 

network directly impact the performance of SMEs in term of non-financial aspects.   

 

 

 

 

 

 

 

 

Figure 1: Conceptual Framework showing the relationship between Strategic Management 

Practices and Firm Performance 
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