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Abstract 
The main objective of this study is to investigate the relationship between purchasing strategies and firm 

performance in small and medium-sized enterprises (SMEs) in manufacturing sector in Johor, Malaysia. This 

research selected small and medium-sized enterprises (SMEs) in manufacturing sector in Johor, Malaysia as the 

target small and medium-sized enterprises (SMEs) sector and a few variables from Resource Based View (RBV), 

Social Exchange Theory (SET) and Agent Theory tend to be used and analysed the firm performance in small and 

medium-sized enterprises (SMEs) in manufacturing sector in Johor, Malaysia. Firm performance can be defined 

as how well a company does in its business activities. Hence, it is important to analyse how the three dimensions 

tend to influence the overall firm performance in small and medium-sized enterprises (SMEs) industry. In 

Malaysia, small and medium-sized enterprises (SMEs) is gradually expanding, and it is significant for small and 

medium-sized enterprises (SMEs) to clearly understand which dimensions enable to stand out among other 

competitors and increase firm performances. Data for this study were collected from a sample of 90 guests who 

hold a role as a purchasing personnel in the small and medium-sized enterprises (SMEs). The collected data was 

analysed using Partial Least Squares (PLS-SEM) with SmartPLS version 3. The findings revealed that three 

dimensions which are cost management, buyer and supplier relationship and negotiation strategy positively 

influence online purchase intention. As a result, it is suggested for small and medium-sized enterprises (SMEs) in 

manufacturing sector in Johor, Malaysia to appropriately apply relevant specific tactics to enhance those 

components as well as online purchase intention. 
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___________________________________________________________________________ 

 
Introduction 

In today’s increasingly global economy, small and medium-sized enterprises (SMEs) 

recognized as a major source of vitality, innovation and flexibility in emerging and developing the 

economy of the country, and most industrialized countries. In Malaysia SMEs become more and more 

importance and are the major contributor toward economic development and employment generation. 

In recent year, SMEs have achieved significant growth in Malaysia according to the report released by 

Department of Statistic Malaysia, 38.3% of GDP are contribute by the SMEs and it had become the 

backbone to Malaysia economy as 98.5% Business establishments in Malaysia are SMEs (MITI, 2019). 

According to Mohd (2020), SMEs contributes almost two-third of job opportunities to the workforce; 

which it can stated that SMEs is importance to Malaysia economics. 

This have also trigger new entrants to join the industry to gain market share. Due to the number 

of small and medium enterprises engaged in this industry is increasing and competition is becoming 

fiercer. Therefore, the current highly competitive business environment, the survival and growth of 

SMEs may be difficult. Global market; customers have higher requirements in term of cheaper price, 

better quality, higher services, faster delivery and wider product variety. Conducive to meet all the 

challenges brought by the increasing number of participants, small and medium-sized enterprises should 

pay more attention to their firm performance and establish more competitive advantages in order to 

survive and obtain the best performance. SMEs in manufacturing sector in Malaysia can meet all the 

term above by a good strategic purchasing management practice. 
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According to Chin (2012), that it is importance for the SMEs in Malaysia to have a better 

understanding on the knowledge of procurement and the impact of effective procurement on company 

performance.This is because the close relationship with suppliers can promote effective procurement 

management for SMEs. A close relationship enables effective and efficient information sharing between 

both organizations, thereby bringing mutual benefit to both parties. On the other hand, information 

sharing between companies is very important, especially in this inconsistent market with a large number 

of SME competitors; because it can help organizations better predict the future market.  

Nevertheless, in Chin (2012) study, it stated that Asian companies still behind the process of 

understanding how integrated supply chains are driving significant changes in business processes and 

achieving positive results in improving service quality, reducing costs and increasing efficiency. For 

illustration, Chin has revealed that Malaysia SMEs still views the procurement management as a process 

of cutting cost, quality assurance or maintain control through visibility of the supply chain. The neglect 

or underestimate importance of procurement process is all due to the lack of insufficient knowledge of 

SMEs Malaysia toward procurement management. Visibly, in order to manage and cope with the 

increasing market, technology and supplier complexity, Malaysian SMEs will face greater difficulties 

in SCM compared to large enterprises. Therefore, it is very importance for SMEs Malaysia to 

understand the effect of procurement management in order for them to sustain in this inconsistent 

market.  

From the problem statement above, it shows the reason to undergo this study. This research 

would like to investigate the impact of strategic purchasing management to firm performance in the 

SMEs manufacturing sector. Besides that, this study also would like to determine the strongest factor 

towards firm performance. 

 

Literature Review  
 

Resource Based View (RBV) 

Resource Based theory is a management framework used to identify strategic resources that 

companies can use to gain sustainable competitive advantage. Resources can be divided into two types, 

tangible and intangible. To determine whether a resource is effective for a company to gain a 

competitive advantage, it must satisfy two key assumptions, namely, heterogeneous and immobile. 

According to Mutua and Juma (2018), organization which lack of resource can strengthen by 

collaboration with other firm example supplier as collaboration allow information sharing and high-

quality product obtained. This theory is applicable to this study because it explores the types of decisions 

and choices related to supplier partnership in resource selection. The trade-offs made before a decision 

suggest to deliberations on efficiency and effectiveness which are core considerations when assessing 

procurement performance.  

Social Exchange Theory (SET) 

The theory of social exchange believes that social behavior is the result of the exchange process, 

and the purpose of exchange is to maximize benefits and minimize costs. According to sociologist 

George Homans, people in the exchange will weigh the potential benefits and risks of social 

relationships. When the risks outweigh the rewards, people will terminate or abandon that relationship. 
Therefore, buyer and supplier are relationship are fall between “gain sharing”. For example, in order to 

maintain close relationships with suppliers and obtain benefits such as information sharing, the 

organization has to deal with time and other efforts. Since, behavior can be measured by subtracting the 

cost of interaction from the reward of interaction, and the basic motivation of interaction is to seek 

reward and avoid punishment. 
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Agent Theory  

Agent theory is highly related to the dimension of supplier and buyer relationship. According 

to the study of Kihanya, Wafula, Onditi, and Munene (2015), a firm outsourcing a function is the 

principal, and the supplier is the agent. Agent theory is a principle that used to deliberate and solving 

issues in the relationship between business principal and their agent. Furthermore, the agency cost in 

this theory also helps procure personnel to make decision to buy or not to buy from supplier. According 

to the theory, the descision should be made based on economic relationship between production and 

transaction costs between production and transaction costs. If the transaction cost is lower than the 

production cost, the enterprise should outsource (hired suppliers). 

Cost Management 

Alafi (2014), mention that cost management are vital in purchasing strategy as each percentage 

of purchase price savings can save half in sales, thereby significantly reducing costs. By effective cost 

management procurement professional can make better forecast on upcoming expenditures to help 

reduce the chance of overspending (Rouse, 2010) also ensure the new product activities can be 

completed in time. Nyamai and Ismail (2018) mentioned that cost management is an important element 

in enhancing firm performance. This is because cost management will improve firm investment 

capability in exploring new product introduction. Furthermore, create flexibility for customers, which 

are the foundation of building the core competence (Thrulogachantar & Zailani, 2010).   

Buyer and Supplier Relationship 

According to Alafi (2014), the efficient sharing of honest information between buyers and 

sellers can establish a trust relationship and strengthen the intimate relationship between buyers and 

sellers. In others word, with the honest information sharing, both organizations can make a better 

foresee on the future market and sustainability for both company through this collaboration relationship. 

In addition to this, Alafi (2014) also pointed out that collaboration, mutual assistance and commitment, 

and the willingness to share risks can reduce uncertainty and improve quality, delivery, quality and 

timing. In addition, research on Korir and Kagiri (2017) has shown that JFL’s supply chain has been 

improved, thereby improving the quality of good manufacturers, which is the result of properly supplier 

relationship handling. Therefore, through all these value-added activities that benefit from a good 

supplier-buyer relationship, the company's performance can be smoothen and be improved. Yet this 

dimension still had it shortage where Mutua and Juma (2018) revealed that Collaborative relationships 

require more time and effort to consolidate and continue, and usually require higher costs and risks. 

 

Negotiation Strategy 

According study of Thrulogachantar and Zailani (2011), negotiation strategy can be categorized 

in two types which are cooperative negotiation and competitive negotiation. Competitive negotiation is 

emphasizing on personal interests. On the other hand, cooperative negotiation puts more emphasis on 

mutual benefit and mutual growth where both parties will through an effective negotiation to reach a 

win-win situation. Through the use of cooperative negotiation both parties believe that their interests 

are well taken care of to maximize their cooperation value and benefits (Ramsay, 2004), thereby 

creating an environment of trust and mutual understanding (Alexander et al., 1995). Negotiation is the 

main part of strategic procurement and has a great impact on firm performance, Alafi (2014). This is 

because, excellent negotiation skills by procurement professional can lead to a mutual understanding 

and create a win-win situation, resulting in factors such as more flexible approach, continuous cost 

improvement, shorter lead times, and common satisfaction, all of which have improved firm 

performance. 
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Firm Performance 

Firm performance is important to a company measurement tool (as it denote) how well an 

organization done in the market for a period. Basically, firm performance is measure by comparing the 

performance of an organization with the goal or objective that had set previously in order to check 

whether there is an improvement in firm performance. firm performance can be either measure by 

financial performance such as profit, return on assets, return on investment; Market performance such 

as sales, market share and shareholder return, total shareholder return, economic value added; and 

shareholder value for example shareholder return (Richard, Ojino, & Ayoo, 2019). In different industry 

different measurement and practice are used to measure and enhance the firm performance. In 

manufacturing industry, firm performance can be enhanced by advanced technologies and 

manufacturing practices such as worker empowerment, just in time (JIT) and concurrent engineering 

(Thrulogachantar & Zailani, 2010). With a good firm performance firm can sustain in the fierce market 

as they can foresee and made a better continue improving their performance. 

Hypothesis Development  
 

Based on previous studies and literature review, there are three hypotheses developed from the 

purchasing strategies and firm performance. 

 

H1: Cost management has significant relationship between firm performances. 

H2: Relationships between buyer and seller have a significant relationship between firm 

performances. 

H3: Effective negotiation strategy has a significant relationship between firm performances. 

 

Conceptual Framework 

 

Figure 1: Conceptual Framework 
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Methods  
 

Research Design: The purpose of conducting this study is to investigate the effect of strategic 

purchasing management toward the manufacturing SMEs performance in Johor Bahru, Malaysia. A 

research design refers to the methods and procedures used by researchers to combine and analyze 

different elements of a research problem until the final part of the study. Amongst the research methods, 

quantitative research methods will be selected in this study as it supports a larger size of variable to be 

tested and result provided are more trustworthy and credible (Rahman, 2017). Furthermore, the study 

uses survey questionnaire as a research design. The design is preferred because the data collected from 

the survey is easier to measure and analyze. 

Sampling Method: In this research, the data was gathered using multistage/cluster sampling which 

fall under the probability sampling. The reason of using multistage/cluster sampling is because to 

evaluate the manufacturing SMEs performance in Malaysia might be though as the population is not 

easily to be identified therefore in this study it will basically base on manufacturing SMEs located at 

Johor area. Besides that, convenience sampling also is being used in this research. This is because 

multistage/ cluster sampling in just telling researcher to focus on the sample of Johor state, Malaysia 

based on the geographical area. However, to study who going to be the respondent it will be determine 

by convenience. The population of this study are the employee (procurement professional) and 

manufacturing SMEs owner who will be participate in the procurement process of the firm which 

located in Johor, Malaysia. Furthermore, 10- times rule method is being used in this research as well to 

determine the size of sample to study. The 10-times rules are a popular method which usually used to 

minimize the sample size by Assume that the sample size should be greater than 10 times the maximum 

variables in the model (Kock & Hadaya, 2018). Hence from this research there are 3 variables to study 

therefor multiple with 10 the sampling size to study is 30 minimum sampling size. However, to make 

sure that the sampling size are enough big and avoid the problem of little respond given back by 

respondent it the study of sampling size that used will still be larger than 30. Therefore, the actual 

sample size will be 90. 

Research Instrument: The research instrument (refer Appendix) of this study used the questionnaire 

that has been developed and used in the previous study. Structured questions are formed as the questions 

are definite, concrete and pre-determined in order to avoid misunderstanding of respondent and saving 

time which conveys only one though at a time. As shown in table 1, the questionnaires are divided into 

three sections which are Section A, B and C. Section A is demographic information which simply ask 

for the information of respondent which consist of 5 questions. Section B consists of three categories 

which are cost management, buyer-supplier relationship and negotiation strategy with respective 5, 4 

and 5 questions for each category and follow with section C which are the firm performance of 

manufacturing SMEs which consist of 4 questions. 

Table 1: Layout of the Question 

Section Topic of section Number of questions 

A Demographic Profile 5 

B cost management 5 

 

buyer-supplier relationship 4 

 

negotiation strategy 5 

C firm performance 7 

Total number of questions   26 
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Results of the Study  
 

Table 2 Indicates the demographic background of respondents. Based on the finding above, it 

shows that there is 47.1% of male respondent and 52.9% of female respondent for this research which 

indicates that male and female respondents are almost equal, and female respondents are only 5.8% 

more than male respondents. Besides that, most of the respondents are aged between 31 and 40 years 

old which are contributed 32.9% among the respondents, followed by the age between 20 and 30 years 

old (31.4%), above 50 years old (18.6%) and between 41 and 50 years old (17.1%). Furthermore, most 

of the respondents’ duration of time worked for the company are over 5 years, and the number of 

respondents who have worked for the company for less than 2 years and 2 to 5 years is the same, each 

accounting for 28.6% of the total. Most of the respondent carried a degree, accounting for 51.4%, 

followed by diploma holders (28.6%), respondent with certification or other relevant (12.9%), master's 

degree holders (4.3%) and PhD holders (2.9%). Lastly, most of the respondent carried the roles of 

procurement manager in the organization which contributed 30% among the respondent, followed by 

procurement executive (28.6%), owner of SMEs manufacturing (21.4%) and the procurement 

assistance/admin (20%). 

 
Table 2: Demographic Profile of Respondents 

Background Categories Frequency Percentage (%) 

Gender Male 33 47.1 

Female 37 52.9 

Age 20-30 years old 22 31.4 

31-40 years old 23 32.9 

41-50 years old 12 17.1 

Above 50 years old 13 18.6 

Duration of time worked for the 

company 

Less than 2 years 20 28.6 

2-5 years 20 28.6 

Above 5 years 30 42.9 

Highest level of education Certification 9 12.9 

Diploma 20 28.6 

Degree 36 51.4 

Master 3 4.3 

PhD 2 2.9 

Current position in organization Procurement Manager 21 

 

30 

Procurement assistant/admin 14 

 

20 

Procurement executive 20 28.6 

Owner of manufacturing 

SMEs 

15 21.4 
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Reliability Test  

Table 3 reveals the result of Cronbach’s Alpha and Composite Reliability (CR) for each 

variable. Based on Table 4.3, the Cronbach’s Alpha value for firm performance is 0.811, cost 

management is 0.763, buyer and supplier relationship are 0.802 and negotiation strategy is 0.787. In 

fact, each variable is considered acceptable due to each value which is greater than 0.60 will be defined 

as acceptable and considered reliable in the study (Straub et al., 2004). 

 
Table 3: Cronbach’s Alpha Reliability Test 

Variables Number of Item Cronbach’s Alpha Composite Reliability (CR) 

Firm Performance 4 0.811 0.876 

Cost Management 5 0.763 0.840 

Buyer and Supplier 

Relationship 

5 0.802 0.870 

Negotiation Strategy 5 0.787 0.853 

 

Construct Validity  

Construct validity includes two components which are convergent validity and discriminant 

validity. Both the convergent validity and discriminant validity test will be further interpreted in the 

following. 

Convergent Validity 

 Based on table 4, the results of the indicator which is the factor loading, average variance 

extracted (AVE) and Composite reliability (CR) are presented to examine the accuracy of convergent 

validity. According to Table 4.4, the factor loading of all projects on their structure exceeds the 

acceptable level (above 0.5). Thus, as a result each item loading will be considered has a positive 

relationship when the results are greater than 0.5 (Ghadi et al., 2012). Moving toward to the AVE result, 

AVE for cost management is 0.521, buyer and supplier relationship is 0.627, negotiation strategy 0.539 

is and firm performance is 0.642. It shows that all the AVEs of the constructs are between 0.521 and 

0.642 which show that the acceptable value is computed as value of variance for AVE should be exceed 

0.50 to ensure that it is sufficient to meet the convergent validity and is valid to be used (Hamid et al., 

2017). Similarly, all the components have a good level of composite reliability more than 0.7; cost 

management (0.840), buyer and supplier relationship (0.870), negotiation strategy (0.853) and firm 

performance (0.876). Therefore, the three conditions of convergence validity based on factor loading, 

AVE and CR are satisfied. 
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Table 4: Results of Measurement Model for Convergent Validity 

Construct Item Loadings AVE CR 

Cost Management C1 

C2 

C3 

C4 

C5 

0.710 

0.876 

0.597 

0.542 

0.827 

 

 

0.521 

 

 

0.840 

 

Buyer and Supplier 

Relationship 

B1 

B2 

B3 

B4 

0.800 

0.742 

0.849 

0.773 

 

 

0.627 

 

 

0.870 

Negotiation Strategy N1 

N2 

N3 

N4 

N5 

0.717 

0.766 

0.738 

0.652 

0.790 

 

 

0.539 

 

 

0.853 

Firm Performance FP1 

FP2 

FP3 

FP4 

0.685 

0.880 

0.866 

0.757 

 

 

0.642 

 

 

0.876 

 

Discriminant Validity 

 Based on the content in section 3.4.2.2 two cross-loading of indicator, Fornell-Larcker standard 

and Heterotrait-monotrait (HTMT) are used to evaluate whether the result is discriminant validity. Table 

5 revealed the discriminant validity of the Heterotrait-monotrait (HTMT) for each structure. According 

to the table, it shows that all the HTMT ratio for each structure is below 0.9. Therefore, according to 

the definition of HTMT provide in SmartPLS webpage, when the HTMT value is lower than 0.90, the 

discriminant validity between the two reflex structures has been established. Furthermore, table 6 

discloses the discriminant validity of the Fornell-Larcker criterion for each structure. According to table 

6, it shows that when each structure is shared among other structures, its variance is slightly higher. 

Therefore, this means that the discriminant validity result of Fornell-Larcker Criterion analysis is 

acceptable. The results of this study meet the criteria of discriminant validity and can be said to be 

effective. 

Table 5: Heterotrait-monotrait (HTMT) criterion for Discriminant Validity 

Construct Buyer and 

Supplier 

Relationship 

Cost 

Management 

Firm 

Performance 

Negotiation 

Strategy 

Buyer and Supplier Relationship     

Cost Management 0.409    

Firm Performance 0.804 0.848   

Negotiation Strategy 0.672 0.588 0.842  

Table 6: Fornell-Larcker Criterion for Discriminant Validity 

Construct Buyer and 

Supplier 

Relationship 

Cost 

Management 

Firm 

Performance 

Negotiation 

Strategy 

Buyer and Supplier Relationship 0.792    

Cost Management 0.303 0.722   

Firm Performance 0.669 0.700 0.801  

Negotiation Strategy 0.565 0.475 0.697 0.734 
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Path Coefficient and Hypotheses Testing  

 The path analysis is applied to study and test the three hypotheses developed earlier. According 

to Figure 2 and Table 7, the R-squared value is 0.760, which means that 76% of the variance in corporate 

performance can be explained by three dimensions of the factors, namely, cost management, buyer and 

supplier relationship and negotiation strategy. The Beta value for cost management is 0.459, buyer and 

supplier relationship are 0.382 and negotiation strategy is 0.263 which indicates that all these variables 

are significant because if the Beta value is higher than 0.1, the structural model is considered acceptable. 

If the Beta value is above 0.1 (Hair et al., 2019). Besides that, the results show that all three dimensions 

cost management (t > 1.645, p < 0.05), buyer and supplier relationship (t > 1.645, p < 0.05) and 

negotiation strategy (t > 1.645, p < 0.05) have a significant positive impact toward firm performance as 

t value of the variable is greater than 1.645 and the p value is less than 0.05, indicating that there is a 

positive correlation between the independent variable and the dependent variable (Hair et al., 2019). 

Therefore, H1, H2 and H3 in this research are supported. 

According to Figure 2 and Table 7, cost management contributes the most to firm performance. 

Furthermore, the Beta value of cost management also obtains a high score which is β = 0459. Hence, it 

is noticed that cost management tends to have most significant influence on firm performance among 

the small and medium enterprise in manufacturing sector located in Johor. As compared to other 

components such as buyer and supplier relationship and negotiation strategy.  

 

 

 

 

Figure 2: Structural Framework 
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Hypotheses Relationship Std. 

Beta 

T value P value Decision R2 

H1 Cost Management→Firm 

Performance 

0.459 7.666 0.000 Supported  

 

0.760 
H2 Buyer and Supplier 

Relationship→Firm Performance 

0.381 6.333 0.000 Supported 

H3 Negotiation Strategy→ Firm 

Performance 

0.263 3.083 0.001 Supported 

 

Hypotheses Discussion 
 

H1: Cost management has significant relationship between firm performances. 

 The first research objective is to examine the relationship between cost management and firm 

performance of small and medium-sized enterprises (SMEs) in manufacturing sector in Johor, Malaysia. 

Table 4.7 revealed that cost management has a significant positive relationship to firm performance 

which showed the Beta value of β = 0.456, p < 0.05, t >1.645. It indicates that the firm performance of 

small and medium-sized enterprises (SMEs) in manufacturing sector in Johor, Malaysia will be 

influenced by cost management. Therefore, the stated research objective and research question are 

accomplished. In addition, this discovery has achieved the same results as some previous studies from 

Alafi (2014), Nyamai and Ismail (2018), Thrulogachantar and Zailani (2011) as well as Najhwa (2016). 

According to Alafi (2014), cost management strategies have a positive and strong impact on 

internal and external manufacturing performance goals, because effective cost management will help 

companies eliminate certain unnecessary costs in the production and value chain and maximize profits, 

thereby improving the organization’s investment capabilities in exploring a new product. In addition, 

some cost management strategies, such as procurement at a more centralized departmental level, cost 

analysis before approval of procurement, contract review, supply chain mapping, and sufficient human 

resources can further help improve the company's procurement and eventually the firm performance 

(Nyamai & Ismail, 2018). According to Thrulogachantar and Zailani (2011), the price only employs s 

a portion and the rest of the cost including quality, delivery, flexibility, service and other value-added 

elements. Thus, purchasing personnel need to align strategically in controlling the total cost from 

suppliers. It is essential for manufacturing to identify and understand the cost drivers’ factors and 

controlling the overall manufacturing cost through a cost breakdown analysis and measuring the 

supplier capability and afford to eliminate waste as part of the cost-reduction elements.  

 

H2: Relationships between buyer and seller have a significant relationship between firm performances. 

The second research objective in this study is to examine the relationship between buyer and 

supplier relationship and firm performances of small and medium-sized enterprises (SMEs) in 

manufacturing sector in Johor, Malaysia. Table 4.7 revealed that cost management has a significant 

positive relationship to firm performance which showed the Beta value of β = 0.384, p < 0.05, t >1.645. 

It indicates that the buyer and supplier relationship having a positive relationship with the firm 

performance of small and medium-sized enterprises (SMEs) in manufacturing sector in Johor, Malaysia. 

Hence, the stated research objective and research question are attained. In fact, there are some previous 

studies with same result which had been done by Alafi (2014), Mwangi and Moronge (2019), 

Thrulogachantar and Zailani (2011), Su (2013) as well as Mutua & Juma (2018). 
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 According to Thrulogachantar and Zailani (2011), developing a long-term relationship with 

supplier is core to a firm performance as through this relationship many values added activities will be 

created example mutual risk and reward sharing. Moreover, strong supplier collaborative can create the 

feel of trust and ease the process of information sharing. The manufacturing can use the shared 

information to analyse the market environment also the supplier strength and weakness, so to find a 

solution and assist the supplier in order to improving on their manufacturing process and products. In 

addition, this sense of trust between small and medium-sized enterprises (SMEs) and their suppliers can 

also facilitate the negotiation process, because a win-win situation will only be met on trust and 

understanding.  

 

H3: Effective negotiation strategy has a significant relationship between firm performances. 

The third research objective in this study is to examine the relationship between negotiation 

strategy and firm performance of small and medium-sized enterprises (SMEs) in manufacturing sector 

in Johor, Malaysia. Table 4.7 revealed that there is a significant relationship between negotiation 

strategy and firm performance which showed the Beta value of β = 0.263, p < 0.05, t >1.645. It indicates 

that the overall firm performance of small and medium-sized enterprises (SMEs) in manufacturing 

sector in Johor, Malaysia will be influenced by the negotiation strategy. Therefore, the stated research 

objective and research question are attained. Besides that, there are three past studies which had been 

done by Cheng and Alafi (2014), Thrulogachantar and Zailani (2011) and Najhwa (2016) are also 

resulted in a similar finding. 

 According to Najhwa (2016), an experienced purchasing personnel with good negotiation skill 

creating a positive impact on the firm performance. This is because an experience purchasing personnel 

able to pursue for mutual understanding and creates win-win situation results in order to achieve the 

manufacturing competitive priorities goals in term of cost, quality, delivery speed and flexibility. 

Moreover, a purchasing personnel with effective negotiation skill is more flexible as they are able to 

expand all possible alternatives by exploring the supplier-oriented solution while solicit ideas and 

suggestions from suppliers in order to attain the desire goals of manufacturing performance. In addition, 

effective negotiation skills can achieve information sharing, cooperative communication and building 

trust, so that suppliers can become reliable partners (Alafi, 2014). If purchasing personnel can reach 

mutual understanding with suppliers and create mutual benefits, this will strengthen the relationship 

with suppliers, because suppliers will feel that they are respected by the company and thus build trust. 

Then, the results revealed that H3 is supported. 

 

 

Managerial Implication 
 

The purpose of this research is to examine the relationship between purchasing strategies and 

firm performance in small and medium-sized enterprises (SMEs) in manufacturing sector in Johor, 

Malaysia. From the data analysis, it showed that all three dimension which are cost management, buyer 

and supplier relationship and negotiation strategy have a tendency to affect the firm performance. 

Hence, it is significantly for the management of small and medium enterprises (SMEs) in the 

manufacturing sector to accentuate on these three variables which have a positive relationship towards 

firm performance in small and medium-sized enterprises (SMEs) in manufacturing sector in Johor, 

Malaysia. 

 Cost management should arouse the attention of the management of small and medium-sized 

manufacturing enterprises, because it is the strongest factor that affects the performance of the 

enterprise, and it has obtained the highest beta value among other components. According to the study 

of Alafi (2014), by using the method namely goal-costing, organization able to build its long-term 

competitive advantages against the price of the competitor’s product. Thus, for the management of 

small and medium-sized enterprises (SMEs) in manufacturing sector should understand their 

organization position in the market and tried to breakdown of cost components for the production. This 
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is because by breaking down cost component for each stage of production the management can have a 

deeper understanding of each process and tried to minimize the overall cost by reducing the unnecessary 

cost and the cost advantage can be met by an organization. In addition, management can also evaluate 

its value chain to ensure that unnecessary processes are eliminated, because higher members involve 

higher carried costs for the final product. Moreover, it is recommended to align with suppliers and 

measure their capabilities, and eliminate waste as part of the cost reduction factor. Lastly, manufacturing 

is encouraged to be more creative and innovative in handling cost drivers such as reducing inventory 

and cash out by engaging supplier to various inventory management programs such as vendor-managed 

inventory (VMI), JIT and consignment (Thrulogachantar & Zailani, 2011). 

 The second component which is vital for small and medium enterprises (SMEs) in the 

manufacturing sector in Johor, Malaysia is to enhance the relationship with their supplier. Firstly, it is 

advisable for the small and medium-sized enterprises (SMEs)to have an adequate supplier base as with 

adequate supplier base, multiple sourcing can be done; multiple sourcing may help the small and 

medium-sized enterprises (SMEs) to saved more money through a cost competition between supplier. 

In addition, SMEs should strive to resolve disputes with suppliers in a timely manner to ensure that the 

sense of trust established by multiple parties will not be instantly destroyed by disputes. As well, SMEs 

should pay attention to supplier credit terms to strengthen service delivery. 

 Finally, negotiations strategy is one of the important components that affect the firm 

performance. According to study of Najhwa (2016), negotiation strategy is highly depending on 

experience and skill. Thus, small and medium-sized enterprises (SMEs) in the manufacturing industry 

in Johor, Malaysia are encouraged to provide training to improve their purchasing staff's negotiation 

skills. This is because through training, purchasing personnel can gain more knowledge of speaking art 

and better deal with suppliers, thereby increasing the benefits of the company through negotiation. In 

addition, experience is also a key component of effective negotiation skills. Therefore, the company 

should give the purchasing personnel the opportunity to participate in the general negotiation, so that 

the purchasing personnel can learn from the experienced person how to communicate with others and 

accumulate experience. Moreover, Najhwa (2016) also revealed that it is important for the purchasing 

personnel to exploring the supplier-oriented solution. In other word, it means that the manufacturing 

should use integrative negotiation strategy rather than distributive negotiation; respect suppliers and 

seek mutually beneficial solutions instead of focusing on self-interest. 

 

Limitation of Study 
 

It is undeniable that no matter how perfect the artwork is, there will always be some limitations. 

Therefore, there are limitation in these studies. First, the sample size of this study is considered small 

and may not be representative of the entire population. According to the study, there are 98,190 small 

and medium enterprises (SMEs) in Johor. In the study, the sample size was only 90, and only 70 of 

them responded. Therefore, it is difficult to draw conclusions based on such a small sample size. In 

addition, this research only focuses in one sector of manufacturing for small and medium-sized 

enterprise (SMEs) and the target areas is in Johor to examine the relationship between purchasing 

strategies factors influencing firm performance. However, small and medium enterprises (SMEs) are 

not only involved in manufacturing, but many other sectors have contributed to the entire example 

construction, agriculture, service industry, etc. Furthermore, not every respondent involved in this study 

are professional, knowledgeable and experienced and firm performance evaluation. Therefore, the 

collected data is not the best because some of them lack experience and they rarely participate in 

company plans. Ultimately, this research only emphasized on investigating the impact of these three 

dimensions, namely cost management, buyer and supplier relationship and negotiation strategy toward 

firm performance which might not able to fully explain the firm performance. Consequently, the 

information available for the overall results may be limited. 

 



Journal of Arts & Social Sciences  
Vol 5, Issue 1, 15-31 (2021) 
 

27 
 

Recommendation for Future Research 
 

There are some recommendations given for the future research that needs to be developed to 

ensure that better research can be conducted in the future. Primarily, there is a great need to increase 

the sample size used in the study, because a total of 70 respondents cannot represent the entire target 

population. multiple sectors of Malaysian small and medium-sized enterprises (SMEs), rather than only 

manufacturing sector and apply this research to other states in Malaysia in order to obtain more 

significant and reliable results through comparisons between sector involved. Moreover, the researcher 

can try to intensify the requirement for respondent t to ensure the data is more reliable and accredited. 

Finally, future researchers can try to propose or add other different dimensions, such as IT adoption, 

supply-based management, and supplier selection, which will enhance the understanding of the 

relationship between purchasing strategies and firm performance. 

 

Conclusion  

  
In the nutshell, this study is designed to examine the relationship between cost management, 

buyer and supplier relationship, negotiation strategy and firm performance of small and medium-sized 

enterprises in manufacturing sector in Johor, Malaysia. Based on the data finding, the study showed 

that the firm performance is significantly influenced by the three dimensions namely cost management, 

buyer and supplier relationship and negotiation strategy. In addition, cost management is the component 

that contributes most to the overall firm performance, followed by buyer and supplier relationship and 

negotiation strategy. Hereafter, it is vital or the management of the organization, especially the 

management of small and medium enterprises (SMEs) in the manufacturing industry to maintain 

continuous cost management and having a good cost planning prior every project in order to enhance 

the firm performance in this competitive environment. 

 

References  
Aksoy, O., & Akin, M. (2019). The Effects Of Strategic Purchasing Practices On Performance: An 

Analysis In The Turkish Hospitality Sector. Beykoz Akademi Dergisi, 123-135. 

doi:10.14514/byk.m.26515393.2019.sp/123-135 

Alafi, K. K. (2014). The effect of purchasing strategies on manufacturing performance: The case of 

Qualifying Industrial Zones in Jordan. Interdisciplinary Journal of Contemporary Research in 

Business, 6(2), 337-361. 

Apuke, O. D. (2017). Quantitative Research Methods : A Synopsis Approach. Kuwait Chapter of 

Arabian Journal of Business and Management Review, 6(11), 40-47. doi:10.12816/0040336 

Barney, J. B. (2012). Purchasing, Supply Chain Management and Sustained Competitive Advantage: 

The Relevance of Resource-based Theory. Journal of Supply Chain Management, 48(2), 3-6. 

doi:10.1111/j.1745-493x.2012.03265.x 

Bryman, A. (2012). Social Research Methods 4e (Ser. 4). Oxford, UK: Oxford University Press. 

Cherry, K. (n.d.). Understanding Social Exchange Theory in Psychology. Retrieved January 16, 2021, 

from https://www.verywellmind.com/what-is-social-exchange-theory-2795882 

Chin, T. A., Hamid, A. B., Rasli, A., & Baharun, R. (2012). Adoption of Supply Chain Management 

in SMEs. Procedia - Social and Behavioral Sciences, 65, 614-619. 

doi:10.1016/j.sbspro.2012.11.173 

Discriminant Validity Assessment and Heterotrait-monotrait Ratio of Correlations (HTMT). 

SmartPLS. (n.d.). https://www.smartpls.com/documentation/algorithms-and-

techniques/discriminant-validity-assessment. 

Effects Of Strategic Sourcing On Organizational Performance: A Case Of Acacia Premier Hotel, 

Kisumu. Scientific Research Journal, VII(VIII). doi:10.31364/scirj/v7.i8.2019.p0819681 

Esam, A. M., Eldin, Ragab, A. A., Ragheb, M. A., & Mokadem, M. E. (2019). Examining the Effect 

of Procurement Practices on Organizational Performance in Service Organizations: A Case 

Study of the Arab Academy for Science, Technology and Maritime Transport. International 

Journal of Business and Management Invention (IJBMI), 8(3), 3rd ser., 17-31. 



Journal of Arts & Social Sciences  
Vol 5, Issue 1, 15-31 (2021) 
 

28 
 

Ghadi, I., Alwi, N. H., Abu Bakar, K., & Talib, O. (2012). Construct Validity Examination of Critical 

Thinking Dispositions for Undergraduate Students in University Putra Malaysia. Higher 

Education Studies, 2(2). https://doi.org/10.5539/hes.v2n2p138  

Hamid, M. R., Sami, W., & Sidek, M. H. (2017). Discriminant Validity Assessment: Use of Fornell & 

Larcker criterion versus HTMT Criterion. Journal of Physics: Conference Series, 890, 

012163. doi:10.1088/1742-6596/890/1/012163 

Hair, J. F., M., H. G. T., Ringle, C. M., Sarstedt, M., Apraiz, C. J., A., C. C. G., & Luis, R. S. J. 

(2019). Manual de Partial Least Squares Structural Equation Modeling (Pls-Sem). 

OmniaScience.  

Henseler, J., Ringle, C. M., &amp; Sarstedt, M. (2014). A new criterion for assessing discriminant 

validity in variance-based structural equation modeling. Journal of the Academy of Marketing 

Science, 43(1), 115-135. doi:10.1007/s11747-014-0403-8 

Kihanya, T. W., Wafula, M. K., Onditi, E. O., & Munene, A. M. (2015). The Role of Strategic 

Sourcing on Organization’s Performance: A Case Study of Jomo Kenyatta University of 

Agriculture and Technology. International Journal of Scientific and Research Publications, 

5(5), 1-11. 

Krabbe, P. F. (2017). Validity. The Measurement of Health and Health Status, 113-134. 

doi:10.1016/b978-0-12-801504-9.00007-6 

Kock, N. (2016). Hypothesis testing with confidence intervals and P values in PLS-

SEM. International Journal of e-Collaboration (IJeC), 12(3), 1-6. 

Kock, N., & Hadaya, P. (2018). Minimum sample size estimation in PLS‐SEM: The inverse square 

root and gamma‐exponential methods. Information Systems Journal, 28(1), 227-261. 

Korir, P. K., & Kagiri, A. (2017). Effect of Material Sourcing Strategies on Organizational 

Performance: A Case of James Finlay (Kenya) Limited. International Journal of Supply 

Chain Management, 2(3), 1st ser., 1-17. 

Mohajan, H. K. (2017). Two Criteria For Good Measurements In Research: Validity And Reliability. 

Annals of Spiru Haret University. Economic Series, 17(3), 58-82. 

Mohd, M. H., Nor. (2020, May 09). MySay: Enterprise resilience and what it means for Malaysian 

SMEs. Retrieved January 16, 2021, from https://www.theedgemarkets.com/article/mysay-

enterprise-resilience-and-what-it-means-malaysian-smes 

Mwangi, L. N., & Moronge, M. (2019). Influence of Purchasing Management Practices on 

Performance of Commercial Bank in Nairobi County, Kenya. The Strategic Journal of 

Business & Change Management, 6(2), 387-403. 

Najhwa, F. (2016). The Influence of Purchasing Strategies on Manufacturing Performance: An 

Empirical Study in Malaysia. SSRN Electronic Journal. doi:10.2139/ssrn.2880271 

Narasimhan, R., Nair, A., Griffith, D. A., Arlbjørn, J. S., &amp; Bendoly, E. (2008). Lock-in 

situations in supply chains: A social exchange theoretic study of sourcing arrangements in 

buyer-supplier relationships. Journal of Operations Management, 27(5), 374-389. 

doi:10.1016/j.jom.2008.10.004 

Nyamai, J. K., & Ismail, N. (2018). Role of Strategic Procurement Practices On Procurement 

Performance in State Corporations in Kenya. American Based Research Journal, 7(5), 12-22. 

Paik, S., Bagchi, P. K., Skjøtt-Larsen, T., & Adams, J. (2009). Purchasing Development in Small and 

Medium-Sized Enterprises (SMEs). Supply Chain Forum: An International Journal, 10(1), 

92-107. doi:10.1080/16258312.2009.11517211 

Panda, B., & Leepsa, N. M. (2017). Agency theory: Review of Theory and Evidence on Problems and 

Perspectives. Indian Journal of Corporate Governance, 10(1), 74-95. 

doi:10.1177/0974686217701467 

Rahman, M. S. (2016). The Advantages and Disadvantages of Using Qualitative and Quantitative 

Approaches and Methods in Language “Testing and Assessment” Research: A Literature 

Review. Journal of Education and Learning, 6(1), 102. doi:10.5539/jel.v6n1p102 

Rahman, N. A., Yaacob, Z., & Radzi, R. M. (2016). The Challenges Among Malaysian SME: A 

Theoretical Perspective. World Journal of Social Sciences, 6(3), 124-132. 



Journal of Arts & Social Sciences  
Vol 5, Issue 1, 15-31 (2021) 
 

29 
 

Razak, D. A., Abdullah, M. A., & Ersoy, A. (2018). Small medium enterprises (SMEs) in Turkey and 

Malaysia a comparative discussion on issues and challenges. International Journal of 

Business, Economics and Law, 10(49), 2-591.Richard, K., Ojino, D. J., & Ayoo, P. N. (2019). 

Rouse, M. (2010, November 19). What is cost management? - Definition from WhatIs.com. Retrieved 

June 22, 2020, from https://whatis.techtarget.com/definition/cost-management 

Schütz, K., Kässer, M., Blome, C., & Foerstl, K. (2020). How to achieve cost savings and strategic 

performance in purchasing simultaneously: A knowledge-based view. Journal of Purchasing 

and Supply Management, 26(2), 100534. doi:10.1016/j.pursup.2019.04.002 

Su, J. (2013). Strategic sourcing in the textile and apparel industry. Industrial Management & Data 

Systems, 113(1), 23-38. doi:10.1108/02635571311289647 

Taber, K. S. (2017). The Use of Cronbach’s Alpha When Developing and Reporting Research 

Instruments in Science Education. Research in Science Education, 48(6), 1273-1296. 

doi:10.1007/s11165-016-9602-2 

Taherdoost, H. (2016). Validity and Reliability of the Research Instrument; How to Test the 

Validation of a Questionnaire/Survey in a Research. International Journal of Academic 

Research in Management, 5(3), 28-36. 

Thrulogachantar, P., & Zailani, S. (2011). The influence of purchasing strategies on manufacturing 

performance. Journal of Manufacturing Technology Management, 22(5), 641-663. 

doi:10.1108/17410381111134482 

Tind, J. A., & Kibet, Y. (2018). Effect of Sustainable Supplier Development on Organizational 

Performance at Kenya Pipeline Company Nairobi. Africa International Journal of 

Multidisciplinary Research (AIJMR), 2(5), 35-49. 

Trochim, W. M. (n.d.). Descriptive Statistics. Retrieved July 5, 2020, from 

https://conjointly.com/kb/descriptive-statistics/ 

Ursachi, G., Horodnic, I. A., & Zait, A. (2015). How reliable are measurement scales? External 

factors with indirect influence on reliability estimators. Procedia Economics and Finance, 20, 

679-686. 

Uyanık, G. K., & Güler, N. (2013). A Study on Multiple Linear Regression Analysis. Procedia - 

Social and Behavioral Sciences, 106, 234-240. doi:10.1016/j.sbspro.2013.12.027 

Wright, M. (2020, August 27). Pilot testing can improve your user research. Retrieved January 16, 

2021, from https://www.widerfunnel.com/blog/pilot-testing-user-

research/#:~:text=Pilot%20testing%20is%20a%20rehearsal,spent%20on%20any%20research

%20project. 

 

 

 

 

 

 

 

 

 

 

 

 



Journal of Arts & Social Sciences  
Vol 5, Issue 1, 15-31 (2021) 
 

30 
 

Appendix: Questionnaire 
  
Determining Purchasing Strategies Applied  

In this section concerns your opinions on effect of strategic purchasing management toward the firm 

performance of manufacturing SMEs. Respondents are required to choose one of the following 

responses which most accurately describe the frequency of a certain event using 5-point Likert scale 

[(1) = strongly disagree; (2) = disagree; (3) = neutral; (4) = agree and (5) = strongly agree] 

a) Cost Management 

 

b) Buyer and supplier relationship  

 

c) Negotiation Strategy 

 No Questions Strongly 

Disagree 

Disagree Neutral Agree Strongly 

Agree 

1 2 3 4 5 

6. My company conducts cost analysis before any 

purchasing is approved 

          

7. My company carry’s out supply chain mapping in 

determining costs at every stage of the supply chain 

          

8. My company have control of suppliers on price 

increases 

          

9. My company will decrease inventory level by 

engaging supplier with JIT, VMI and consignment 

     

10. My company review contracts from five years ago 

which offer some savings opportunities. 

     

 No Questions Strongly 

Disagree 

Disagree Neutral Agree Strongly 

Agree 

1 2 3 4 5 

11. My company perceives that our supplier is 

completely honest 

          

12. My company feels our supplier as a business partner 

in this relationship 

          

13. My company supplier ready to share classified 

information 

     

14. My company establish a long-term collaborative 

relationship with our supplier and care for suppliers 

as our customers 

     

 No Questions Strongly 

Disagree 

Disagree Neutral Agree Strongly 

Agree 

1 2 3 4 5 
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Firm Performances. 

In this section seeks to evaluate Firm performance of manufacturing SMEs. Respondents are required 

to indicate the level to which you agree or disagree with each statement by using 5-point Likert scale 

[(1) = strongly disagree; (2) = disagree; (3) = neutral; (4) = agree and (5) = strongly agree]  

 

 

 

15. My company pay out long time on negotiation 

process. 

          

16. My company seek for win-win outcome           

17. My company hold enough authority to ask supplier 

to readjust their pricing strategy 

          

18. My company arrive at shared agreement on 

discussed issue 

     

19. My company will explore for supplier-oriented 

solutions 

     

 No Questions Strongly 

Disagree 

Disagree Neutral Agree Strongly 

Agree 

1 2 3 4 5 

20. My company able to meet its cost reduction goals.           

21. My company able to meet its quality improvement 

goals. 

          

22. My company able to meet its goals consistently 

every period. 

          

23. My company able to meet its manufacturing cycle 

time-reduction goals. 

     


