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ABSTRACT

Intellectual Capital (IC) is a knowledge-base equity of organizations has attracted many researcher during last decade.
IC is based on the soft assets or tangible assets of the organizations that will help for organizations to create value added
products and services. IC is also being increasingly viewed as a key determinant of business performance.Therefore
organizations need to identify the analysis of the IC assessment practices that may be the drivers of the traditional
indicators of business success. The purpose of this paper is to address this gap by investigating the effects of Intellectual
Capital Statement (InCas) and its components on business performance in Malaysian Small and Medium Enterprise
(SMEs).The study will be using a triangulation method that involves questionnaire, interview and expert opinion. The
questionnaire will be randomly distributed to SMEs. These findings will help SMEs to utilize more of their internal
resources to compete and survive the intensely competitive business environment. The implementation of InCaS from
the findings of this research may contribute a new paradigm in the field of business strategies. This study is considered
a first step in the knowledge-based research concerning intellectual capital in the Malaysian SMEs.
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Introduction

Intellectual capital (IC) is widely acknowledged as the most critical resource of modern organizations. Nevertheless,
empirical evidence on its actual contribution to the dynamics of the value creation process remains scarce, especially
within certain sectors and geographic regions. Today's economy is characterized by continuous globalization of
markets. SMEs are recognized as important components in much of Western economies. In Malaysia, SMEs have to
face several challenges, especially in the light of challenging and volatility of the global market. This includes the
abilities of the SMEs to compete globally.

Intellectual capital is a knowledge-based research field that still faces some lack of cumulative theoretical development,
presenting challenging opportunities to explore this concept further. From the practical view, this paper will offer
evidence that SMEs intellectual capital influences its performance. Thus, it provides a rough guide to help SMEs owner
prioritize their efforts in regard to the assessment of InCas used in this research, to support their business performances.

The Malaysian economy has recorded an average 7 per cent growth over the last three decades (Bank Negara Malaysia,
2001). This strong growth was generated by massive inflows of foreign direct investment (FDI) since the 1970s. Most
of these FDI are in the manufacturing sector that depends heavily on labor. However, due to increasing labor cost,
Malaysia could lose its competitiveness if it continues to depend solely on the production of labor-intensive goods and
eventually, this would affect future economic growth. Recognizing the urgency of promoting sustainable economic
growth, Malaysia began to promote the development of knowledge-driven economy in the early 2000s. The Knowledge
Economy Master Plan, published in 2001, consists of strategies to transform Malaysia from an input-driven to a
knowledge-driven economy. Malaysian companies need to change and require a higher level of knowledge mainly in
terms of competence and skills, a high degree of technological innovation, and a high degree of interaction between
personnel and clients to generate competitive differentiation strategies based on the level of service and assistance
provided to the clients (Veltri and Silvestri, 2011). Therefore, it is necessary for the SMEs to invest in their
development of human capital, organisational processes and corporate knowledge base in order to make competitive
advantage sustainable and durable. Hence, company’s intellectual capital is now seen as a major part of its operational
resources which showcase competitive advantage. Evidence abound that company’s success can be partly explained by
its IC efficiency and disclosure (Alipour, 2012; Hamzah & Ismail, 2008).

Intellectual capital (IC) had become the most important source on creating values and competitive advantages (Drucker
1993;Grant 1996).As a result of a higher IC recognition, researchers are also keen to assess its impact on the
companies’ business performance in companies. IC components as viewed by Edvinsson and Malone (1997) are human
capital, relational capital and structural capital. IC performance in the context of this study encompasses the
performance of these three components. Published intellectual capital statements (InCas) are rare documents. Several
authors (e.g Bontis et al, 1999; Petty & Guthrie, 2000) discuss new forms of reporting systems, which include "non-
financial" indicators. Rarely, however, were these reporting systems specifically developed as InCas. There is still a
lack of research about firm that set out to develop InCas. Therefore, there is little analysis of situation where intellectual
capital statements are seen as answers, just as there is little evidence about question that makes an intellectual capital
statement an interesting answer. This study is systematically focusing the influence of intellectual capital components
such as human capital, structural capital and relational capital as a tool for competitive advantage on performance of the
SMEs, in Malaysia. Among the objectives of this study is to fill the gap by investigating the affects of Intellectual
Capital Statement (InCas) and its components on business performance of the Malaysian Small and Medium
Enterprises (SMEs).

LITERATURE REVIEW

Malaysia SME’s Performance Scenario

SME:s are crucial to the development of the Malaysian economy. SMEs have long been recognized as the backbone to
the economy as they account for more than 90% of total establishment and are important generators of employment and
growth. A highly skilled and competent workforce is integral to Malaysia’s economic growth. While improving
profitability should be the goal for the companies, organizations should also pay attention to human capital
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development as its workforce is the key to their success. With a significant role to play in helping the country realize its
goal of becoming a high income nation and boost the sector’s contribution to the country’s GDP, SMEs must be willing
to adopt latest technology and incorporate innovation as part of their business strategies moving forward. Considerable
studies in literature show the important roles that SMEs play in the national economy and development (Hashim, 2007
and Janiunaite, 2010). The significant contributions to the economy can be seen in terms of creating opportunities for
jobs and providing considerable amounts to the gross domestic product (GDP) and these factors have been accepted
worldwide. Additionally, SMEs provide valuable contributions to the economy and society through the creation of the
entrepreneurial spirits, innovations and new business ventures that is crucial for fostering competitiveness, fighting
poverty and contributing to a stable family income. The contribution and improvement of firms’ performance is
primarily through the ways that they use the more valuable external resources wisely. The ability to compete in a
dynamic market depends on innovation practice and more intellectual capital which can provide SMEs with support to
sustain the solution of the issues of weak performance. SMEs are chosen since they make up 97.3 percent of business
establishments in Malaysia but in economy they contribute only about 32.5 percent of GDP and 19 percent of total
export value (Economic Census, 2011).

Intellectual Capital

“Knowledge-based economy” is a term which has been widely used to describe the situation in today’s world.
Knowledge-based resources are described as the main source in sustaining competitive advantage of a company (Ting
& Lean, 2009), and knowledge production has been regarded as part of the value creation process (Pulic, 2008). This
transformation created a new perspective in viewing company resources. In the knowledge based economy, Intellectual
Capital (IC), which affects business performance, is critical in value creation (Edvinsson, 1997; Lynn, 1998; Pulic,
1998). As a result of a higher recognition of IC, researchers are keen to assess its impact on the business performance in
companies.Various attempts have been made towards developing a widely accepted definition of IC, until most authors
finally agreed on its basic parameters. Klein & Prusak (1994) contributed to the creation of a universal definition by
defining IC as the intellectual material that can be formalised, captured and leveraged to produce a higher value asset.
In the same vain, Edvinsson and Malone (1997) defined IC as the knowledge that can be converted into value. Stewart
(1997) argued that intellectual resources such as knowledge, information and experience, are the tools for creating
wealth and defined IC as the new wealth of organizations. Sullivan (2000, p. 17) defined IC as “knowledge that can be
converted into profits”. Thus, there is a need to examine more closely the specific dimensions of intellectual capital that
are crucial to the firm performance. Although there is a variety of IC definitions, mostly due to the fact that both
knowledge- based and economic-based approaches exist (Burr & Girardi, 2002; Walsh et al., 2008), a considerable
number of scholars and practitioners identify three basic components of IC; human capital, structural capital and
customer (relational) capital (Bontis, 1998; Edvinsson, 1997; Holton & Yamkovenko, 2008; Mavridis & Kyrmizoglou,
2005; Tayles et al., 2007; Yang & Lin, 2009; Zerenler & Gozlu, 2008; Wall, 2007; Walsh et al., 2008).

Human Capital.

Human capital is the collection of intangible resources that are embedded in the members of the organization consisting
of competencies (including skills and know-how), attitude (motivation, leadership qualities of the top management),
and intellectual agility (innovation and entrepreneurship, etc). Human capital represents the individual knowledge stock
of an organization as represented by its employees4. Employees generate IC through their competence, their attitude,
and their intellectual agility (Roos, 1997). Competence includes skills and education, while attitude covers the
behavioral component of the employee’s work. Intellectual agility enables one to change practices and to think of
innovative solutions to problems.

Structural Capital

Structural capital represents the organization’s capabilities to meet its internal and external challenges. It includes
infrastructures, information systems, routines, procedures, and organizational culture. Structural capital is the skeleton
and the glue of an organization because it provides the tools (management philosophy, processes, culture) for retaining,
packaging, and moving knowledge (Bontis, 1999 and Roos, 1997) . Structural capital in this study is made up of
systems and processes (such as company strategies, computers, tools, work routines, and administrative systems) for
codifying and storing knowledge from individual, organization, and external supply chain partners.

154

( ;
Kuala Lumpur International Islamic ivilisations Conference



Proceeding — 5th Kuala Lumpur International Islamic Studies and Civilisations (KLilSC 5), 2-3
December, 2017, Hotel Bangi-Putrajaya, Bandar Baru Bangi, Malaysia. S = BEYEELy& L yoS Eivd

Relational Capital.

Relational capital involves a thorough understanding of the knowledge embedded in customer preferences and market
channels, including suppliers and relationships with government or related industry associations (Steward, 1991). It can
be defined as “the actual and potential resources in individual obtain from knowing others, being part of a social
network with them, or merely being known to them and having a good reputation. Relational capital involves the firm’s
ongoing relationships with the people or organizations it services, like market share, customer retention, defect rates,
and per customer profitability. Relational capital in this study is defined as the network resources of a firm. It result
from interactions between individual, organization, and external supply chain partners.

IC is a term that has grown in popularity in the last decade. The term intellectual capital was first coined by economist
John Kenneth Galbraith in 1960s (Steward, 1991). This article that recovers the term intellectual capital after more than
three decades has bring and impact and influence the management and research agenda. IC research provides a
theoretical bridge for exploring the linkage between the static notion (i.e., knowledge stocks) and the dynamic notion
(i.e., knowledge flows) of the firms’s resourced-based view. The resource and the knowledge-based view of the firm are
the frameworks for the theoretical development of intellectual capital. The intellectual capital literature also provides
holistic perspective of value creation for strategic management of the firm (Cabrita, 2008).

Earlier researcher (Riahi, 2003) proved that intellectual capital is essential in the firm survival and competitive success
as there is significant link between intellectual capital and firm performance. The competitive success of companies
depends more on the strategic management of intellectual capital and less on the strategic allocation of physical and
financial resources. The fact that intellectual capital underpins firm future value (Riahi, 2003), relevant to this
understanding on how intellectual capital can translate into higher organization. Hence, the intellectual capital statement
towards business performance can be hypothesized as:

H;.The human capital assessment in InCas has positive relationship with the business performance.

H,. The structural capital assessment in InCas has positive relationship with the business performance.

H;s.The relational capital assessment in InCas has positive relationship with the business performance.

Hy. Business performance level will improve by adapting Intellectual Capital Statement (InCas) .

THEORETICAL FRAMEWORK

Based on the previous reviews, the proposed framework can be proposed as Figure 1 below:-

Human
Capital
Intellectual Business
Struc"cural Capital
Capital Statements Performance
Relational
Capital

METHOD AND MEASUREMENT
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The study will be using a triangulation method that involves questionnaire, interview and expert opinion. The
questionnaire will be distributed to Malaysian SMEs listed under SME Corporation in order to gain the information on
the implication of implementing Intellectual Capital Statement (InCaS) in Malaysia. Then, the data again will be
supported by the interview session. The interview will be conducted to the several Head of Department in that particular
SME:s. The analysis of the data will be using SPSS for the quantitative data while qualitative data gained from interview
will be using NVIVO.

CONCLUSION

It is concluded that SMEs must work hard to promote modern business practices such as innovation and intellectual
capital. There are plenty of growing opportunities for SMEs. With the growing economic activities, SMEs which are
unable to keep up with the trends will face the risk of being left behind. This study aimed at shedding light on the
existing body of knowledge related to the Intellectual capital statement.

This conceptual paper will contribute to new findings in term of assessment of IC component which will impact for
developing Intellectual capital statement (InCas). InCas will offer great chances for SMEs which are the backbone of
the country economy. Intellectual Capital Statement (InCas) will provide knowledge management tools and techniques
that enables SMEs detect their intellectual capital and to communicate it before practicing its improvement and
innovative application. InCas has already been moving forward in European counties with Intellectual Capital (Incas)-
Made in Germany, Incas-Made in Sweden and Incas-Made in Europe. Noteworthy, with this in mind and proper future
planning will then be able to develop Intellectual Capital Statement (InCas)- Made in Malaysia.
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