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INNOVATIVENESS OF MALAYSIAN FURNITURE INDUSTRY AT THE 
FIRM LEVEL 

 
By 

 
LAU LI HAR 

 
December 2013 

 
 

Chair: Mohd Shahwahid Othman, PhD 
 
Faculty: Institute of Tropical Forestry and Forest Products  
 
 
The Malaysian furniture industry is one of the main contributors to the country’s 
economy. However, it is losing its competitiveness and the industry needs to 
innovate and move up the value chain in order to survive in the competitive 
global market. In order to help the industry to innovate, more information on its 
state of innovativeness needs to be gathered. Therefore, the objectives of this 
study are: 

i. To assess the level of innovativeness of furniture firms. 
ii. To determine the main motivation of innovation. 

 
 
In order to assess the level of innovativeness of the furniture firms, the types 
of innovation were identified and defined. This information is then incorporated 
into the questionnaire, which was used in the interviews with furniture firms in 
Selangor. Information gathered was analysed using Correspondence Analysis 
to identify the innovative companies and what variables contribute to their 
innovativeness. These variables are then used to develop an Innovation Index 
for each company as well as the furniture sector. During the interviews, 
furniture firms were also asked on what were the main motivations for 
undertaking innovation activities. The answers were analysed to determine the 
main motivations of innovation. 
 
 
The first round of analysis showed that there are six Innovative companies and 
five Non-innovative companies. The other companies, which their 
Innovativeness cannot be determined, are grouped as ‘Intermediate’. Among 
the innovative companies, two types of behaviours towards innovation are 
observed. The first type is pro-active in seeking information needed for product 
development from various sources. The second type relies more on 
government and other companies within their group when carrying out 
innovation activities. The Non-innovative companies are found to be less 

http://www.econ.upm.edu.my/2011/wmv/research/publication.php?person=A00534
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enthusiastic in carrying out innovation activities. Further analysis done on the 
Intermediate group showed that there are three types of behaviours towards 
innovation.  

 
 

The Innovation Index showed that the Innovative companies have higher 
scores than the Intermediate and Non-innovative companies, except for a 
company, which is C10. C10, which is an Intermediate company, is found to 
have higher score than three Innovative companies.  

 
 
The analysis on motivation showed that the Innovative companies are 
motivated by two main types of desire in carrying out innovation activities. They 
are the desire to compete and win (Vengeance) and the desire for social 
standing and attention (Status). The Intermediate companies are motivated by 
many more different types of desire compared to the Innovative companies. 
As for the Non-innovative companies, they are found to be the most affected 
by the desire to collect and value frugality (Saving) as well as the desire to 
avoid anxiety and fear (Tranquility).  
 
 
The level of innovativeness of Malaysian furniture firms has been successfully 
assessed in this study. The firms are categorised into three levels of 
innovativeness and the level of innovation is found to be affected by the 
different types of desire that motivate them. However, the survey was confined 
to the Selangor area due to time and financial constraints. If the survey is being 
extended to other states, the innovativeness level, motivation and behaviour 
towards innovation of furniture firms in different states could be analysed.    
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Disember 2013 

 
 
Pengerusi: Mohd Shahwahid Othman, PhD 
 
Fakulti: Institut Perhutanan Tropika dan Produk Hutan 
 
 
Industri perabot di Malaysia adalah salah satu penyumbang utama ekonomi 
Negara. Walau bagaimanapun, daya saing industri ini kian merosot dan ia 
perlu berinovasi dan mencapai tahap rantaian nilai yang lebih tinggi untuk 
bertahan di pasaran dunia yang kompetitif ini. Oleh yang demikian, objektif-
objektif kajian ini adalah untuk: 

i. Menilai tahap keinovasian firma-firma perabot. 
ii. Memastikan motivasi utama dalam inovasi.  

 
 
Untuk menilai tahap keinovasian firma-firma perabot, jenis-jenis inovasi telah 
dikenalpastikan dan definisinya telah dijelaskan. Maklumat ini digabungkan 
dalam borang soal selidik yang digunakan semasa sesi temuramah dengan 
firma-firma perabot di Selangor. Maklumat yang dikumpulkan kemudiannya 
dianalisis dengan menggunakan ‘Correspondence Analysis’ untuk mengenal 
pasti syarikat-syarikat yang inovatif dan apakah pembolehubah-
pembolehubah yang menyumbang kepada keinovasian mereka. 
Pembolehubah-pembolehubah ini kemudiannya digunakan untuk 
menghasilkan Indeks Inovasi bagi setiap syarikat dan juga sektor perabot. 
Semasa sesi temuramah, firma-firma perabot telah disoal untuk mengenal 
pasti motivasi utama untuk menjalankan aktiviti-aktiviti inovasi. Maklum balas 
yang diterima dianalisis untuk menentukan motivasi utama inovasi. 
 
 
Analisis pertama menunjukkan terdapatnya enam buah syarikat inovatif dan 
lima buah syarikat tidak inovatif. Syarikat-syarikat yang selebihnya telah 
dikategorikan sebagai perantaraan kerana tahap keinovasian yang tidak dapat 
ditentukan. 
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Antara syarikat-syarikat inovatif, terdapat dua jenis tingkah laku terhadap 
inovasi yand telah diperhatikan. Jenis pertama adalah sikap pro-aktif dalam 
pencarian maklumat yang diperlukan untuk pembangunan produk dari 
pelbagai sumber. Jenis kedua adalah sikap kebergantungan kepada kerajaan 
dan syarikat lain di dalam kumpulan syarikat yang sama dalam menjalankan 
aktiviti-aktiviti inovasi. Syarikat-syarikat tidak inovatif pula didapati kurang 
bersemangat dalam menjalankan aktiviti-aktiviti inovasi. Analisis lanjut yang 
dijalankan terhadap kumpulan perantaraan menunjukkan terdapatnya tiga 
jenis tingkah laku yand berbeza terhadap inovasi. 
 
 
Indeks Inovasi menunjukkan syarikat-syarikat inovatif mempunyai skor yang 
lebih tinggi daripada syarikat-syarikat perantaraan dan tidak inovatif, kecuali 
sebuah syarikat, iaitu C10. C10 yang merupakan sebuah syarikat perantaraan 
didapati mempunyai skor yang lebih tinggi daripada tiga buah syarikat inovatif. 
 
 
Analisis ke atas motivasi menunujukkan bahawa syarikat-syarikat berinovasi 
didorong oleh dua jenis keinginan untuk menjalankan aktiviti-aktiviti inovasi, 
iaitu keinginan untuk bersaing dan menang (Dendam) serta keinginan untuk 
kedudukan sosial dan perhatian (Status). Syarikat-syarikat perantaraan pula 
didorong oleh lebih banyak jenis keinginan berbanding dengan syarikat-
syarikat inovatif. Syarikat-syarikat tidak inovatif pula didapati sangat 
dipengaruhi oleh dua jenis keinginan, iaitu keinginan untuk mengumpul dan 
berjimat-cermat (Simpanan) serta keinginan untuk menjauhi keresahan dan 
ketakutan (Ketenangan).  
  
 
Tahap keinovasian firma-firma perabot di Malaysia telah berjaya dinilai di 
dalam kajian ini. Firma-firma telah dikategorikan kepada tiga tahap 
keinovasian dan tahap inovasi dipengaruhi oleh jenis-jenis keinginan yang 
berlainan. Walau bagaimanapun, soal selidik ini terhad di kawasan Selangor 
disebabkan oleh kekangan waktu dan kewangan. Jika kajian ini dipanjangkan 
ke negeri-negeri lain, tahap keinovasian, motivasi dan tingkah laku firma-firma 
perabot terhadap inovasi di negeri berlainan boleh dikaji. 
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CHAPTER 1 
 
 

INTRODUCTION 
 
 

1.1 General Background 
 
 

The furniture industry is one of the major contributors of the country’s export 
earnings. In fact, Malaysia is the ninth largest exporters of furniture in the world 
(CSIL, 2009). In 2012, the country’s export of wooden and rattan furniture 
amounted to RM6.55 billion (MPIC, 2012), an increase of ten times the export 
value achieved 20 years ago, which was RM660.6 million in 1992 (MPI, 1993). 
The export value of furniture in 2012 constitutes of 32.4% of the country’s total 
export of major timber products.  

 
 

Malaysia is rich with natural resources and was once a top exporter of logs 
and timbers. Since then, the country has diversified into downstream 
processing such as furniture and panel products. During the First Industrial 
Master Plan (1986-1995), the main activities of the timber industry were driven 
by the production of logs, sawntimber and plywood (NATIP, 2009). The 
Second Industrial Master Plan (1996-2005), however, saw a shift of main 
activities from upstream processing to downstream processing. Furniture took 
over logs, sawntimber and plywood as the main contributor of the timber 
industry’s growth. The furniture sector has also recorded a remarkable 
average growth rate of 11% per annum in this period. In the Third Industrial 
Master Plan (2006-2020), exports of the country’s timber industry are targeted 
to grow at an average rate of 6.4% to reach a total of RM53 billion by 2020. 
The furniture and panel products, such as MDF and plywood are targeted to 
be the main contributors of this growth. 

 
 

1.2 The Malaysian Furniture Industry 
 

 
Furniture has always been one of the biggest sectors, in terms of exports, in 
the wood-based industry. In fact, it is the catalyst of the wood-based industry 
(SMIDEC, 2002).The furniture sector achieved an average annual rate of 
growth at 11%, which amounted to RM5.8 billion during the Second Industrial 
Master Plan or IMP2 (NATIP, 2009). The growth was mainly due to the readily 
available raw materials at competitive prices, relatively low labour costs and a 
continuous growth of the international timber market. However, all these 
advantages that aided the boom in the furniture industry, particularly the raw 
material supplies, have since diminished. Without these advantages, the 
furniture industry is now struggling for its survival let alone helping the timber 
industry to achieve the target of RM53 billion set by the Third Industrial Master 
Plan (IMP3).  
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The timber industry, including the furniture sector, is now relying heavily on 
cheap foreign labour to sustain its competitiveness in terms of price. It is 
estimated that at least a third of the production workers in the timber industry 
are foreigners (SMIDEC, 2002). With the recent announcement by the 
government to reduce the country’s dependency on foreign labours, the 
industry needs to look at other long-term solutions such as automation and 
attracting more local workers to work in the sector.  Ultimately, all these are 
going to increase the production costs and if the industry remains as a low cost 
producer, they cannot sustain their businesses. 

 
 

The issue of timber shortage has surfaced more than a decade ago and it is 
one of the main concerns of the whole industry. The government, on realising 
this issue, took on various initiatives to augment raw material supply such as 
initiated the forest plantation project and set up a Special Purpose Vehicle, i.e., 
the Forest Plantation Development Sdn. Bhd. and waived the import duty of 
raw materials to reduce the cost of importing. The forest plantation programme 
receives positive results from the industry but it will take at least another 15 
years before plantation timber will come into the market. An immediate solution 
to the shortage problem is to import. This measure, however, will not help to 
solve the rising production cost issue as the costs of importing are always 
increasing and the profit margin will always be shrinking if manufacturers 
continue to compete on price basis alone.  
 
 
The increase in global awareness on environment and safety issues has put 
on extra pressures to the industry. More and more standards and regulations 
are being imposed to ensure the sustainability of forests and to protect human 
health. Japan’s regulation on formaldehyde emission, the U.S.’s Lacey Act to 
control the illegal trade of wildlife and plants, Third Industrial Master Plan 
(IMP3) to control the spread of pests, and the Green Building Index are 
examples of such regulations and standards which have serious implications 
on the Malaysian timber industry. 

 
 

Malaysia’s furniture industry is still the main sector in the timber industry but 
its position as the top exporter in the world is being replaced by the emergence 
of low cost producers such as Vietnam. In 1999, Malaysia was the 8th largest 
exporter in the world, with a market share of 2.8% while Vietnam was at 
number ten with 0.6% market share. In 2008, Malaysia’s ranking drop to 
number nine with 2.2% market share, while Vietnam took over the number 
seven spot with 2.9% market share (Table 1). Malaysia is already losing its 
competitiveness and if the industry continues to do business the way they are 
doing now, it is afraid that Malaysia will not be able to maintain its top ten spot 
in the world furniture market. 
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Table 1. Market Share of the Major Exporting Countries 
Ranking Country Market Share, 

1999 (%) 
Country Market Share, 

2008 (%) 

1.  Italy 16.8 China 23.0 
2.  Germany 9.2 Italy 11.4 
3.  Canada 7.8 Germany 9.6 
4.  China 5.6 Poland 6.8 
5.  United States 4.9 United States 3.5 
6.  France 4.4 Canada 3.2 
7.  Poland 3.9 Vietnam 2.9 

8.  MALAYSIA 2.8 France 2.9 
9.  United Kingdom 2.7 MALAYSIA 2.2 
10.  Vietnam 0.6 United Kingdom 1.3 
11.  Japan 0.4 Japan 0.8 
12.  Others 40.9 Others 32.3 

 TOTAL 100 TOTAL 100 

(Source: CSIL, 2009) 
 
 
The furniture industry in Malaysia is still considered a commodity business and 
most of the exporters are competing in the segment where the profit margin is 
low and gain is obtained by selling at higher volume. To move away from this, 
manufacturers need to carve distinct product identity in the marketplace to rise 
above the clutter. This process does not only involve product design and 
quality but the entire business processes such as strategic planning, 
procurement of raw materials, marketing and service delivery. In another 
words, the industry needs to innovate. 
 
 
Innovation is the key ingredient for success in today’s competitive global 
business environment (MASTIC, 2006). In recognising this importance, 
Malaysia implement various programme to improve the country’s level of 
innovativeness. It was evident in the Fifth Malaysia Plan (1986-1990), in which 
a separate chapter was devoted to science and technology for the first time 
(Lee & Lee, 2007a). The government has also improved the financing of 
innovation-related activities through grants and tax incentives. At the same 
time, the government carries out the National Survey of Innovation (NSI) to 
measure the level of innovativeness of the country’s manufacturing sector.  

 
 

The NSI was developed based on the guidelines and questionnaire design 
provided in the Oslo Manual and the Community Innovation Survey (CIS). The 
NSI was carried out for the following periods:  

 NSI-1: 1990-1994 
 NSI-2: 1997-1999 
 NSI-3: 2000-2001 
 NSI-4: 2002-2004 
 NSI-5:2005-2008 
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According to the latest NSI report (NSI-4), furniture firms constitute only 5.2% 
of the total innovative firms in Malaysia. The most innovative sector is the food 
products and beverages (10.1%), followed by the rubber and plastic products 
(8.0%) and, the television and communication equipment and apparatus 
(6.8%). The survey allows the government to assess the state of 
innovativeness in the country and the effectiveness of the programme 
implemented in order to make the country a scientifically and technologically 
developed economy by 2020. The survey also allows the benchmarking of 
Malaysia to the European countries as the methodology used in the NSI 
followed closely those used by the CIS (MASTIC, 2006).  
 
 
1.3 Problem Statement 

 
 

The Malaysian furniture industry is one of the main contributors to the country’s 
economy and Malaysia is one of the top ten largest furniture exporter in the 
world. However, the industry is losing its competitiveness with the emergence 
of low cost producers such as China and Vietnam because of rising cost and 
dwindling supply of resources (MTC, 2004; and Nor, Tamyez, & Nasir, 2012). 
The two countries have more market share than Malaysia in the world furniture 
market since 2008 (Table 1).  
 
 
The Malaysian furniture industry relies heavily on rubberwood, which has been 
a very important driver of the industry’s development (SMIDEC, 2002). 
However, it is perceived as a low value timber thus rubberwood furniture is 
unable to reach the higher-end segment of the market (MTC, 2004).  
 
 
Apart from relying heavily on rubberwood, Malaysian furniture industry is 
characterised by Original Equipment Manufacturing (OEM) (SMIDEC, 2002).In 
the OEM system, firms produce products according to their buyers’ precise 
specification and they have very low cost production to compete with their 
competitors (Bojei, Othman & Yeap, 2002).  
 
 
The industry competes primarily on price basis because of the use of low value 
timber and the OEM system, which have shaped the industry into a low profit 
margin sector (SMIDEC, 2002). To strengthen its position as a top furniture 
producer in the world, Malaysia needs to move up the value chain and shift its 
focus away from competing on price basis (MTC, 2004). Furniture companies 
need to innovate to gain competitive edge and to avoid competing on price 
alone (Muhammad, Sharifah & Mastika, 2013; and the Department of Trade 
and Industry United Kingdom, 2005). 
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In this industry, new models come out every new season or when a firm takes 
part at major national or international fairs (Morrison, 2003). In order to be 
successful, especially in the international market, furniture makers need to 
churn out new models frequently. This makes new product development 
crucial to furniture manufacturers, because the furniture industry is not only a 
commodity-type manufacturing sector but also a fashion-sensitive business 
(Cao & Hansen, 2006).  
 
 
When designing new models, changes are made to give the product a new 
appearance as well as the required form and function. In the process of doing 
so, design also deals with the technical properties, features associated with 
ergonomics, functionality, strength, safety and durability of a product 
(Dziegielewski & Fabisiak, 2008). All these are parts of innovation.  
 
 
More and more countries recognise the importance of innovation for business 
and economic growth (Therrien & Mohnen, 2003). As in the case of Malaysia, 
the government implements various programme to promote innovation 
activities and carries out the NSI to develop a better understanding of 
enterprise innovation. However, information on the level of innovativeness at 
the firm level is lacking and little is known on what motivates the firms to 
innovate and what is their ultimate goal to innovate. Therefore, this study aims 
to find out how innovative the Malaysian furniture industry is and what 
motivates them to innovate. By knowing this, policy makers will be able to plan 
for a concerted effort in promoting innovation among furniture makers and help 
them to move up the value chain and away from the low profit margin sector. 
 
 
1.4 Objectives of the Study 
 
 
In the previous studies on furniture industry, innovation is considered the 
ultimate drive for business success (Cao & Hansen, 2006). By contrast, the 
factors which drive this innovation are less known or varied greatly in different 
countries (Yrigoyen, 2011; Heanue & Jacobson, 2008; and Cao & Hansen, 
2006). The academic perspective of this study is to provide empirical setting 
to the question of what correlates to this innovation factor and exploratory 
multivariate analysis will be used to uncover this research. Therefore, the 
objectives of this study are: 

i. To assess the level of innovativeness of furniture firms. 
ii. To determine the main motivation of innovation. 
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1.5 Significance of the Study 
 

 
The main contribution of this study is its addition to the present literature on 
innovation in the Malaysian furniture industry. Previous studies often analyse 
innovation in a specific area such as technical innovation or product innovation 
(Muhammad et al., 2013; Nor et al., 2012; Ngah & Ibrahim, 2009; Morrison, 
2003; Lefebvre & Lefebvre, 1993; and Roper, 1997).  However, innovation in 
a manufacturing firm is not limited to only product or technology. Other aspects 
such as marketing and business practices are also important contributors to a 
firm’s success. To analyse innovation in a more wholistic manner, this study 
includes different aspects of innovation in manufacturing practices as well as 
the processes in which innovation is achieved. This enables the proper 
analysis of a firm’s innovativeness and it provides a better framework on 
innovation for future studies. 
 

 
Presently, various studies have been carried out on innovation in the furniture 
industry. However, innovation is often analysed at the industry or sectoral level 
such as the studies by Ng & Thiruchelvam (2012) and Cao & Hansen (2006) 
as well as the NSI carried out in Malaysia. As such, little is known about 
innovation at the firm level. In this study, innovation is examined at the firm 
level and the innovativeness of each firm is determined. This analysis provides 
comprehensive understanding on the firms’ characteristics that contribute and 
hamper the success of innovation. This information is useful for the formulation 
of strategic development programme by the government for the Malaysian 
furniture industry as well as for future studies on innovation in other 
manufacturing industries. 

 
 

Innovation at the firm level is affected by many factors and it is found that there 
is a robust relationship between individual motives and innovative performance 
(Sauermann & Cohen, 2010).  This study analyse different types of individual 
motives that contribute and hamper the success of innovation. This information 
enables policy makers to formulate strategic development policies to 
encourage more furniture firms to increase their level of innovativeness and 
transforming the Malaysian furniture industry to become a productive, 
competitive and efficient industry to compete in the global market. This will 
ultimately help the timber industry to achieve its target of RM53 billion by the 
year 2020. 
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