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Abstract

The manufacturing industry plays a key role in Vietnam (due to its labour ad-
vantage), generating jobs, contributing to social and political stability, and
adding high value exports to help the balance payment. As Vietnam becomes
more and more active in its pursuit of global economic integration, the entry
of many foreign giants into its own domestic market will surely intensify the
competition. Recognizing the importance of functional competencies to the
firm’s performance will help the companies improve its competitiveness. In
addition, many researchers had emphasized the importance of an integrative
perspective study. Therefore, this study integrates four functions to investi-
gate relationship between four functional competencies and firm performance
of manufacturing companies in Vietnam.

To address these issues, a field survey of manufacturing companies in Viet-
nam was conducted with the use of structured questionnaires and mail survey.
A total of 725 questionnaires were sent by mail to manufacturing companies.
Consequently 125 questionnaires were mailed back at gross response rate of
17.24%. The sample composed of 63.6 per cent limited or joint-stock compa-
nies, 27.3 per cent state-owned enterprises and 9.1 per cent foreign capital or-
ganizations. Various data analysis procedures were applied including factor
analysis, descriptive analysis, single regression and multiple regression in or-
der to accomplish the objectives of the study.

The findings identified four set of items of functional competencies namely
manufacturing, marketing, research & development (R&D), and human re-
source and two set of items of organizational performances called profitability
and market performance. All of these factors had high loadings (all above
0.541) and high reliability (all above 0.794), indicating internal consistency.
Although these dimensions retain a certain degree of similarity with others
found in previous studies elsewhere, this collection of dimensions offers typi-
cal features of manufacturing companies in Vietnam.

It found that in general, manufacturing companies in Vietnam do not perform
very well their four functions: manufacturing, marketing, research & devel-
opment and human resource. This expected result came from a long period
where production and consumption were all planned and distributed by the
Government.

It was discovered that seven hypotheses out of eight were supported by the
empirical research and there were no unexpected results. The study confirmed

that those manufacturing companies in Vietnam putting more emphasis on

il
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marketing, research & development and human resource competencies can
expect to earn higher profitability and market performance. The study also
found the positive and significant relationship between manufacturing compe-
tency and profitability. These findings are consistent with some previous stud-
ies.
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1 Introduction

1.1 Background

Why do some companies perform well, while others do not? Do the func-
tional competencies of the firm have any influence on the success or failure of
the firm? To what extent do the different functions play a role in the growth
and performance of a single manufacturing company? These are the major
questions that will be addressed in this study.

Strategies are formulated to determine the way in which organizations can
move from their current competitive position to a stronger one. This can only
be achieved by improving specific functional competencies (Feurer et al,
1994).

A study conducted by Porter (1985) showed that companies that achieved in-
ternational leadership employed strategies that took advantage of their distinc-
tive competencies. These competencies included designing new products, in-
stalling new production technologies, adapting training programs, using qual-
ity control techniques, and improving supplier relationships (Li, 2000).

Vietnam has experienced significant economic progress since doi moi “eco-
nomic renovation” in 1986. These achievements have been reflected in the
strong average gross domestic product (GDP) growth rate of 8.5% from 1990
to 1997. Despite the impact of the regional financial and economic crisis,
Vietnam still managed a growth rate of 4.7% (Statistical Yearbook of Viet-
nam, 1999, p. 20). The average growth rate from 2000 - 2005 was as high as
7.5% and last year, the growth rate of GDP reached 8.43% (Statistical Year-
book of Vietnam, 2005, p. 59). Imports and exports have increased since
1994, as has the trade balance. The export volume has risen from 11.5 billion
USD in 1999 to 32 billion USD in 2005, with an average annual growth rate
of 18.6% (http://www.vietpartners.com/Statistic.htm, August 15, 2006).

Since the introduction of doi moi in late 1986, Vietnam has become increas-
ingly more integrated into the regional and world community. As the first
step, Vietnam joined the league of the Association of South-East Asian Na-
tion (ASEAN) in July 1995 and later became a member of the Asian Pacific
Economic Cooperation (APEC) in November 1998. Currently, Vietnam is in
the process of joining the World Trade Organization (WTO). So far, Vietnam
has concluded relationships with over 100 countries and economic organiza-
tions worldwide. As Vietnam becomes more and more active in its pursuit of
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global economic integration, the entry of many foreign giants into its own
domestic market will surely intensify the competition. Officials astutely ask
‘what can Vietnamese companies do to compete with imported goods and
services, while also becoming a successful exporter?’ The answer: Vietnam-
ese companies will have to become more competitive (Quang, 2001).

The manufacturing industry plays a key role in Vietnam (due to its labour ad-
vantage), generating jobs, contributing to social and political stability, and
adding high value exports to help the balance payment. According to the sta-
tistical yearbook 2005, the output value of manufacturing sector in Vietnam
has grown phenomenally from 158 trillion VND in 2000 to 353 trillion VND
in 2005, an average growth rate of 17.5%. Clearly, the manufacturing sector
plays a dominant role in Vietnam’s economy, as its contribution increased
from 79.72% in 2000 to 84.91% of total GDP in 2005 (Statistical Yearbook of
Vietnam, 2005).

The literature indicates that there is a strong relationship between competi-
tiveness sources and enterprise’s performance. Some studies also show that
different competitiveness sources (such as manufacturing, research and de-
velopment, and marketing) have different impacts on performance results
(Droge et al, 1994; Li, 2000; Hitt and Ireland, 1985). However, most of these
studies have been conducted in a developed countries context. Very few stud-
ies have been done for developing countries as well as none in Vietnam.

1.2 Objectives of the Study

The purpose of this study is to identify the relationship between four func-
tional competencies and firm performance of manufacturing companies in
Vietnam. It also provides a deeper understanding the role of these four func-
tional competencies to improve the firm’s performance. The specific objec-
tives of this study are:

* To identify the underlying dimensions of the four functional competencies
“manufacturing, marketing, research & development, and human resource”
in manufacturing companies in Vietnam.

= To assess the competency level of four functions: manufacturing, market-
ing, research & development, and human resource in manufacturing com-
panies in Vietnam

* To empirically test the relationship between the dimensions of manufactur-
ing competencies and the firm’s performance of manufacturing companies
in Vietnam.
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» To study the relationship of marketing competencies with the firm’s per-
formance in Vietnam’s manufacturing sector.

* To examine the relationship of the research & development competencies
with a firm’s performance in Vietnam’s manufacturing sector.

= To test the relationship between the human resource competencies and
firm’s performance in Vietnam’s manufacturing sector.

* To provide the recommendations.

1.3 Rational for the Study

This research is meaningful for several reasons, given the problems and ques-
tions posed above.

First, several researchers have noted the need to empirically examine the rela-
tionship of functional competencies on the firm’s performance.

Second, even though substantial research already exists in this field, most of it
has been conducted in a developed country context; few studies have been
conducted for developing countries.

Third, this study has been devoted to the whole manufacturing sector.

Fourth, the results of the study would provide practical evidence to the manu-
facturing industry, especially the manufacturing in Vietnam. This study would
help the manufacturing companies to recognize the importance of functional
competencies to their firm performance. Managers of the manufacturing com-
panies can use the findings from this study to implement the appropriate func-
tional strategies and manage their organizational practices effectively.

1.4 Scope and Limitations of the Study

This study aims to clarify the relationship between functional competencies
seen as source of competitive advantages and performance of manufacturing
companies in Vietnam. Other sources of competitive advantages are beyond
the scope of this study.

The study exclusively focuses on the relationship of four functional compe-
tencies with organization performance: manufacturing, marketing, research &
development, and human resource. Thus other functions and variables might
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have potential impacts, those relationships were not included in the scope of
the study.

Since this study was based on the measurement of managers’ perception, a
bias may occur in the survey. Therefore the results are observed as non-
objective.

Due to limits of time and research funds, the survey reflects only the period of
May to August, 2006.

Concerning the data collection, the research data concentrates on manufactur-
ing firms provided by VCCI (Vietnam Chamber of Commerce and Industry)
on their website http://danhba.vdc.com.vn. Companies participating in the
study are mainly Vietnamese. Only a small number of joint venture and for-
eign companies participated in the survey, therefore the sample may not rep-
resent the whole of Vietnam’s manufacturing companies.

1.5 Structure of the Study
The study is organized into five chapters as follows:
Chapter 1: Introduction

This chapter provides the background, objectives and rational of the study.
The scope of the study and the structure of the study are also included.

Chapter 2: Literature review on functional competencies and their effects
on performance

This chapter reviews the relevant literature on the research questions. It is di-
vided into eight main sections. The first three sections review the strategy
concept and the key terms: competitive advantage (CA). The fourth section
reviews factors determining sustainability of CAs. The next section presents
sources of CA, especially focusing on functional competencies. The sixth sec-
tion describes the criteria used to measure the company performance. The
seventh section summarises research about functional competencies and com-
pany performance. The last part is conclusions for the research.
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Chapter 3: Conceptual framework, measurement instrument develop-
ment and data collection

This chapter consists of two main components: the conceptual framework &
hypothesis development, and measurement instrument development & data
collection. The conceptual framework is proposed based on the literature re-
view. Based on this framework, the hypothesis is presented. It then covers the
measurement instruments, data collection, and data assessment.

Chapter 4: Data analysis and hypothesis testing

This chapter presents the data analysis and the statistical result from hypothe-
sis testing in this study. At first, dimensions of functional competencies are
identified through factor analysis. Then descriptive statistics are demon-
strated. After that the hypotheses are tested and the results are then discussed
and summarized at the end.

Chapter 5: Summary of findings and recommendations

This chapter provides the most important findings and contributions of the
study. Limitations of the research are then discussed. Finally, ideas for future
research are also proposed.






2 Literature review on functional competencies and
their effects on performance

2.1 Chapter overview

The purpose of this chapter is to provide a theoretical foundation that is rele-
vant to the development of a conceptual model and hypotheses for this study.
It is organized into eight main sections: (1) the concept of strategy as frame;
(2) conceptual framework underlying the literature review; (3) key terms con-
cerning competitive advantages (CAs); (4) conditions for sustainable CAs ac-
cording to Hill and Jones; (5) Source of competitive advantage according to
Hill and Jones; (6) Company performance; (7) Empirical Findings about
Functional Competencies and Firm Performance; and (8) conclusions for re-
search. The first section introduces the concept of strategy as frame of the re-
search. The second section presents the conceptual framework underlying the
literature review. The third introduces the key concepts in CAs. In this sec-
tion, the relationships of resources, capabilities, competencies and competi-
tive advantage are also presented. The third section reviews factors determin-
ing sustainability of CAs. The next section identifies sources of CA, espe-
cially focusing on functional competencies. The fifth section covers the crite-
ria used to measure the company performance. The following section covers
the previous research works looking at the linkage between sources of CA and
company performance. The last part is conclusion for the research.

2.2 The concept of strategy as frame

The word strategy comes from the Greek origin word “strategia” meaning
“generalship” (Long and Vickers-Koch, 1995). In the 19th century, it was first
used in reference to the science and art of employing political, economic,
military and other forces to support the policies of a nation or group of na-
tions. The word did not surface in management literature until the 1950s
(Long and Vickers-Koch, 1995).

The amount of literature on strategy development is vast and growing at an
accelerating rate. Despite the large amount of research on this subject there is
no single approach for strategy development. As a result, a wide range of
conceptual frameworks exists for the formulation and implementation of
strategies (Feurer and Chaharbaghi, 1994).
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Peter Drucker appears to be one of the first to talk about the strategy in a
business context. In 1954 he spoke about it only in terms of answering the
question: “what is our business? And what should it be?”” (Long and Vickers-
Koch, 1995).

Chandler was one of the first to offer an explicit definition of strategy (Long
and Vickers-Koch, 1995). Chandler (1962) defined strategy as the determina-
tion of the basic long-term goals and objectives of an enterprise, and the adop-
tion of course of action and the allocation of resources necessary for carrying
out these goals (Decharin, 1999).

The first writers to focus on the concept of strategy in term of its development
and implementation were Andrews and Ansoff (Long and Vickers-Koch,
1995). Andrews (1965) defined strategy as the pattern of objectives, purposes,
goals, and major policies and plans for achieving the goals. Ansoff (1965)
viewed strategy as a common thread for deciding on five components: market
scope; growth vector (the direction in which scope was changing); competi-
tive advantage (unique opportunities in term of product or market attributes);
synergy internally generated by a combination of capabilities or competen-
cies; and the decision to make or to buy.

Henderson (1979) proposed that the fundamental rule of strategy is to induce
competitors not to invest in those products, markets, and services where firms
expect to invest most. To achieve strategic victories, firms must use corporate
resources to substantially outperform a competitor with superior strength.
Strategy is a deliberate search for a plan of action that will develop a busi-
ness’s competitive advantage and compound it.

Strategy is the direction and scope of an organization over the long term. It

ideally matches its resources to its changing environment (Johnson and Scho-
les, 1993).

In summary, there is no unique definition of strategy. According to the author,
the definition offered by Chandler in 1962 is seen as a holistic one. The au-
thor will based on Chandler understand a strategy as the determination of the
basic long-term goals and objectives of an enterprise, and the adoption of
course of action and the allocation of resources necessary for carrying out
these goals.
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2.3 Conceptual framework underlying the literature review

The Figure 2.1 shows the framework which is underlying the literature re-
search. The key points of this framework are highlighted as follow:

»= The distinctive competencies of an organization arise from two comple-
mentary sources: its resources and capabilities.

= A distinctive competency is unique strength that allows one company to
achieve superior efficiency, quality, innovation or customer responsiveness
and thereby to attain a competitive advantage.

» The primary objective of company’s strategy is to achieve a competitive
advantage.

= Consequently, the company will earn a profit rate substantially above the
industry average.

Details of these concepts and relationship are presented in the following sec-
tions.

Resources
Distinctive Superior
competencies = Efficiency
i Compan
) Quahty. | Competitive P tl.) .
Functional = [nnovation erfor-
advantages T
Competen- = Customer res-
cies ponsiveness
Capabilities
Special interest in the context of the thesis

Figure 2.1: Conceptual framework underlying the literature review
(Source: Adapted from Hill and Jones, 2001, p.138)
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24 Competitive advantages
2.4.1 Term of competitive advantage

A universal and exact definition for competitive advantage (CA) does not ex-
ist.

Alderson (1965) was one of the first to recognize that firms should strive for
unique characteristics in order to distinguish themselves from competitors in
the eyes of the customers. He argued that differential advantage might be
achieved through lowering prices, selective advertising appeals, and/or prod-
uct improvements and innovations (Hoffman, 2000).

Hall (1992) asserted that for a business to succeed in a hostile environment it
ought to either achieve the lowest cost or most differentiated position.

Henderson (1983) emphasized that organizations that are able to adapt best or
fastest will gain an advantage relative to their competitors. The message to
managers is to respond to changes in the business environment by providing
the best option in terms of product/service or be the quickest to respond to the
needs of the market (Yamoah, 2004).

Caves (1984) was among the first introduced “competitive advantage” but
without explicit definition. Caves focuses on the commitment of resources to

establish entry barriers that would enhance the performance of a firm (Flint,
2000).

Day (1984) discusses how to determine the value of competitive advantage in
the market by relating it to benefits which must be perceived by a customer
group that willing to pay for those benefits and cannot easily obtain those
benefits elsewhere. In contrast to the competitive advantage terminology by
Caves, this conception of competitive advantage appears to be linked to a

firm’s being more competence in the market than its competitors (Flint,
2000).

Porter (1985) asserted that competitive advantage comes from the value that
firms create for their customers that exceeds the cost of producing that value.
The key concern for a business is to capture that value which is greater than
its cost. He also identified two types of competitive advantage, which were
cost leadership and differentiation.

10
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Coyne (1986) suggested that because the meaning of competitive advantage is
self-evident, there is no apparent need to define its exact meaning. However,
he believed that differentiation based on key buying attributes of a product is
the foundation of an advantage. This difference must be due to some resource
capability that the firm possesses and competitors do not possess. Three con-
ditions must be met for competitive advantage to have meaning: 1) that cus-
tomers perceive differences between one firm’s product/service attributes and
those of its competitors, 2) the difference is the result of a capability gap be-
tween the firm and its competitors and 3) that the aforementioned difference
in attributes and the capability gap are expected to endure over time.

Hill and Jones (2001) suggested that competitive advantage means that a firm
has gained an above-average return as compared to its competitors in its in-
dustry.

Barney (1991) tried to define competitive advantage with strategy view. He
stated “a firm 1s said to have a competitive advantage when it is implementing
a value-creating strategy not simultaneously being implemented by any cur-
rent or potential competitors”.

According to Flint (2000), the definition of Barney is useful because it incor-
porates the idea that creation of value, competition among firms, and the du-
rability of that value are all fundamental to the conceptualization of sustain-
able competitive advantages. However, it does not explicitly link competitive
advantages to the resulting financial performance of a firm.

In order to achieve competitive advantage, a company must implement a
“value creating” strategy (Barney, 1991). Value creation is measured by the
difference between value to consumer and cost of production (Hill and Jones,
2001, Porter, 1985).

In summary, for the author a competitive advantage is given, if a company
has an above-average return as compared to competitors (Hill and Jones,
2001). This definition of competitive advantage given by Hill and Jones
(2001) 1s appropriate as it accumulates some concepts in competitive advan-
tage literature, links competitive advantage to the performance of a firm and
provides freedom to use other terms.

11
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2.4.2 Term of sustainable competitive advantage

The idea of a sustainable competitive advantage (SCA) surfaced in 1984,
when Day suggested types of strategies that may help to “sustain the competi-
tive advantage”. The actual term of “SCA” emerged in 1985, when Porter dis-
cussed the basic types of competitive strategies that a firm can posses in order
to achieve a long-run SCA (Hoffman, 2000).

According to Barney (1991), a firm is said to have a sustained competitive
advantage when it is implementing a value-creating strategy not simultane-
ously being implemented by any current or potential competitors and when
these other firms are unable to duplicate the benefits of this strategy”. He as-
serted that “a competitive advantage is sustained only if it continues to exist
after efforts to duplicate that advantage have ceased”.

Hill and Jones (2001) believed that a sustained competitive advantage is sim-
ply a competitive advantage that has been maintained for a number of years.

Flint (2000) suggests short-term and long-term competitive advantages.
Short-term competitive advantages which would last through a business cycle
and long-term competitive advantages which would last over more than one
business cycle. If there were a competitive advantage which was or had the
potential of being over the entire length of the foreseeable future, then one
could label that as an “unthreatened competitive advantage” (Flint, 2000).

Hoffman (2000) defines “SCA is the prolonged benefit of implementing some
unique value-creating strategy not simultaneously being implemented by any
current or potential competitors along with the inability to duplicate the bene-
fits of this strategy”.

In conclusion, SCA is simply a CA that has been maintained for a period of
time. The durability of competitive advantage depends upon the maintenance
of the advantage, the ability of competitors to duplicate the advantage, or the
ability of competitors to somehow obtain the benefits of the advantage.

12
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2.4.3 Conditions for sustainable competitive advantage according
to Hill and Jones

According to Hill and Jones (2001), the durability of competitive advantage
depends on three factors: barriers to imitation, the capability of competitors,
and the general dynamism of the industry environment.

2.4.3.1 Barriers to imitation

A company with a competitive advantage will earn higher average profits.
These profits send a signal to rivals that the company is in possession of some
valuable distinctive competency that allows it to create superior value. How
quickly will rivals imitate a company’s distinctive competencies? This is an
important question because the speed of imitation has a bearing upon the du-
rability of a company’s competitive advantage. The critical issue is time. The
longer it takes competitors to imitate a distinctive competency, the greater the
opportunity the company has to build a strong market position and reputation
with consumers, which is then more difficult for competitors to attack.

Barriers to imitation are a primary determinant of the speed of imitation. Bar-
riers to imitation are factors that make it difficult for a competitor to copy a
company’s distinctive competencies. The greater the barriers to such imita-
tion, the more sustainable are a company’s competitive advantage.

Imitating resources is the easiest distinctive competencies for prospective ri-
vals to imitate tend to be those based on possession of unique and valuable
tangible resources because these resources are visible to competitors and can
often be purchased on the open market. Intangible resources can be more dif-
ficult to imitate. Brand names are important because they symbolize a com-
pany’s reputation. Marketing and technological know-how are also important
intangible resources. Technological know-how is protected from imitation by
the patent system.

Imitating company’s capabilities tends to be more difficult than imitating its
tangible and intangible resources. Since capabilities are based on the way de-
cisions are made and processes managed deep within a company, it is hard for
outsiders to disconcern them.

13
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To sum up, since resources are easier to imitate than capabilities, a distinctive
competency based on a company’s unique capabilities is probably more dura-
ble than one based on its resources.

2.4.3.2 Capability of competitors

According to work done by Ghemawat (1986), a major determinant of the ca-
pability of competitors to rapidly imitate a company’s CA is the nature of the
competitor’s prior strategic commitments. When competitors already have
long-established commitments to a particular way of doing business, they

may be slow to imitate an innovating company’s competitive advantage (Hill
and Jones, 2001).

Another determinant of the ability of competitors to respond to a company’s
competitive advantage is their absorptive capacity — that is the ability of an
enterprise to identify, value, assimilate and utilize new knowledge.

Taken together, factors such as existing strategic commitments and low ab-
sorptive capacity limit the ability of established competitors to imitate the CA
of a rival, particularly when the CA derives from innovative products or proc-
esses.

2.4.3.3 Industry dynamism

A dynamic industry environment is one that is changing rapidly. The most
dynamic industries tend to be those with a very high rate of production inno-
vation. In dynamic industries, the rapid rate of innovation means that product
life cycles are shortening and the CA can be very transitory.

In summary, the durability of a company’s competitive advantage depends on
three factors: the height of barriers to imitation, the capability of competitors
to imitate its innovation, and the general level of dynamism in the industry
environment. When barriers to imitation are low, capable competitors abound,
and the environment is very dynamic, with innovations being developed all
the time, then competitive advantage is likely to be transitory. On the other
hand, even within such industries, companies can achieve a more enduring
competitive advantage if they are able to make investments that build barriers
to imitation (Hill and Jones, 2001).

14
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2.5 Resources, capabilities and competencies
2.5.1 Term and categories of resources

The notion of resources was introduced into the strategic management field in
the 1970s when Ansoff (1965) categorized skills and resources according to
the major functional area, i.e. research & development (R&D), operations,
marketing, general management and finance.

But until the mid 1980s did the concept of resources as a source of sustainable
competitive become dominant in the strategic field. There has been resur-
gence of interest in the role of the firm’s resources as the foundation for firm
strategy.

The firm’s resources can be defined as stocks of available factors that are
owned or controlled by the firm. The final products or services are produced
by using a wide range of other firm assets and bonding mechanisms such as
technology, management information systems, incentive system, trust be-
tween management and labour, and more (Amit and Schoemaker, 1993).

Grant (1991) defined resources as the inputs into the production process,
which are the basis of analysis. To identify resources, financial balance sheets
are notoriously inadequate because they disregard intangible resources and
people-based skills — probably the most strategically important resources of
the firm (Grant, 1991).

Barney (1986, 1991) also suggested that not all aspects of a firm’s physical
capital, human capital, and organizational capital are strategically relevant re-
sources. Some of these attributes do enable a firm to conceive of any imple-
ment strategies that improve its efficiency and effectiveness. Others may have
no impact on a firm’s strategizing processes or may even have a negative ef-
fect.

Porter (1991) confirmed that resources are not valuable in and of themselves,
but because they allow firms to perform activities that create advantages in
particular markets. Resources are only meaningful in the context of perform-
ing certain activities to achieve certain competitive advantages.

Several resource level categorizations have been presented in the literature.
One of the most famous classifications of resources is that of tangible and in-
tangible resources. Physical or tangible resources are normally obvious to

15
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firms, competitors, and customers. Intangible are less apparent to competitors
and customers, or even the firm itself. Intangible resources include brand
names; technological know-how; organizational capabilities embedded in a
company’s routines, process, and culture; reputation; tacit design; production
know-how; customer relationships; and organizational culture. (Collis and
Montogomery, 1995; Goodman and Lawless, 1994).

In conclusion, resources can be defined as a firm’s financial, physical, human,
technological, and organizational capital. They can be divided into tangible
resources (land, buildings, plant, and equipment) and intangible resources
(brand names, reputation, patents, and technological or marketing know-how).

2.5.2 Term and categories of capabilities

Capability has been used by many researchers as an alternative and substitute
for “soft” resources to explain the notion behind a firm’s competitive advan-
tage. Some researchers claim that resources cannot answer the question of
sustainable competitive advantage caused by intra-firm factors, but that using
capability as a unit of analysis can (Decharin, 1999).

Ansoff (1965) first used the term capabilities to describe a company’s ability
to deal with different combinations of competitive environments and levels of
entrepreneurial turbulence. Strategic capability was defined by Ansoff (1979)
as a measure of effectiveness of firms in supporting a particular thrust.

Capabilities can be thought of as intermediate goods generated by the firm to
provide enhanced productivity of its hard resources (Amit and Schoemaker,
1993). Capabilities could also be defined as a set of strategic business. Capa-
bilities are strategic only when they begin and end with the customer. Capa-
bilities are also collective and cross-functional (Stalk et al., 1992).

Capabilities are what a firm can do as a result of resource teams working to-
gether. A firm’s capabilities can be identified and appraised using a standard
functional classification of the firm’s activities. For most firms, however, the
most important capabilities are likely to be those which arise from an integra-
tion of individual functional capabilities (Grant, 1991).

Collis (1994) defined organizational capability as the socially complex rou-
tines that determine the efficiency with which firms physically transform in-
puts into outputs. This definition contains two important elements. The first is

16
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the notion that organizational capabilities embedded in the firm routines. The
second important element of the definition is that it involves the transforma-
tion of physical inputs into output inside the “black box™ of the firm. In this
role, capabilities function as the organizational complement to the technologi-
cal determinants of the efficiency of production.

Ulrich and Lake (1990) defined organizational capability by linking it to the
personnel aspect of the firm. Organizational capability is the ability of a firm
to manage people to gain a competitive advantage. Building organizational
capability focuses internal organizational processes and systems on meeting
customer needs and ensures that the skills and efforts of employees are di-
rected toward achieving the goals of the organization as a whole. In this way,
employees become a critical resource for competitiveness that will sustain it-
self over time.

Teece et al., (1994) introduced the concept of dynamic capabilities, which
emphasizes the development of management capabilities and inimitable com-
binations of organizational, functional, and technological skills. This concept
examines the sources of competitive advantage and how the combination of
competencies and resources can be developed, deployed, and protected. The
term “dynamic” refers to the shifting character of the environment while the
term “capabilities” emphasizes the key role of strategic management in ap-
propriately adapting, integrating, and reconfiguring internal and external or-
ganizational skills, resources, and functional competencies in a changing en-
vironment. To be strategic, capabilities must meet the customer’s needs, be
unique, and be difficult to replicate.

Collis (1994) suggested that not all capabilities are sources of sustainable
competitive advantages. The position of competitive advantage based on or-
ganizational capabilities are vulnerable to competitive actions on a number of
dimensions, particular to being superseded by better and higher-older capa-
bilities.

Long and Vickery-Koch (1995) had classified capabilities into three types
based on their importance to the firm. They are threshold, critical and cutting-
edge capabilities. Threshold capabilities or capabilities that is necessary just
to be in the game. These include services to support internal customers as well
as those skills and system that are conditions for doing business in the com-
pany’s industry. This type of capability could also be divided into support and
basic capabilities. Critical capabilities are skills and system that are critical to
customers and provide firms with today’s competitive advantage. Cutting-

17
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edge capabilities are skills and system that need to be nurtured and developed
as sources of tomorrow’s competitive advantage.

Collis (1994) classified three types of organizational capabilities based upon
the influence of capabilities on the organization. First are those that reflect an
ability to perform the basic functional activities of the firm more efficiently
than competitors. Second are capabilities that express the common theme of
dynamic improvement to the activities of the firm. Third are capabilities that
comprise the strategic insights which enable firms to recognise the intrinsic
value of other resources or to develop novel strategies before competitors.
However Collis argued that it is difficult to make hard and fast distinctions
among the three categories of capabilities since they all concern the ability of
firms to perform an activity more effectively than competitors with otherwise
similar resource endowments.

Leonard-Barton (1992) classified capabilities into four types: employee
knowledge and skills; technical system; managerial system; and values and
norms. Employee knowledge and skills are embodied in people, and are the
most often related with core capabilities. Technical systems result from years
of accumulating, codifying and structuring the tacit knowledge in people’s
heads. Managerial systems represent formal and informal ways of creating
knowledge and controlling knowledge. Values and norms are the values as-
signed within the company to the contents and structure of knowledge and the
means of collecting and controlling knowledge.

To sum up, capabilities refer to a company’s skills at coordinating its re-
sources and putting them to productive use. Capabilities are intangible.
Unique capability is one that no competitor possesses.

2.5.3 Term and categories of competencies

Distinctive competence emerged in the 1960s as a desired end-result of busi-
ness policies (Reed and Defillippi, 1990). The term distinctive competence,
first used by Selznick (1957) to describe the character of an organization, re-
fers to what a firm does especially well in relation to its competitors (Long
and Vickers-Koch, 1995). Thus, distinctive competence is an aggregate of
numerous specific activities that organizations tend to perform better than
other organizations within a similar environment (Snow and Hrebiniak,
1980). Hofer and Schendel (1987) described distinctive competence as the
patterns of resource and skill deployments that will help the firm achieve its
goals and objectives.

18
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Distinctive competency is defined fairy uniformly in management literature
and textbooks. Hill and Jones (2001) and Thompson and Strickland (1996)
textbooks for strategic management agree on the distinctive competency defi-
nition as centering around the uniqueness and comparative performance of
something arising within an organization in the light of organization’s com-
petitors’ efforts (Flint, 2000).

According to Prahalad and Hamel (1990) core competencies are the collective
learning in the organization, especially how to coordinate diverse production
skills and integrate multiple streams of technologies. If core competence is
about harmonizing streams of technology, it is also about the organization of
work and the delivery of value. The force of core competence is felt as deci-
sively in services as in manufacturing. Core competence is communication,
involvement, and a deep commitment to working across organizational
boundaries. It involves many levels of people and all functions. Core compe-
tence does not diminish with use but is enhanced as they are applied and
shared. However, competencies still need to be nurtured and protected.
Knowledge fades if it is not used.

Thompson and Strickland (1996) suggested four traits of core competence.
First, core competence rarely consists of narrow skills or the work efforts of a
single department. Rather they are composites of skills and activities per-
formed at different locations in the firm’s value chain that, when linked, cre-
ate unique organizational capability. Second, because core competence typi-
cally originates in the combined efforts of different work groups and depart-
ments, individual supervisors and department head cannot be expected to see
building the overall corporation’s core competence as their responsibility.
Third, the key thing to leveraging a company’s core competence into long-
term competitive advantage is concentrating more effort and more talent than
rivals on deepening and strengthening these competencies. Fourth, because
customers’ needs change in often unpredictable ways and the specific skills
needed for competitive success cannot always be accurately forecast, a com-
pany’s selected bases of competencies need to be broad and flexible enough
to respond to an unknown future.

Even though the concept of distinctive competence has been very popular in
recent years, there are some weaknesses in this concept (Decharin, 1999).
Campbell at al. (1995) suggested that despite its powerful appeal, the core
competence concept has not provided practical guidelines for developing and
implementing strategy. Many companies have tried to define their core com-
petence but lacking reliable analytical tools, few have achieved the clarity
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they sought. Furthermore, the core competence model does not account for
the success of companies whose businesses have limited or no overlap.

Competencies are classified into various types by using various criteria.

They can be classified by the production process (Lado and Wilson, 1994):

» Input-based competence encompasses the physical resources, organiza-
tional capital resources, human resources, knowledge, skills, and capabili-
ties that enable a firm’s transformational processes to create and deliver
products and services that are valued by customers.

» Transformational competence describes organizational capabilities required
to advantageously convert input into outputs. These capabilities include in-
novation and entrepreneurship, organizational culture, and organizational
learning.

= Qutput-based competence includes all knowledge-based, invisible strategic
assets, such as corporate reputation or image, product or service quality,
and customer loyalty.

According to Malerba and Marengo (1995), competencies can also be classi-
fied by their nature. Competencies can be classified along a series of con-
tinua: tacit vs. articulable; not teachable vs. teachable; not articulated vs. ar-
ticulated; not observable in use vs. observable in use; complex vs. simple; and
an element of a system vs. independent.

Competencies can also be classified according to the sources which originate
them. Competencies may derive from formal or informal sources. The formal
encompasses all the resources which are invested with the main purpose of
creating new competencies.

There is also a hierarchical classification of capabilities possible: strategic (or
selective) capabilities; organizational (coordinating) capabilities; functional
capabilities; and adaptive (learning) capabilities.

Hamel (1994) classified competencies by the impact that they have on the or-
ganization. Hamel distinguished three broad types of core competence:

* Market-access competence, or all those skills which help to put a firm in
close proximity to its customers, such as management of brand develop-
ment, sales and marketing, distribution and logistics, technical support, etc.

» Integrity-related competence, or competencies which allow a company to
do things more quickly, flexibly or with a higher degree of reliability than
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competitors, such as quality, cycle time management, just-in-time inven-
tory management, etc.

» Functionality-related competence or skills which enable the company to
endow its services or product with unique functionality, thus investing the
product with distinctive customer benefits, rather than merely making it in-
crementally better.

It is believed that functionality-related competence is becoming more impor-
tant as a source of competitive differentiation, relative to the two competence
types. This is because companies are converging around universally high
standards for product and service integrity and are moving through alliances,
acquisitions and industry consolidation to build broadly matching global
brand and distribution capabilities (Hamel, 1994).

2.5.4 Summary

The shift in the strategic paradigm from the traditional Industrial Organization
concept to a resource-based view has caused confusion among researchers
and practitioners (Decharin, 1999). This confusion is caused by the differ-
ences in terminology and definitions within the resource-based view. There
are various terms and definitions that illustrate the resource-based view of the
firm such as: resource-based view, competence-based view, capability-based
view. So far discussion about the domain of the resource-based view is
marked by divergence and disagreement since key concepts, propositions, and
terminology are only slowly being defined. Even though there are differences
in terminology and definitions, all of the concepts emphasize the internal fac-
tors within the firm that contribute to sustainable competitive advantage.

The resource-based view theory was originally devised by Wernerfelt (1984),
but only came to attention in recent years. Some researchers consider the re-
source-based view as an umbrella theory that encompasses both capabilities
and competencies, but some researchers disagree with this idea. They argue
that resources, capabilities, and competencies are different and individually
important.

Even though resources, capabilities and competencies have been described
separately and individually, they are all closely related to one another. From
previous review, it should be apparent that in some circumstances these three
concepts could be used interchangeably.
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The definitions and key characteristics of these terms are noted:

= Resources refer to a firm’s financial, physical, human, technological, and
organizational capital. They can be divided into tangible resources (land,
buildings, plant, and equipment) and intangible resources (brand names,
reputation, patents, and technological or marketing know-how). A unique
resource is one that no other company has. It is valuable if it in some way
help create strong demand for the company’s products.

= Capabilities refer to a company’s skills at coordinating its resources and
putting them to productive use. Capabilities are intangible. Unique capabil-
ity is one that no competitor possesses.

= A distinctive competency is unique strength that allows a company to
achieve superior efficiency, quality, innovation, or customer responsive-
ness. The distinctive competencies of an organization arise from two com-
plementary sources: its resources and capabilities.

* For a company to have a distinctive competency, it must at a minimum
have either (1) a unique and valuable resource and the capabilities neces-
sary to exploit that resource or (2) a unique capability to manage common
resources. A company is strongest when it possesses both unique and valu-
able resources and unique capabilities to manage those resources. Compe-
tencies are main source of competitive advantage.

2.6 Sources of competitive advantages according to Hill and
Jones

2.6.1 Four factors as direct sources of competitive advantages

Hill and Jones (2001) suggested that the four factors building competitive ad-
vantage are efficiency, quality, innovation, and customer responsiveness. And
these factors are highly interrelated.

2.6.1.1 Efficiency

A business is simply a device for transforming inputs into outputs. Inputs are
basic factors of production such as labour, land, capital, management, and
technological know-how. Outputs are the goods and services that the business
produces. Efficiency can be measured as ratio between outputs over inputs
(efficiency = inputs/outputs). The more efficient a company, the fewer the in-
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puts required to produce a given output. Thus efficiency helps a company at-
tain a low-cost competitive advantage.

The most important component of efficiency for many companies is employee
productivity, which is usually measured by output per employee. Holding all
else constant, the company with the highest employee productivity in an in-
dustry will typically have the lowest costs of production. In other words, that
company will have a cost-based competitive advantage.

2.6.1.2 Quality

Quality products are goods and services that are reliable in the sense that they
do the job they were designed for and do it well. The impact of high product
quality on competitive advantage is twofold. First, providing high quality
products increases the value of those products in the eyes of consumers. In
turn, this enhance perception of value allows the company to charge a higher
price for its products. The second impact of high quality on competitive ad-
vantage comes from the greater efficiency and the lower unit costs it brings.
Less employee time is wasted making defective products or providing sub-
standard services and less time has to be spent fixing mistakes, which trans-
lated into higher employee productivity and lower unit cots. Thus, high prod-
uct quality not only lets a company charge higher prices for its product, but
also lower costs.

2.6.1.3 Innovation

Innovation is the single most important building block of competitive advan-
tage. Innovation can be defined as anything new or novel about the way a
company operates or the products it produces. Innovation includes advances
in the kinds of products, production process, management systems, organiza-
tional structures and strategies development by a company. Successful inno-
vation is about developing new products and/or managing the enterprise in a
novel way that creates value for customers. Successful innovation of products
or processes gives a company something unique that its competitors lack. By
the time competitors succeeded in imitating the innovator, the innovating
company had built up such strong brand loyalty and supporting management
processes that its position proven difficult for imitators to attack. Uniqueness
lets a company differentiate itself from its rivals and charge a premium price
for its product, or reduce its unit costs far below those of competitors.
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2.6.1.4 Customer responsiveness

To achieve superior customer responsiveness, a company must be able to do a
better job than competitors of identifying and satisfying the needs of its cus-
tomers. Consumers will then place more value on its products, creating a dif-
ferentiation based competitive advantage. Improving the quality of a com-
pany’s product offering is consistent with achieving responsiveness, as is de-
veloping new products with features that existing products lack. In other
words, achieving superior quality and innovation are an integral part of
achieving superior customer responsiveness. Customization of goods and ser-
vices to the unique demand of individual customers or customer groups is an-
other aspect of customer responsiveness. An aspect of customer responsive-
ness that has drawn increasing attention is customer response time, which is
the time that it takes for a good to be delivered or a service to be performed.
Beside best quality, customization, and response time, other sources of en-
hanced customer responsiveness are superior design, superior service, and su-
perior after sales service and support. All these factors enhance customer re-
sponsiveness and allow a company to differentiate itself from its less respon-
sive competitors. In turn, differentiation enables a company to build brand
loyalty and to charge a premium price for its products.

2.6.1.5 Summary

As summarized in Figure 2.2, efficiency, quality, innovation, and customer
responsiveness are all important elements in obtaining a competitive advan-
tage. Superior efficiency enables a company to lower its cost; superior quality
lets 1t both charge a higher price and lower its cost; superior customer respon-
siveness allows it to charge a higher price; and superior innovation can lead to
higher price or lower unit costs. Together, these four factors help a company
create more value by lowering costs or differentiating it products from those
of competitors, which enables the company to outperform its competitors.

2.6.2 Functional competencies as indirect sources of competitive
advantages

2.6.2.1 General considerations

Hill and Jones (2001) asserted that a distinctive competency is unique
strength that allows a company to achieve superior efficiency, quality, innova-
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Figure 2.2: The impact of efficiency, quality, customer responsiveness and
innovation on unit costs and prices
(Source: Adopted from Hill and Jones, 2001, p. 133)

tion, or customer responsiveness, and thereby to create superior value and at-
tain a competitive advantage. A firm with a distinctive competency can dif-
ferentiate its product or achieve substantially lower cost than its rivals. Con-
sequently, it creates more value than its rivals and will earn a profit rate sub-
stantially above the industry average.

The distinctive competencies of an organization arise from two complemen-
tary sources: its resources and its capabilities (Hill and Jones, 2001; Decharin,
1999). To give rise to a distinctive competency, a company’s resources must
be both unique and valuable. A unique resource is one that no other company
has. A resource is valuable if it in some way helps create strong demand for
the company’s products.

A company may have unique and valuable resources, but unless it has the ca-
pability to use those resources effectively, it may not be able to create or sus-
tain a distinctive competency. It is also important to recognize that a company
may not need unique and valuable resources to establish a distinctive compe-
tency so long as it has capabilities that no competitor possesses.

In summary, for a company to have a distinctive competency, it must at a
minimum have either (1) a unique and valuable resource and the capabilities
(skills) necessary to exploit that resource or (2) a unique capability to manage
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common resources as they allow organization achieve superior efficiency,
quality, innovation, or customer responsiveness, and thereby to create supe-
rior value and attain a competitive advantage. A company’s distinctive com-
petency is strongest when it possesses both unique and valuable resources and
unique capabilities to manage those resources.

2.6.2.2 Functional competencies as sources of competitive
advantages

Many authors focused their research on functional areas and confirmed that
functional areas could be become core competencies of an organization
through the combination of skills and resources. Snow and Hrebiniak (1980)
pointed to functional areas of the firm as areas of competency. Hitt and Ire-
land (1985) listed 55 different distinctive competence activities within func-
tional areas. Even though competency is defined here simply as being the par-
ticular skills and resources a firms possesses, and the superior way in which
they are used. In the empirical studies of Droge (1994), Akimova (2000) and
Li (2000), functional areas had been seen as source of competitive advantage.
Core competencies of functional areas through the fusion of resources and ca-
pabilities are main source of SCA (Decharin, 1999).

Hill and Jones (2001) asserted that competencies at functional-level can be
sources of CA through assessing the four factors of CA — efficiency, quality,
innovation, and customer responsiveness. Functional-level strategies are
strategies directed at improving the effectiveness of basic operations within a
company. They include primary functions (e.g. production, marketing, re-
search and development) and support functions (e.g. information system, hu-
man resources, and infrastructure).

2.6.2.3 Production competencies as source of competitive advantage

Production generally means manufacturing (Hill and Jones, 2001). Gaither
and Frazier (1999) defined a production system as the process of taking inputs
(raw materials, personnel, machines, buildings, technology, cash, information,
and other resources) and converting them into outputs (products and services).
This conversion process is the heart of what is called production and is the
predominant activity of a production system. Production function of a com-
pany creates value by performing its activities efficiently so that lower cost
result. Production can also create more value by performing its activities in a
way that is consistent with high product quality, which leads to differentiation
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and lower cost. Both of these increase the value created by a company Table
2.1 shows how production function can achieve CA through superior effi-
ciency, superior quality, superior innovation and superior customer respon-
siveness.

Table 2.1: The production roles in achieving competitive advantage

Value creation Production competencies

» Pursue economies of scale and learning economics
(where appropriate)

» Implement flexible manufacturing system

* Implement just-in-time system

Superior efficiency

= Shorten production run

= Trace defects back to source

= Rationalize suppliers

= Cooperate with R&D on designing products that are

Superior quality easy to manufacture

» Work with R&D to develop process innovations

= Help suppliers implement total quality management
(TQM)

= Trace defect back to suppliers

= Cooperate with R&D on designing products that are
Superior Innovation easy to manufacture
» Work with R&D to develop process innovations

(Source: Adopted from Hill and Jones, 2001)

2.6.2.4 Marketing competencies as source of competitive advantage

Marketing refers to the position that a company takes with regards to pricing,
promotion, advertising, product design, and distribution. Marketing can im-
prove efficiency by lowering customer defection rates, thus allows a company
to achieve substantial cost economies.

There are several other ways in which marketing functions of a company can
help create value. Through brand positioning and advertising, the marketing
function can increase the value that consumers perceive to be contained in a
company’s product. Insofar as these activities help create a favourable im-
pression of the company’s product in the minds of consumers, they increase
value. Marketing can also create value by discovering consumer needs and
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communicating them back to the R&D function of the company, which can
then design products that better match those needs. The role of service func-
tion of an enterprise is to provide after-sales service and support. This func-
tion can create a perception of superior value in the mind of consumers by
solving customer problems and supporting customers after they have pur-
chased the product.

The Table 2.2 shows how marketing function can achieve CA through supe-
rior efficiency, superior quality, superior innovation and superior customer

responsiveness.

Table 2.2: The marketing roles in achieving competitive advantage

Value creation Marketing

= Adopt aggressive marketing to ride down the experience
Superior efficiency curve (where appropriate)
* Limit customer defection rates by building brand loyalty

= Focus on the customers

Superior quality = Provide customer feedback on quality

= Provide market information to R&D

Superior Innovation | Work with R&D to develop new products

* Know the customers
* Communicate customer feedback to appropriate func-
tions

(Source: Adopted from Hill and Jones, 2001)

Superior customer
responsiveness

2.6.2.5 Research & development competencies as source of
competitive advantage

R&D is concerned with the design products and production processes. By su-
perior product design, R&D can increase the functionality of products, which
makes them more attractive to consumers. Alternatively, the work of R&D
may also result in more efficient production processes, thereby lowering pro-
duction costs. Either way, the R&D function of an enterprise can create value
(Hill and Jones, 2001). Table 2.3 presents primary roles of R&D function re-
quired in order to achieve four sources of competitive advantage.
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Table 2.3: The R&D roles in achieving competitive advantage

Value creation R&D primary roles

* Design products for ease of manufacture

Superior efficienc ) :
P Y = Seek process innovations

Superior quality » Design products that are easy to manufacture

» Develop new products and processes
Superior Innovation = Cooperate with other functions, particularly market-
ing and manufacturing, in the development process

Superior customer res- * Bring customers into the product development
ponsiveness process

* Achieve customization in implementing flexible

manufacturing
Superior customer res- = Achieve rapid response through flexible manufac-
ponsiveness turing

= Develop logistics system capable of responding
quickly to unanticipated customer demand

(Source: Adopted from Hill and Jones, 2001)

2.6.2.6 Human resource competencies as source of competitive
advantage

There are a number of ways in which the human resource function can help an
enterprise create more value. The human resource function ensures that the
company has the right mix of skilled people to perform its value creation ac-
tivities effectively. It also the join of the human resource function to ensure
that people are adequately trained, motivated, and compensated to perform
their value creation tasks. Table 2.4 indicates how to achieve the CA through
human resource.

According to Hill and Jones (2001), supportive activities allow the primary
activities to take place. Supportive activities include materials management,
human resource, information system and company infrastructure.
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Table 2.4: The human resource roles in achieving competitive advantage

Value creation

Human Resource

Superior efficiency

Institute training program to build skills
Implement self-managing teams
Implement pay for performance

Superior quality

Institute TQM training programs
Organize employees into quality teams

Superior Innovation

Hire talent scientist and engineers

Superior customer
responsiveness

Develop training programs that get employees to think
like customers

(Source: Adopted from Hill and Jones, 2001)

2.6.2.7 The materials management competencies as source of
competitive advantage

This function controls the transmission of physical materials from procure-
ment through production and into distribution. The efficiency with which this
is carried out can significantly lower costs, thereby creating more value (Hill
and Jones, 2001). Table 2.5 shows how materials management function can
achieve CA through superior efficiency, superior quality, and superior cus-

tomer responsiveness.

Table 2.5: The material management roles in achieving competitive advantage

Value creation

Materials Management

Superior efficiency

Implement Just in time system

Superior quality

Rationalize suppliers
Help suppliers implement TQM
Trade defects back to suppliers

Superior customer
responsiveness

Develop logistic systems capable of responding quickly
to anticipated customer demands

(Source: Adopted from Hill and Jones, 2001)
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2.6.2.8 Information system competencies as source of competitive
advantage

It refers to the electronic systems for managing inventory, tracking sales, pric-
ing products, selling products, dealing with customer service inquires, and so
on. Information systems, when coupled with the communications features of
the Internet, are holding out the promise of being able to alter the efficiency
and effectiveness with which a company manages its other value creation ac-
tivities (Hill and Jones, 2001). Table 2.6 shows how information system
function can achieve CA through superior efficiency, superior quality, supe-
rior innovation and superior customer responsiveness.

Table 2.6: The information system roles of different value creation in achieving
competitive advantage

Value creation Information system

= Use information systems to automate processes

Superior efficienc . : o
p Y| = Use information systems to reduce costs of coordination

Superior quality Use information system to monitor defect rates

Use information systems to coordinate cross-functional

rior Innovation
Superio ovatio and cross-company product development work

Superior customer Use web-based information system to increase customer
responsiveness responsiveness

(Source: Adopted from Hill and Jones, 2001)

2.6.2.9 Company infrastructure competencies as source of
competitive advantage

According to Hill and Jones (2001) infrastructure means the companywide
context within which all the other value creation activities take place. The in-
frastructure includes the organizational structure, control systems, and culture
of the company. Since top management should also be viewed as part of a
company’s infrastructure. Indeed, through strong leadership, top management
can consciously shape a company’s infrastructure, and through it, the per-
formance of all other value creation activities within the company. Table 2.7
shows how company infrastructure function can achieve CA through superior
efficiency, superior quality, superior innovation and superior customer re-
sponsiveness.
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Table 2.7: The infrastructure roles in achieving competitive advantage

Value creation Company infrastructure

* Provide companywide commitment to efficiency

rior efficien 1 i i
Superior efficiency Facilitate cooperation among functions

Provide leadership and commitment to quality
Superior quality » Find ways to measure quality
Set goals and create incentives

= Manage overall project

Superior Innovation e . .
p Facilitate cross-functional cooperation

Superior customer Through leadership by example, building a companywide
responsiveness commitment to customer responsiveness

(Source: Adopted from Hill and Jones, 2001)

2.7 Company performance

Many of the perspectives that nominated the early thinking concerning firm
performance have their roots in traditional economic theory with an emphasis
on market power and industry structure as determinants of firm performance
(Chadwick 1999; Chandler, 1994; Knight, 1997; Wiklund, 1999). These stud-
ies emphasize economies of scale and scope, the optimization of transactions
costs across the subsidiaries and critical market characteristics to explain dif-
ferent firm-level strategies of performance.

Traditionally, performance measurement is defined as the process of quantify-
ing effectiveness and efficiency of action. In other words, measuring perform-
ance means transferring the complex reality of performance into a sequence
of limited symbols that can be communicated and reported under similar cir-
cumstances (Neely et al., 1995).

In modern business management, performance measurement assumes a far
more significant role than quantification and accounting (Chan and Qi, 2003).
Performance measurement can provide important feedback information to en-
able managers to monitor performance, reveal progress, enhance motivation
and communication, and diagnose problems (Rolstandas, 1998; Waggoner et
al., 1999).
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According to Venkataraman and Vansudevan (1986), there are two major is-
sues associated with the operationalization of organizational performance.
First, what constitutes the construct of the firm performance?. In other words,
how researchers can define the performance of the organizations. Second,
there are still several questions such as what are the data sources that should
be used in measurement of this construct. Should archival (or secondary)
measures be used or can respondent (or primary) data be used as reliable. Or-
ganizational performance or effectiveness is a multifaceted phenomenon that
is difficult to comprehend and measure (Goodman and Pennings, 1977).
Venkatraman (1990) also emphasizes that it is impossible to obtain any con-
sensus on developing measure of organizational effectiveness since there is no
universal theory of organizations. Researcher have argued that no one single
measure is inherently superior to another and the definition that a researcher
adopts is based on the disciplinary framework adopted for the study (George,
1997). Performance may vary according to whose viewpoint is taken (e.g.,
customers or stockholders), the time period observed, criteria used, and so on.
According to Hitt and Ireland (1985) different fields of study should use dif-
ferent measures of organizational performance because of the difference in
their research questions.

For measuring a firm’s performance, objective and subjective measures have
been used. The objective measures include measures such as return on assets,
market share, sales, export proportion, growth rates in domestic and export
sales growth. Similar measures are used by previous researcher (e.g. Hitt et
al., 1982, 1985). Similarly, the subjective measures of performance include
management’s perceptions of productivity, profitability, market share, and
customer satisfaction relative to competitors. The possibility of using subjec-
tive performance measures (the management perceptions) was suggested by
Dess and Robinson (1984) if the accurate objective measures are unavailable.
Subjective measures of performance have been used by several researchers
(e.g. L1, 2000, Akimova, 2000).

The Table 2.8 provides the review of performance measures that have been
used in competitive advantage research.
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Table 2.8: Performance measures used in empirical competitive advantage

research

Author

Performance measures used in research

Snow, Charles.C and Hrebi-
niak, Lawrence.G (1980)

Ratio of total income to total assets

Hitt, M.C, Ireland, D.R and
Stadter, G (1982)

Price earning; return on equity (ROE); return on
capital (ROC); sales volumes and earning per
share

Hitt, M.C and Ireland, D.R
(1985)

Market return (Derived from geometric mean an-
nual stock return; geometric mean annual risk free
rate and beta measure of systematic risk)

Droge, C. and Vickery, S.
(1994)

= Return on Investment (ROI) and ROI growth;
» Market share and market share growth
= Return on Sales (ROS) and ROS growth

Sharma, Bishnu. and Fisher,
Tom. (1997)

= Sales per employee; Return on Asset (ROA);
Market share; Sales; Export proportion, growth
rates in domestic; Export sales growth;

= Perceived performance: productivity, profitabil-
ity; customer satisfaction; market share)

Li, Ling. X. (2000)

= Sales volume;

= Profit after tax

= Market share

= Return on Investment (ROI)

Akimova, Irina. (2000)

= Return on Investment (ROI)
= Profit
= Sales volume; Market share; cash flow

(Source: Author)

2.8 Empirical findings about functional competencies and firm

performance

2.8.1 Summary of the studies

The central interest of mainstream research is whether functional competen-
cies can authentically provide better company performance and what signifi-
cance of the relationship between functional competencies and company per-
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formance. According to many researchers (e.g. Droge and Vickery, 1994; Hitt
and Ireland, 1985; Li, 2000, Snow and Hrebiniak, 1980) and especially
through examining the four criteria of superior efficiency, superior quality,
superior innovation and superior customer responsiveness done by Hill and
Jones (2001), functional competencies can serve competitive advantage. This
research area had drawn attention of many scholars since 1980s (Snow and
Hrebiniak) till present (Thang 2004).

Following this growing area of research, this dissertation reviewed the previ-
ous empirical studies regarding this question. The below Table 2.9 presents
summary of key studies in this field. In general, while scholars held common
interest in finding supporting evidences for the linkage, they differed re-
markably in their perspectives and approaches of how to investigate the rela-
tionship. The differences ranged from the bundling approach, the type of
models, the composition of practices, and data collection approaches, to re-
sults that were found. These are the topics of detailed discussion in the fol-
lowing section.

2.8.2 Comparison of the studies
2.8.2.1 Functions to be included

Previous work was seriously lacking consensus with regard to precisely which
functions should be included. This becomes apparent with the review of nu-
merous articles in highly recognized scholarly journals published from as
early as 1980 to as recently as 2004. The functions included in these studies
and their impacts on organizational performance vary significantly. The func-
tions analyzed were ranging from 3 (Droge and Vickery, 1994) to 10 (Snow
and Hrebiniak, 1980) across these studies, covering such manufacturing, mar-
keting, research and development, financial, human resource, administration
and others. Only four showed up in majority of studies including manufactur-
ing, marketing, research & development and human resource management.
Items used in each function also varied significantly made number of vari-
ables employed in these studies ranging from 31 (Droge and Vickery, 1994)
to 55 (Hitt and Ireland, 1982).

35



9¢

Descriptions

Methodology

Findings

Limitations

Snow and Hrebiniak (1980)

Sample: 88 firms & 236 usable
questionnaire from four selected
industries (automotive, air
transportation, plastics and sem-
iconductors)

Cover ten functions: general
management, financial man-
agement, marketing, market re-
search, R&D, engineering, pro-
duction, distribution, legal af-
fairs, and personnel

Data collected from
mailing questionnaires
to top managers.
Dependent variables:
objective measure of
profitability, ration of
total income to total
assets and obtained
from Moody’s Indus-
trial Manual (1976),
Moody’s OTC indus-
trial manual (1976),
and Moody’s transpor-
tation Manual (1976)
Factor analysis was
used to test the reliabil-
ity of functional com-
petency measures

General management, financial management, pro-
duction & engineering were perceived as strengths
of defender organization.

Prospector organizations perceived general man-
agement as a strength in all four industries, engi-
neering in three industries, R&D in two and market
research in none.

General management & production perceived as
strength of analyzer organizations in three indus-
tries, engineering in two and marketing in one.
Production & financial management were perceived
as strength of reactor organization in all four indus-
tries, engineering in three and general management
in only one (air transportation)

Defenders, prospectors, and analyzers perform better
than reactors in plastics, semiconductor, and auto-
motive industries

Reactors in air transportation industry outperform
both defenders and prospectors

Potential
problem of
bias sam-
ple

The relia-
bility of
some func-
tional
competen-
Cy meas-
ures was
low
Financial
data was
only avail-
able for 66
of 88 com-
panies.
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Descriptions Methodology Findings Limitations
Hitt, Ireland and Stadter

(1982)

Sample: 117 manufacturing Data collected from  |= Dominant functional mix predictive of company The reliabili-
firms from one thousand largest | mailing questionnaires | performance varies with the type of industry in ty of each
manufacturing firms listed in to Chief Executive Of-| which the firm operates measures
Fortune directory. 249 usable ficer (CEO) = In the firms pursued internal growth strategy and was not

responses.
Cover seven functions: general
administration, production, en-
gineering, R&D, marketing,
finance, personnel, public and
governmental relations

Dependent variable:
price earnings ratio
(PE), ROE, ROC (re-
turn on capital), sales,
EPS (earning per
share) obtained from
“Standard and Poor’s
Compustat data files”.
Regression was used
for analysis

offered consumer non-durable goods, production
had strongest relationship with company perfor-
mance variables (positive with the PE ratio, ROE &
ROC & a negative with sales). Engineering R&D,
and personnel had negative relationship with sales.

* In the firms pursued internal growth strategy and
offered capital goods, administration, production,
and personnel were positively related to the PE ra-
tion. Production, personnel and public & govern-
mental relations were positively related to both
ROE and ROC. Production, engineering R&D, per-
sonnel & public and governmental relations were
negatively related to EPS

= In the firms pursued internal growth strategy and
offered producer goods, production, marketing,
finance, personnel & public & governmental rela-
tion were all positively related to the PE ratio. Mar-
keting was negatively related to ROE, sales, and
EPS.

= No strong consistent relationships for firms in a
consumer non-durable goods industry.

shown in the
study
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Descriptions Methodology Findings Limitations
Hitt and Ireland (1985)
Sample: 185 firms from Fortune |* Data collected from | = Operation and marketing activities positively re- * Common
1000 industrial firms mailing questionnaires | lated to performance in firms implementing a stabil- | method
Cover seven functions: general to Chief Executive Of- ity-grand Strategy bias
administration, operation, engi- ficer (CEO) = Operation and finance activities positively related |= Firm per-
neering and R&D, Marketing, |® Factor analysis was to performance in firms implementing an internal- formance
used to test measure’s grand strategy measures

Finance, personnel and Public

& government relations

reliability

» Dependent variable:
ROI, ROE, ROA, EPS
(earning per share) ob-
tained from Center for
Research in security
prices, Value line in-
vestment survey, Fed-
eral reserve Bulletins.

* For firms implementing an acquisitive-growth strat-
egy, operation and public & government relations
activities had positive relationships with perfor-
mance

= Performance had negative correlation with general
administration, production, marketing and person-
nel activities in retrenchment strategy firms

» For firms operating in consumer non-durable goods
industry, finance activities were related positively to
performance while engineering, R&D activities ne-
gatively related to performance.

= Production activities were related positively to per-
formance for firms in capital goods industry

= Marketing activities were related negatively to per-
formance whereas production showed positive rela-
tionship.
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Descriptions Methodology Findings Limitations
Droge and Vickery (1994)
Sample: 65 firms from residen- Data collected from = Product design & development is a key determinant |= The relia-
tial furniture industry mailing questionnaires | of business performance bility of
Response rate: 20% to CEO (mailings = Marketing & product design & development are po- | each
Cover three functions: manu- were followed by at sitively related to every measure of performance measures
facturing, marketing and prod- least three phone = Manufacturing is positively related to ROI & ROI was not
uct design & development calls) growth. showed
Taxonomy of func- » Perceptual
tional competencies firm per-
derived by weighting formance
factors * Focusing
Dependent variable: on one in-
subjective rating of dustry lim-
ROI; ROI growth; its genera-
Market share; Market li-zability
share growth, ROS; of results

ROS growth

Simply & stepwise re-
gression were used to
analyze relationship of
functional competen-
cies & firm perfor-
mance
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Descriptions

Methodology

Findings

Limitations

Li (2000)

Sample: 72 Chinese manufac-
turing firms

Response rate: 24%

Cover four functions: manufac-
turing, marketing, product de-
sign and development and hu-
man resource

= Data collected from
contacting to Chinese
managers

= Taxonomy of func-
tional competencies
derived from compil-
ing competency items
given in literature

* Construct measured
by sum up all ele-
ments of the construct

* Dependent variable:
subjective rating of
sales revenues; profit
after tax; Market
share; and return on
investment (ROI)

= Marketing competencies have positive impact on all
four performance measures

= Product innovation is related to sales volume and
ROI but not significantly related to profit after tax
or market share growth performance

= Manufacturing is strongly correlated with sales vo-
lume, market share growth, and ROI, but does not
have a significant predictive relationship with profit
after tax.

* Human resource is significantly correlated with all
four performance indicators

= Not clear on
how to col-
lect the data

= The reliabil-
ity of each
dimensions
and meas-

ures was not

shown

* Firm perfor-
mance was
self-
reported
changes by
respondents
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2. Literature review on functional competencies and their effects on performance

2.8.2.2 Bundling approach

Despite the ascendancy of the bundle approach, there still is room for differ-
ences among scholars in selecting how to bundle the practices in each func-
tional competency. In the main, two approaches are widely seen in the litera-
ture, even though there remains limited theory specifying how practices in
each functional competency should be grouped together. One approach exam-
ines the total items in each function by integrating all practices in that func-
tion into a single index to measure the extent a company utilize these func-
tional practices (e.g. Droge and Vickery, 1994; Hitt and Ireland, 1985; Snow
and Hrebiniak, 1980), while the others develop and empirically verify key
dimensions of each function (Li, 2000; Akimova, 2000; Thang, 2004) through
methods such as factor analysis.

In the selection of approach, author reasoned that the need to identify the un-
derlying dimensions of each functional competency, which are related to each
other in certain ways, makes the use of factor analysis more appropriate. This
approach is also advantageous in providing a more insightful picture of the
structure of the aggregation of each functional competency rather than the
black-box composite index.

2.8.2.3 Types of model structure

Other differences can be seen in how researchers established the linkage be-
tween functional competencies and organizational performance. Generally,
two structures of models can be found in literature. One of which known as
direct linkage, established a direct linkage between functional competencies
and firm performance (e.g. Droge and Vickery, 1994; Akimova, 2000; Li,
2000). The other namely moderating linkage, added between functional com-
petencies and firm performance a moderating constructs, e.g. grand strategy
(e.g. Hitt et.al, 1982; Hitt and Ireland, 1985) in hope to shed more explanatory
light on the direct linkage.

2.8.2.4 Data collection approaches

The sampling frames were defined differently across the previous studies.
Scholars tended to use firm success (in terms of sales) as a selection criterion.
It seems that previous research lacked consensus on how large a firm should
be quality for selection.
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2. Literature review on functional competencies and their effects on performance

On a whole, previous work was rather consistent in the methods for data col-
lection. Data were collected by surveying senior managers in all of the stud-
ies. Most of the studies used cross-sectional data. The simultaneous collecting
of data on functional competencies and firm performance may cause the po-
tential problem of simultaneity; that is causality between functional compe-
tencies and organizational performance cannot be definitively determined. It
is certainly possible that firms experiencing higher firm performance are bet-
ter performing functional competencies.

Sampling procedures followed clearly seen patterns. Sampling either focused
on a narrow setting of one industry (e.g. Conant et. al, 1990; Droge and
Vickery, 1994) or broadly covered across industries (e.g. Hitt and Ireland,
1982; Li, 2000; Snow and Hrebinak, 1980).

The final issue regarding data collection in previous studies is the magnitude
of the sample size. Studies varied considerably in the sample size, from the
low of 65 firms (Droge and Vickery, 1994) to the high of 185 firms (Hitt and
Ireland, 1985) organizations. The average sample size was 105 firms. In addi-
tion, the typical range of response rates was between 20 per cent (Droge and
Vickery, 1994) and 24 per cent (Li, 2000).

It is worth noting that a great variety of measures to gauge organizational per-
formance was in previous studies. Firm’s measurement indicators are ranging
from a low of 4 (e.g. Li, 2000) to 6 (Droge and Vickery, 1994). The current
review also witnessed a similar set of variant measures including organiza-
tional outcomes, financial outcomes and stock market performance. In gen-
eral, for measuring a firm’s performance, objective and subjective measures
have been used in these studies. The objective measures include measures
(e.g. Hitt et. al, 1982, 1985) such as return on assets, market share, sales, and
growth in sales. This measure is more accurate but requires availability and
accuracy of the firm’s measures like financial indicators, market share. Simi-
larly, the subjective measures of performance include management’s percep-
tions of these measurements relative to competitors. This type of measure-
ment was suggested by Dess and Robison (1984) if the accurate objective
measures are unavailable. Subjective measures of performance have been
used by several researchers. This type of measure was not only used by West-
ern scholars (e.g. Droge and Vickery, 1994) but also widely used in particular
in a significant number of studies of the non-US setting (e.g. Li, 2000; Aki-
mova, 2000) due to difficulties in collecting reliable objective performance
data.

42



2. Literature review on functional competencies and their effects on performance

2.8.2.5 Findings of previous studies

Given the diversity of methodologies used in previous studies, it should be
expected that the findings in prior work are highly diverse. However, the
common feature across these outcomes is that the authors consistently found
significant relationship between functional competencies and various indica-
tors of organizational performance. Majority of previous research looked at
the impact on return on investment (ROI), return on equity (ROE), market
share and sales. The findings are synthesized by type of performance meas-
ures and type of model structure as described below.

It was reported that ROI was positively related to competencies in marketing,
manufacturing, and product design and development (Droge and Vickery,
1994; Li, 2000) and human resource competencies (Li, 2000). In addition,
ROE was positively associated with production in the internal
growth/consumer no-durable cell, but negative with marketing (Hitt et al.,
1982).

There were positive relationship between market share and sales with market-
ing, manufacturing, human resource (Li, 2000). Product innovation was not
significantly related to market share but with sales volume (Li, 2000). Droge
and Vickery (1994) found positive relation only between market share and re-
turn on sales with marketing and product innovation but not with manufactur-
ing.

Hitt and Ireland (1985) and Hitt et. al. (1982) reported that type of strategy
and industry moderates the relationship between functional competencies and
organizational performance. For example, no main effects on the relationship
exist between production/operation and performance for stability strategy
firms, nor those firms in a consumer non-durable goods industry were found.
However a strong relationship exists between production and performance for
firms using a stability strategy and in a consumer non-durable goods industry.
They found strong negative relationship between research and development
and performance for firm implementing a stability strategy in a producer
goods industry (Hitt and Ireland, 1985).

2.9 Conclusions for research

Theoretical and empirical studies provide reasonable level of support for the
positive relationship between functional competencies and various indicators
of organizational performance. In the main, the evidence is supportive a direct
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relationship yet tends to be mixed in results regarding the significance of this
relationship. In addition, although there is a growing volume of research of
this kind in Western and non-Western context, there is limited, if any, re-
search in the context of developing countries. These underline the opportuni-
ties to extend research into this yet to be exploited area.

There is a methodological diversity in research examining the multiple func-
tional competencies at the organizational performance. One of the possible
sources that were responsible for this variation is the influence of contextual
factors. This is illustrated by the use of different performance measures and
the heterogeneity of practices of each function included in the prior studies.
While financial data such ROE and ROA are more available in Western coun-
tries, they are difficult to be obtained in other countries such China (L1, 2000)
and Ukraina (Akimova, 2000), making it more appropriate to use subjective
(perceptual) measure of firm performance. An implication is needs to tailor
the methodology to the context.

Under the systemic view, prior studies either examine predetermined combi-
nations of functional competencies (some even narrow it down to a single in-
dex to represent a whole function) or develop and empirically verify key di-
mensions of each function by factor analysis. The latter approach is more ap-
propriate to capture variations in the formation of dimensions of each func-
tional competency due to contextual influences.

Remarkably, previous research relying on factor analysis did not render uni-
form dimensions of the same functions, in part due to the inclusion of differ-
ent practices to reflect the context under study. This emphasizes the need for
identifying the dimensions of each functional competency in context. As re-
sult, this study adopts some key functions from the literature and then con-
ducting an exploratory factor analysis to pinpoint precisely the dimensions of
each function arising in companies currently operating in Vietnam.
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3 Conceptual framework, measurement instrument
development and data collection

3.1 Chapter overview

The previous chapter provided insights into key theoretical concepts and prin-
ciples relating to the field of competitive advantage and performance.

This chapter covers two sections. First section summarizes the inter-
relationships between those theoretical concepts and principles in a concep-
tual framework. Hypothesis development is also presented in this chapter.

Second section of this chapter presents the measurement instrument develop-
ment used to collect the data in the research. The nature of collected data, and
the main tools utilized in assessing the reliability and validity of the data set
are also presented. A survey resulted in 110 useable questionnaires as the da-
tabase for analysis.

3.2 Conceptual framework and hypothesis development

3.2.1 Conceptual framework

Previous research has tended to study the impact of one functional area com-
petence on a firm’s overall performance (Capon et al., 1990; Drucker, 1973;
Ettlie, 1997; Hayes and Wheelwright, 1984; Tunaly, 1992). Recent studies
show that only when a firm can concert its functional area competencies can
be more competitive on the market place (Evans and Lindsay, 1996; Hill and
Jones, 2001; Porter, 1990; Droge and Vickery, 1994; Li, 2000). Many re-
searchers have concluded that desired level of performance cannot be
achieved in organizations which fail to respond effectively to relevant envi-
ronmental demand (e.g., Lawrence and Lorsch, 1967; Dill, 1976; Pfeffer and
Salancik, 1978; Ansoff, 1979; Poter, 1980; Hitt et. al., 1982). Since environ-
mental demands vary across organizations, different firms may have to em-
phasize the development of different mixes (or combinations) of key func-
tional area competencies (Corbert and Wassenhove, 1993, Hitt et al., 1982,
Li, 2000). In addition, many researchers had emphasized the importance of an
integrative perspective (Berry, Hill, Klompmaker and McLaughlin, 1991;
Droge and Vikery, 1994; Hitt et al., 1982, 1985, Li, 2000). Therefore, this
study integrates several functional competencies to examine the relationship
between sources of competitive advantage and organizational performance.
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3. Conceptual framework, hypotheses and research methodologies

On the basis of the preceding discussion and the synthesis of the existing lit-
erature, a proposed conceptual framework for the current research is designed
as shown in Figure 3.1. The two main components that constitute the concep-
tual framework include the sources of competitive advantage covering func-
tional competencies in manufacturing, marketing, research & development,
and human resource, and the firm performances which include both profitabil-
ity and market performance.

I Source of Competitive
I Advantage

Organizational Performance

Manufacturing
competencies

Profitability
performance

Marketing
competencies

Research & Devel-
opment competen-
cies Market

performance

Human resource
competencies

Figure 3.1: A conceptual model of the relationship between functional
competencies and firm performance

First the four functional competencies in manufacturing, marketing, human
resource and R&D are chosen as critical sources of competitive advantage for
manufacturing companies. The relative importance of functional areas to
various measures of company performance has been specified previously (e.g.
Lawrence and Lorsch, 1967; Miles and Snow, 1978; Snow and Hrebiniak,
1980; Hitt et al., 1982, 1985; Droge and Vickery, 1994; Li, 2000). According
to Droge et al. (1994) these four functional area competencies have long been
hypothesized to be vital factors that positively contribute to the manufacturing
firm performance (Li, 2000). For example, Drucker (1973) argued that mar-
keting and R&D were essential competencies of a firm (Li, 2000). Capon et
al. (1990) suggested that a firm’s profitability was particularly sensitive to
product innovation and market development (Li, 2000). Researchers (Hayes
and Wheelwright, 1984; Skinner, 1969, 1985; Tunaly, 1992) have either hy-
pothesized or used field data to illustrate the importance of manufacturing
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competency of a firm (Li, 2000). Recently, human resource has been recog-
nized as a key competency to serve customers and increase market share
(Deming, 1986; Evans and Lindsay, 1996; Simerly, 1997, Thang, 2004).

Second, to measure the performance both financial and non-financial will be
used. Financial indicators are sales volume, profit, return on total assets, re-
turn on equity, and non-financial measure is market share. These measures
have been widely used in published literature (Clark, 1982; Hill and Jones,
2001; Nobel, 1995). Five point liker scale used to obtain the perception and
satisfaction of the organization owners concerning the profitability and mar-
ket performance, which should be constituted via factor analysis. To measure
firm performance, subjective measures will be used. The use of financial indi-
cators such as return on asset or equity pose a problem since financial infor-
mation is not easily available, except when the company is listed on a stock
exchange (Geringer and Hebert, 1991). The concern with sensitive informa-
tion is the major deterrent to making such data available to outsiders. In some
cases when the data is available, it is often incomplete and biased (Baker et.
al, 1993). Further, an accounting measure like return on investment is short-
term oriented (Troberg, 1994). The difficulty in collecting data on the firm
performance indicates the need to use more qualitative measures (Anderson,
1990). Previous studies have shown a strong and positive correlation between
objective and subjective measures of performance. It is possible to substitute
subjective measures of performance when more objective data is not available
(Barker et. al, 1993).

This conceptual model for the study is constructed in order to investigate the
effect of the four critical functional competencies on firm performance. The
research model has been adapted from researchers (Hitt et al., 1982, 1985;
Droge and Vickery, 1994; Li, 2000) who pioneered the conceptual framework
for empirical studies in competitive advantage. This model has addressed the
importance of integrative perspective by including the four critical functional
areas. To address the inconcensus of item allocation to each functional com-
petency, principal components factor analysis will be used to determine the
underlying functions. The result of this analysis will be presented in the next
chapter. Therefore the “functional competencies” construct in this model,
which is also considered as a special feature of this research model.

3.2.2 Hypotheses for the study

The hypotheses to be tested in this study are developed on the basis of the re-
search objectives and questions. At the same time, the conceptual framework
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also serves as a basis for hypothesis development. The overall research hy-
pothesis is that there is a positive association of manufacturing, marketing,
R&D and human resource competencies and the firm performance. This hy-
pothesis is strongly supported by many studies both theoretically and empiri-
cally in a variety of fields (Droge and Vickery, 1994). For example, a review
by Anderson, Cleveland and Schroeder (1989) concluded that manufacturing
is key to business performance. Capon, Farley and Hoenig (1990) showed that
profitability is particularly sensitive to product and market development. Ra-
manujam and Venkatraman (1984) found the effect of advertising and product
quality on market share or ROI. In many empirical studies, researchers found
the positive relationship of manufacturing, marketing, research and develop-
ment (Droge and Vickery 1994, Li 2000, Hitt et al, 1982) and human resource
(L1, 2000) with company performance.

The specific hypotheses are presented as follows:

Hypothesis 1: There is a positive relationship between the manufactur-
ing competency and profitability performance.

Hypothesis 2: There is a positive relationship between the marketing
competency and profitability performance.

Hypothesis 3: There is a positive relationship between the research &
development and profitability performance.

Hypothesis 4: There is a positive relationship between the human re-
source management and profitability performance.

Hypothesis 5: There is a positive relationship between the manufactur-
ing competency and market performance.

Hypothesis 6. There is a positive relationship between the marketing
competency and market performance.

Hypothesis 7: There is a positive relationship between the research &
development and market performance.

Hypothesis 8: There is a positive relationship between the human re-
source management and market performance.
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3.3 Measurement instrument development

To do survey research, a survey instrument for this study is to be scientifically
developed. To begin with, a review of the extensive literature on the four
main concepts - including manufacturing, marketing, research & development
and human resource and firm performance - were done to identify the key is-
sues and a draft of measurement instrument borrowed from those of other re-
searchers. This was followed by expert interviews, which was performed to
develop the valid survey instrument for the research. Thereafter, pre-test were
to be carried out in order to consolidate the measurement instrument. At the
end, questionnaires needed to be finalized, or so called “questionnaire refine-
ment” for conducting field surveys.

A comprehensive review of literature on the subjects relating to four func-
tional competencies and on firm performance was done. This review of exten-
sive literature brought about understanding clearly on theories and concepts,
which are pertinent to the thesis, as proved by other researchers. However,
there was only a limited number of relevant researches conducted in develop-
ing country, like Vietnam against a number of works on developed countries.
This study, therefore, had to review these concept studies abroad, especially
the ones in developed countries with a view to apply such literature to the
contexts of Vietnam.

3.3.1 Independent variables

Independent variables were identified in the conceptual framework presented
in the previous section. They include the manufacturing, marketing, research
& development, and human resource competencies.

The items used to operationalize these four functional competencies in this
study were adopted from several studies of Clark, 1982; Conant et al., 1990;
Craig and Douglas, 1982; Droge et al., 1994; Evans and Lindsay, 1996; Ha,
2002; Hayes and Wheelwright, 1984; Hitt and Ireland, 1985; Li, 2000. Porter,
1980, 1985; Simerly, 1997; Tunaly, 1992. By adopting the items to operation-
alize the functional competencies, the validation and the generalizability of
the construct could be assured. In total, a pool of 28 questionnaire items was
identified. 10 items are used to measure manufacturing, 7 items for marketing,
5 items for R&D, and 8 for human resource. To operationalize these four
functional competencies, respondents were asked to indicate the degree to
which their firms would employ the practices commonly seen in the four
functional areas. The choice of respondents could be anchored on one end at
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“very weak” (1) and on the other at “very good” (5). Due to inconcensus of
item allocation in each function found in the previous studies, therefore the
author did not assume any specific practice in any functional area. This will
be determined by using principal components factor analysis. The result of
this analysis will be presented in the next chapter.

3.3.2 Dependent variables

Previous studies show that there is no standard measure of the firm’s per-
formance (Droge et al, 1994; Hitt and Ireland, 1985; Li, 2000); Sharma and
Fisher, 1997; Snow and Hrebiniak, 1980). Commonly used approaches in-
clude: market based indicators and financial based indicators. However, get-
ting Asian companies to disclose their financial data is often difficult and the
data are not comparable across firms (Bae and Lawler, 2000). Subjective
measures of firm performance have been shown to correlate well with objec-
tive measures (Geringer and Hebert, 1991; Powell, 1992). Hence, analogous
to many prior studies, this study used perceived measurement of firm’s per-
formance.

In this study, perceived performance was measured in both financial and non-
financial. Financial indicators are sales volume, return on total assets and re-
turn on equity. As non-financial measure the market share was used. These
measures have been widely used in published literature (Clark, 1982; Hill and
Jones, 2001; Nobel, 1995).

Following this measurement approach, respondents were asked to compare
how their firm have been performing regarding profitability, return on total
asset and return on equity, sales growth and market share in benchmarking
with other organizations that do the same kind of work. Respondents were
asked to rate on a five-point likert scale (where 1=very weak, and 5=very
good). The first three measures were used for perceived financial performance
while the last two were used for perceived market performance.

3.3.3 Expert opinion

In conducting the research, the survey questionnaire is important to the qual-
ity of data. To ensure that complete and correct constructs, expert opinion was
conducted to decide which items from among those adopted from previous
studies were most suitable for the survey questionnaire. The purpose of doing
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it here was to assess the validity of questions for each concept included in the
questionnaire.

Total eight experts were invited to refine and validate measures for each con-
cept. They are four academic faculties from economics and management de-
partment of Hanoi University of technology, who specialize in the four func-
tional areas and four managing directors of manufacturing companies. The
four companies are operating in four different industries including food proc-
essing; textile and garment, shoes & leather, and printing. The experts asked
to provide their opinion on items used to measure each concept.

The results of the experts are consensus and high level of agreement. The ma-
jor comments related to adjusting the details of wording (reworded or short-
ened) in some questionnaire items to be clearer, more concise, and eliminat-
ing some overlap in items. Three items had been eliminated 1) improving the
product quality; 2) provide information for and work closely with R&D to de-
velop new product/services and 3) reduce production rework rate. There is no
new added item. Expert opinion resulted in 25 items for measuring four func-
tional competencies and 5 items for measuring firm’s performance. These
items all had consensus of at least 75 percent of the experts. The final draft of
the questionnaire was developed based on the aforementioned work, both lit-
erature review and expert opinion.

3.3.4 Back translation

Because most of instrument is designed in the West, therefore, a major con-
cern is the ability to effectively transfer the intent of U.S. based measurements
to other cultures and languages (Ha, 2002). Items and concepts may not be
casily translated between cultures, because they occasionally trigger different
effectiveness or conceptual responses. The meanings of the exactly similar
word might be culturally embarrassing due to negative psychological conno-
tation for Vietnamese respondents. Therefore, back translation methods pro-
vide a widely accepted way to overcome these differences in cross-cultural
connotations (Brislin, 1970).

The author is lecturer of the Faculty of Economics and Management in Hanoi
University of Technology where there are many lecturers graduated from
abroad at both master and PhD qualification. These lecturers directly involved
in perfecting the Vietnamese version of the questionnaire. First, the English
version was prepared. Two Vietnamese lecturers were then invited to make
comments and to fill in so that the technical wordings could be detected and
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replaced with the different meaningful wordings. Second, another two Viet-
namese lecturers were invited to translate the English questionnaire version
into Vietnamese language. To verify the accuracy and quality of the transla-
tion, another two lecturers were asked to translate back the Vietnamese ver-
sion of questionnaire into English in order to ensure the consistency through-
out the translation. Throughout this process, ambiguities in Vietnamese ver-
sion of questionnaire or inconsistencies were noted and corrected.

In summary, due to the combined effect of careful translation, and independ-
ent back-translation it is believed that the Vietnamese version of questionnaire
is equivalent to the English version.

3.3.5 Pretest

In order to test the reliability and validity of the measurement instrument, a
pretest needs to be conducted with the final draft of the questionnaire. The no-
tion of reliability of the measurement instrument is based on two concepts:
accuracy and precision (Hair et al., 1998). These concepts deal with how
much the measurement instrument is accurate in measuring the variables
which is supposed to measure and how precise it is in doing so.

Specifically to this study, the purpose of the pilot test was to investigate the
potential problems in the research due to the clarity, the wording, and the
format of questionnaires. In addition, the time respondents spent on filling in
the questionnaires was measured.

Pretest were tried out with 5 directors of 5 manufacturing companies in Hanoi
including 2 textile and garment companies, one food processing, one shoes
and leather, and one printing enterprise. The five directors were asked to re-
sponse the questionnaire and were free to give comments. As a result ques-
tionnaire was well designed, clearly understood and the length of question-
naire was appropriate. And the result showed that no modification was re-
quired for the questionnaire. In summary, questionnaire was ready for data
collection.

3.3.6 Questionnaire instrument

Resulting from the intensive measurement instrument development process,
the questionnaire for respondents was finally consolidated into three sections:
personal and business details, firm performance and functional competencies.
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The first section asks general information about the respondent and the enter-
prise including company’s name, job title of respondent, ownership, operating
areas, years of operation, number of employees, revenue and profit.

In the second part were questions related to the performance of the enterprise.
The respondents were asked to indicate their level of firm performance in
comparison to other organizations that do the same kind of work.

The third part was related to the functional competencies. In this section, a to-
tal of twenty-five statements were used to measure the four functional compe-
tencies. The respondents were asked to indicate the degree to which their
firms would employ the practices commonly seen in the four functional areas.

The final English and Vietnamese version of survey questionnaire are pre-
sented in Appendix 1 and Appendix 2 respectively.

34 Data collection and assessment
3.4.1 Data collection

There is no collected data source from previous research conducted on the
same content and context as those of this study. Primary data is therefore im-
perative for the study.

Primary data for this study was gathered from manufacturing companies lo-
cated in Vietnam. Important decisions of this study are to identify the popula-
tion and to design the sample appropriate for the survey, and to make sure that
responses are free from bias by using reliable sampling. How data were scien-
tifically gathered for the study is demonstrated in the next sections in detail.

3.4.1.1 Target population and sample design

This study focused on the manufacturing companies in Vietnam. The manu-
facturing companies in Vietnam were identified through a web-site
http://danhba.vdc.com.vn published by Vietnam Chamber of Commerce and
Industry. This web-site complies a majority of the enterprises in Vietnam and
makes available for public use. It provides the list of companies operating in
Vietnam, their contact address, their type of business, and their type of own-
ership. A total of 1,110,557 companies were found in the web-site, of which
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5,437 reported as manufacturing companies. Among the manufacturing com-
panies, there were 1,359 enterprises with unclear contact address, making a
working population of 4114 companies. Of which a sample of 725 companies
was randomly chosen to send the questionnaires.

3.4.1.2 The survey

A mail survey was conducted during May and July 2006. Data collection pro-
ceeded by calling randomly the targeted respondents in order to confirm their
mail-address, inform them about the study and to encourage them to respond.
A total of 725 questionnaires were then sent by mail to the 725 manufacturing
companies. Each mail includes a letter of introduction, a questionnaire and a
mailed back written address envelop with a stamp for respondent to mail back
when they complete the questionnaire. Consequently 125 questionnaires were
mailed back at gross response rate of 17.24%. Total number of used question-
naire is 110 achieving respondent rate of 15.17%.

3.4.2 Data assessment
3.4.2.1 Data examination and exploration

Data entry started with the development of a coding plan for the question
items in the questionnaire. This plan was used to define variables in SPSS.
The next step was the key-in of questionnaire responses in the defined SPSS
data spreadsheet. With the dataset built, examination and exploratory proce-
dures were conducted to screen the data for possible outliners. The database
was examined and had indicated that the missing values were distributed at
random. According to Hair et al., (1999), this situation of missing data was
acceptable for multivariate data analysis.

3.4.2.2 Adequacy assessment

Hair et. al (1999) suggested that factor analysis technique was suitable for
multivariate analysis in the form of “data reduction”. However, to perform
such a data condensing technique, the size of the sample has to be large
enough. According to Hair et. al (1999) the number of responses should be 50
considered as the minimum level for conducting factor analysis technique. In
this research, the total number of 110 questionnaires was fully completed and
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usable, exceeding more than double of the minimum level. This indicated the
adequacy of the sample.

Another method of evaluating the suitability of the database for factor analy-
sis was the use of the statistical tests, which should be available in the SPSS
software package. These were the Kaiser-Meyer-Olkin (KMO) and Barltlett’s
test (Kaiser, 1958).

The KMO measure is an indicator of how well suited the sample data are for
factor analysis. Kaiser (1958) suggested that values of KMO of 0.9 or higher
are great and values below 0.5 are unacceptable. The KMO’s test were deter-
mined for the whole sample and presented in the table 3.1. KMO test was
0.876 for functional competencies and 0.834 for performance. This calcula-
tion indicated that the KMO test values for functional competencies and firm
performance measurements fell into the acceptable range of 0.5 and 0.9 as
suggested by Hair et. al. (1999). It could be concluded confidently that data-
base are suitable for factor analysis which should be performed to condense
the data and to identify the desired and underlying factors related to functional
competencies and organizational performance.

Bartlett’s test of Sphericity evaluates the null hypothesis that the correlation
matrix is an identify matrix, which would indicate no relationships among the
variables, and thus no basis on which to proceed with factor analysis. Bart-
lett’s test should be significant (i.e., a significance value of less than 0.05);
this means that the variables are correlated highly enough to provide a reason-
able basis for factor analysis (Leech et. al., 2005). The significance value was
0.000 for both functional competencies and organizational performance and
shown in Table 3.1. This indicated that the data are suitable for factor analy-
Sis.

Table 3.1: KMO and Barltlett’s test for functional competencies and
performance

KMO and Barltlett’s test Functional. Organizational
competencies performance
KMO Measure of Sampling 0.876 0.834
Adequacy
Barltlett’s test | Approx Chi- 1425.366 453.526
of Sphericity Square
d.f 231 10
Significance .000 .000
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3.4.2.3 Normality assessment

Kolmolorov-Smirnov (KS) tests of normality was performed to explore the
normal nature of the error term distribution of the main variables in the re-
gression analysis. Table 3.2 provides the KS tests of normality for the four
functional competencies and the two organizational performances. The results
show that variables are normal because KS significant values are all greater
than 0.05.

Table 3.2: Test of normality of the data set

Kolmogorov-Smirnov
Variables oy

Statistic Significance
Human resource management 0.617 0.841
Marketing 0.636 0.814
Manufacturing 0.661 0.775
Research & development 0.648 0.796
Profitability performance 0.937 0.344
Market performance 1.284 0.074

3.4.2.4 Data reliability

According to Hair (1995), reliability of a variable reflects the extent to which
a variable or a set of variables is consistent in what it is intended to measure.
If multiple measurements are taken, reliable measures will be very consistent
in their values. Validity of the variable reflects the extent that differences in
scores among objectives reflect the objects’ true differences related to the
construct that is sought to be measured (Hair ez. al., 1999). The reliability of a
variable is a necessary but not a sufficient condition for its validity. Validity
can never be established unequivocally, but can only be inferred either by di-
rect assessment or indirectly by assessing reliability.

Reliability applies to a measure when similar results are obtained overtime
and across situations. Broadly defined, reliability is the degree to which
measures are free from error, and therefore yielding consistent results. Imper-
fection in the measuring process that affect the assignment of scores or num-
ber in different ways each time a measure is taken, such as a respondent who
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misunderstands a question, are the cause of low reliability (Hair etz. al., 1999).
There are two dimensions that underline the concept of reliability. The first
dimension is concerned with repeatability which requires the use of test-retest
method to administer the same scale or measure to the same respondents at
two separate times in order to test for stability (Haire et. al., 1999). The sec-
ond dimension of reliability is concerned with the homogeneity of the meas-
ure. To measure the internal consistency of a multiple-item measure, scores
on subsets of the items within the scale are correlated (Hair ez. al., 1999).

Wiklund (1999) also points out that the reliability of a measure is established
by testing for both stability and consistency. Consistency indicates how well
the items measuring a concept hang together as a set and Cronbach’s Alpha is
a reliability coefficient indicating how well the items in a set are positively
correlated to one another. Cronbach's Alpha is computed in terms of the aver-
age inter-correlations among the items measuring the concept. The closer
Cronbach’s Alpha is to 1, the higher the internal consistency reliability (Green
and Mulaik, 1977; Hair et. al., 1999).

According to Hair et al. (1999), no single item is a perfect measure of a con-
cept. Researchers must rely on a series of diagnostic measures to assess the
internal consistency. First, there are several measures relating to each separate
item, including the item-to-total correlation (the correlation among items).
Rules of thumb suggest that the item-to-total correlations exceed 0.5 and that
the inter-item correlations exceed 0.3. For the second type of diagnostic
measure, the generally agreed upon lower limit for Cronbach’s Alpha is 0.7,
although may decrease to 0.6 in exploratory research (Hair et. al., 1999; Nun-
nally, 1978).

In order to assess the reliability of the measures in this study, item-to-total
correlations and Cronbach’s were employed. And as suggested by Nunnally
(1978), the criteria for retaining a scale item includes an item-to-total correla-
tion of at least 0.35 (Nunnally, 1978) and a Cronbach’s Alpha for the scale of
at least 0.7. The results of these item-to-total correlations for the manufactur-
ing, marketing, research and development and human resource competencies
as well as profitability and market performance are presented in the Appen-
dix 3 and Appendix 4. The Cronbach’s Alpha was calculated for each func-
tional and performance construct and shown in Table 3.3.

Appendix 3 presents item-to-total correlations for four functional constructs
(manufacturing, marketing, research and development and human resource).
All the items in these functional constructs exceeded the item-to-total correla-
tion criteria of 0.35. At the same time, the Cronbach’s Alpha for these con-
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structs was 0.858 (manufacturing); 0.87 (marketing); 0.803 (research and de-
velopment) and 0.909 (human resource) respectively, which indicates that
they highly met the requirement by Nunnally (1978).

Table 3.3: Reliability analysis of functional competencies and organizational
performance

Cronbach's
Loading  Cronbach’s alpha if
factor alpha item de-

leted
Functional competencies
Human resource management (a=0.909) 0.909
Involving the employees in the decision making
process 0.835 0.889
Providing job training for workers 0.800 0.897
Providing professional training for managers 0.790 0.888
Encouraging the constructive criticism from
employees 0.776 0.893
Stimulating employee motivation, job satisfac-
tion, and moral 0.752 0.891
Creating effective personnel policies 0.693 0.898
Developing compensation and recognition based
on performance 0.541 0.908
Marketing (a=0.870) 0.870
Conducting marketing research & information 0.820 0.826
Conducting effective sales promotion & adver-
tising 0.797 0.841
Developing the distribution net-work 0.688 0.866
Improving post-sale services 0.652 0.852
Maintaining highly trained, motivated sales
team 0.648 0.849
Providing information to R&D 0.632 0.850
Manufacturing management (a=0.858) 0.858
Providing an on going plant modernization pro-
gram 0.758 0.830
Using capacity utilization 0.757 0.829
Controlling manufacturing process quality con-
trol 0.728 0.818
Controlling material and inventory 0.656 0.834
Providing an effective equipment maintenance
& replacement 0.633 0.845
Managing production, material & overhead cost 0.628 0.839
Research and development (a=0.803) 0.803
Improving research capabilities 0.865 0.671
Matching R&D objective & strategy objectives 0.736 0.746
Improve existing products and services 0.670 0.737
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Table 3.3: Reliability analysis of functional competencies and organizational
performance (cont.)

Cronbach's
Loading  Cronbach’s alpha if
factor alpha item de-
leted
Organizational performance
Profitability performance (a=0.942) 0.942
ROA 0.910 0.913
ROE 0.893 0.892
Profit before tax 0.785 0.939
Market performance (a=0.759) 0.759
Market share 0.864
Sales growth 0.788

The assessment of the item-to-total correlation concerning profitability and
market performance is presented in Appendix 4. It is also noted that all the
items of these two performance constructs also exceeded the item-to-total cor-
relation criteria of 0.35. The Cronbach’s Alpha value for the profitability and
market performance was computed to be at 0.942 and 0.759 respectively. This
indicates that the reliability for those items satisfied the Nunnally’s require-
ment.

In summary, the values of item-to-total correlation and Cronbach’s Alpha
found for each construct indicated that each construct was strongly reliable
measure.

3.5 Chapter summary

This chapter presents the conceptual framework, measurement instrument de-
velopment and data collection through which this study was to be carried out
in the context of Vietnam. It first covers the rationale for the research ap-
proach and based on that conceptual framework and eight main hypotheses
had been developed and proposed. It then describes in detail the development
of measurement instrument, data collection and data assessment. Measure-
ment instrument is developed through the scientific process: literature review,
expert opinion, pretest, and questionnaire refinement, resulting in a question-
naire instrument for data collection. A survey design is configured to chart out
how data are collected. Under this plan, 725 manufacturing companies are
identified and sent questionnaires to seek responses. Finally, the process of
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data preparation and data assessment is presented. The next chapter focuses
on the procedures used for analyzing the data and testing the hypotheses.
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4.1 Chapter overview

The previous chapter has presented the conceptual framework and research
methodology through which this study was to be carried out in the context of
Vietnam. This chapter explains the data analysis and the statistical result from
hypothesis testing in this study. In the beginning, sample profile is discussed
and then dimensions of functional competencies are identified through factor
analysis. After that descriptive analysis are demonstrated, following with the
data analysis of hypothesis from 1 to 8 of the study. At the end, the results are
then discussed and summarized.

4.2 Sample profile

In this study, 725 companies were randomly chosen to send the question-
naires. A total of 110 properly filled questionnaires were received, achieving
respondent rate of 15.17%. This part provides general information of the sur-
veyed manufacturing enterprises such as positions of the people filled in ques-
tionnaire, locations, ownership, industry types, ages, number of employees,
assets, revenues and profits. Such information comes from the questions in
the part of personal and business details in the questionnaires (Appendix 1
and Appendix 2). This information was analyzed by using frequency and per-
cent statistics and presented in the Appendix 5.

4.2.1 Position of respondents

The Figure 4.1 presents the positions of the respondents in the surveyed or-
ganizations. The majority (51.82%) of the respondents were directors or vice
directors in their enterprises. 13.64% of them were head of either marketing
or business department. The rest (34.55%) held other positions in their com-
panies such as head of manufacturing, financing or human resource depart-
ments.
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Figure 4.1: Positions of the respondents

4.2.2 Enterprise location

Majority of the respondents (56.4%) reported that they were located in the
North, while 35.5% in the South (Figure 4.2). And the rest (8.1%) were in
Central of Vietnam.

South
35%

North
57%

Central
8%

Figure 4.2: Location of the surveyed organizations
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4.2.3 Enterprise ownership

In terms of ownership, 63.6% of respondents are limited or joint-stock or-
ganizations (Figure 4.3), followed by state-owned companies (27.3%) and
foreign capital organizations (9.1%).

Foreign
9% SOE

Limited & joint-
stock
64%

Figure 4.3: Enterprise ownership of the surveyed organizations

4.2.4 Industry types

Figure 4.4 provides the industry types of the surveyed enterprises. Companies
operating in the textile and garment industry have the largest portion, account-
ing for 24.5% of the total sample, while metal product companies are only
10%. The organizations in food processing industry occupied about 19.1% of
the total sample. Rubber and plastic companies were accounted for 10.9%.
The rest 35.5% of total sample were companies operating in other industries
including glass & porcelain, electrical & electronic, shoes & leather; chemi-
cal, wood & furniture, paper, printing...
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Figure 4.4: Industry types of the surveyed enterprises

4.2.5

Enterprise age

According to Figure 4.5, the majority of the surveyed organizations had been
established for quite long time. 75.5% had been set up for more than 10 years,

17.3% from 5 —

8
7
6
5
4
3
2
1

10 years, and only 7.2% were established within 5 years.

0.0
0.0
0.0
0.0
0.0
0.0
0.0
0.0

0.0 \ \
> 10 years

5-10years 3-5years < 3 years

Figure 4.5: Age of companies
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4.2.6 Number of employees

Figure 4.6 shows the number of employees in the total organizations sur-
veyed. 30% of the enterprises were categorized as small companies with less
than 300 employees while the medium sized enterprises (between 301 — 500
employees) represent only 17.3%. The large organizations are 23.6% and the
very large ones are accounted for 29.1% of total respondents. In general, the
average number of employees in a manufacturing enterprise is about 860 with
the smallest one having only 40 employees and the largest one having more
than 7000 employees.

> 1000 <=300
29% 30%

500-1000 300 - 500
24% 17%

Figure 4.6: Number of employees in the surveyed organizations

4.2.77 Assets

Figure 4.7 shows that the majority (55%) of the surveyed enterprises had to-
tal asset of more than VND 50 billion, about 27% had VND 10-50 billion, and
the rest of about 18% had their assets of less than VND 10 billion.
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Figure 4.7: Total assets of the surveyed organizations

4.2.8 Revenue

Figure 4.8 shows that nearly half (40.9) of the total sample had VND 100-
500 billion in revenue, 18.2% had VND 5-50 billion, 20% had VND 50-100
billion, about 11.8% had less than VND 5 billion, and the remaining (9.1%)
organizations had more than VND 500 billion.

%
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40.0 ~
350 t------mm e e
30.0 - 40.9
25.0
200 +---------py-- | e
15.0 +-————————- 200 | -
10.0 -

5.0 '
0.0 | | | | |—| 5.5

<=5 bil. 5-50bil. 50-100 100-500 500 - > 1000
bil. bil. 1000 bil. bil.

Figure 4.8: Revenue of the surveyed enterprises
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4.2.9 Profit

Figure 4.9 presents reported profit of the surveyed organizations. The major-
ity of respondents (62.8%) made less than VND 5 billion, 31.8% had VND 5-
50 billion and only 5.5% achieved more than VND 50 billion.

4.3 Factor analysis

In this research, a total twenty-five variables of functional competencies and
five variables of organizational performance were identified from the litera-
ture. As suggested by Hair et. al., (1999) factor analysis should be used to
analyze and create a new set of variables.

B0.0 & - -

35.0

30.0
35.5

2504 -4 f----f |-
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15.0 4

17.3
10.0 4 14.5

50+-4 f-—-—--of |- |- |-
55

0.0

<=1 bil. 1-5 bil. 5-10 bil. 10-50 bil. >50 bil.

Figure 4.9: Profit of the surveyed enterprises

Exploratory factor analysis method was applied to identify the dimensions of
functional competencies and company performance. In this approach, a step-
by-step repetitious process of principal component factor analyses with vari-
max rotation was carried out with the aim to arrive at the most interpretable
and significant factor solution. The process resumed with all variables in-
cluded in the factor analysis. In this step, factor structures were identified on
the basis of the significance and clarity of the factor loadings, the communal-
ities, and most importantly, the interpretability and meaningfulness of the fac-
tors within the theoretical framework of functional competencies. Variables
that did not fit well with others in the structures were identified and excluded
gradually, one variable at a time, from the list of variables. Factor analysis
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was re-performed at each of the exclusions to explore new factor solutions.
The process ended when a clear, interpretable, and meaningful factor solution
was found.

The application of factor analysis requires several statistical conditions at a
satisfactory level for results to be reliable. These requirements entail the sig-
nificance of the factor loadings, and the correlation appropriateness of factor
analysis. An examination of these aspects was made subsequently before pro-
ceeding to the process of identifying the latent dimensions of functional com-
petencies and company performance.

4.3.1 Significance of the factor loadings

In interpreting the factor analysis solution, a decision must be made regarding
which factor loadings are worth considering. Factor loading are the correla-
tions between original variables and the factors. The magnitude at which the
factor loadings are significant depends on the sample size and the tolerance of
two types of errors. With an aim of obtaining a power level of 80 per cent, we
need .05 significance level. Table 4.1 contains the sample size necessary for
each level of factor loadings to be considered significant.

Table 4.1: Guidelines for identifying significant factor loadings based on
sample size

No Factor loading Sample size needed
1 30 350
2 35 250
3 40 200
4 45 150
5 .50 120
6 .55 100
7 .60 85
8 .65 70
9 .70 60
10 75 50

Note: Significance is base on a .05 significant level (o) and a power level of f=0.80

Source: Hair et al., 1998, p.112

As shown in Table 4.1, for significance, a sample size of 100 requires a load-
ing value of at least 0.55. Similarly, a loading of 0.50 demands a larger sam-
ple size of 120. Obviously, no entry is available for the sample size of 110.
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The associated value of significant loading for this size could be interpolated
between 0.50 and 0.55. As an exploratory decision rule, any value falling
short of 0.50 was considered not significant at the size of 110.

4.3.2  Appropriateness of factor analysis

Since the objective of factor analysis is to identify interrelated sets of vari-
ables, the key requirement for the appropriateness of its application, from the
statistical viewpoint, is the presence of correlations among the variables
(Haire et. al., 1998). In this study, two statistical procedures were conducted
to examine the appropriateness of factor analysis. The first one was the Bart-
lett test of sphericity for the presence of correlations among variables. Table
3.1 shows the significance value was 0.000 (<0.05) for both functional com-
petencies and organizational performance. This means that the variables are
correlated highly enough to provide a reasonable basis for factor analysis
(Leech et. al., 2005).

The second one was the KMO measure of sampling adequacy to quantify the
degree of inter-correlations among the variables and the appropriateness of
factor analysis. This measure is an index taking value from 0 to 1 and can be
constructed with the following guidelines: 0.80 or above, meritorious; 0.70 or
above middling; 0.60 or above, mediocre; 0.5 or above, miserable; and below
0.50, unacceptable (Hair et al., 1998). In this study, the KMO measures was
0.867 for functional competencies and 0.834 for performance (Table 3.1), fal-
ling right on the mark of the meritorious range. In conclusion, all of the statis-
tical indications provided a very sound support for the appropriateness of the
factor analysis.

The next part delves into the search for meaningful factor solution for func-
tional competencies and organizational performance.

4.3.3 Factor analysis of functional competencies

At the onset, all twenty-five functional variables went into the first factor
analysis, resulting in five factors (Table 4.2). These factors accounted for
about sixty eight per cent of the variances. All of the twenty-five variables
had significant loadings of greater than 0.479.

The results show that four variable unambiguously loaded significantly on
more than two factors and emerged as a candidate for deletion to refine the
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factor structure. They were variable ‘developing compensation and recogni-
tion based on performance’ on factor 1, 2 and 3, variable ‘Coordinating be-
tween R&D, operation & marketing’, variable ‘Providing computerization &
decentralization of production control system’ on factor 1, 2 and 5, and vari-
able ‘developing an efficient & effective product-line policy for product addi-
tions & deletions’ on factor 2, 3 and 4.

Table 4.2: The first run of factor analysis (n=110)

Factor loading

1 2 3 4 5
Involving the employees in the decision
making process 0.836  0.169 0.125 0.079 0.004
Encouraging the constructive criticism from
employees 0.802 0.194 0.117 0.178 -0.136
Stimulating employee motivation, job satis-
faction, and moral 0.777 0292 0.154 0.136 -0.143
Providing professional training for managers 0.745 0.232 0.251 0.072 0.347
Providing job training for workers 0.741 0.184 0.058 0.053 0.424
Creating effective personnel policies 0.661 0.289 0.219 0.117 0.223
Creating a compensation and recognition
system based on performance 0.572 0381 0.300 -0.055 -0.254
Providing an on going plant modernization
programme 0.193 0.753 0.041 0.226 -0.237
Using capacity utilization 0.220 0.751 0.186 -0.071 -0.123
Controlling manufacturing process quality 0.220 0.745 0.266 0.129 0.155
Controlling material and inventory 0.351 0.652 0.056 0.121 0.106
Managing production, material & overhead
cost 0.193 0.624 0.319 0.078 0.150
Providing an effective equipment mainten-
ance & replacement 0.155 0.609 0.068 0.208 0.367
Coordinating between R&D, operation &
marketing 0.239 0.573 0.060 0.541 0.128
Providing computerization & decentraliza-
tion of production control system 0.366 0.542 0.250 0.202 0.443
Developing an efficient & effective product-
line policy for additions & deletions 0.189 0479 0.384 0.313 -0.067
Conducting marketing research & informa-
tion 0.146 0.238 0.808 0.155 -0.057
Conducting effective sales promotion & ad-
vertising 0.284 0.019 0.799 0.070 0.100
Developing the distribution net-work 0.066 0.237 0.680 0.016 0.247
Maintaining highly trained, motivated sales
team 0.175 0.082 0.659 0390 0.188
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Table 4.2: The first run of factor analysis (n=110) (cont.)

Factor loading

1 2 3 4 5

Providing post-sale services 0.094 0.262 0.654 0.280 -0.142
Providing information to R&D 0.236 0.112 0.627 0.399 -0.236
Improving research capabilities 0.127 0.056 0.196 0.838 0.047
Matching R&D objective and strategy ob- o5y 0077 0445 0717 -0.012
jectives

Improving existing products or services 0.188 0395 0.161 0.715 0.057
Variance explained by factor (%) 18.460 18.220 15.829 11.182 4.500
Cumulative variance explained (%) 18.460 36.680 52.510 63.691 68.191

Note: bold type indicates the factor to which functional practices best loaded
KMO-= 0.874 Bartlett’s test of Sphericity: ¥2=1750.434 p-value=0.000

Of the four variables ‘developing compensation and recognition based on per-
formance’ meshed very well with other six variables comprising of ‘Involving
the employees in the decision making process’, ‘Encouraging the constructive
criticism from employees’, ‘Stimulating employee motivation and job satis-
faction’, ‘Providing professional training for managers’, ‘Providing job train-
ing for workers’, and ‘Creating an effective personnel policies’ in what could
be perceived as a ‘human resource competency’ construct.

Other two variable named ‘Coordinating between R&D, operation & market-
ing’ and ‘Providing computerization & decentralization of production control
system’ had the highest loadings of 0.573 and 0.542 respectively, and were
greater than the required factor loading of 0.525 (for sample size of 110 ac-
cording to Table 4.1). While the maximum loadings of other variable ‘devel-
oping more efficient & effective product-line policy for product additions &
deletions’ was only 0.470 and less than 0.525 on factor 2. In addition, this
variable was less interpretable when it interconnected with other eight vari-
ables in factor 2. Further more, the communality of ‘developing compensation
and recognition based on performance’, ‘Coordinating between R&D, opera-
tion & marketing’, and ‘Providing computerization & decentralization of pro-
duction control system’ were higher than that of ‘developing an efficient &
effective product-line policy for product additions & deletions’, 0.630, 0.698,
0.727 and 0.515 respectively (Appendix 6). Thus the variable ‘Developing an
efficient & effective product-line policy for product additions & deletions’
was less competitive in the elimination test and was subject to elimination.
Another factor analysis was re-specified with the exclusion of this variable.
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The second factor analysis reduced the number of factors from five to four
(Table 4.3). This more compact factor solution explained about 65 per cent of
the total variance. All of the twenty-five variables had significant loadings of
greater than 0.538.

Table 4.3: The second rotated factor solution (n=110)

Factor loading

1 2 3 4
Involving the employees in the decision making
process 0.834 0.158 0.123 0.068
Providing job training for workers 0.793 0.209  0.032  0.060
Providing professional training for managers 0.787  0.252  0.233 0.074
Encouraging the constructive criticism from em-
ployees 0.775  0.185  0.131 0.164
Stimulating employee motivation, job satisfac-
tion and moral 0.747 0.283 0.170 0.117
Creating effective personnel policies 0.685 0.303 0.211 0.111
Creating a compensation and recognition system
based on performance 0.538 0.345 0.316  -0.084
Controlling manufacturing process quality 0.246  0.740  0.263 0.105
Providing an on going plant modernization pro-
gramme 0.156  0.735 0.072  0.192
Using capacity utilization 0.203 0.729 0.203  -0.102
Controlling material and inventory 0.353 0.669  0.068 0.106

Managing production, material & overhead cost ~ 0.204  0.640  0.327  0.061
Providing an effective equipment maintenance

& replacement 0.206  0.632  0.056  0.203
Coordinating between R&D, operation & mar-

keting 0.243  0.604 0.076  0.528
Providing computerization & decentralization of

production control system 0.417  0.581 0.238 0.199

Conducting marketing research & information 0.140  0.231 0.820  0.137
Conducting effective sales promotion & adver-

tising 0.300  0.021 0.795  0.064
Developing the distribution net-work 0.095 0.260  0.676  0.013
Providing post-sale services 0.082  0.244  0.667 0.256
Maintaining highly trained, motivated sales team  0.202  0.101 0.655 0.387
Providing information to R&D 0.212  0.089  0.644 0.376
Improving research capabilities 0.134  0.076  0.204  0.834
Matching R&D objective and strategy objectives -0.043  0.080  0.451 0.706
Improving existing products or services 0.180 0433 0.185 0.705
Variance explained by factor (%) 19.550 18.478 16.174 10.736
Cumulative variance explained (%) 19.550 38.029 54.203 64.939

Note: bold type indicates the factor to which functional practices best loaded
KMO= 0.879 Bartlett’s test of Sphericity: ¥2=1657.568 p-value=0.000
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The structure of factors was stable and the same as previous. All variable held
one significant factor loading with one factor by the standard of greater than
0.525. However there were some changes in the factor loadings. Two vari-
ables spreaded their significant loadings across two factors: ‘increase comput-
erization & decentralization of production control system’ and ‘Coordinating
between R&D, operation & marketing’. The variable ‘Providing computeriza-
tion & decentralization of production control system’ proved to be most ap-
propriate for deletion because it had the lowest value of communalities
(Appendix 6). Thus ‘Providing computerization & decentralization of pro-
duction control system’ became an excluded variable in the next run of factor
analysis.

The third factor analysis generated a solution with identical number of factors
as above which accounted for about 65 per cent of the variance (Table 4.4).
All the twenty-three variables had significant loadings of greater than 0.540.

The factor structure remained unchanged. However there was a consistent
problem of factor loadings of variable ‘Coordinating between R&D, operation
& marketing’. This variable was loaded highly in both factors 1 and 4 (Table
4.4), like in the previous run. This indicated the need to explore for possibility
to refine the factor solution further by throwing out this variable. Again the
factor analysis was performed in the absence of this variable.

The result of factor analysis is shown in Table 4.5. The fourth run also pro-
duced a four-factor solution liked the two previous runs with about 65 percent
of the variance explained. The structure of all four factors was stable. All four
factors were greater than 1 and satisfied the Kaiser criterion that their Eigen-
value be equal or greater than 1 (Kaiser, 1958). All variables held one signifi-
cant factor loading with one factor by the standard of greater than 0.525
(Table 4.5). No case of blurred significant loadings across factor was found.
Further more, all four factors contained variables which were apparently in-
terpretable. The solution was viable. Consequently, the exploring process
stopped here with the four-factor solution suggesting four functional compe-
tencies used by manufacturing in Vietnam.

Once this four-factor solution was obtained in which all variables have sig-
nificant loadings on a factor, an attempt should be made to give some mean-
ings to the patterns of factor loadings. Variables with higher loadings were
considered more important and have greater influence on the name or label
selected to present a factor (Hair et al. 1999). Therefore, examining all the
underlined variables for a particular factor and placing greater emphasis on
those variables with higher loadings will attempt to assign a name or label to a
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factor that accurately reflects the variables loading on that factor. Based on
the nature of the items that loaded on four factors, they could be named as fol-
lows:

Table 4.4: The third rotated factor solution (n=110)

Factor loading

1 2 3 4
Invo}vmg the employees in the decision 0.836 0.163 0.123 0.070
making process
Providing job training for workers 0.797 0.186 0.036 0.065

Providing professional training for managers  0.790 0.230 0.238 0.078
Encouraging the constructive criticism from 0.775 0.179 0.133 0.165
employees

Stlmulatlng employee motivation, job satis- 0.749 0.288 0.170 0.120
faction, and moral

Creating effective personnel policies 0.689 0.291 0.213 0.116
Creating a compensation and recognition 0.540 0355 0315 20,081
system based on performance

Providing an on going plant modernization 0.163 0.752 0.070 0.200

programme

Using capacity utilization 0.210 0.738 0.203 -0.093
Controlling manufacturing process quality 0.255 0.733 0.265 0.116
Controlling material and inventory 0.359 0.660 0.071 0.115
10\/(I)asli1agmg production, material & overhead 0211 0.640 0.329 0.070

Providing an effective equipment mainten-
ance & replacement
Coordinating between R&D, operation &

0.213 0.612 0.060 0.213

0.249 0.592 0.079 0.536

marketing

g(())rrllductmg marketing research & informa- 0.139 0.222 0.821 0.139
Con'dl.lctmg effective sales promotion & ad- 0.298 0.008 0.797 0.064
vertising

Developing the distribution net-work 0.098 0.251 0.678 0.017
Providing post-sale services 0.083 0.243 0.667 0.259
i\é[;rlliltammg highly trained, motivated sales 0.202 0.077 0.658 0.389
Providing information to R&D 0.211 0.103 0.641 0.376
Improving research capabilities 0.135 0.063 0.204 0.834
Improving existing products or services 0.183 0.418 0.187 0.710
Mat.chmg R&D objective and strategy ob- 0,042 0.079 0.450 0.707
jectives

Variance explained by factor (%) 19.846 17.528 16.702 11.194
Cumulative variance explained (%) 19.846 37374 54.076  65.270

Note: bold type indicates the factor to which functional practices best loaded
KMO= 0.870 Bartlett’s test of Sphericity: ¥2=1550.569 p-value=0.000
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Table 4.5: The fourth loaded factor solution (n=110)

Factor loading
1 2 3 4

Human resource management (a=0.909)

Involving the employees in the decision making 0835 0105 0.173  0.093

process

Providing job training for workers 0.800 0.047 0.173  0.043
Providing professional training for managers 0.790  0.233  0.231 0.084
Encouraging the constructive criticism from em- 0.776 0120 0184 0.176
ployees

Stimulating employee motivation, job satisfaction ~ 0.752  0.178  0.276  0.103
Creating effective personnel policies 0.693  0.235 0.274  0.082

Creating a compensation and recognition system
based on performance

Marketing management (a=0.870)

0.541 0333 0.341 -0.099

Conducting marketing research & information 0.139 0.820 0.215 0.154
glc;gnductmg effective sales promotion & advertis- 0296 0797 -0002 0.078
Developing the distribution net-work 0.098 0.688 0.241 0.019
Providing post-sale services 0.083 0.652 0.250  0.287
Maintaining highly trained, motivated sales team 0204 0.648 0.075 0.405
Providing information to R&D 0.213 0.632 0.102  0.389

Manufacturing management (a=0.857)

Providing an on going plant modernization pro- 0170 0.063 0.758 0205

gramme
Using capacity utilization 0.208 0.182 0.757 -0.054
Controlling manufacturing process quality 0.261 0273  0.728  0.106
Controlling material and inventory 0.365 0.077 0.656  0.101
Providing an effective equipment maintenance & 0216 0.029 0.633 0251
replacement

Managing production, material & overhead cost 0.216 0346 0.628  0.050
Research and development (a=0.794)

Improving research capabilities 0.141 0.167 0.086  0.865
Matching R&D objective and strategy objectives -0.036 0.421 0.091 0.736
Improving existing products and services 0.197  0.200 0.402 0.670
Variance explained by factor (%) 20.643 17.226 16.720 10.795
Cumulative variance explained (%) 20.643 37.869 54.589 65.384
Eigenvalue 8.784 2.630 1.681  1.289
Cronbach Alpha 0.909 0870 0.857 0.794

Note: bold type indicates the factor to which functional practices best loaded
KMO= 0.876 Bartlett’s test of Sphericity: ¥2=1425.366 p-value=0.000

75



4. Data analysis and hypotheses testing

Factor 1, on the basis of the nature of question-items asked to the respon-
dents, this factor was labelled as Human Resource Management with seven
items loaded highly on this. Factor 1 was used to measure the competencies in
human resource activities of an organization. It includes: ‘Involving the em-
ployees in the decision making process’; ‘Providing job training for workers’;
‘Providing professional training for managers’; ‘Encouraging the constructive
criticism from employees’; ‘Stimulating employee motivation, job satisfac-
tion, and moral’; ‘Creating an effective personnel policies’; and ‘Creating
compensation and recognition based on performance’. The Table 4.5 also re-
veals that the internal consistency of this factor was assured with the
Croncbach Alpha value of 0.909, exceeding the Nunnally (1978) threshold of
0.7. The ‘Human resource management’ factor had a mean score of 3.49 on
five-point Likert-scale and standard deviation of 0.72.

Factor 2, on the basis of the nature of question-items asked to the respon-
dents, this factor was labelled as Marketing management with six items
loaded highly on this. Factor 2 was used to measure the competencies in mar-
keting activities of an organization. It includes: ‘Conducting marketing re-
search & information’; ‘Conducting effective sales promotion & advertising’;
‘Developing the distribution net-work’; ‘Providing post-sale services’; ‘Main-
taining highly trained, motivated sales team’; and ‘Providing information to
R&D’. The Table 4.5 shows that all six items possess high loading coeffi-
cients ranging 0.632 of ‘Providing information to R&D’ to 0.820 of ‘Con-
ducting marketing research & information’ which all exceeded the require-
ment (0.525) suggested by Hair et al., (1998). The Croncbach Alpha for this
factor was satisfactory at the value of 0.870, indicating the internal consis-
tency was satisfactorily assured. The mean score of this factor was calculated
at the value of 3.12 on five-point Likert-scale and its standard deviation was
0.83.

Factor 3, on the basis of the nature of question-items asked to the respon-
dents, this factor was labelled as Manufacturing management with six items
loaded highly on this. Factor 3 was used to measure the competencies in op-
eration activities of an organization. It includes: ‘Providing an on going plant
modernization programme’; ‘Using capacity utilization’; ‘Controlling manu-
facturing process quality’; ‘Controlling material and inventory’; ‘Providing an
effective equipment maintenance & replacement’; and ‘Managing production,
material & overhead cost’. The Table 4.5 also indicates all six items have
high loading coefficients varied from 0.628 of item ‘Managing production,
material & overhead cost’ to 0.758 of item ‘On going plant modernization
programme’ and satisfy the requirement suggested by Hair (1998). The
Croncbach Alpha of this factor was computed at the value of 0.857, exceeding
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the Nunnally (1978) threshold of 0.7. The ‘Manufacturing management’ fac-
tor had a mean score of 4.01 on five-point Likert-scale and standard deviation
of 1.59.

Factor 4, on the basis of the nature of question-items asked to the respon-
dents, this factor was labelled as Research and development with three items.
Factor 4 was used to measure the competencies in research and development
activities of an organization. It includes: ‘Improving research capabilities’;
‘Matching R&D objective and strategy objectives’; and ‘Improving existing
products and services’. These three items possessed the loading coefficients
of 0.865; 0.736 and 0.67 respectively (Table 4.5), indicating that they did ex-
ceedingly meet the requirement of 0.525 suggested by Hair et al., (1998). The
Croncbach Alpha value of 0.794 satisfactorily met the Nunnally’s (1978) ac-
ceptable threshold of 0.7. The ‘Research and development’ factor had a mean
score of 3.49 on five-point Likert-scale and standard deviation of 0.81.

4.3.4 Factor analysis of perceived performance

Table 4.6 shows the results of factor analysis. Two-factor solution was ob-
tained which satisfactorily met the requirements of Eigenvalue larger than 1.
The accumulative explained variance reached 86.86 per cent. All variables
held one significant factor loading with one factor by the standard of greater
than 0.525 (Table 4.5). No case of blurred significant loadings across factor
was found. The solution was viable. Based on the nature of the items that
loaded on two factors, they could be named as follows:

Factor 1: Three items had high loading coefficients on this factor, which was
used to assess the performance of an organization with regard to its profitabil-
ity. These three items had the loading coefficients of 0.91, 0.893 and 0.785
respectively (Table 4.6), indicating that they did exceedingly meet the re-
quirement suggested by Hair (1998) of 0.525. Thus, on the basis of the nature
of question-items asked to the respondents, this factor could be labelled as
Profitability. The internal consistency for the factor “profitability” was as-
sured as it reached the acceptable value Cronbach Alpha of 0.942. This factor
had a mean score of 2.83 and a standard deviation of 1.00.

Factor 2: Two remaining items loaded highly on the second factor, which
was then labelled as Market performance. This factor tended to reflect the
performance of an organization in achieving market share and revenues.
These two items attained high loading coefficients of 0.864 and 0.788 (Table
4.6) and all exceeding the Hair’s requirement with the sample of 110. The
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factor ‘market performance’ also satisfied Nunnally’s (1978) standard with
Cronbach Alpha of 0.759. The average score of those two items would create
a new variable “market performance” and it could be used for hypothesis test-
ing purpose. It had a mean of 3.09 and standard deviation of 0.85.

Table 4.6: The first run of factor analysis (n=110)

Factor loading

1 | 2

Profitability performance (a=0.942)

Return on assets 0.910 0.297
Return on equity 0.893 0.360
Profit growth 0.785 0.509
Market performance (a=0.759)

Market share 0.284 0.864
Sales growth 0.409 0.788
Variance explained by factor (%) 49.800 36.882
Cumulative variance explained (%) 49.800 86.862
Eigenvalue 2.490 1.844
Cronbach Alpha 0.942 0.759

Note: bold type indicates the factor to which functional practices best loaded
KMO-= 0.833 Bartlett’s test of Sphericity: ¥2=453.526 p-value=0.000

4.4 Functional competency analysis

A five-point Likert scale was used in this study to measure the competencies
of different functional activities, from ‘1’ indicating very weak, to ‘5’ indicat-
ing very good. Four functional activities of manufacturing companies was
analysed including human resource, marketing, manufacturing and research &
development. For each function, frequencies, percentages, means, and stan-
dard deviations were calculated to show the perceived performance of these
activities. Beside that, some referential statistics were also employed to ana-
lyse differences by groups as well as relationship among variables. ANOVA
test were used to analyse differences of variables between groups of compa-
nies by locations, ownerships, and types of industry. Ranking was also em-
ployed for the competencies of these activities to see how relatively well
among activities, and strengths and weakness of manufacturing companies in
these competencies.
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4.4.1 Descriptive analysis of human resource management
4.4.1.1 General description

Human resource is one important factor for organization to achieve long-tem
benefits and development. In this study, the respondents have evaluated the
performance of human resource management activities. The responses are
presented in Table 4.7 and Figure 4.10. The overall means of all seven activi-
ties were not particularly impressive and ranked only at an average level,
ranging from 3.15 to 3.61. This indicates that managers in Vietnam pay less
attention to this function and human resource activities are only in the novice
level of proficiency. This result is consistent with similar findings of Lam
(2003).

Respondents perceived that they were relatively better in ‘Creating effective
personnel policies’ (mean = 3.61) and ‘Providing job training for workers’
(mean = 3.60) and relatively weak in ‘Involving the employees in the decision
making process’ (mean = 3.15) and ‘Stimulating employee motivation, job
satisfaction’ (mean = 3.49). The percentage of respondents perceived their
human resource performance as good and very good were varied only from
32.73% to 59.09% (Table 4.7). “Creating effective personnel policies” and
“Providing job training for workers” had the highest percentages (59.09%) of
responses ranked in good and very good. In fact the managers of some or-
ganizations recognized the important role of personnel policies but they did
not know exactly how to do it properly. Furthermore to many managers ‘cre-
ating effective personnel policies’ was not an urgent issue in comparing to
sale or production, therefore it was given relatively low priority and support
in the company. Some organizations emphasized training to provide knowl-
edge and skills to their employees. However, many managers said that they
had too many employees to consider. Training was costly and adversely af-
fected production. The activities received score under 50% were “Involving
the employees in the decision making process” (32.73%) and “Stimulating
employee motivation, job satisfaction” (49.09%). This is the consequence of
less top management attention to their employees. It is easy to understand.
Under a centrally-planned economic system, almost all decisions were guided
by the Government or Ministries or high level organizations. Decision making
was often taken by a group of leaders not by the manager or employees. That
1s why ‘involving the employees in the decision making process’ was given
relatively low support. Many Vietnamese organizations emphasize a task-
oriented management style rather than a people-oriented style. These organi-
zations emphasize tasks that have to be done. The achievement of goals is
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Table 4.7: Human resource management

Items (¥) N Means Good & Very
good (%)

Creating an effective personnel pol-

icies 110 3.61 59.09

Providing job training for workers 110 3.60 59.09

Developing compensation and rec-

ognition based on performance 110 3.55 52.73

Encouraging the constructive criti-

cism from employees 110 3.55 51.82

Providing professional training for

managers 110 3.51 52.73

Stimulating employee motivation,

job satisfaction 110 3.49 49.09

Involving the employees in the de-

cision making process 110 3.15 32.73

(*) Highest score is 5

Human resource
management

Involving the employees in the decision making |
process

Stimulating employee motivation, job satisfaction |

Providing professional training for managers |

Encouraging the contructive criticism from |
employees

Developing compensation and recognition based |
on performance

Providing job training for workers |

Creating an effective personnel policies |

0 Very weak ‘ ‘ ‘ | |

B Weak 0% 20% 40% 60% 80% 100%
O Average

O Good Percentage of respondents

M Very good

Figure 4.10: Human resource management
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rewarded and it is the glue that holds the company together. Manufacturers
often define success by the efficiency of operations and the low-cost. Thus,
the managers of these organizations have not really yet concerned themselves
with the motivation and job satisfaction of employees. Furthermore, many
managers think that it is not difficult and costly to find new employee for a
vacant position in Vietnam. It is the reason why the item ‘Stimulating em-
ployee motivation, job satisfaction’ was considered to have the lowest empha-
Sis.

4.4.1.2 Human resource management and company location

Table 4.8 presents means, standard deviation (S.D) and the significant differ-
ences in score of human resource activities among three groups of companies
located in three different locations: North, South and Central of Vietnam.
Mean score of organizations in all locations were relatively low, ranging from
3.10 (‘involving the employees in the decision making process’ of organiza-
tions in the North) to 3.78 (‘developing compensation and recognition based
on performance of companies located in the Central). There are minor differ-
ences of mean score in all items among locations. ‘Involving the employees in
the decision making process’ had the lowest score in all three locations. Com-
panies in the Central perceived themselves better than companies in the North
and South in stimulating employee motivation, job satisfaction (mean = 3.56),
developing compensation and recognition based on performance (mean =
3.78), and encouraging the constructive criticism from employees (mean =
3.67). However these organizations were less competitive to organizations in
the North and the South in all the rest items. Companies located in the South
were best at ‘Providing professional training for managers’ (mean = 3.64),
‘Providing job training for workers’ (mean = 3.67), and ‘Involving the em-
ployees in the decision making process’ (mean = 3.26) while organizations in
the North was only best at ‘creating an effective personnel policies’.

Even though, there were different mean across all items, however, there was
not enough statistical evidence (significance) for this difference (Table 4.8).
On the other word, there was no difference of human resource competence of
organizations in all three locations in Vietnam.

4.4.1.3 Human Resource Management and company ownership

Performance of human resource management by company ownership is
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Table 4.8: Means of human resource activities in different locations

Items (*) Overall Company location | Signific-
ance (*¥)
Mea |S.D | Nort | Sout | Cen-
n h h tral
Creating an effective per- | 3 61| (g5| 365| 362| 333 0.590
sonnel policies
Providing professional 3.55| 0.96| 3.45| 3.64| 3.33 0.540
training for managers
Providing job training for | 3 o | ¢4 | 358| 367| 344 0.748
workers
Involving the employees in
the decision making 3.15| 095 3.10| 3.26| 3.11 0.710
process
Stimulating employee mo- |3 4o | (g4 | 350| 346/ 3.56 0.949
tivation, job satisfaction
Developing compensation
and recognition based on 3.55| 087 3.53| 3.54| 3.78 0.729
performance
Encouraging the construc-
tive criticism from em- 3.55| 093 | 3.56| 3.49| 3.67 0.848
ployees

(*) Highest score is 5
(**) Significance at p<0.05

presented in Table 4.9. In general, joint-stock companies had done human re-
source activities better than state owned enterprise and private. This was an
expected result. Surprisingly, joint-venture and foreign direct investment
(FDI) organizations were only better than others only at ‘Providing job train-
ing for workers’ while the rest had relatively low mean score in comparing to
other type of ownership. This could be explained by two reasons. Firstly, the
number of respondents from this type of ownership were two small, only 10
(9.1%) thus it may not be representative for this type of company in Vietnam.
And secondly, managers in this type of companies could be stricter in evaluat-
ing themselves.

However, there are not statistically differences for all items. These findings
suggest that there is no evidence to confirm which type of ownership is better
than others in managing human resource.
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Table 4.9: Means of human resource activities and different types of ownership

Items (*) SOE Private | Joint- | Joint- | Significance

stock venture | (*¥%)

& FDI

Creating an efffectiveper- | 353|347 365 350 0.831
sonnel policies
Providing professional 357 327| 358|330 0.753
training for managers
Providing job training for 350 353|  3.65| 3.70 0.879
workers
Involving the employees
in the decision making 3.20 3.13 3.22 2.70 0.588
process
Stimulating employee
motivation, job satisfac- 3.33 3.67 3.58 3.20 0.433
tion
Developing compensation
and recognition based on 3.60 3.80 3.58 2.90 0.136
performance
Encouraging the construc-
tive criticism from em- 3.57 3.33 3.69 3.00 0.228
ployees

(*) Highest score is 5
(**) Significance at p<0.05

4.4.1.4 Human resource management and type of industry

Table 4.10 presents means and the significant differences in score of different
types of industry: food-processing, textile & garment, rubber & plastic, metal
products, glass & porcelain, and electronic. The mean score of textile & gar-
ment, rubber & plastic and electronic were relatively lower than those of
food-processing and metal products. Food-processing companies had highest
mean scores in involving the employees in the decision making process (mean
= 3.29) and developing compensation and recognition based on performance
(mean = 3.76). Organizations in glass & porcelain performed best at ‘Provid-
ing job training for workers’ (mean = 4.00), and ‘Stimulating employee moti-
vation, job satisfaction’ (mean = 3.78). Both companies (food-processing and
glass & porcelain) were best at creating an effective personnel policies (mean
=3.67).
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The ANOVA test was used to assess the statistical significance of the differ-
ences among industries in the practices of the seven HRM activities. The re-
sults show that (Table 4.10) there are not statistically significant differences
for all items in human resource management.

Table 4.10: Mean scores of human resource activities in different types of
industry

Items (*) Food- | Tex- | Rub- | Metal | Glass | Elec- | Signi-
proce |tile& |ber & |prod- | & tronic | fic-
ssing | Gar- | Plas- | ucts Por- ance

ment | tic celain (*%)

Creating an effec-
tive personnel poli- | 3.67 3.52 3.58 3.55 3.67 3.57 | 0.993
cies

Providing profes-
sional training for 3.52 3.48 3.25 3.55 3.56 3.57 | 0.973
managers

Providing job train-

: 357 | 3.63 | 3.58 | 3.55 | 4.00 | 3.00 | 0.336
ing for workers

Involving the em-
ployees in the deci-
sion making
process

329 | 3.15 3.00 | 3.27 322 | 271 | 0.784

Stimulating em-
ployee motivation, 3.67 3.33 3.42 3.55 3.78 3.29 | 0.592
job satisfaction

Developing com-

pensation and rec-
ognition based on
performance

3.76 3.67 3.33 3.64 3.22 3.57 | 0.650

Encouraging the
constructive criti-
cism from em-
ployees

(*) Highest score is 5
(**) Significance at p<0.05

3.57 3.56 3.25 3.73 3.56 3.57 | 0.899
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4.4.2 Descriptive analysis of marketing management
4.4.2.1 General description

In this study, the respondents have evaluated the performance of marketing
management activities. The responses are shown in Table 4.11 and Figure
4.11. The overall means of all six activities were only at an average level, and
some even below the average. The mean scores were ranging from 2.65 to
3.37 (Table 4.11). This indicates that marketing activities were not performed
well in Vietnam. This result might stem a long period of closed and centrally
planned economy of Vietnam in which everything, including production and
sales, was planned by the government. The whole concept of marketing man-
agement was not understood by Vietnamese managers. It is therefore they
lack focus in marketing activities.

Respondents perceived that they were relatively better in ‘Developing the dis-
tribution net-work’ (mean = 3.37) and ‘Providing post-sale services’ (mean =
3.33) and relatively weak in ‘Conducting effective sales promotion & adver-
tising’ (mean = 2.65) and ‘Conducting marketing research & information’
(mean = 2.93). The percentage of respondents perceived their marketing per-
formance 1in all activities as good and very good was less than 50% and varied
only from 28.18% to 46.36% (Table 4.11). ‘Developing the distribution net-
work’ had the highest percentages (46.36%) of responses ranked in good and
very good. Organizing, designing, controlling the distribution system in Viet-
nam is difficult (Hai, 1997). In Vietnam, there is no single local distributor
who can shift goods throughout the country, and most local distributors only
operate within a small region or city and on low margins, low labour cost and
low cost of storage .

Table 4.11: Marketing management

Items (*) N Means | Good & very
good (%)
Developing the distribution net-work 110 3.37 46.36
Providing post-sale services 110 3.33 45.45
Providing information to R&D 110 3.25 44.55
Maintaining highly trained, motivated sales 110 3.20 42.73
team
Conducting marketing research & information | 110 2.93 32.73
Conducting effective sales promotion & ad- 110 2.65 28.18
vertising

(*) Highest score is 5
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Marketing
management

Providing information to R&D
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Figure 4.11 : Marketing management

Only 32.73% and 28.18% of respondents said that they had done good and
very good ‘Conducting marketing research & information’ and ‘Conducting
effective sales promotion & advertising’ respectively.

In the past, distribution and selling were planned by the State without any use
of market research. Therefore, many managers did not recognize the impor-
tant role of marketing research & information as well as not have enough ex-
perience in conducting marketing research. Many managers indicated that
promotion and advertising is very complex, costly and inefficient. A lot of
them said that it is very hard to assess the efficiency of this activity. Further
more many managers still not believed in sales promotion and advertising.

4.4.2.2 Marketing management and company location

Table 4.12 presents means and the significant differences in score of market-
ing activities among three groups of companies located in three different loca-
tions: North, South and Central of Vietnam. In general, there are minor differ-
ences of mean score in all items among locations. However, companies in the
Central perceived themselves better than companies in the North and the
South. They had highest score in five items (out of six): ‘developing the dis-
tribution net-work’ (mean = 3.44); ‘Conducting effective sales promotion &
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advertising’ (mean = 3.44); ‘maintaining highly trained, motivated sales team’
(mean = 3.44); ‘providing information to R&D’; and ‘conducting marketing
research & information’ (mean = 3.22). Among three markets, the Central one
had lowest competition and the companies here could find themselves rather
well. This could be the reason explained why they perceived themselves bet-
ter in comparison with companies in other regions. Companies located in the
South were best at only ‘providing post-sale services’ (mean = 3.54). The
South had been seen as the most demanding and fierce competition market.
This could be the reason why companies there provide post-sale services best.

The ANOVA test indicates that there is only statistically significant for ‘Con-
ducting effective sales promotion & advertising’. The remaining items are not

significantly different between the three groups of companies (Table 4.12).

Table 4.12: Means of marketing activities in different locations

Items (*) Overall Company location Signi-

Cen- | ficance
Mean | S.D North | South tral (+%)

2.93 1.09 2.81 3.05 3.22 0.385

Conducting marketing
research & information

Developing the distribu-

i 3.37 1.02 3.34 341 3.44 0.922
tion net-work

Conducting effective
sales promotion & adver- 2.65 1.21 2.42 2.85 3.44 | 0.027**
tising

Maintaining highly
trained, motivated sales 3.20 1.02 3.21 3.13 3.44 0.703
team

Providing post-sale ser-

. 3.33 1.00 3.18 3.54 3.44 0.195
vices

Providing information to
R&D

(*) Highest score is 5
(**) Significance at p<0.05

3.25 1.06 3.13 3.38 3.44 0.423

4.4.2.3 Marketing management and company ownership

The significant differences in score of marketing activities among different
types of ownership are presented in Table 4.13. However, there is no signifi-
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cant difference for all items of marketing management among these owner-
ships. There are not many differences of mean score in all items among indus-
tries. In general, SOE companies performed marketing activities worse than
other three kinds of ownership (private, joint-stock and joint-venture & FDI).
This was an expected result and caused by support of government to SOE in
producing and selling products for such long centrally planned period of time.
Joint-stock companies performed better than others at ‘Conducting marketing
research & information’ (mean = 3.05), ‘Conducting effective sales promo-
tion & advertising’ (mean = 2.71), and ‘Maintaining highly trained, motivated
sales team’ (mean = 3.27). Joint-stock, joint-venture & FDI and private com-
panies had the same level of performance at ‘Providing post-sale services’
(mean = 3.40).

Table 4.13: Means of human resource activities and different types of
ownership

Items (*) SOE Private | Joint- | Joint- | Significance

stock venture | (**)

& FDI

Conducting marketing re- |, 25| 5g7 | 305 | 2380 0.332
search & information
Developing the distribu- | 5 ) | 373 | 335 | 350 0.481
tion net-work
Conducting effective sales |, o3 |5 60 | 571 | 250 0.394
promotion & advertising
Maintaining highly
trained, motivated sales 3.20 2.93 3.27 3.20 0.593
team
Providing post-sale ser- 313 | 340 | 340 | 3.40 0.657
vices
Providing information to 297 347 333 330 0536
R&D . . . . .

(*) Highest score is 5
(**) Significance at p<0.05

4.4.2.4 Marketing management and industries

Table 4.14 presents means and the significant differences in score of market-
ing activities in different types of industry: food-processing, textile & gar-
ment, rubber & plastic, metal products, glass & porcelain, and electronic. In
general the electronic industry had better marketing performance than all
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other industries. They had highest mean score in all marketing activities.
While the textile & garment had lowest mean score in most of items (‘Con-
ducting marketing research & information’, ‘Developing the distribution net-
work’, ‘Maintaining highly trained, motivated sales team’, ‘Providing post-
sale services’). This could be explained by the characteristic of each industry.
In the electronic industry, sales team should be well trained to in order to be
able to sell electronic products. This requires deeply understand products and
relatively more time, efforts than other types of products. Post-sales service is
very important to this kind of products as well as good and tight relationship
with its distributors. It is therefore, managers in this kind of industry had
given priority and support to marketing activities.

Table 4.14: Means of marketing activities in different industries

Items (*) Food- | Tex- | Rub- | Metal | Glass | Elec- | Signi-
proce | tile & | ber & | prod- | & tronic | ficance
ssing | Gar- | Plas- | ucts Por- (*%)

ment | tic celain

Conducting mar-
keting research & 3.05 | 248 | 2.67 | 3.09 | 2.67 | 4.29 | 0.001**
information

Developing the dis-

o 3.62 2.96 3.33 3.00 4.00 4.57 | 0.000%**
tribution net-work

Conducting effec-
tive sales promo- 3.05 | 222 | 217 | 227 | 2.78 | 3.43 | 0.037**
tion & advertising

Maintaining highly
trained, motivated 356 | 293 | 3.00 | 3.09 | 3.22 | 3.57 0.219
sales team

Providing post-sale

. 3.33 | 2.93 3.00 | 345 | 3.56 | 4.29 | 0.033**
services

Providing informa-
tion to R&D

(*) Highest score is 5
(**) Significance at p<0.05

348 | 3.11 292 | 327 | 333 | 3.86 0.426

The ANOVA test was used to assess the statistical significance of the differ-
ences among industries in the practices of the six marketing activities. Most
items had statistically significant differences (‘Conducting marketing research
& information’, ‘Developing the distribution net-work’, ‘Conducting effective
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sales promotion & advertising’, and ‘Providing post-sale services’). Only two
item ‘Maintaining highly trained, motivated sales team’ and ‘Providing in-
formation to R&D’ showed no significant difference among these industries.

4.4.3 Descriptive analysis of manufacturing management
4.4.3.1 General description

In general, the respondents have evaluated the activities of manufacturing
management well (Table 4.15 and Figure 4.12). The overall means of all six
items were varied from 3.68 to 4.07. They have much emphasized ‘providing
an on going plant modernization programme’ (mean = 4.07). They have also
done rather well ‘controlling manufacturing process quality’ (mean = 3.90),
‘managing production, material & overhead cost’ (3.88), and ‘using capacity
utilization’ (mean = 3.87). However the two remaining items ‘creating an ef-
fective equipment maintenance & replacement’ (mean = 3.79) and ‘control-
ling material and inventory’ (3.68) were assessed relatively lower.

Table 4.15: Manufacturing management

Items (*) N Means Good & very
good (%)

Providing an on going plant moder-

nization programme 110 4.07 83.64

Using capacity utilization 110 3.87 70.91

Controlling manufacturing process

quality 110 3.90 70.00

Managing production, material &

overhead cost 109 3.88 69.72

Creating an effective equipment

maintenance & replacement 110 3.79 65.45

Controlling material and inventory 110 3.68 60.91

(*) Highest score is 5

The percentages of respondents perceived their manufacturing performance as
good and very good were high and varied from 60.91% to 83.64% (Table
4.15). ‘Providing an on going plant modernization programme’ had the high-
est percentage (83.64%) of responses ranked in good and very good. Many
organizations said that their equipments are very old and over depreciated it is
therefore, modernization is very important to them in order to improve pro-
ductivity and quality of the products, hence improve competitiveness of the
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company. While ‘controlling material and inventory’ got lowest percentage
(60.91%) of responses rated as good and very good. Some organizations have
done rather good at controlling material and inventory with using computer-
ized system, but other organizations said that they have met with difficulties
in doing it when there are so many different types of material, and especially
for imported material.

Manufacturing
management

1

Controlling material and inventory h |

Using capacity utilization . [ _
Providing an on going plant modernization programme I | _
M anaging production, material & overhead cost . | _
Controlling manufacturing process quality . | _
Creating an effective equipment maintenance &
rep lacement F | | H
I T T T T 1
O Very weak
W Weak 0% 20% 40% 60% 80% 100%
OAverage
O Good
W Very good Percentage of respondents

Figure 4.12: Manufacturing management

4.4.3.2 Manufacturing management and company location

Table 4.16 presents means and the significant differences in score of manu-
facturing activities among three groups of companies located in three different
locations: North, South and Central of Vietnam. Mean score of organizations
in all locations were relatively high ranging from 3.46 (‘Controlling material
and inventory’ of organizations in the South) to 4.15 (‘Providing an on going
plant modernization programme’ of companies located in the South). There
are minor differences of mean score in all items among locations. ‘Controlling
material and inventory’ had the lowest score in all three locations. Companies
in the South perceived themselves better than companies in the North and
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Central in ‘Controlling manufacturing process quality’ (mean = 4.03), ‘Man-
aging production, material & overhead cost’ (mean = 3.97), ‘Providing an on
going plant modernization programme’ (mean = 4.15), and ‘Using capacity
utilization’ (mean = 3.90). However these organizations were less competitive
to organizations in the North and the Central in ‘Controlling material and in-
ventory’ (mean = 3.46). Companies located in the Central were best at ‘Creat-
ing an effective equipment maintenance & replacement’ (mean = 4.00), while
organizations in the North was best at ‘Controlling material and inventory’
(mean = 3.82).

Even though, there were different mean across all items, however, there was
not enough statistical evidence (significance) for this difference (Table 4.16).
On the other word, there was no difference of manufacturing competence of
organizations in all three locations in Vietnam.

Table 4.16: Means of manufacturing activities in different locations

Items (¥) Overall Company location Signi-
fic-

Mean | S.D | North | South Cen- ance

tral (*%)

Creating an effective
equipment maintenance & 3.79 | 0.88 | 3.73 3.85 4.00 | 0.610
replacement

Controlling manufacturing

: 390 | 0.82 | 3.82 4.03 3.89 | 0.487
process quality

Managing production, ma-
terial & overhead cost
Providing an on going plant
modernization programme

Using capacity utilization 3.87 | 0.84 | 3.85 3.90 3.89 | 0.968

3.88 | 0.84 | 3.87 3.97 3.56 | 0.397

4.07 | 0.74 | 4.08 4.15 3.67 | 0.203

Controlling material and
inventory
(*) Highest score is 5
(**) Significance at p<.05

3.68 | 0.87 | 3.82 3.46 3.67 | 0.125

4.4.3.3 Manufacturing management and company ownership

The significant differences in score of manufacturing activities among differ-
ent types of ownership are presented in Table 4.17. However, there is no sig-
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nificant difference for all items of manufacturing management among these
ownerships.

There are not many differences of mean score in all items among industries.
In general, SOE companies performed activities of ‘Creating an effective
equipment maintenance & replacement’ (mean = 3.57) and ‘Controlling
manufacturing process quality’ (mean = 3.73) worse than other three kinds of
ownership (private, joint-stock and joint-venture & FDI). Private companies
performed better than others at ‘Managing production, material & overhead
cost’ (mean = 4.07), ‘Providing an on going plant modernization programme’
(mean = 4.20), ‘Using capacity utilization’ (mean = 4.27), and ‘Controlling
material and inventory’ (mean = 3.87). Joint-stock companies were best only
at ‘Creating an effective equipment maintenance & replacement’ (mean =
3.98) while Joint-venture & FDI were at ‘Controlling manufacturing process
quality’ (mean = 4.00). Surprisingly, joint-venture & FDI performed worse at
four following activities: ‘Managing production, material & overhead cost’
(mean = 3.60); ‘Providing an on going plant modernization programme’
(mean = 3.80); ‘Using capacity utilization’ (mean = 3.60); and ‘Controlling
material and inventory’ (mean =3.40).

Table 4.17: Means of manufacturing activities and different types of
ownership

Items (*) SOE Private | Joint- Joint- Signi-

stock venture | ficance
& FDI | (*%)

Creating an effective equip-

ment maintenance & re- 3.57 3.67 3.98 3.60 0.091

placement

Controlling manufacturing 373 393 396| 400| 0248

process quality

Managing production, ma-

terial & overhead cost 3.80 4.07 3.93 3.60 0.051

Providing an on going plant 3.93 4.20 4.16 3.80 | 0.425

modernization programme

Using capacity utilization 3.70 4.27 3.91 3.60 0.067

Controlling material and in- 357 387 375 3.40 0.634

ventory

(*) Highest score is 5
(**) Significance at p<.05
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4.4.3.4 Manufacturing management and type of company

Table 4.18 presents means and the significant differences in score of different
types of industry: food-processing, textile & garment, rubber & plastic, metal
products, glass & porcelain, and electronic. The mean score of metal-product
industry was relatively lower than other industries while electronic and glass-
porcelain was relatively higher than others. Electronic companies had highest
mean scores in ‘Creating an effective equipment maintenance & replacement’
(mean = 4.14), ‘Managing production, material & overhead cost’ (mean =
4.43), and ‘Providing an on going plant modernization programme’ (mean =
4.43). Organizations in glass & porcelain performed best at ‘Controlling
manufacturing process quality’ (mean = 4.11), ‘Using capacity utilization’
(mean =4.11), and ‘Controlling material and inventory’ (mean = 4.22).

Table 4.18: Mean of manufacturing activities in different industries

Items (*) Food- | Tex- | Rub- | Metal | Glass | Elec- | Signi-
proces | tile & | ber & | prod- | & tronic | fic-
sing Gar- | Plas- | ucts Porce- ance

ment | tic lain (**)

Creating an effective
equipment mainten- 3.95 3.70 3.67 3.36 3.89 4.14 | 0.394
ance & replacement

Controlling manu-

facturing process 4.00 3.85 3.67 3.64 4.11 4.00 | 0.690
quality

Managing produc-

tion, material & 3.90 3.81 3.73 3.55 3.78 443 | 0.398

overhead cost

Providing an on
going plant moder- 3.95 4.04 4.08 4.00 4.33 443 | 0.696
nization programme

Using capacity utili-

) 3.86 3.74 4.00 3.64 4.11 3.57 0.690
zation

Controlling material

. 3.81 3.70 3.25 3.73 4.22 3.57 | 0.165
and inventory

(*) Highest score is 5
(**) Significance at p<.05
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The ANOVA test was used to assess the statistical significance of the differ-
ences among industries in the practices of the six manufacturing activities.
The results show that (Table 4.18) there are not statistically significant differ-
ences for all items in manufacturing management.

4.4.4 Descriptive analysis of research and development
4.4.4.1 General description

In this study, the respondents have evaluated the performance of research and
development activities. The responses are presented in Table 4.19 and Figure
4.13. The overall means of all three activities were only at an average level
and ranging from 3.34 to 3.69 (Table 4.19). This indicates that research and
development activities were not performed well in manufacturing companies
in Vietnam.

Respondents perceived that they were relatively better in ‘Improving existing
products’ (mean = 3.69) and relatively weak in ‘Improving research capabili-
ties’ (mean = 3.43) and ‘Matching R&D objective and strategy objectives’
(mean = 3.34). About half of respondents perceived their marketing perform-
ance in all activities as good and very good and this percentage was varied
from 48.18% to 61.82% (Table 4.19). ‘Improving existing products’ had the
highest percentages (61.82%) of responses ranked in good and very good.
Only 48.18% of respondents said that they had done good and very good
‘Matching R&D objective and strategy objectives’.

Table 4.19: Research and development

Items (%) N Means Good & very

good (%)
Improving existing products 110 3.69 61.82
Improving research capabilities 110 3.43 51.82
Matchlpg R&D objective and strat- 110 334 4818
egy objectives

(*) Highest score is 5
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Research &
development
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Figure 4.13: Research & development

4.4.4.2 Research & development and company location

Table 4.20 presents means and the significant differences in score of research
and development activities among three groups of companies located in three
different locations: North, South and Central of Vietnam. In general, there are
minor differences of mean score in all items among locations. However, com-
panies in the South perceived themselves better than companies in the North
and the South. They had highest score in two items (out of three): ‘Improving
existing products’ (mean = 3.77) and ‘Improving research capabilities’ (mean
= 3.49). Companies located in the Central were best at only ‘Matching R&D
objective and strategy objectives’ (mean = 3.78). However, there are not sta-
tistically differences for all items (Table 4.20).

Table 4.20: Means of research and development activities in different locations

Items (¥) Overall Company location Signi-
Mean | S.D | North | South | Cen- | fic-
tral ance

(%)
Improving research capabilities 343 | 1.00| 3.42 349 | 3.22| 0.773
Improving existing products 3.69| 0.79 | 3.68 3.77| 3.44 | 0.530

Matching R&D objective and
strategy objectives

(*) Highest score is 5

(**) Significance at p<.05

3341 1.07| 3.21 344 | 3.78 | 0.256
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4.4.4.3 Research & development and company ownership

The significant differences in score of research and development activities
among different types of ownership are presented in Table 4.21. However,
there is no significant difference for all items of research and development
among these ownerships. Table 4.21 shows that there are not many differ-
ences of mean score in all items among industries. In general, Joint-stock
companies performed this activity relatively better than other three kinds of
ownership (SOE, private, and joint-venture & FDI). This types of companies
had the highest mean score at ‘Improving research capabilities’ (mean = 3.51)
and ‘Matching R&D objective and strategy objectives’ (mean = 3.55). SOE
companies performed ‘Matching R&D objective and strategy objectives’
(mean = 2.97) worst in comparing to others.

Table 4.21: Means of research and development activities and different types
of ownership

Items (%) SOE Private | Joint- Joint- Signi-

stock venture | ficance
& FDI | (*¥)

Improving research capa- 3.40 3.47 3.51 3.00| 0.588

bilities

Improving existing prod- 353 393 375  350| 0348

ucts

Matching R&D objective 2071 320 355  350| 0.150

and strategy objectives

(*) Highest score is 5
(**) Significance at p<.05

4.4.4.4 Research & development and type of company

Table 4.22 presents means and the significant differences in score of research
and development activities in different types of industry: food-processing,
textile & garment, rubber & plastic, metal products, glass & porcelain, and
electronic. In general the electronic industry had better research and develop-
ment performance than all other industries. They had highest mean score in
two activities (out of three): ‘Improving research capabilities’ (mean = 4.00)
and ‘Improving existing products’ (mean = 4.14). While the industry of metal
product; rubber & plastic and textile & garment had lowest mean score at
‘Matching R&D objective and strategy objectives’ (mean = 3.09); ‘Improving
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research capabilities’ (mean = 3.25) and ‘Improving existing products’ (mean
= 3.52) respectively.

The ANOVA test was used to assess the statistical significance of the differ-
ences among industries in the practices of the three research and development
activities. Even though there are differences in mean among different indus-
tries but only one item had statistically significant differences (‘Improving re-
search capabilities’) while the rest showed no significant difference among
these industries.

Table 4.22: Mean of research and development activities in different industries

Items (*) Food- | Tex- | Rub- | Metal | Glass | Elec- | Signific-
proce | tile & |ber & | prod | & tronic | ance (**)
ssing | Gar- | Plas- | ucts | Por-

ment | tic celain

Improving re-

e 371 3.07| 325| 391| 3.56| 4.00 0.046**
search capabilities

Improving exist-

; 3.71 3.52 3.75 3.82 3.78 4.14 0.563
ing products

Matching R&D

objective and 376 | 311 37| 3.09| 3.78| 3.71 0.141
strategy objec-

tives

(*) Highest score is 5
(**) Significance at p<.05

4.5 Organizational performance analysis
4.5.1 Descriptive analysis of profitability performance
4.5.1.1 General description

The profitability performance of manufacturing companies in Vietnam is pre-
sented in Table 4.23. The overall means of three profit indicator were rela-
tively low and ranked at a below average level, ranging from 2.76 to 2.89
only. This indicates that manufacturing companies perform not very well in
term of profit making.
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Only 26.36% of respondents were satisfied with their profit and perceived it
as good and very good. Even less respondents perceived their ROE and ROA
as good and very good. They are only 24.55% and 22.73% respectively. This
means that more than 70% of respondents though that their profitability per-
formance were bad.

Table 4.23: Mean of profitability performance

Items (*) N Means Perception as
Good & very
good (%)

Profit before tax 110 2.89 26.36

ROE 110 2.83 24.55

ROA 110 2.76 22.73

(*) Highest score is 5

Profitability
performance ‘
ROE
ROA l

1]

Profit before tax

O Very weak

B Weak
S é{\)f g(riage 0% 20% 40% 60% 80% 100%
W Very good Percentage of respondents

Figure 4.14 : Profitability performance

4.5.1.2 Profitability performance and company location

Table 4.24 presents means and the significant differences in score of profit-
ability performance among three groups of companies located in three differ-
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ent locations: North, South and Central of Vietnam. In general, there are mi-
nor differences of mean score in all indicators among locations. However,
companies in the South perceived themselves better than companies in the
North and the Central. They had highest mean score at all indicators: profit
(mean = 3.00); ROA (mean = 3.92); and ROE (mean = 2.90). The manufac-
turing companies in the Central had lowest mean score of ROA (2.67) and
ROE (mean =2.67) while the companies in the North had lowest mean score
of profit (2.81). But ANOVA test indicates that there is no statistically sig-
nificant different for all three profitability indicators between the three groups
of companies (Table 4.24).

Table 4.24: Means of profitability performance in different locations

Items (¥) Overall Company location Sig.
Mean | S.D North | South | Cen- | (*%)
tral
Profit before tax 2.89 1.11 2.81 3.00 3.00 0.668
ROA 2.76 1.01 2.68 2.92 2.67 0.477
ROE 2.83 1.05 2.81 2.90 2.67 0.817

(*) Highest score is 5
(**) Significance at p<.05

4.5.1.3 Profitability performance and company ownership

The significant differences in mean score of profitability performance among
different types of ownership are presented in Table 4.25. However, there is
no significant difference for all indicators (profit, ROA and ROE) among
these ownerships.

In general, Joint-stock companies had profitability performance better than
other type of ownerships. These type of companies were best at both ‘ROA’
(mean = 2.93) and ‘ROE’ (mean = 3.04). While Joint-venture and FDI had
lowest mean score at all three indicators ‘profit’ (2.04), ROA (2.50) and
‘ROE’ (2,40).
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Table 4.25: Profitability performance and different types of ownership

Items (*) SOE Private | Joint- Joint- Sig. (*%)
stock venture
& FDI
Profit before tax 3.00 2.67 2.98 2.40 0.419
ROA 2.63 2.60 2.93 2.50 0.467
ROE 2.70 2.60 3.04 2.40 0.213

(*) Highest score is 5
(**) Significance at p<.05

4.5.1.4 Profitability performance and industries

Table 4.26 presents means and the significant differences in mean score of
profitability performance of different types of industry: food-processing, tex-
tile & garment, rubber & plastic, metal products, glass & porcelain, and elec-
tronic. Electronic companies had profitability performance better than other
type of ownerships. These type of companies were best at ‘profit’ (mean =
3.29), ‘ROA’ (mean = 3.14) and ‘ROE’ (mean = 3.29). The mean score of
glass and porcelain was relatively lower than other industries. They had low-
est mean score at both ‘profit’ (mean = 2.44) and ‘ROE’ (mean = 2.67). How-
ever the ANOVA test showed that (Table 4.26) there are not statistically sig-
nificant differences among industries for all profitability indicators: profit,
ROA and ROE.

Table 4.26: Mean of profitability performance in different industries

Items (*) Food- | Tex- | Rub- | Metal | Glass | Elec- | Signi-
proce |tile& |ber & |prod- | & tronic | fic-
ssing | Gar- | Plas- | ucts Por- ance

ment | tic celain (*%)

Profit before tax 3.05 2.78 3.00 291 2.44 329 | 0.784

ROA 3.00 2.44 2.92 2.82 2.89 3.14 | 0.358

ROE 3.00 2.70 2.92 2.82 2.67 329 | 0.771

(*) Highest score is 5

(**) Significance at p<.05
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4.5.2 Descriptive analysis of market performance
4.5.2.1 General description

In this section, the respondents have evaluated their market performance in-
cluded market share and sales growth. In general the market performance of
manufacturing companies in Vietnam was not very well and ranked at only
average level. The performance of sales growth (mean = 3.26) had been per-
ceived relatively better than the performance of market share (mean = 2.92).
The percentage of respondents perceived their market performance as good
and very good was less than 50% (Table 4.27). Only 42.73% of respondents
satisfied with their sales growth while less than half of this figure (20.91%)
satisfied with their market share.

Table 4.27: Mean of market performance

Items (*) N Means Perception as Good
& very good (%)

Sales growth 110 3.26 42.73

Market share 110 2.92 20.91

(*) Highest score is 5

Market
performance

Sales growth

O Very weak
B Weak
O Average

00 Good 0% 20% 40% 60% 80% 100%
MW Very good

Market share :-

Percentage of respondents

Figure 4.15: Market performance
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4.5.2.2 Market performance and company location

Table 4.28 presents means and the significant differences in score of market
performance among three groups of companies located in three different loca-
tions: North, South and Central of Vietnam. In general, there are minor differ-
ences of mean score in all indicators among locations. However, companies in
the Central perceived themselves better than companies in the North and the
South. They had highest mean score at both indicators: sales growth (mean =
3.44) and market share (mean = 3.33). The manufacturing companies in the
South had lowest mean score of sales growth (3.23) while the companies in
the North had lowest mean score of market share (2.82). But ANOVA test in-
dicates that there is no statistically significant different for neither sales
growth nor market share between the three groups of companies (Table 4.28).

Table 4.28: Means of market performance in different locations

Items (¥) Overall Company location Signi-
Mean |S.D North | South | Cen- fie-
ance
tral (*%)
Sales growth 3.26 0.96 3.26 3.23 3.44 | 0.836
Market share 2.92 0.94 2.82 2.97 3.33 | 0.284

(*) Highest score is 5
(**) Significance at p<.05

4.5.2.3 Market performance and company ownership

The significant differences in mean score of market performance among dif-
ferent types of ownership are presented in Table 4.29. However, there is no
significant difference for both indicators (sales growth and market share)
among these ownerships.

In general, Joint-stock companies had market performance better than other
type of ownerships. These type of companies were best at both ‘sales growth’
(mean = 3.33) and ‘market share’ (mean = 3.00). While private companies
had lowest mean score at both ‘sales growth’ (3.07) and ‘market share’ (mean
= 2.80).
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Table 4.29: Market performance and different types of ownership

Items (*) SOE Private Joint- Joint- Sig. (*¥%)
stock venture
& FDI
Sales growth 3.30 3.07 3.33 3.10 0.879
Market share 2.87 2.80 3.00 2.80 0.911

(*) Highest score is 5

(**) Significance at p<.05

4.5.2.4 Market performance and company type

Table 4.30 presents means and the significant differences in mean score of
market performance of different types of industry: food-processing, textile &
garment, rubber & plastic, metal products, glass & porcelain, and electronic.
The mean score of glass and porcelain was relatively lower than other indus-
tries. Rubber and plastic companies had highest mean scores in sales growth
(mean = 3.50), while Food-processing was best at market share (mean =
3.14). However the ANOVA test showed that (Table 4.30) there are not statis-
tically significant differences among industries for both sales growth and

market share.

Table 4.30: Mean of market performance in different industries

Items (¥) Food- | Tex- | Rub- | Metal | Glass | Elec- | Signi-
proce |tile & | ber & | prod- | & tronic | ficance
ssing | Gar- | Plas- | ucts Por- (**)

ment | tic celain

Sales growth 3.24 3.30 3.50 3.36 2.67 0.439

Market share 3.14 | 2.81 3.08 3.09 2.89 2.71 0.798

(*) Highest score is 5

(**) Significance at p<.05
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4.6 Hypothesis testing

4.6.1 Correlations among variables

Studying the relationships between the functional competencies and organiza-
tional performance will help the managers understand functional performance
better. Managers can build appropriate solutions for functional management
to improve their organizational performance.

Before building regression models, the study provides the correlation matrices
among four functional competencies (independent variables) and among and
between organizational performances (dependent variables). A summary of
averages, standard deviations, and bivariate correlations between variables is
shown in Table 4.31, Table 4.32 and Table 4.33. Details of the correlation
between independent variables and each dependent indicator are presented in
Appendix 7.

It can be seen that the correlations demonstrate several noticeable properties.
Among functional competencies (Table 4.31), Human resource management
(HRM) is correlated with marketing (MKT), research & development (R&D)
at a significant level of p<0.01. Manufacturing (MNF) is not significantly cor-
related with all these other functional competencies (HRM, MKT and R&D).
MKT is significantly correlated with both R&D and HRM but not with MNF.
And R&D is significantly correlated with HRM and MKT but not with MNF.
All the significant correlations are at level of p<0.01.

Table 4.31: Correlations for functional competencies

Functional variables Correlation with

X1 X2 X3 X4
X1 - Manufacturing (MNF) 1
X2 - Marketing (MKT) 0.122 1
X3 - Research & development (R&D) | 0.072 | 0.593** 1
X4 - Human resource (HRM) 0.143 | 0.486** | 0.320** 1
Mean 4.010 3.121 3.485 3.495
Standard variation 1.590 0.832 0.807 0.718
** Correlation is significant at the 0.01 level (2-tailed).

105




4. Data analysis and hypotheses testing

Among performance measures (Table 4.32), the result shows that all perform-
ance measures correlate with another at less than p<0.01 significant level.
This result is consistent with the result of Li (2000).

Table 4.32: Correlation for performance measures

Performance Variables Correlation with

Y1 Y2
Y1 (Profitability performance) 1
Y2 (Market performance) 730%* 1
Mean 2.827 3.091
Standard deviation 1.001 0.855
** Correlation is significant at the 0.01 level (2-tailed).

It is remarkable that positive correlations were statistically significant be-
tween the four functional competencies and the profitability performance,
while market performance was significant with MKT and R&D. This result
showed the preliminary support of six (hypothesis 1, 2, 3, 4, 6, and 7) out of
eight hypotheses. By contrast, the market performance is not significantly cor-
related with manufacturing and human resource management. Manufacturing
was not statistically significant with profit. This result is consistent with find-
ings of Li for Chinese manufacturers (2000). The rational is that improving
manufacturing capability requires investment, which affects negatively com-
pany profit. However a more robust analysis was conducted subsequently to
draw final conclusions regarding the impact of functional competencies on
organizational performance.

Table 4.33: Correlation for functional competencies and performance

Functional Variables Correlation with
Y1 Y2
X1 - Manufacturing (MNF) 189 056
X2 - Marketing (MKT) 385%* 355%sk
X3 - Research & development (R&D) 240% D57k
X4 - Human resource (HRM) D77 240%
** Correlation is significant at the 0.01 level (2-tailed).
* Correlation is significant at the 0.05 level (2-tailed).
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4.6.2 Relationship between functional competencies and
organizational performance

4.6.2.1 Single regressions

Simple regression analysis with four functional competencies as independent
variables and the two performance factors as dependent variables were con-
ducted. A total 8 models were run individually. At this level, about one re-
gression out of the 8 is expected to be positive and significant by chance.

The Table 4.34 shows the result of the regression. It includes value of model
R2, the two-tail p-value for the significance of beta (or the regression itself),
and the estimate the intercept. The estimates of the under standardized and
standardized slope (beta) are also presented.

Hypothesis 1. There is a positive relationship between the manufactur-
ing competency and profitability performance

Manufacturing competency (X1) is significantly correlated with profitability
performance (Y1) at a significant level of p<0.05 (Table 4.33). But this rela-
tionship is not strong (R = 0.189) (Table 4.34). The value of the R square is
not high - 0.036 meaning that only 3.6 percent of the variance in profitability
performance can be explained by manufacturing competency and the model
does not fit the collected data well. However F = 3.982 and is significant at
0.049 (smaller than 0.05). This indicates that manufacturing variable do a
good job explaining the variation of profitability performance. We can con-
clude that there is a positive relationship between the manufacturing compe-
tency and profitability performance and this relationship can be express as
function:

Y1=2.351+0.119 XI

Where Y1: Profitability performance X1: Manufacturing competency

Hypothesis 2. There is a positive relationship between the marketing
competency and profitability performance

Marketing competency (X2) is significantly correlated with profitability per-
formance (Y1) at a significant level of p<0.01 (Table 4.33). The correlation
coefficient (R) is 0.385 showing a moderate relationship between marketing
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Dependent variables
Profitability performance factor — Y1 Market performance factor — Y2
Independent va-
riables Unstandardized Standardized|t Signi- |Unstandardized Standardized |t Signi-
Coefficients Coefficients ficance |Coefficients Coefficients ficance
Beta Std. Error |Beta Beta Std. Error |Beta
Constant 2.351 257 9.161 .000 2.970 223 13.339 .000
Manufacturing 119 .060 1891 1.996 .049 .030 .052 056 .585 .056
competency—X1
R=0.189 R2=0.036 Adjusted R2=10.027 R=0.056 R2=0.003 Adjusted R2 =-0.006
F=3.982 Sig.=0.049 F=0.342 Sig.=0.560
Constant 1.381 345 4.002 .000 1.952 298 6.546 .000
Manufacturing 464 107 385 4.338 .000 365 .092 355 3.952 .000
competency—X2
R=0.385 R2=0.148 Adjusted R2=0.141 R=0.355 R2=0.126 Adjusted R2=0.118
F=18.822 Sig.=0.000 F=15.616 Sig.=0.000
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Independent va-

Dependent variables

Profitability performance factor — Y1

Market performance factor — Y2

riables Unstandardized Standardized|t Signi- |Unstandardized Standardized |t Signi-
Coefficients Coefficients ficance |Coefficients Coefficients ficance
Beta Std. Error |Beta Beta Std. Error |Beta
Constant 1.781 414 4.300 .000 2.142 352 6.085 .000
R & D competency— .300 116 242 2.592 .011 272 .098 2571 2.765 .007
X3
R=0.242 R2=0.059 Adjusted R2=0.050 R=0.257 R2=0.066 Adjusted R2=0.057
F=6.717 Sig.=0.011 F=7.644 Sig.=0.007
Constant 1.476 .560 3.208| 0.002 2.093 .397 5.274 .000
HRM competency— 387 .129 2771 2.996| 0.003 .286 11 240 2.567 .012
X4

R=0.277 R2=0.077 Adjusted R2 =0.068

F=8.975 Sig.=0.003

R=0.240 R2=0.058 Adjusted R2 =0.049

F=6.591 Sig.=0.012
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variable and profitability performance (Table 4.34). The R square is 0.148 in-
dicating that 14.8 percent of the variation in the profitability performance can
be predicted from marketing competency. The F value 1s 18.822 and signifi-
cant at 0.000 (smaller than 0.05). This indicates that marketing variable sig-
nificantly predict profitability performance. The t value of 4.338 (well below
—2 and above +2) and significant at level of 0.000 means that marketing vari-
able is significantly contributing to the equation for predicting profitability
performance. We can conclude that there is a positive relationship between
the marketing competency and profitability performance and this relationship
can be express as function:

Y1=1.381+0.464 X2

Where Y1: Profitability performance X2: Marketing competency

Hypothesis 3. There is a positive relationship between the research and
development and profitability performance

Research and development competency (X3) is significantly correlated with
profitability performance (Y1) at a significant level of p<0.05 (Table 4.33).
But this relationship is not strong (R = 0.242) (Table 4.34). The value of the R
square is 0.059 and not high - meaning that only 5.9 percent of the variance in
profitability performance can be explained by research and development
competency and the model does not fit the collected data well. However F =
6.717 and is significant at 0.011 (smaller than 0.05). This indicates that re-
search and development variable do a good job explaining the variation of
profitability performance. Furthermore the t value of 2.592 (well below —2
and above +2) and significant at level of 0.011 meaning that this independent
variable is significantly contributing to the equation for predicting profitabil-
ity performance. We can conclude that there is a positive relationship between
the research and development variable and profitability performance and this
relationship can be express as function:

Y1=1.781+0.300 X3

Where Y1: Profitability performance
X3: Research & development competency
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Hypothesis 4. There is a positive relationship between the human re-
source management and profitability performance

Human resource management competency (X4) is significantly correlated
with profitability performance (Y1) at a significant level of p<0.01 (Table
4.33). The correlation coefficient (R) is 0.277 showing a weak relationship
between human resource variable and profitability performance (Table 4.34).
The value of the R square is 0.077 and not high - meaning that 7.7 percent of
the variance in profitability performance can be predicted from human re-
source competency. However F = 8.975 and is significant at 0.003 (smaller
than 0.05). This indicates that human resource variable do a good job explain-
ing the variation of profitability performance. Furthermore the t value of
2.996 (well below —2 and above +2) and significant at level of 0.003 meaning
that this independent variable is significantly contributing to the equation for
predicting profitability performance. We can conclude that there is a positive
relationship between the human resource variable and profitability perform-
ance and this relationship can be express as function:

Y1=1476+0.387 X4

Where Y 1: Profitability performance X4: Human resource competency

Hypothesis 5. There is a positive relationship between the manufactur-
ing competency and market performance

Manufacturing competency (X1) is not significantly correlated with market
performance (Y2) (Table 4.33). The model result shows that there is very
weak relationship between independent variable and dependent variable
(R=0.056). Only 0.3 percent of the variance in market performance can be
explained by manufacturing competency (R square = 0.003). Furthermore
with a high value of significance (0.560) indicating that there is no statistical
significance and manufacturing does not appear to be a strong predictor of
market performance.

Hypothesis 6. There is a positive relationship between the marketing
competency and market performance

Marketing competency (X2) is significantly correlated with market perform-
ance (Y2) at a significant level of p<0.01 (Table 4.33). The correlation coeffi-
cient (R) is 0.355 showing a moderate relationship between marketing vari-
able and market performance (Table 4.34). The R square is 0.126 indicating

111



4. Data analysis and hypotheses testing

that 12.6 percent of the variation in the market performance can be predicted
from marketing competency. The F value is 15.616 and significant at 0.000
(smaller than 0.05). This indicates that marketing predictor significantly pre-
dict market performance. The t value of 3.952 (well below —2 and above +2)
and significant at level of 0.000 meaning that marketing variable is signifi-
cantly contributing to the equation for predicting market performance. We can
conclude that there is a positive relationship between the marketing compe-
tency and market performance and this relationship can be express as func-
tion:

Y2=1.952 +0.365 X2

Where Y2: Market performance X2: Marketing competency

Hpypothesis 7. There is a positive relationship between the research and
development and market performance

Research and development competency (X3) is significantly correlated with
market performance (Y2) at a significant level of p<0.05 (Table 4.33). But
this relationship is not strong (R = 0.257) (Table 4.34). The value of the R
square is 0.066 and not high - meaning that only 6.9 percent of the variance in
market performance can be explained by research and development compe-
tency and the model does not fit the collected data well. However F = 7.644
and 1s significant at 0.007 (smaller than 0.05). This indicates that research and
development variable do a good job explaining the variation of market per-
formance. Furthermore the t value of 2.765 (well below —2 and above +2) and
significant at level of 0.007 meaning that this independent variable is signifi-
cantly contributing to the equation for predicting market performance. We can
conclude that there is a positive relationship between the research and devel-
opment variable and market performance and this relationship can be express
as function:

Y2=2.142+0.272 X3

Where Y2: Market performance
X3: Research and development competency
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Hpypothesis 8. There is a positive relationship between the human re-
source management and market performance

Human resource management competency (X4) is significantly correlated
with market performance (Y2) at a significant level of p<0.05 (Table 4.33).
The correlation coefficient (R) is 0.240 showing a weak relationship between
human resource variable and market performance (Table 4.34). The value of
the R square is 0.058 and not high - meaning that 5.8 percent of the variance
in market performance can be predicted from human resource competency.
However the significance value of the F statistic (F=6.591) is 0.0012 (smaller
than 0.05) then the independent variables do a good job explaining the varia-
tion in the dependent variable. This indicates that human resource variable do
a good job explaining the variation of market performance. Furthermore the t
value of 2.567 (well below —2 and above +2) and significant at level of 0.012
meaning that this independent variable is significantly contributing to the
equation for predicting market performance. We can conclude that there is a
positive relationship between the human resource variable and market per-
formance and this relationship can be express as function:

Y2 =2.093+0.286 X4

Where Y2: Market performance X4: Human resource competency

4.6.2.2 Multiple regressions

Multiple regression provides a means of objectively assessing the degree and
character of the relationship between the dependent and independent variables
(Hair et al., 1998). Based on multiple regression models, the impact of func-
tional competencies on organizational performance will be identified.

Multiple regression with profitability performance

The result of multiple regression is presented in Table 4.35. The high multi-
ple correlation coefficient (R = 41.6%) indicates that the model fit the data
well. The R square 1s 0.173 meaning that seventeen percent of the variance in
profitability performance can be predicted from manufacturing, marketing,
research & development and human resource combined. The F value is 5.453
and significant (p = 0.001 <0.05). This indicates that the combination of pre-
dictor significantly predicts profitability performance and the overall regres-
sion model was significant.
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Table 4.35: Multiple regression model summary

Depen- Independent Unstandar- Standardized | t Sig.
dent va- variables dized Coefficients
riables Coefficients
Beta Std. Beta
Error
Constant 2.817 .089 31.751 | .000
o Manufacturing — X1 .086 .089 .086 970 334
E 2 Marketing — X2 334 .089 334 3.751 .000
'—g g R&D - X3 119 .089 119 1.338 184
Qg Lg Human resource — X4 | .199 .089 .200 2.238 .027
& & R=0416 R2=0.173 Adjusted R2=0.142 F=5.453 Sig.=0.001
Constant 3.092 .078 39.768 | .000
o Manufacturing — X1 .042 .078 .048 532 .596
c% Marketing — X2 263 .078 306 3.364 | .001
= g R&D - X3 117 .078 136 1.492 .139
f‘g Lg Human resource — X4 | .135 .078 157 1.722 | .088
S 2 R=0.373 R2=0.139 Adjusted R2=0.106 F=4.199 Sig.=0.003

In addition, the results from the regression analysis demonstrate that two of
the four functional independent variables namely marketing (Beta = .334,
p=.000<0.001) and human resource (Beta =.199, p=.027<0.05) had a positive
relationship and a significant effect on profitability performance.

However, it 1s worthy to note that the other two variables including manufac-
turing (Beta = 0.086, p = 0.334 > 0.05) and research & development (Beta =
0.119, p = 0.184 > 0.05) did not have a significant positive effect on profit-
ability performance factor.

This lead to conclusion that functional competencies have moderately positive
relationships with profitability performance. This implies that functional
competencies are conducive on improving profitability of an organization.
However only two functions (marketing and human resource) had impact on
the profitability performance.

Multiple regression with market performance

The result of multiple regression is presented in Table 4.35. The high multiple
correlation coefficient (R = 37.3%) indicates that the model fit the data well.
R square 1s 0.139 meaning that about fourteen percent of the variance in mar-
ket performance can be predicted from manufacturing, marketing, research &
development and human resource combined. The F value 1s 4.199 and signifi-
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cant (p = 0.003 <0.05). This indicates that overall regression model was sig-
nificant and the combination of predictor significantly predicts market per-
formance.

In addition, the results from the regression analysis demonstrate that only two
independent variable namely marketing (Beta = .263, p=.001<0.05) and hu-
man resource (Beta = .135, p= .088 <0.1) had positively relationship with
market performance.

On the other hand, one needs to note that there were no positive relationships
from the other two functional competencies on market performance. They are
manufacturing (Beta = 0.042, p = 0.596 > 0.05); and research and develop-
ment (Beta = 0.117, p = 0.139 > 0.05). On other words, manufacturing, and
research & development variables did not have a significant positive effect on
market performance.

4.7 Discussion of the results
4.7.1 Discussion on findings from factor analysis

In this research, a total twenty-five variables of functional competencies were
identified from the literature. It is necessary to find out how a set of these
variables interconnects and how they cluster into distinctive dimensions. In
doing so, this study submitted all functional variables to a series of factor
analyses. The result reveals four peculiar functional factors of twenty-two
variables in manufacturing companies in Vietnam. These four functional fac-
tors named manufacturing management, marketing management, research &
development and human resource management.

There were certain commonality on the items loaded in these factors in this
study and those in past studies. The Manufacturing factor has four common
items of ‘using capacity utilization’, ‘controlling manufacturing process qual-
ity’, ‘controlling material and inventory’, and ‘managing production, material
& overhead cost’ with study of Li (2000). Similarly, items of ‘on going plant
modernization’, ‘controlling material and inventory’, and effective equipment
maintenance & replacement’ used in the Manufacturing factor are also the
three elements in Hitt and Ireland (1985).

In addition, the Marketing factor has four items in common with that of Hitt
and Ireland (1985): ‘marketing research & information’, ‘sales promotion &
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advertising’, ‘developing the distribution net-work’, ‘highly trained, moti-
vated sales team’. This factor also had three common variables (‘sales promo-
tion & advertising’, ‘providing post-sale services’, ‘developing the distribu-
tion net-work’) and two common items (‘Providing post-sale services’, ‘Sales
promotion & advertising’) with study of (Droge and Vickery, 1994) and, (L1,
2000) respectively.

Research & development factor has two common elements of ‘research capa-
bilities’, and ‘matching R&D objective and strategy objectives’ with study of
Hitt and Ireland (1985). Item of ‘Improving existing products’ of this factor
also found in the research of Droge and Vickery (1994), Li (2000), and Ha
(2002).

The human resource factor has three items in common with that of Hitt and
Ireland (1985): ‘creating effective personnel policies’, ‘stimulating employee
motivation, job satisfaction’, and ‘creating a compensation and recognition
system based on performance’. Furthermore three common items of ‘provid-
ing professional training for managers’, ‘providing job training for workers’,
and ‘creating a compensation and recognition system based on performance’
were found in the human resource dimension in the study of Li (2000). Two
common elements of ‘involving the employees in the decision making proc-
ess’, and ‘encouraging the constructive criticism from employees’ were found
in human resource management factor in the study of Ha (2002).

In aggregate, while sharing some common elements in each functional factor
reported in the literature, the set of functional variables identified in this study
possess their idiosyncratic features at level of factor’s elements. The unique
incorporation of practices into each factor makes it less certain to predict, on
the basis of existing literature, the firm-level impact of these factors. In addi-
tion, this also put constraints on the comparability of this research results with
similar those of others.

The discovery of the four peculiar functional competencies in the Vietnamese
sample of manufacturing companies demonstrates the need to first identify
functional factors of a specific context before proceeding to examine their
implication of the firm performance. Furthermore, the results pointed out
those manufacturing companies in Vietnam show a varying emphasis on act-
ing out of the dimensions of functional practices. It is interesting to reveal the
impact of these functional competencies on firm performance.
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4.7.2  Discussion on findings from functional competencies
analysis

Based on the four main functions of organizations, this study shows a general
picture about the practices of manufacturing companies in Vietnam. In gen-
eral, manufacturing companies in Vietnam did not perform very well their
four functions (manufacturing, marketing, research & development and hu-
man resource). This expected results came from a long of closed and centrally
planned by government where production and consumption were all planned
and distributed by the Government and where the enterprise did not need to
improve themselves to be more efficient to compete with competitors.

Among the performance of four functions, companies were relatively better in
manufacturing and less competitive in marketing. Among twenty two rated
competitive items (Table 4.36), the three items: ‘Providing an on going plant
modernization programme’, ‘Controlling manufacturing process quality’ and
‘Managing production, material & overhead cost’ that have been emphasized
most by Vietnamese managers are all belonged to manufacturing function.
This result is consistent with the past studies from other countries (Li, 2000;
Nobel, 1995). Quality management were highly emphasized by Chinese man-
agers and accomplishment in higher manufacturing process quality is a posi-
tive indicator for manufacturing competency (Li, 2000). A solid quality foun-
dation serves as the basis for other sources of competitive advantages (Nobel,
1995). The focus on quality management in Vietnam reflects the demands of
customers in changing business environment in Vietnam. They become more
concerned with quality of the product than quantity. This made the managers
have to put enormous attention on quality management and plant moderniza-
tion.

The two items of marketing function: ‘Marketing research & information” and
‘Sales promotion & advertising’ have gained less emphasis from managers in
Vietnam in comparing to others. This however does not mean it is neglected
in Vietnam. Vietnamese managers pay more and more attentions to these ac-
tivities in the increasing competitive environment (Ha, 2002).

Although the performance of competitive items was different in manufactur-
ing companies located in different regions (North, South and Central) this dif-
ference was only slight and not significantly except for ‘Sale promotion &
advertising’.
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Table 4.36: Rank by mean of competitive items of four functions

Item Function Rank by Good fL very
mean good (%)

Providing an on going plant moderni- MNF 4.07 83.64

zation programme

Con‘Frolhng manufacturing process MNF 3.90 70.00

quality

Managing production, material & MNF 388 69.72

overhead cost

Using capacity utilization MNF 3.87 70.91

eratmg an effective equipment MNF 379 65 45

maintenance & replacement

Improving existing products R&D 3.69 61.82

Controlling material and inventory MNF 3.68 60.91

((:Zireesatlng an effective personnel poli- HRM 361 5909

Providing job training for workers HRM 3.60 59.09

Dpyelopmg compensation and recog- HRM 355 5773

nition based on performance

Epcouragmg the constructive criti- HRM 355 5182

cism from employees

Providing professional training for HRM 351 5973

managers

Stlmulat}ng employee motivation, job HRM 3.49 4909

satisfaction

Improving research capabilities R&D 3.43 51.82

Developing the distribution net-work MKT 3.37 46.36

Ma}tch.mg R&D objective and strategy R&D 334 48.18

objectives

Providing post-sale services MKT 3.33 45.45

Providing information to R&D MKT 3.25 44.55

Maintaining highly trained, motivated MKT 320 4273

sales team

Ir_lvolvmg the employees in the deci- HRM 315 3973

sion making process

Conduc‘:tlng marketing research & in- MKT 93 3273

formation

Conductlpg effective sales promotion MKT 265 7818

& advertising

Unlike the common expectation that joint-venture and foreign investment
companies are better than other types of Vietnamese companies, the empirical
result shows that there was no significant difference for all items among com-
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panies with different types of ownership. It means that there are no clear dif-
ferences between SOE, private, joint-stock and foreign invested companies.
This also means that foreign investment companies do not perform better than
joint-stock, private companies and SOE’s. The results are also in contrast to
the government intention that equitization/ privatization will shape a new face
for the managerial practices of ex-SOEs. The empirical result are very much
in accord with the result of Thang (2004) which reported that on average
joint-stock companies are more likely SOEs in human resource management
issues. This result may be due to a lack of fundamental changes in managerial
approaches and in management team of these companies for the company
long-term perspective. One reason for this is that the carryover management
has been deeply ingrained in the old management style of SOEs, which cer-
tainly takes time to undertake any change from the past.

However performance of different types of ownership still is an area that
needs more attention. It is noted that the number of foreign investment com-
panies are very few (only two) in the sample and this leads to a non-
representative population of joint-stock and foreign investment companies.

In general electronic industry was better than other industries (food-
processing, textile & garment, rubber & plastic, metal products, and glass &
porcelain). However the results show that there are no statistically significant
differences for manufacturing, human resource and research and develop-
ment. But most items of marketing function had significant differences among
these industries.

In aggregation, functional competencies in manufacturing companies in Viet-
nam are still under-developed. This expected results came from a long period
of closed and centrally planned by government. Even they are willing to work
for better performance, but often lack of managerial and strategic develop-
ment experience to do it (Quang and Thang, 2004). Even though there is a
certain amount of disparity in performing functional competencies among
companies in different regions, ownerships and industries in Vietnam, how-
ever these differences are not significant.

4.7.3 Discussion on findings from hypothesis testing

A total of eight hypotheses were developed to assess the relationship between
the independent and dependent variables. The results from simple linear re-
gression analysis indicate that except manufacturing competency, all the other
variables had a positive and significant impact on the level of profitability and
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market performance. In addition, there is no unexpectedly significant and
negative relationship with profitability and market performance. Table 4.37
summarizes the results of the hypothesis testing that has been conducted in
the study.

Table 4.37: Summary of hypothesis testing

Hypothe- | Description Result of Hypo-
sis thesis testing
There is a positive relationship between the
H1 manufacturing competency and profitability per- | Supported
formance

There is a positive relationship between the
H2 marketing competency and profitability perfor- | Supported
mance

There is a positive relationship between the re-
H3 search & development and profitability perfor- | Supported
mance

There is a positive relationship between the hu-
H4 man resource management and profitability per- | Supported
formance

There is a positive relationship between the
HS5 manufacturing competency and market perfor- | Not supported
mance

There is a positive relationship between the

H6 marketing competency and market performance

Supported

There is a positive relationship between the re-

H7 search & development and market performance

Supported

There is a positive relationship between the hu-
HS8 man resource management and market perfor- Supported
mance

It was found that those manufacturing companies in Vietnam putting more
emphasis on marketing, on research & development and on human resource
competencies can expect to earn higher profitability and market performance.
The study also found the positive and significant relationship between manu-
facturing competency and profitability. These findings are consistent with
study of Droge and et al. (1994) and Li (2000). The empirical study of Droge
found positive relationship between marketing, research and development and
production with market share, ROI, ROI growth, ROS and ROS growth
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(1994). While study of Li (2000) for manufacturing companies in China
found:

= A positive relationship of marketing, human resource with market share,
profit after tax, sales volume and ROI;

= A positive relationship between product design and development with sales
volume and ROI;

= A positive relationship between manufacturing with ROL.

These findings suggest that in order to improve organizational performance
(both profitability and market) manufacturing companies in Vietnam need to
improve their functional competencies (manufacturing, marketing, research
and development and human resource).

In general all positive relationships between functional competencies and or-
ganizational performance had small value of R square ranging from 0.036
(manufacturing variable and profitability performance) to 0.148 (marketing
variable and profitability performance). This indicates that an only small per-
centage of the variance in organizational performance can be explained by
each functional competency. These results are consistent with the findings of
Droge and Vickery (1994) and Li (2000). R squares in Li’s study were small
and varied from 0.06 to 0.21 and from 0.012 to 0.187 in the study of Droge
and Vickery. These results imply that organization with only one good func-
tion could not achieve high performance. The empirical study indicates that
manufacturing competency is not significant related to market performance.
The possible reasons could be explained by many tasks in manufacturing
function (‘managing production, material and overhead cost’, ‘controlling ma-
terial and inventory’, ‘using capacity utilization’) with focus on cost saving
and then lead to the improvement of profitability performance rather than
market performance. While these other tasks identified as infrastructure de-
velopment like ‘on going plant modernization programme’, ‘Controlling
manufacturing process quality’ (Hill, 1994) may require time and investment
and sometimes takes decades to implement (Skinner, 1969, 1985).

Furthermore, multiple regression indicates that two multiple regression mod-
els are significant at p<0.05, showing a good combination of variables in pre-
dicting profitability and market performance. However, only the two func-
tions of marketing and human resource are statistical significant with both
profitability and market performance. While the other two variables named
manufacturing and research & development do not have a significant positive
effect on either profitability or market performance. This result is different
with single regression. And possible explanation that may account for this in-
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consistency is multicolinearity among independent variables (Table 4.31).
And due to the multicolinearity, the relationship found in the regression mod-
els might be distorted.

The possible reasons for manufacturing and R&D not significant positive with
profitability and market performance could be the low labour cost in Vietnam.
In Vietnam, managers still prefer to best utilize relatively low labour cost
rather than investing in modernization and automation. Vietnamese managers
tend to spend little money on renovating the factory or upgrading the machin-
ery (Hai, 1997). In addition, investing in manufacturing and R&D often re-
quire large investment and this will not lead to quick return (Ha, 2002).

However, manufacturing companies in Vietnam should pay attention to im-
prove the performance of production and R&D in long run. Evidences had
shown that manufacturing and research and development required large in-
vestment and this will provide sustainable competitive advantage and return
in the long run (Ha, 2002). Swierczek (1999) and Wiklund (1999) found that
the higher proactiveness and innovation would result in the higher perform-
ance. Being innovative would bring about new products and services that
would, in turn, allow the firm to perform better (Swierczek, 1999; Wiklund,
1999). Ha (2002) found that Thai companies had better performance than
Vietnamese companies as they made more investment in R&D to take the
leadership in the technological innovation fronts as compared to the Vietnam-
ese.

4.8 Chapter summary

This chapter describes the characteristics of the sample, including the loca-
tions, ownership, industry types, ages, number of employees, assets, revenues
and profits of the manufacturing companies. In the study, majority of manu-
facturing companies (63.6%) are limited or joint-stock and more than half
(56.4%) located in the North. Most of surveyed organizations (75.5%) have
been established for more than 10 years with 30% of small companies having
less than 300 employees. More than half of companies (55%) has total assets
above VND 50 billion while almost two third of them (62.8%) make less than
VND 5 billion of profit.

Exploratory factor analysis method was applied to identify the dimensions of
functional competencies and company performance. Four functional compe-
tencies namely manufacturing, marketing, R&D, and human resource and two
organizational performances called profitability and market performance were
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identified with high loadings (all above 0.541) and high reliability (all above
0.794).

Among the performance of the four functions, companies were relatively bet-
ter in manufacturing and less competitive in marketing. It also revealed that
even though there is a certain amount of disparity in performing functional
competencies among companies in different regions, ownerships and indus-
tries in Vietnam, however these differences are not significant.

Lastly, this chapter presents the findings about the testing of the eight hy-
potheses regarding the impact of four functional competencies on firm per-
formance. It was discovered that seven hypotheses out of eight were sup-
ported by the empirical research and there was no unexpectedly results. The
study confirmed that those manufacturing companies in Vietnam putting more
emphasis on marketing, research and development and human resource com-
petencies can expect to earn higher profitability and market performance. The
study also found the positive and significant relationship between manufactur-
ing competency and profitability. These findings are consistent with some
previous studies.
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5 Summary of findings and recommendations

5.1 Chapter overview

The previous chapter has presented the data analysis and hypotheses testing.
This chapter presents a summary of findings and recommendations. In the be-
ginning a summary of findings is presented and then contributions of the
study are discussed. After that limitations are described. Finally, the last sec-
tion is devoted to the presentation of recommendations for future research.

5.2 Summary of findings
5.2.1 Functional factors

The result reveals four peculiar functional factors of twenty-two variables in
manufacturing companies in Vietnam. These four functional factors named
manufacturing management, marketing management, research & development
and human resource management.

Factor Manufacturing management had six loaded variables including ‘Pro-
viding an on going plant modernization programme’; ‘Using capacity utiliza-
tion’; ‘Controlling manufacturing process quality’; ‘Controlling material and
inventory’; ‘Providing an effective equipment maintenance & replacement’;
and ‘Managing production, material & overhead cost’. Factor Marketing
management had six loaded items: ‘Marketing research & information’;
‘Sales promotion & advertising’; ‘Developing the distribution net-work’;
‘Providing post-sale services’; ‘Highly trained, motivated sales team’; and
‘Providing information to R&D’. Factor Research and development had three
loaded items. It includes: ‘Research capabilities’; ‘Matching R&D objective
and strategy objectives’; and ‘Improving existing products’. And factor Hu-
man Resource Management had seven loaded variables: ‘Involving the em-
ployees in the decision making process’; ‘Providing job training for workers’;
‘Providing professional training for managers’; ‘Encouraging the constructive
criticism from employees’; ‘Stimulating employee motivation, job satisfac-
tion’; ‘Creating an effective personnel policies’; and ‘Creating compensation
and recognition based on performance’.

In sum, although having some common elements in each functional factor re-
ported in the literature, the set of functional variables identified in this study
possess their idiosyncratic features at level of factor’s elements showing a
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varying emphasis on acting out of the dimensions of functional practices of
manufacturing companies in Vietnam.

5.2.2 Management perception of four functional competencies

In general, manufacturing companies in Vietnam were not performed very
well their four functions: manufacturing, marketing, research & development
and human resource. This expected results came from a long of closed and
centrally planned by government where production and consumption were all
planned and distributed by the Government.

Among the performance of four functions, companies were relatively better in
manufacturing and less competitive in marketing. This result is consistent
with the past studies from other countries (Li, 2000; Nobel, 1995). The focus
on quality management in Vietnam reflects the demands of customers in
changing business environment in Vietnam. They become more concerned
with quality of the product than quantity. This made the managers have to put
enormous attention on manufacturing especially on quality management and
plant modernization.

Even though there is a certain amount of disparity in performing functional
competencies among companies in different regions, ownerships and indus-
tries in Vietnam, however these differences are only slight and not significant
for most of practices.

The study also indicated the distinctiveness of functional practices in a setting
of an economy in transition where there were significant differences between
Joint-stock/equitized, SOE and private companies. This suggest that equitiza-
tion/privatization might need more time to pass a certain threshold before
gaining enough momentum to drive the change in functional practices, as ex-
pected.

5.2.3 Relationship of functional competencies and firm
performance

With the use of single regression in examining the relationship between four
functional competencies with firm performance, it was found that those
manufacturing companies in Vietnam putting more emphasis on marketing,
research & development and human resource competencies can expect to earn
higher profitability and market performance.
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The empirical study also indicated that manufacturing competency had no
significant relations to market performance. Multiple regression revealed that
not only manufacturing but research & development had no significant posi-
tive effect on either profitability or market performance. The possible reasons
could be the low labour cost in Vietnam and investing in manufacturing and
R&D often requires large investment and this will not lead to quick return.
However, there are evidences showing that investing in manufacturing and
research & development will provide sustainable competitive advantage and
return in the long run (Ha, 2002). It is therefore, managers in Vietnam should
carefully consider the level of investment in these two functions in order to
best take their competitive advantages.

5.3 Contributions

This study makes a number of contributions to resolution of both theoretical
and practical issues.

First, putting the stream of research about the relationship of functional com-
petencies and firm’s performance, this study provides an additional case to the
scare stock of researches which address the importance of integrative perspec-
tive by including several critical functional areas. In fact, many previous re-
searches studied the impact of only one functional area competence on a
firm’s overall performance (Capon et al., 1990; Drucker, 1973; Ettlie, 1997;
Hayes and Wheelwright, 1984; Tunaly, 1992).

Second is methodological contribution. With the use of factor analysis tech-
niques, the study has extracted variables useful to measure functional compe-
tencies and organizational performance. Furthermore, each function is shown
to have a good internal consistency. This can help in developing a conceptual
framework for conducting research.

Third contribution is the comprehensive analysis. The results of this study
have confirmed the findings of some previous studies, especially the impacts
of marketing and human resource competencies on firm’s performance. This
illustrates the similar characteristics between management of manufacturing
companies in Vietnam and in other countries. The findings of few minor dif-
ferences reflected the special characteristics of manufacturing companies in
Vietnam.

Finally, this study is a proper response to a growing need of both academics
and practitioners for better understanding of the relationship of four functional
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competencies and firm performance. In this respect, in addition to presenting
a latest insight of the current status of the influence of four functions on per-
formance of manufacturing companies, it come up with useful implications
for managers regarding the development of these companies in Vietnam.

5.4 Limitations

There are some limitations that need to be mentioned. Future studies are
likely to benefit if some limitations of the present study are examined.

First, studies on samples are seldom conducted without any intention to gen-
eralize the results to the whole population to which the samples belong (Coo-
per and Schindler, 2001). Not all sampling techniques allow this generaliza-
tion. The most known, comprehensive and pervasive technique is perhaps the
simple random sampling in which each possible sample of a given size is
equally like to be the one selected (Newbold, 1999). The samples in this study
were collected among manufacturing companies listed in the web-site
http://danhba.vdc.com.vn. In fact, not all manufacturing companies were in
the list especially not all foreign companies. Furthermore, number of samples
and sampling methods was selected with consideration of time and budget
constraints. Only to a small number (17.6%) of listed companies were sent the
questionnaire. It is therefore the samples obtained may not be representative
for the whole population and this some what would prevent generalizing the
findings to all manufacturing companies in Vietnam.

Second, perceptual performance was used in the study instead of objective
measure. Although previous studies showed a positive association between
objective and perceptual performance (Geringer and Hebert, 1991; Powell,
1992), the latter is not able to fully reflect the real firm performance. Objec-
tive performance data is very difficult to obtain but it is the better approach to
determining the success of the companies (Pothukuchi et.al, 2002).

Third, the validity of the findings regarding the relationship between four
functional competencies and firm performance may be hampered by the fact
that data on functional practices and organizational performance were col-
lected at the same point in time. Consequently, the direction of causality be-
tween the two cannot be specified definitely. However, causality can not be
established without longitudinal data. Future research effort is urged to collect
longitudinal data to confirm the causal relationship between four function’s
competencies and firm performance.
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Lastly, firm performance may be affected by various other extraneous vari-
ables not accounted for in this study. It would be beneficial to examine the
myriad of firm performance by taking external conditions like the economic
and legal situation into account.

5.5 Recommendations for future research

While this study was able to provide additional insight into four functional
competencies and its relationship with firm performance, it also revealed ar-
eas that would benefit from further research.

First, this study focused only on four functions of manufacturing companies.
Future research could thus focus on the other functions such as finance, plan-
ning, controlling.... By doing so, a better and fuller understanding on the ef-
fects of functional competencies on firm performance may be achieved.

Second, there is a strong need for longitudinal research. A longitudinal analy-
sis of a group of companies over time would provide data to address at least
two research questions: 1) is there a time lag between investing in functional
competencies and achieving an expected performance, and 2) is there a par-
ticular order in which these investments should be made.

Third, this study failed to support one of the proposed hypotheses related to
the relationship between manufacturing and firm performance. Hence, there is
a need for further study on the influence of different manufacturing practices
on firm performance.

Fourth, the empirical result shows that even though there is a certain amount
of disparity in performing functional competencies among companies with
different types of ownership, however these differences are not significant.
This result might be the result of the period in which this research was carried
out. The management in all companies is still deeply ingrained by the style of
SOEs. It certainly takes time to undertake any change from the past. So there
is an important need to investigate the differences in the future when manag-
ers had enough time to change their management styles.

Finally, to be able to generalize the results of this study future research might
be extended to other industries like service and to other countries both devel-
oping and industrialized.
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Appendices

Appendix 1: Survey questionnaire - English version

4
I ECONOMICS AND MANAGEMENT FACULTY

BACH KHOA

Ha noi May, 2006
Dear Sir/Madame,

I am Nguyen Thi Mai Anh — a lecturer of Hanoi University of Technology (HUT) as well
as a doctoral student presently studying at the Fribourg University. I am currently working
on the topic “Functional competencies and their effects on performance of manufacturing
companies in Vietnam”. This questionnaire is designed to gather information for my re-
search on the purpose of enhancing the knowledge of the manufacturing companies in
Vietnam. I would appreciate very much if you, as a manager of the enterprise, would take
some time to read, and fully fill in the questionnaire. The information that you are going to
provide to me will be used only for academic purpose and kept strictly confidential.

Thank you very much for your cooperation
Best regards

Nguyen Thi Mai Anh — Lecturer

Hanoi University of Technology
Economics and Management Faculty

1 Dai Co Viet street, hanoi, Vietnam
Telephone: 844 868 0790/098 909 6180
Telefax: 844 868 4287

Email: maianhdhbk@yahoo.com
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Appendix 1

PART 1. PERSONAL AND BUSINESS DETAILS
Please tick the mark (V) into the square box () which is suitable to your enterprise and your self

1. ENterpriSe’s NAMIC:.....c.uiiiiieiieeiieeie ettt ettt et ettt e et e st eebeesabeeseesaseenseesnneens
2. CONtACES AAATESS: . . ..uvieeiiieeeiiieeiee et ettt e e st e e st e e steeetaeeessaeesssseesaseeessseeennseeens
3. Teliniiiiieeeeee, FaX..oooiiiiieee, Emaili.....coooiiiiiiii
4. Your position in the enterprise:

O Director/general director O Head of marketing/business dept.

O Vice director/Vice general director O Head of production dept.

00 Others (PIS. SPECITY).cuuriiiiiiiiieeiieiecie ettt sveennee s

5. Type of your enterprise:

1 State owned [ Limited or Joint-stock [ Private 1 Joint-venture
1 100% Foreign invested [ Others (pls. SPECITY)....eerviieriiiiiiiiniieiiieiieeiceiie e

6. Your enterprise is operating in the area of:

O Food processing & beverages O Shoes & leather O Electrical & electronic equipment
O Manufacturing wood & furniture O Chemical O Paper

O Glass, porcelain & construction material [ Textiles & garments [ Rubber & plastics

O Publishing & printing O Metalproducts O Others (pls. specify)........ccueue....
7. How long have your enterprise been operated in this business?

O < 3 years O 3-5 years O 5-10 years 0O >10 years

Total number of employees in your company currently ? (pls. specify the number)...................

8. Which of the following ranges is the best indication for your business total capital
for the year 2005:

0O <10 billion VN dong [ 10 - 50 billion VN dong O > 50 billion VN dong

9. Which of the following ranges is the best indication for your business revenue for
the year 2005:

O < 500 million VN dong O from 500 million to 1 billion VN dong [ from I to 5 billion VN dong

O from 5 to 50 billion VN dong [ from 50 to 100 billion VN dong O from 100 to 500 billion VN dong

O from 500 to 1000 billion VN dong 0 > 1000 billion VN dong

10.  Which of the following ranges is the best indication for your business profit (before
tax) for the year 2005:

O < 100 million VND 3 from 100 to 200 million VND 3 from 200 to 500 mill. VND

O from 500 million to 1 billion VN dong [ from 1 to 2 billion VN dong [ from 2 to 5 billion VN dong

O from 5 to 10 billion VN dong O from 10 to 50 billion VN dong O > 50 billion VN dong

11.  Which of the following ranges is the best indication for your business net profit for
the year 2005:

O <100 million VND 3 from 100 to 200 million VND 3 from 200 to 500 mill. VND

O from 500 million to 1 billion VN dong O from 1 to 2 billion VN dong O from 2 to 5 billion VN dong
O from 5 to 10 billion VN dong O from 10 to 50 billion VN dong O > 50 billion VN dong
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PART 2. ENTERPRISE PERFORMANCE

Compared to other organizations that do the same kind of work (industry average), how
would you rate your organization’s performance over the last three years in term of the fol-

lowing indicators.

Indicator Very Weak Average | Good Very
weak good
Growth in sales 1 2 3 4 5
Profit before tax 1 2 3 4 5
ROA (Return on asset) 1 2 3 4 5
ROE (Return on equity) 1 2 3 4 5
Market share 1 2 3 4 5

PART 3. FUNCTIONAL COMPETENCIES

Listed below are functional competencies that my be adopted in your enterprise. Using the
scale provided, please indicate your preference by circling relevant number.

1= very weak 2=Weak
3=Average 4= Good

Functional competencies

1  Conducting marketing research and in-
formation system

2 Developing the product distribution net-
works and distributor relations

3 Conducting an effective sales promotion
and advertising campaigns

4  Maintaining a highly trained, motivated,
vigorous and dynamic sales organization

5  Providing post-sale service

6  Providing information for and work
closely with R&D to develop new prod-
uct/services

7  Improving research and new product de-

velopment capabilities

Improving existing products or services

9  Matching explicit R&D objectives and
strategy objective

10 Providing an effective equipment main-
tenance and replacement policies

11 Providing computerization and decentra-
lization of production control system for
better control of quality, cost and time

12 Coordinating between R&D, operation &
marketing

13 Controlling manufacturing process quali-
ty

14 Managing production, material and over-
head cost

o0

5=Very good

Very Weak Average Good Very
weak good
1 2 3 4 5
1 2 3 4 5
1 2 3 4 5
1 2 3 4 5

2 3 4 5

2 3 4 5
1 2 3 4 5

2 3 4 5

2 3 4 5
1 2 3 4 5
1 2 3 4 5
1 2 3 4 5
1 2 3 4 5
1 2 3 4 5
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15 Providing an ongoing plant moderniza- 1 2 3 4 5
tion programme to keep the efficiency of
equipment comparable to that of the ma-
jor competitors
16 Using capacity utilization
17 Controlling materials and inventory 1 2 3 4 5
18 Developing an efficient & effective prod-
uct-line policy for product additions &
deletions’
19 Creating effective and efficient personnel 1 2 3 4 5
policies for hiring, training, promotion,
compensation and employee services

20 Providing professional training for man- 1 2 3 4 5
agers

21 Providing job training for workers 1 2 3 4 5

22 Involving the employees in the decision- 1 2 3 4 5
making process

23 Stimulating employee motivation, job 1 2 3 4 5
satisfaction, and morale

24 Creating a compensation and recognition 1 2 3 4 5
systems based on performance

25 Encouraging the constructive criticism 1 2 3 4 5

from employees

Thank you very much for your time and co-operation.
Please return the completed questionnaire to the address given in the attached envelop.
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4 PR - -
I ‘ KHOA KINH TE VA QUAN LY

BACH KHOA

Ha néi thang 5 nam 2006
Kinh giri Ong/Ba

T6i 1a Nguyén thi Mai Anh - giang vién khoa Kinh té va quan 1y, truong Dai Hoc Béach
Khoa Ha ndi. Hién t6i dang lam mot nghién ctru khoa hoc vé nang lyc cuia cac by phan
chtrc ning va mbi quan hé cua nd dén két qua kinh doanh cta cac doanh nghiép san xuat &
Viét nam. Muc tiéu ciia nghién ciru 1a danh gia tac dong cta nhing yéu t6 nay dén cac chi
tiéu do luong két qua hoat dong san xuat kinh doanh cua doanh nghiép san xuét. Trén co
s& d6 dua ra nhitng dé xuat hd tro cho nhimng doanh nghiép nay hoat dong c6 hi¢u qua hon
trong tuong lai. Toi xin cam két chi str dung nhitng thong tin vé doanh nghiép cua Ong/Ba
cho muyc dich nghién ctru va tuyét dbi bao mat.

T6i rit mong nhan dugc sy giup d6 cia Ong/Ba bang viéc tra 101 phiéu diéu tra dugc dinh
kém véi thu nay. T6i xin chan thanh cadm on Ong/Ba da danh thoi gian dé chia sé nhiing
kinh nghiém quén 1y qui bau ctia minh.

Kinh thu

Nguyén thi Mai Anh

Khoa Kinh té va Quén 1y

Truong Pai Hoc Bach Khoa Ha noi
Tel: 04 868 0790 / 0989096180
Email: maianhdhbk@yahoo.com
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PHAN 1. THONG TIN VE DOANH NGHIEP VA NGUOI TRA LOI

Xin Ong/Ba cho biét mot s6 nhitng thong tin tong quat sau:

1. Tén Doanh nghiép clia ON@/BA 142 .......ouvvveeeeeeeeeeeeeeeeeeeeeee e
2. DA Chi BN LAC ...
3. Teliii FaX..oooooiiieniecc Email:.....ccooinininiiine.
4. Chtrc vu cuia Ong/Ba trong doanh nghiép:

0O Giam déc/Tf)ng giam dbe ) O Trudng phong marketing/kinh doanh
O Pho gidm doc/Pho tong giam doc O Trudng bo phan san xuat
0 Khéc (Xin vui I0Ng Zhi 10)....ccvieiiiiieiieieeie ettt ere e ev e v aeeeveens

5. Doanh nghiép ciia Ong/Ba la:

O DN Nha nudce [0 CTTNHH hay c6 phan O Tu nhan O Lién doanh
0 100% von nudc ngoai 0O Khac (xin vui 10ng ghi 10).....ccvvevvieiieirieiiciieneeereeveere e

6. Doanh nghiép ciia Ong/Ba hoat dong chinh trong linh vic:

[J Ché bién thyc pham va do uong ~ CGidy da_ [ Thiét bi dién va dién tix

0O Ché bién go va do6 go O Hoa chat O Giay

O Thuy tinh, gom sir va vat licu XD O Dét va may O Cao su va nhua

[ Xuat ban, in O San pham kim loai O Khac (xin chi r0).........

7. Doanh nghiép cua Ong/Bé da hoat dong duoc

O <3 ndm O 3-5 nam [ 5-10 nam 0 >10 nam

8. Tong s6 can bo nhan vién trong DN hidN NAY..........ccooueveeveieeeieeeeeeeeeeeee e,
9. Téng s6 von dau tu hién tai ciia doanh nghiép:

[ < 10 ty dong VN 7 10 dén 50 ty dong VN 0 >50 ty dong VN

10. Doanh thu cia DN dat dugc nam 2005:

O < 500 triéu deng 0O tr 500 tri¢u déqg dén 1ty gif”)ng Otrlty déng dén 5ty qang

O tr 5ty dén 50 ty dong O tir 50 ty dong dén 100 ty dong [ tr 100 ty dén 500 ty dong

07 tir 500 ty - 1000 ty dong 03 > 1000 ty dong

11. Loi nhuan trude thué cia DN dat duge nam 2005:

O <100 trigu dong [ tir 100-200 trigu dong [ tir 200 triéu dén 500 tri¢u dong
01 tir 500 tr. dén 1 ty dong 01 tir 1 ty dén 2 ty dong 01 tir 2 ty dén 5 ty dong

O tir 5 ty dén 10 ty dong O tir 10 ty dén 50 ty dong > 50 ty dong

12. Loi nhuan sau thué ciia DN dat dugc nam 2005:

O <100 trigu dong [ tir 100-200 triéu dong [ tir 200 triéu dén 500 ty dong
O tu 500 dén 1 ty dong O tu 1 ty dén 2 ty dong O tu 2 ty dén 5 ty dong

O tr 5 ty dén 10 ty dong 07 tir 10 ty dén 50 ty dong 00> 50 ty dong
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PHAN 2. KET QUA HOAT PONG SAN XUAT KINH DOANH CUA DOANH NGHIEP

D& nghi Ong/Ba cho y kién ctia minh do1 véi cac chi tiéu phan anh két qua hoat dong kinh
doanh cua DN Ong/Ba trong ba ndm gan day (theo danh gia chi quan cua ong ba) véi “1”

(13 A

13 két qua kinh doanh “rdt kém” va “5” 1a két qua kinh doanh “rdt 16¢”.

Chi tiéu Ratkém | Kém Trung Tét Rat tot
binh

Tang doanh thu 1 2 3 4 5

Loi nhuan trude thué 1 2 3 4 5

Ty s6 lgi nhuan/Tong tai san | 1 2 3 4 5

(ROA)

Ty sO loi nhuan/ Vén cha so | 1 2 3 4 5

hiru (ROE)

Thi phan 1 2 3 4 5

PHAN 3. KHA NANG CANH TRANH CUA DOANH NGHIEP

1. Xin Ong/Ba cho biét ¥ kién ctia minh vé nhiing hoat dong dudi day cua doanh nghiép
bang cach khoanh tron vao 6 thich hop. Trong d6 1 ¢6 nghia la doanh nghi¢p cua Ong/Ba
khéng chii trong hoac thuc hi¢n rit yéu hoat dong nay va 5 co nghia 1a hoat dong nay
dugc doanh nghiép Ong/Ba rdt chii trong hay thwe hién rit tét.

Nang luc canh tranh cua cac b phan chirc nang Rét R4t
yéu t6t
1 Thuc hién cong tac nghién cltru marketing va xay dung 1 2 3 4 5
hé thong thong tin marketing
2 Mo rong va hoan thién h¢ thong phan phdi. Cai thien 1 2 3 4 5
moi quan hé vdi cac nha phan phdi (dai 1y, ban buén,
ban 1¢...)
Thuc hién cac chuong trinh khuyén mai va quang cdo 1
4 Duy tri d61 ngti ban hang duoc dao tao t6t, nang dong 1
va hleu 16 vé san pham/dich vu ctia doanh nghiép
Cai tién cac dich vu sau ban hang 1
6 Cung cip thong tin vé thi truong cho bd phan nghién 1 2 3 4 5
clru va phat trién va hop tac chat ché véi bd phan nay
trong viéc phat trién san pham moi
7  Nang cao kha ning nghién ciru va phat trién san pham 1 2 3 4 5
mai
Cai tién/hoan thién cac san phélm/ dich vu hién c6 1
9  Lién két chit ché& giita muc tiéu cta bd phan nghién cru 1 2 3 4 5
va phat trién véi chién luge doanh nghié¢p vé san
pham/thi truong
10 C6 chinh sach vé bao dudng va thay thé cac thiét bi 1
11 Thyc hién may tinh hoa va ting trao quyén trong hé 1
thdng kiém tra san xuat dé ting chat luong, giam chi
phi va thoi gian
12 Phdi hop giira cac bo phan nghién ciru & phat trién,san 1 2 3 4 5
Xudt va nghién ctru marketing
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Appendix 2

13 Kiém tra cht luong qui trinh san xuat 1 2 3 4
14 Quan ly chi phi san xuat, nguyén vat li¢u va chi phi van 1 2 3 4
phong

15 C6 ké hoach hién dai hoa nha may dé dam bao hieu 1 2 3 4
suat cua cac thiét bi so vo1 doi thu canh tranh

16 St dung cong suit cia nha may 1 2 3 4

17 Kiém soat nguyén vt liéu va hang ton kho 1 2 3 4

18 Chinh sach vé bd sung san pham méi va loai bo cac san 1 2 3 4
pham khong phi hop

19 Chinh sach nhan su ddi voi viéc tuyén dung, dao tao, 1 2 3 4
thang tién, tra luong va cac dich vu phuc vu nhan vién

20 Dao tao nghiép vu quan 1y cho can bd quan ly 1 2 3 4

21 Dao tao ky nang thuc hién cong viéc cho cong nhan 1 2 3 4

22 Khuyén khich nhan vién tham gia vao qua trinh ra 1 2 3 4
quyét dinh

23 Chinh sach khuyén khich su hai long cuia nhan vién, sy 1 2 3 4
hai 10ng ddi v6i cong viee va dao dirc

24 Hé théng thuong theo muc do hoan thanh cong viéc 1

25 Khuyén khich nhan vién déng gop y kién xay dung 1 2 3 4

[\
W
N

Xin chéin thanh cam on Ong{Bé da gianh thoi gian tra loi phiéu diéu tra.
X Sau khi dién xong vao phicu di€u tra
Xin Ong/Ba vui long gui veé dia chi ghi trén phong bi dugc dinh kém theo day.
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Appendix 3: Reliability of functional competencies

Mean Std Dev | Corrected Alpha if
Item-Total | item De-
Correlation leted
Marketing 0=0.870
Conducting marketing research &
information 2.927 1.090 0.787 0.826
Developing the distribution net-work 3.373 1.021 0.560 0.866
Conducting effective sales promotion
& advertising 2.655 1.215 0.713 0.841
Maintaining highly trained, moti-
vated sales team 3.200 1.021 0.663 0.849
Improving post-sale services 3.327 0.996 0.644 0.852
Providing information to R&D 3.245 1.060 0.654 0.850
Research & Development o=0.803
Matching R&D objective and strate-
gy objectives 3.336 1.069 0.623 0.746
Improving research capabilities 3.427 1.000 0.681 0.671
Improving existing products & ser-
vices 3.691 0.787 0.639 0.737
Manufacturing o=0.858
Providing an effective equipment
maintenance & replacement 3.791 0.879 0.582 0.845
Controlling manufacturing process
quality 3.900 0.823 0.721 0.818
Managing production, material &
overhead cost 3.881 0.836 0.611 0.839
Providing an on going plant moder-
nization programme 4.073 0.738 0.668 0.830
Using capacity utilization 3.873 0.836 0.662 0.829
Controlling material and inventory
control 3.682 0.867 0.639 0.834
Human resource management a=0.909
Creating effective personnel policies 3.609 0.847 0.699 0.898
Providing professional training for
managers 3.509 0.965 0.786 0.888
Providing job training for workers 3.600 0.837 0.705 0.897
Involving the employees in the deci-
sion making process 3.155 0.950 0.779 0.889
Stimulating employee motivation,
job satisfaction, and moral 3.491 0.843 0.767 0.891
Creating compensation and recogni-
tion based on performance 3.555 0.874 0.601 0.908
Encouraging the constructive criti-
cism from employees 3.545 0.925 0.745 0.893
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Appendix 4: Reliability of organizational performance

Corrected Alpha if
Mean Std Dev Item-Total item De-
Correlation leted
Profitability Performance 0=0.917
Profit before tax 2.891 1.112 0.850 0.939
ROA 2.764 1.013 0.881 0.913
ROE 2.827 1.048 0.908 0.892
Market Performance 0=0.759
Sales growth 3.264 0.964 0.611 -
Market share 2.918 0.940 0.611 -
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Appendix 5: Demographic data of the sample

C?;T;)cgtlzli)slzss Categories Frequency Percentage
Position Director/general director 38 34.5
Vice director/vice general director 19 17.3
Head of marketing/business dept. 15 13.6
Others 38 34.5
Company loca- North 62 56.4
tion Central 9 8.2
South 39 35.5
Ownership State owned 30 273
Private and joint-stock 70 63.6
Foreign 10 9.1
Operating areas ~ Textiles & garments 27 24.5
Food processing & beverages equipment 21 19.1
Rubber & plastics 12 10.9
Metal products 11 10.0
Glass, porcelain & construction material 9 8.2
Electrical & electronic 7 6.4
Manufacturing wood & furniture 3 2.7
Chemical 3 2.7
Others 17 15.4
Ages <3 years 3 2.7
3 —5 years 5 4.5
5-10 years 19 17.3
>10 years 83 75.5
No of employees <300 33 30.0
300-500 19 17.3
500-1000 26 23.6
>1000 32 29.1
Total assets <10 billion VND 20 18.2
10-50 billion VND 30 27.3
>50 billion VND 60 54.5
Revenue < 500 million VND 5 4.5
from 500 million to 1 billion VND 2 1.8
from 1 to 5 billion VND 6 5.5
from 5 to 50 billion VND 22 20.0
from 50 to 100 billion VND 20 18.2
from 100 to 500 billion VND 45 40.9
500 to 1000 billion VND 4 3.6
> 1000 billion VND 6 5.5
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Appendix 5

Demographic

Characteristics Categories Frequency Percentage

Profit < 100 million VND 13 11.8
from 100 to 200 million VND 5 4.5
from 200 to 500 million VND 12 10.9
from 500 million to 1 billion VND 9 8.2
from 1 to 2 billion VND 15 13.6
from 2 to 5 billion VND 15 13.6
from 5 to 10 billion VND 16 14.5
from 10 to 50 billion VND 19 17.3
> 50 billion VND 6 5.5
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Appendix 6: Communalities of Sequential Runs of Factor Analysis
Communalities

Communalities

Run 1 Run 2 Run 3 Run 4

Human resource management (a=0.909)
Involve the employees in the decision making  0.750 0.740

process 0.746 0.746
Emphasize job training for workers 0.769 0.678 0.675 0.674
Emphasize professional training for managers  0.798 0.743 0.739 0.739
Encourage the constructive criticism from 0.746 0.679

employees 0.677 0.681
Improve employee motivation, job satisfac- 0.751 0.680

tion 0.687 0.685
Effective personnel policies 0.632 0.618 0.618 0.618
Compensation based on performance 0.630 0.515 0.524 0.530
Marketing management (0=0.870)

Marketing research & information 0.758 0.764 0.763 0.763
Sales promotion & advertising 0.734 0.726 0.728 0.729
Widening distribution net-work 0.585 0.534 0.532 0.541
Improve post-sale services 0.604 0.577 0.578 0.577
Highly trained, motivated sales team 0.659 0.630 0.632 0.631
Provide information to R&D 0.675 0.609 0.607 0.607

Manufacturing management (a=0.858)

Reduce production rework rate 0.712 0.607 0.637 0.649
Improve capacity utilization 0.666 0.624 0.639 0.653
Improve manufacturing process quality con-

trol 0.714 0.688 0.687 0.684
Improve process engineering 0.577 0.587 0.582 0.580
More effective equipment maintenance & re-

placement 0.576 0.486 0.469 0.512

Reduce production, material & overhead cost 0.556 0.562 0.567 0.564

Research and development (0=0.803)

Research capabilities 0.762 0.760 0.760 0.804
Efficient & effective product line 0.721 0.710 0.711 0.728
Improve existing products 0.732 0.752 0.748 0.690

Eliminated Variables
Develop more efficient & effective product- 0.515
line policy for product additions & deletions

Increase computerization & decentralization ~ 0.727 0.608

of production control system

Coordination between R&D, operation & 0.698 0.709 0.706
marketing
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Appendix 7: Correlation between independent and dependent vari-

ables

Correlation for performance measures

Performance Va-

Correlation with

riables

Y1 Y2 Y3 Y4 Y5 Y6 Y7
Y1 (Profitability 1
performance)
Y2 (Market JT30%F 11
performance)

Y3 (Profit) 936** | 754%* |1

Y4 (ROA) 945%* | .634%* | 808** |1

Y5 (ROE) 960** | .678%* | 842** | 886** |1

Y6 (Sales growth) | .687** | .900** | .746** | 572** | .626%* |1

Y7 (Market share) | .622** | .895** | .606** | .567** | 591** | 611** |1
Mean 2.827 13.091 |2.891 |2.764 |2.827 |3.264 |2918
Standard deviation | 1.001 | 0.855 1.112 1.013 1.048 |0.964 | 0.940
** Correlation is significant at the 0.01 level (2-tailed).
Correlation for functional competencies and performance

Functional Correlation with

Variables | Y1 Y2 Y3 Y4 Y5 Y6 Y7

X1 .189%* .056 160 .195% 182 116 -.017
X2 J385** | 355%*F | 358*%* | 375%*% | 362*%* | 238* A02%*
X3 242% 257*%* | [189* 257*% | 244* 148 315%*
X4 277*% | 240% 280%* | .234* 271%% | 218* 212%

** Correlation is significant at the 0.01 level (2-tailed).
* Correlation is significant at the 0.05 level (2-tailed).
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