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Abstract

Small and medium enterprises due to their smaller size and resources face numerous
challenges to sustain themselves. In the face of mounting pressures from the competitors,
SMEs need to position themselves in such a way so as to cater for the changing customer
needs and expectations of their customers. To achieve this, developing the internal knowledge
and knowing capabilities becomes imperative. The present study is an attempt to investigate
the role of intellectual capital towards sustainability. Sample consisted of SMEs selected from
the database of Federation of Malaysian Manufacturers. Self-administered questionnaires
were distributed to 335 respondents with a response rate of 51%. The results of the study
indicate that intellectual capital is having a significant relationship as well as influence on
sustainability of SMEs. Further, multiple regression results reveal that knowledge and
innovativeness dimensions of intellectual capital are more influential in creating
sustainability for small enterprises. However, employee competences, intellectual agility and
skills have been found to insignificant in Malaysian context. The results reveal that if
intellectual capital of the employees is not optimally harnessed, it would lead to failure. The
study is significant not only for the owners/managers of SMEs but also for the policy makers.
Future directions are also provided for researchers interested in the area.

Keywords: Intellectual Capital, Sustainability, Knowledge, Competence, Innovativeness,
Skills, SMEs, Malaysia.
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1. Introduction

Modern day business environment is not only complex but also full of challenges. The move
towards knowledge economy has resulted in numerous challenges, the foremost being
remaining competitive. Organizations of all sizes face this dilemma and especially small and
medium enterprises (SMEs) are more vulnerable to external economic shocks as compared to
larger organizations in this competitive knowledge oriented business environment that results
in their failure (SMEAR, 2012). Large number of studies indicate that majority of the small
firms disappear within the first five years of their operation (Cook, Campbell & Kelly, 2012;
Kuratko & Hodgetts, 2004; Shane, 2012; Zimmerer, Searborough & Wilson, 2008).
Business failure not only affects the firms but also national economies by affecting the
employment rates and contribution to the national income (Fritsch & Noseleit, 2013).
Researchers argue that despite the potential of adding jobs faster than bigger firms, smaller
firms also eliminate them faster with each business failure (Haltiwanger, Jarmin, & Miranda,
2013). Thus, survival and sustainability of the small firms is crucial for the overall economic
development of the country.

Malaysia being fast developing country relies heavily on SMEs for economic development.
Their role has also been recognized by Malaysian government due to their numbers, size, and
nature of operations for economic growth (Aris, 2006). SMEs have been the highest
employment generator in Malaysia with approximately 60% of total labor force being
employed by them (SMEAR, 2012). Despite the efforts of the Malaysian government to
develop SMEs in the country, the overall success rate stands at 58% (SMECorp, 2013)
indicating a failure rate of 42%. This is mainly due to the fact that majority of the people
employed by SMEs are non-skilled and the skilled workforce needed for innovation and
expansion was in dearth (SMEAR, 2012). According to Rosli (2012) Malaysian SMEs
emphasize far less on innovation and global orientation as compared to cost minimization,
product differentiation and market niche to compete in the market place. They are also less
inclined to invest in internet and research and development (R&D), which reflects badly on
their effectiveness. Investment in R&D requires highly skilled experts that provide the much
needed knowledge and innovation for SMEs sustainability. The existence of competition
makes human resource, a survival and existence key, capable of providing hedge to SMEs in
term of profit and sustainability. It is a vital tool capable of reviving a dying company as well
as provide a strong base for sustainability to healthy ones (Obasan, 2012).

Sustainability of an organization in this globalized competitive business environment has
taken a paramount importance. Across the world, business organizations especially small and
medium enterprises are working to attain competitive advantage and sustainability through
developing skilled human resources as well as linkages that would help them achieve
competitiveness. The concept of sustainability is still a new concept in among Malaysian
organizations and many industries and businesses do not understand the benefits of
sustainable practices (Goh, Seow & Goh, 2013; Yacob, Aziz, Makmor & Zin, 2013). In a
study of SMEs in Malaysia, Koe and Majid (2013) and Yacob, et al., (2013) found that
though SMEs were aware of sustainable practices and had plans for implementing them as
well, but the actual adoption of sustainable practices were less embracing. Research
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highlights that Malaysian SMEs face many challenges in a globalized world such as lack of
financing, low productivity, lack of managerial capabilities, low skilled workforce, inability
to adopt technology, lack of information on potential markets and customers and global
competition (Hashim, 2012; Hoq, Ha & Said, 2009; Kee-Luen, et al 2013; Saleh, Caputi &
Harvie, 2008).

UNESCAP (2013) highlights that there is a need of high technology skills, if Malaysia wants
to move from middle income bracket to high income by 2020. The report further highlights
that the local organizations employ less skilled workers as compared to foreign owned
Malaysian organizations. Furthermore, Malaysian firms lack absorptive capacity to upgrade
manufacturing activities from low to high value added activities. Due to lack of proper skills
among the local population, local companies have not been able to fully benefit from
knowledge or technology spillovers from foreign companies. Aldaba and Aldaba (2010) have
highlighted that SME manufacturing sector can benefit hugely from skilled human resources,
industrial and technology upgrading or development of technological capabilities and
specialized skills of firms, improved linkages between local firms through information
exchange, capacity building and adequate funding for the competitiveness and linkages
program by the government. Highly skilled and educated labor force would be in a better
position to adopt new technologies as compared to low skilled workforce (UNESCAP, 2013).
The absorptive capacity of local companies is also largely determined by the research &
development capacity of the firm and the level of education among the employees (Lipsey &
Sjoholm, 2005; Suyanto & Block, 2009). Thus, the importance of SMEs cannot be
underestimated and for them to develop and sustain for longer period of time they need
stronger intellectual capital. The present study is an attempt to investigate the role of
intellectual capital towards sustainability of small and medium enterprises in Malaysia.

2. Literature Review

2.1 Sustainability

The concept of sustainability has been associated with Wes Jackson’s work on agriculture
(Jackson, 1980) which was later on taken up by Brundtland Commission Report. The report
defined sustainability in terms of development of the human ecology as ‘development that
meets the needs of the present generation without compromising the ability of future
generations to meet their own needs’ (WECD, 1987). In terms of business organizations,
sustainability refers to as the meeting the needs of an organization’s direct and indirect
stakeholders such as shareholders, employees, clients, communities etc, without
compromising its ability to meet the needs of future stakeholders as well. To attain this
organizations have to maintain and grow their economic, social and environmental capital
base while actively contributing to sustainability in the political domain (Dyllick & Hockerts,
2002). The brundtland report also emphasized on the role of technologies and highlighted that
developing countries need to work to develop their technological base for sustainable
development. To develop the technological base, skilled and capable human resource is
required. However, Malaysia, being a developing country falling in the middle income group
lacks skilled workforce (Rosli, 2012; Martinez-Fernandaz & Choi, 2013). This workforce is
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needed not only to drive the innovation but also is essential for growth of science and
technology related industries.

From business perspective, sustainability connotes three dimensions: economic, social and
environmental (Choi & Ng, 2011; Leaniz & Bosque, 2013; Sheth, et al. 2011). Sustainability
is an approach, organizations around the world are increasingly adopting to conduct
businesses, but the research highlights that majority of the organizations though appreciative
of the sustainability practices are slow to adopt them (Leaniz & Bosque, 2013). Out of three
sustainability dimensions, literature has repeatedly focused on the environmental dimension
because of the impact of rapid consumption on the environmental degradation and
eco-system resource constraints (Choi & Ng, 2011; Sheth, et al., 2011). The interrelationships
between society, the environment and economic or industrial development are integral to the
concept of sustainability (Hutchins & Sutherland, 2008).

Economic dimension of sustainability refers to the organizational capability to create value
and enhance financial performance (Leaniz & Bosque, 2013). With the increased
international economic and financial crisis, governments and organizations are deeply
concerned with the economic sustainability dimension due to fear of job losses and financial
risks to various programs and projects undertaken by the governments and businesses (Choi
& Ng, 2011). Researchers have outlined two aspects of economic sustainability: cost
reductions and economic interests of external stakeholders such as improvement in economic
wellbeing and cost of living (Sheth, et al 2011). Leaniz and Bosque (2013) highlight that
organizations involved in sharing of information with the stakeholders regarding their profits,
achieving long term success, improving economic performance would help achieve economic
sustainability.

Since publication of Brundtland Commission Report, the notion of environmental
responsibility is becoming more pronounced. An environmentally responsible firm can be
described as one which seeks to limit or prevent damage to existing natural environment
(Schaper, 2002). According to Murphy, Poist and Braunschweig (1995) it is the practice of
responding to environmental issues in a socially responsible manner; whilst Longenecker and
Moore (2006) argue that it is the effort to protect and preserve the environment.
Environmental responsibility within an organization can take the form of steps to reduce,
recycle and reuse raw materials and waste materials; minimizing the impact of transportation,
energy and water usage by organizations, donating or contributing to environmental groups;
adoption of environmental policy (ISO standards) or reduction in pollution by the
organization (Schaper, 2002). Sidek and Backhouse (2014) has pointed out that certain key
elements such as attitude , awareness, characteristics, support etc of SMEs either compel or
hinder their adoption of environmentally sustainable practices. In case of Malaysia, being a
developing country environmental sustainability is still in its early stages. With government
focusing on taking steps in environmentally sustainable practices for industries and
businesses, issues have been reported in adopting such practices. In a study by Sidek and
Backhouse (2014) found that family owned SMEs in Malaysia were more reluctant to change
their management practices regarding adoption of environmentally sustainable practices as
compared to modern SMEs. Furthermore, the authors also found that export oriented SMEs
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were more environmentally sustainable oriented as they had to comply with international
standards and regulations for exporting their products as compared to SMEs that focused
more on internal market.

The social dimension of sustainability relates to the societal issues and is concerned with the
well-being of people and communities as a non-economic form of wealth (Choi & Ng, 2011).
This dimension has gained popularity mainly due to the fact that people expect organizations
to do more for social well-being of the communities in which they operate (Mohr & Webb,
2005). Leaniz and Bosque (2013) are also of the view that organizations engaging in
community welfare oriented programs such as solving social problems, collaborating in
cultural and social events, committing to improving the welfare of communities would obtain
competitive advantage. The social sustainability has not been well-defined in the literature
and less focus has been paid on this dimension of sustainability. However, there are
researches that have related social sustainability to legislative issues or human health and
safety issues rather than cultural and ethical consequences of decisions (Hutchins &
Sutherland, 2008; Seuring & Muller, 2008). Bramley and Power (2009) argue that social
sustainability is social capital, social cohesion and social exclusion. His argument is based on
literature that equates social sustainability as social development in attaining basic
development issues like access to necessary goods and services and other higher order needs,
which has also been highlighted in the Brundtland report. The report emphasizes that once
people’s basic needs are met can they begin to actively address other issues concerning
environment etc.

2.2 Intellectual Capital

In this age of information and globalization, information is considered as a main input for all
organizations whether big or small. This information is intangible in form and the real value
lies in the skills and knowledge of people (Topal, Conkar & Mustafa, 2008), which is the
intellectual capital of the organizations. This intellectual capital with all its components is
abstract in nature that provides competitive advantage to organizations against their rivals in
the market place. It is a phenomenon like information that can only be observed (Topal, et al.,
2008) and are mostly related to the skills, knowledge, innovativeness of employees etc.
(Bontis, 2001).

According to Nahapiet and Ghoshal (1998) intellectual capital is the knowledge and knowing
capability of a social collectivity. The social group exhibits two major forms of knowledge
social explicit and social tacit which are collective in nature. According to McGrath and
Sparks (2006) knowledge that forms intellectual capital can be viewed as two processes that
is combination and exchange. Thus, intellectual capital is the combination of new and
previous knowledge that were being held but not connected. Exchange is often the key
facilitator of this combination and this can occur through networks alone (McGrath and
Sparks, 2006). Similar views have also been expressed by Papagiannidis, Li, Etzkowitz and
Clouser (2009) who links human capital a component of intellectual capital (Wall, et al. 2004)
to social capital through networks. It is thus, the human potential possessed by an
organization, which can be converted to intellectual assets (Bounfour & Edvinsson, 2005;
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Grajkowska, 2011).

Dzinkowski (2000) has termed intellectual capital as fixed and flexible and input and output
of a value creation process, that is, fixed as in patents and flexible as in human capabilities;
whereas intellectual capital if seen in terms of input and output is knowledge converted into
value. This value is created through the human assets employed by organizations. Edvinsson
(1997) argues that human capital is volatile and cannot be owned but can only be traded to
enhance performance of an organization, thus making it a strategic asset. Moore and Craig
(2008) while discussing the strategic importance of IC highlight that the organizational
management rarely treats IC as of strategic importance. Thus, there is a need to understand
the strategic importance of IC by the decision makers for gaining leverage of such resources
(Moore & Craig, 2008).

2.3 Hypotheses Development and Model of the Sudy

Moore and Craig (2008) are of the opinion that the most important strategic business purpose
of an organization is to attain the competitive positioning and its continuation. To achieve this,
the top management of organizations is always trying to leverage the intangible assets to
attain the sustainable competitive position in the market place. Similar arguments have also
been proposed by Bartholomew (2008), who is of the opinion that organizations need to
become better at acquiring and creating and utilizing the existing intellectual capital if they
want to remain competitive. He further highlights that the role of knowledge especially tacit
knowledge is of utmost importance if organizations need to be successful in the future.

As the world moves from information age to knowledge age, everything moves faster and
gets intertwined with other people, societies and technologies. The explosion of information,
communication, speed and networking has increased the state of complexity, which is
characterized by Bennet and Bennet (2004) as increasing change, rising uncertainty, growing
complexity and ubiquitous anxiety (CUCA). With the increased uncertainty in today’s world,
individuals need to be more flexible, adaptable and having larger perspectives to a problem
solutions. Employees need to think for themselves, collaborate and study their environment in
order to take right decisions and actions (Bennet and Bennet, 2010). As the environment
changes, the competencies and capacities of today’s worker need to be changed for ensuring
flexibility, quick responsiveness, resilience, robustness and continuous learning for
sustainability (Bennet and Bennet, 2010).

Hashim (2012) and Saleh, et al (2008) highlight that skills, knowledge, competencies of
employees is of utmost importance for SMEs not only to acquire new technology and
knowledge but also for their survival in this globalized world. Due to the limited capacities of
SMEs they are less innovative as compared to their counterparts in other countries (Hashim,
2012). However, Kee-Luen et al. (2013) have found that Malaysian SMEs do put emphasis
on internal learning and growth to achieve competitiveness. Furthermore, the knowledge,
values, skills and experiences of employees have significant impacts on social and
environmental sustainability of SMEs and this intellectual capital can be used to attain
competitive advantage for promoting innovations regarding social and environmental
practices and keeping themselves ahead of competitors (Loucks, et al. 2010). Thus, based on
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the discussion above, we hypothesize that

HI1: There is a strong relationship between intellectual capital and its dimensions and
organizational sustainability.

Knowledge

Skills

Competency Intellectual Capital Sustainability

A 4

Innovativeness

Intellectual Agility

3. Methodology

The study was conducted to investigate the role of intellectual capital in the sustainability of
SMEs. Using survey design self administered questionnaire (SAQ) were distributed to the
sample. SMEs belonging to Federation of Malaysian Manufacturers (FMM) were considered
as the population. In addition, micro-enterprises were not part of the study and were thus,
excluded from the population frame. The sample was selected using systematic random
sampling technique. The sample size for the study was 335, based on Krejcie and Morgan
(1970) sampling size formula. For the unit of analysis, it was found appropriate to take the
responses from the manager/owners of the SMEs or their proxies, if the owner/manager was
not available.

The instrument for the study was developed after extensive literature review. The instrument
consisted of 37 items comprising knowledge, skills, competency, intellectual agility and
innovativeness dimensions of intellectual capital. The sustainability variable was measured
using 41 items corresponding to the three dimensions of social, economic and environmental
sustainability. The SAQ was mail delivered to the selected respondents. In addition, web
based questionnaire was also distributed by sharing the link with the respondents through
emails. After repeated requests via emails and also through telephonic conversations, a total
of 171 usable questionnaires were collected, making a response rate of 51%.

The instrument was subjected to exploratory factor analysis and reliability testing. The
reliability of the instrument was found to be between 0.80-0.90 indicating that the instrument
was reliable. Further, factor analysis results indicated the validity of the instrument. Validity
was also established through extensive literature review. After establishing the validity and
reliability of the instrument, the data was subjected to further statistical tests such as Pearson
correlation and regression analysis. Before proceeding to regression analysis, assumptions
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related to regression were satisfied by the researchers.

The demographic profile of the respondents indicated that 41.2 percent of the SMEs were
from manufacturing sector while 58.8 percent of the SMEs belonged to services sector. The
employee category indicated that majority of the SMEs (59.7%) had more than 5 and less
than 30 employees; while 36.1 percent of SMEs had employees in the range of 30-74. Only
4.2 percent of SMEs had more than 75 and less than 200 employees. These employee
categories corresponded to the new definition that has been adopted by Malaysia. The gender
category indicated that majority of the owners/managers were male (62%) and only 38
percent were females. The owners/managers were asked whether they provided any kind of
training to their employees for building their skills and competencies. The results related to
training indicated that majority of the owners/managers of SMEs (40.6%) did not provide any
kind of training to their employees. The remaining SMEs owners/managers indicated that
they have been providing training in the form of short courses to enhance the skills and
capabilities of their employees (35.3%); while 17.6 percent of SMEs had provided higher
education opportunities and only 6.4 percent had provided technical trainings to their
employees.

4. Results and Discussion

Pearson correlation analysis was used to establish the relationship between intellectual capital
(IC) and its dimensions and organizational sustainability. The result of correlation is shown in
Table 1. The result indicates that intellectual capital and sustainability are strongly correlated
with each other (r = .663, p<0.01). Similarly, the correlation for the dimensions of IC
indicates that all five dimensions have a strong and positive relationship with sustainability.

Table 1. Correlation Matrix

Sustainability | IC Know |Innov |[Comp [IA Skill
Sustainability 1
Intellectual Capital |.663 1
Knowledge 667 7827 |1
Innovativeness 569" 7257 5497 |1
Competence 4817 7977|5747 3637 |1
Intellectual Agility |.456 835|524 4177 6627 |1
Skill 446" 8247|5257 347|688 [.7557 |1
**, Correlation is significant at the 0.01 level (2-tailed).

The regression analysis was performed to check for the relationship between intellectual
capital and sustainability and also to find out the most influential dimension of intellectual
capital that influences sustainability. The results for regression analysis are shown in Table 2.
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Table 2. Regression Analysis

Model Summary Beta t Sig.

IC-Sustainability R .663 770 | 12.045 | .000

R? .440

Adj. R* .437

F 145.084 (p = 0.000)
Knowledge R .718 301 | 5.962 | .000
Innovativeness R?.516 483 | 4.386 | .000
Competence Adj. R*.503 188 | 1.097 | .274
Intellectual agility F 38.619 (p =0.000) | .096 | .276 | .783
skills 023 | 562 | .574

The regression result for IC and sustainability indicate a strong relationship between the two
variables (R = .663). The R2 indicates that IC is causing 44 percent variation in sustainability
(R2 .440). The overall model for IC-Sustainability is fit as indicated by the F-statistic value.
Further analysis indicates that IC has a strong influence on sustainability (f = 0.770, p <0.01).
Similarly, multiple regression was applied to test the relationship and influence of dimensions
of IC on sustainability. The result is shown in Table2. The multiple regression results indicate
that Knowledge (f = 0.301, p < 0.01) and Innovativeness of employee (f = 0.483, p < 0.01)
are having strong and statistically significant influence on sustainability. However,
competence (f = 0.188, p > 0.05), intellectual agility (B = 0.096, p > 0.05) and skills of
employees (B = 0.023, p > 0.05) were found to have no significant influence on sustainability.
Similarly, the result indicates that out of all five IC dimensions, innovativeness of employees
has the highest impact on sustainability, which is followed by knowledge dimension of IC.

The results of the study are important from SMEs perspective. The results indicate that
intellectual capital is one of the most important factors in attaining sustainability by SMEs.
The results of the study are in line with the previous studies that indicate Intellectual capital
to be one of the most valuable intangible resource for organizational growth in today’s
knowledge based economy (Karchegani, et al. 2012) and to attain competitive advantage
(Aas & Pedersen, 2011; Kramer, et al. 2011) through innovativeness of the employees
(Spahic & Huruz, 2012; Wang & Wang, 2012) for increased performance as well as to attain
sustainability (Karchegani, et al. 2013; Rosenbusch, et al., 2011). The present study do agree
with Rosli (2012) who highlighted that Malaysian SMEs emphasize less on innovation and
also spend less on R&D. However, R&D requires highly skilled employees. The results do
indicate that Malaysian SMEs have less competent and agile workforce as indicated by the
insignificant results for competence, intellectual agility and skills. Furthermore, Malaysian
SMEs also do not provide training to their employees, which is essential for building up the
skills and competencies of the employees especially in this knowledge economy. These
training whether technical, higher education or short courses for enhancing skills are
necessary to make employees more agile and adaptable to the external environment. This
agility helps employees as well as owners/managers of the small enterprises to seek
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opportunities and also to keep track of changes in the market and customer preferences.

Research highlights that skills, knowledge and competencies of employees are of utmost
importance for SMEs if they want to acquire new technologies and knowledge for their
survival (Hashim, 2012; Saleh, et al. 2008). It has been further highlighted that due to limited
capacities of SMEs, they are less innovative as compared to their counterparts in other
countries (Hashim, 2012). However, the results of the study contradict this point. The
employees are found to be knowledgeable and innovative in nature, however, their
competency levels have been found to be at low, which is translated into insignificant result
for competence, agility and skills. Researchers are of the view that organizational
sustainability stems from the organization’s capability to create sustainable value and its
intellectual capital including trust, loyalty, honesty and satisfactory stakeholder relations
(Bounfour & Edvinsson, 2005; Ciasulli & Troisi, 2013; Edvinsson, 1997). The value and
quality can be attributed to quality of employees’ an organization has. Furthermore, the
knowledge, values, skills and experiences of employees have significant impacts on social
and environmental sustainability of SMEs and this intellectual capital can be used to attain
competitive advantage for promoting innovations regarding social and environmental
practices and keeping themselves ahead of competitors (Loucks, et al. 2010).

5. Conclusion

The study investigated the role of intellectual capital towards sustainability of SMEs. The
results of the study are significant for the management of SMEs as well as for the policy
makers especially for Malaysian policy makers. Malaysian policy makers are emphasizing
more and more on the development of SMEs for economic and social development. The
results of the study signify the importance of intellectual capital and its dimensions related to
knowledge, innovativeness, competence, agility and skills of the employees. Previous
researches have also highlighted the roles of these factors of intellectual capital towards
attaining sustainability. Enhancing the knowledge, competencies, and skills of the employees
not only helps in organizational innovations that is of utmost importance in attaining
competitive advantage but also helps employees becoming more agile in nature. Intellectual
agility which has been found insignificant in the study is important for employees as it helps
them to adapt to the changing business environment and customer needs. Existence of
capable and competent human resources in the organization helps in attaining organizational
objectives. SMEs due to smaller size and resources should focus more on developing the
intellectual capabilities of their staff. These capabilities are not only concerned with
knowledge and information that exist in the environment and which should be translated into
meaningful actions but are also concerned with the skills and competencies of the individuals
that can be utilized by the smaller organizations and translated into competitive advantage
and sustainability.

To gain useful insights as to how SMEs utilize their employees an in-depth study using mix
methodology should be conducted. This would provide quite useful information regarding the
SMEs and their mindset. Furthermore, a comparative study between service and
manufacturing sector can also be done, which can provide insights regarding which sectors
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are more prone to utilizing the skills and competencies of their employees for attaining
sustainability. To enhance the skills and capabilities of existing employees, organizations
need to train their employees. For the purpose, role of on-the-job training and off-the-job
training is crucial. Thus, future studies can also look at the role of educational institutions and
their programs in developing the capabilities of the SME employees. Educational institutions
especially higher education institutions are important because of their programs that supply
skilled human resources to the market. Creating a linkage with these institutions can not only
help smaller organizations but can also help in the entrepreneurial efforts of these educational
institutions.
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