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ABSTRACT

The furniture sector in Malaysia has commendably thrived and has
significantly contributed to the economy wealth of this country. However, over
the years the state of the furniture industry has been on decline, requiring the
Malaysian Furniture industry to innovate in order to survive the global market.
Therefore, to achieve this goal this study seeks to explore the level of
innovativeness in the Malaysian Furniture industry. This study used
quantitative research approach where the primary data was collected via
interviews and was analyzed using SPSS software. The main findings of this
study revealed that, currently low innovation activities are taking place in the
Malaysian Furniture Industry despites its successful milestones over the
decades. There are mainly three types of innovations adapted in the firm
such as product innovation followed by process innovation and market
innovation. These innovations were found to be in accordance with its main
objective which was to improve the product quality. The analysis on
motivation showed that, the firms are mainly motivated to carry out innovation
activities by internal and external resources. R&D department and customers
were among the top internal and external factors that contributed to the
sources of innovation. These factors were found to play significant roles in
contributing to a firm’s success.



ABSTRAK

Sektor perabot di Malaysia telah berkembang dengan pesat dan
menyumbang kepada kekayaan ekonomi negara ini. Sejak kebelakangan ini,
keadaan industri perabot sedang mengalami kemerosotan dan iaianya
memerlukan inovasi supaya dapat bertahan di pasaran global. Kajian ini
bertujuan untuk meneroka tahap inovasi dalam industri perabot Malaysia.
Kajian ini menggunakan pendekatan penyelidikan kuantitatif di mana data
utama dikumpulkan melalui temu bual dan telah dianalisis menggunakan
perisian SPSS. Penemuan utama kajian ini menunjukkan bahawa, aktiviti
inovasi yang rendah sedang berlaku dalam industri perabot Malaysia.
Terdapat tiga jenis inovasi utama yang disesuaikan dengan firma iaitu
inovasi produk diikuti dengan inovasi proses dan inovasi pasaran. Inovasi ini
bersesuaian dengan matlamat utamanya iaitu untuk meningkatkan kualiti
produk. Analisis mengenai motivasi pula menunujukkan bahawa firma-firma
bermotivasi untuk menjalankan aktiviti inovasi oleh sumber dalaman dan
luaran. Jabatan R&D dan pelanggan adalah antara faktor utama dalaman
dan luaran yang menyumbang kepada sumber inovasi. Faktor-faktor ini
didapati memainkan peranan yang penting dalam mencapai kejayaan
sesebuah firma.
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CHAPTER 1

INTRODUCTION

1.1 Background

Malaysia is a country enriched with abundant of forest resources which makes it
a unique tropical country with multi-potentials to be discovered and to be
utilized. As such, as a developing country, Malaysia has shown tremendous
success by transforming from an agricultural-based economy to a manufacturing
based economy over a half century (Ratnasingam & Bennet, 2012). In fact, over
the years the percentage share of the agriculture and manufacturing sector
towards country’s gross domestic product (GDP) has been steadily increasing

as shown in Figure 1.

Agriculture Sector a

1970-29.0%
1996 -13.0%
2005- 8.0%

2010- 7.7%

Manufacturing sector
1970-14.0%
1996 -35.0%
2005-40.0%
2010-25.1%

Figure 1: Contributions of the agricultural and manufacturing sectors to the gross
domestic product (GDP) of Malaysia

Source: Ministry of Finance Malaysia, 2014.



Malaysia which was once a top exporter of logs and timber has grown its
furniture industry to become one of the significant sectors in the nation's income
earnings and employment provision. Since the 1980's, the industry has been
developing rapidly with an annual turnover rate of 10% with the provision of rich
forest asset and a plenteous supply of workforce (Ratnasingam & Bennet,
2012). While the Malaysian furniture industry was poised to surpass desires and
to proceed with its exponential development, the solid rivalry postured by low
regional low-cost producers like China and Vietham has made a few downturns
within the wood product sector to climb the esteem chain (Ratnasingam &
Bennet, 2012) . Correspondingly, in the recent years the percentage share of
the manufacturing sector towards country’s gross domestic product (GDP) has

been declining as shown in Figure 2.

/_ Manufachiring sector \/_ Agriculture sector \

2003-27.535 % 2005-8.26 %
2006-28.03 % 2006-3.28 %
2007-27.19% 2007-7.90%
2008-26.13 %% 2008-7.82 %
2009-24.15 % 2009-7.93 %
2010-23.16 % 2010-7.57 %
2011-25.04 %% 2011-7.62 %
2012724834 % 2012°-7.31 %
2013°-2453 % 2013°-7.12 %

\\ 201472413 % /\ 2014°-7.01 % /

Figure 2: Contributions of the agricultural and manufacturing sectors to the gross
domestic product (GDP) of Malaysia from the year 2005-2014

Source: GDP by kind of Economic Activity at Constant 2005 Price, Ministry of Finance Malaysia,
2014.
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As the contribution of the manufacturing sector to country’s economy growth is
declining, thus it is vital to make sure that greater value-added and innovative
products are produced to achieve the Third Industrial Master Plan (2006-2020),
where the country’s exports of timber products are targetted to grow at an

average rate of 6.4 % to reach a total of RM 53 billion by 2020.

1.2 Problem Statement

The furniture industry is truly an exciting field as it constantly welcomes changes
through challenges and competition among the industry. Furniture can be
considered as a primary want of our everyday life, thus it is created with both
physical and aesthetic purposes to satisfy people's different levels of needs and
carving. The evolution of the furniture industry is determined by changing
consumer tastes and emerging needs. Innovation and resulting changes surely

do provide a direct mechanism for the furniture industry success.

In the current globalized world, like many other developing industries, the
furniture industry is going global and changing constantly with new ideas and
models being frequently churned out. Although ranked as the 10" largest
exporter of furniture in the world in the year of 2010 (Malaysian International
Trade and Industry Report, 2014), the Malaysian furniture exports, is now facing
competition which has never been so keen as a result of emergence of other
furniture low cost producing nations such as China and Vietnam. This has

caused Malaysia to decline to rank 15 among the major exporters of furniture in
3



the world in 2015. In fact, the Malaysian furniture industry is losing its

competitiveness due to rising cost and declining supply of resources.

The Malaysian furniture industry is an essential socioeconomic division which
contributes to nation's economy stability and development. As many countries
realizes and understands the significance of advancement in business and
economic improvement, the more focused and competitive they progress toward
becoming advance. To reinforce its position as a top furniture producer in the
world, Malaysian furniture industry is required to climb the esteem value chain.

However, with a specific end goal to climb, advancement is required.

Thus, this study hopes to discover the innovativeness level in the Malaysian
furniture industry, what encourages them to innovate and their objectives behind
their innovation. The findings of this study will hopefully identify what the industry
is lacking in terms of innovation and it also will become a good platform for the

policy makers to provide betterment, thus increasing the value chain.



1.3 Justification

One main important criteria that, the furniture industry should uphold is
innovation. It is the main key in order to improve value addition by decreasing
costs and productivity growth in the furniture industry (Ratnasingam & Bennet,
2012). Innovation in the industry is not only limited to the product or technology,
whereas innovation in other aspects such as marketing and business practices
are also a crucial contributor for success. By implementing innovation in the
furniture sectors in many ways, the Malaysian furniture industry can overcome
the competitiveness at global level. Hence, it is important to determine and
understand the depth of innovativeness level of Malaysian furniture industry, so
the industry could remain competitive and achieve its target of RM53 billion by
2020. Additionally, this study could help the policy makers to develop suitable

programs to push the industry towards more successful path.

1.4 Objectives of the Study

Therefore, the general objective of this study is to establish the level of

innovation in the Malaysian furniture industry.

The specific objectives of this study are:

1. To examine the level of innovation in the Malaysian Furniture Industry.
2. To identify types of innovation in the Malaysian Furniture Industry.

3. To explore the objective of innovation in the Malaysian Furniture Industry.



1.5 Scope and Limitations

This study is conducted to assess the level of innovativeness and the main
driving factors for innovation in Malaysian furniture industry. This study only
focused on three main types of innovation which are product innovation, process
innovation and market innovation. Further, due to time and financial constraints,
the survey was conducted primarily at the Malaysian furniture fairs, where most

of the manufacturers and exporters participated.
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