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Abstract

The introduction of ASEAN Economic Community (AEC) in 2015 poses another challenges to the Small and Medium
Enterprises (SMEs) in Malaysia to remain competitive in a larger market of ASEAN, apart from the existing effect of
globalization from low cost countries such as China and India. It is important for these SMEs to remain competitive in the market
since SMEs contribute significantly to the Malaysian economy. One method to improve business competitiveness is by applying
the concept of continuous improvement also known as Kaizen. This paper reviews some selected factors contributing to the
successful implementation of Kaizen and its challenges among small and medium enterprises. The factors such as good
communication between the top management and their employees, clear corporate strategy, the presence of a Kaizen champion
personnel in the organization, good knowledge management and employees empowerment were found to contribute to the
successful implementation of Kaizen. The review also found that resistance to change, failure to motivate employees, lack of
understanding on companies’ strategic path and difficulties in managing continuous improvement itself formed some of the
challenges in implementing Kaizen. It appears some similarities exist between small and medium enterprises, and large
companies interm of the contributing factors in implementing Kaizen. Thus, this paper can provides some insights into the factors
contributing to successful implementation of Kaizen and its challenges. Hopefully, this paper can be beneficial to the Small and
Mediun Enterprises as well as other industry players in formulating their continuous improvement or Kaizen strategies.
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1. Introduction

Globalization era has affected the manufacturing industry worldwide. Stiff global competition is one of the many
challenges faced by the manufacturers due to the globalization. As a result, manufacturers need to do something to
ensure that they remain competitive in the market. One of the strategies implemented by many companies to
improve their competitiveness is to apply the continuous improvement or Kaizen concept in their organization
(Teece, 2007). The Kaizen philosophy is based on the understanding that the way of our life requires a consistent
improvement. Therefore, the best way to react to this increase global competitiveness is for companies to conduct
the improvement activities continuously with the objectives to reduce wastes.

The word Kaizen is derived from two Japanese words “Kai” which means change and “zen” which means for the
better (Palmer, 2001). Kaizen is a Japanese philosophy that promotes small improvements made as a result of
continuing effort. This small improvements involve the participation of everyone in the organization from the top
management until the lower level employees. The long-term improvement is achieved by having the employees
working gradually towards higher work standards. Kaizen strategy has been successfully implemented by the
Japanese industry after the World War II (Imai, 1986). Kaizen was initiated as a response towards problem faced by
the Japanese industry after the World War II such as limited resources and difficulties to obtain raw material.
Therefore, the Japanese companies started to look into how to improve their production processes by minimizing
waste and optimizing process efficiencies. Initially Kaizen initiatives were led by Toyota Motor Company in their
effort to become a global automotive leader which tried to emphasize on incremental changes, low cost solution,
employee empowerment and the development of organization that holds continuous improvement with emphasis on
process improvement rather than the result (Imai, 1986).

According to Marie et al (2005) one of the best approaches that can help companies to improve their performance
is through benchmarking. This is because through benchmarking firms can learn and adopt certain business process
that they might consider as beneficial to be implemented at their place. Therefore, many of the Kaizen activities, also
known as Toyota Production System (TPS), were benchmarked based on the initiatives done at Toyota Motor
Company. The work of Kaizen which involves incremental changes rather than radical changes has enabled people
involved in the Kaizen activities to be easily adaptable to those changes, thus, formalized those changes into their
daily routine activities (De Lange-Ros and Boer, 2001).The Kaizen concepts was introduced by Imai (1986) and it
consists of various continuous improvement activities also known as Kaizen umbrella. Under this Kaizen umbrella
concept, various activities take place such as customer orientation, Total Quality Management (TQM), robotics,
Quality Control Circles (QCC), suggestion system, automation, discipline in the workplace, Total Preventive
Maintenance (TPM), Kanban, Quality improvement, Just-In-Time (JIT), zero defects, productivity improvement and
new product development(Imai, 1986). Imai (1986) further iterates that there are three pillars to implement Kaizen
which are housekeeping, waste elimination and standardization. According to Wormak and Jones (2003), there are
seven types of wastes that should be eliminated. The wastes are overproduction, transportation, waiting, inventory,
motion, over processing and defects. To ensure success in implementing the three pillars for Kaizen success, three
factors should be taken into account which are visual management, the role of the supervisor and the importance of
training and creating a learning organization.

2. Small and Medium Enterprises

Small and medium enterprises (SMEs) have played a major contribution to the development of Malaysian
economy. SMEs accounted for the majority business entity in Malaysia. Based on the 2013 SME Malaysia annual
report for instance, SMEs accounted for 98.5% of total number of firms in Malaysia. SMEs in Malaysia also
contributed about 32.73% of national GDP and exported 19% of Malaysia total export value.

The importance of SMEs in Malaysia can also be seen from the number of employment offered by SMEs over the
years. On average, from year 2010 to 2013 SMEs in Malaysia have provided more than 55 percent of job
opportunities to Malaysian workforce. The SMEs employment to total employment (refer to figure I) also increased
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from 57.1 percent in 2010 to 57.5 percent in 2013. This condition indicates a promising growth of job opportunities
to be offered by the SMEs in Malaysia that could help the Malaysian government to reduce the unemployment rate
in the country.
Figure I. Employment Share of SMEs to Total Employment (%)
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The Small and Medium Enterprises contribution to the Malaysian industry could be looked in terms of producing
their own products and sell them to the market. In some cases Small and Medium Enterprises are the materials
suppliers or components assemblers for large scale companies or Multinational companies (MNC). In Malaysia,
most of the Small and Medium Enterprises are located mainly in the west-coast of Peninsular Malaysia especially in
the state of Selangor, Wilayah Persekutuan Kuala Lumpur, Perak and Johor. These four states constitutes 52.6% of
total Small and Medium Enterprises in Malaysia (Department of Statistic Malaysia, 2011). Based on the economic
census conducted in 2011 by the Department of Statistic Malaysia, there are 645,136 SME establishment out of
662,939 total establishment in Malaysia (Department of Statistic Malaysia, 2011). These SME companies are
involves in various economic sectors such as manufacturing, services, agriculture, mining and quarrying, and
construction.

With the introduction of ASEAN Economics Community (AEC) in 2015, the needs for the SMEs to improve their
innovation and productivity are becoming more important. This is because the ASEAN Economics Community
(AEC) will create a potential market of 600 million population within the ASEAN countries. In addition,
globalization has caused the influx of low cost products coming from countries such as China, Vietnam and India.
This condition has made the need for companies especially the Small and Medium Enterprises (SME) in Malaysia to
improve their cost in order to become more competitive. Therefore, Kaizen can be used as a tool to help Small and
Medium Enterprises (SME) to improve their productivity, thus, making them more cost-effective and competitive.

Effective from st January 2014, new SME definition has been introduced in Malaysia. SMEs can be categorized
into three categories which are micro, small and medium. These categories will depend on the number of full time
employees or sales turnover that the companies have. The SMEs are divided into two sectors: manufacturing, and
services and other sectors. Table II shows the categories of SME in Malaysia. In the manufacturing sector, SMEs are
defined as companies having full time employees of less than 200 workforce or sales turnover of less that RM50
million. Whereas, in the services and other sectors, SMEs are defined as company that employed less than 75 full
time workers or sales turnover of less than RM20 million. Depending on the number of full time employees or sales
turnover, the SMEs will be categorised as either Micro SMEs, Small SMEs or Medium SMEs. For instance, a
manufacturing company that has sales turnover of between RM300 000 to RM15 million or number of employees
between 5 to 75 employees will be categorized as a small SME.
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Table II. Categories of Small and Medium Enterprises

CATEGORY MICRO SMALL MEDIUM

Source: Annual Report 2013, SME Corporation

3. Continuous Improvement (Kaizen) implementation in the Industry

As the world economy is moving towards more global, many companies cannot avoid from the effect of
globalization. Globalization has caused business decision or action at one part of the world to have significant
impacts in other parts of the world. As the world are becoming more connected to one another, especially with the
advance in information technology, it has created a new level of competition among the industry players. Therefore,
SMEs cannot ignore the needs for them to improve their performance in terms of quality, cost and delivery (QCD).
This is because in order for firms to compete successfully, they will need to reduce their costs and at the same time
improve their quality and delivery performance (Bane, 2002; Gulbro et al, 2000). In some cases, due to the intense
competition, SMEs will have difficulties to acquire new business contracts or renewing current contracts unless they
can prove to their customers that they are better than their competitors. Based on a study done by Samad (2007) on
the SME companies in Malaysia, it was found that one of the biggest challenges faced by the SMEs in Malaysia is
their low level of productivity. Therefore SMEs can apply Kaizen to help them to reduce their costs and at the same
time increase their quality and delivery performance.

The aims of doing Kaizen is to do improvements in term of costs, quality, flexibility (Bessant et al, 1994) and
also productivity (Choi et al, 1997). Through Kaizen, it focuses on three improvement areas which are Muda
(waste), Mura (discrepancy) and Muri (strain) (Imai, 1986). The tools that are used to implement Kaizen, also
known as Kaizen umbrella, are Total Quality Control (TQC), Total Productive Maintenance (TPM), Quality
Improvement, Automation, Zero Defect (ZD), Kanban, Just-in-time (JIT), Quality Control Circle (QCC) and the
suggestion system (Imai, 1986). A study by Nordin et al (2010) conducted among Malaysian Automotive Industry
companies found that Kaizen was the main leading lean practice in Malaysia. A similar result was also found in a
study done on the electrical and electronic industries in Malaysia by Wong et al (2009).

Continuous Improvement or Kaizen is a strategy normally adopted by a company where teams of employees at
various levels through cross-functional effort with collective talents within the company work together proactively
on improving specific area within the company (Imai, 1986). In implementing Kaizen, companies strongly
emphasize the involvement of the plant floor employees with some level of empowerment given to them to identify
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and solve problems related to the workplace issues. Kaizen, if implemented correctly, can encourage employees to
think differently about their work and boost the morale and the sense of responsibilities among the employees
regarding their workplace. This is because through the empowerment given by the top management, employees will
start to feel that they are also partly involved in the decision-making and improvement process.

To implement Kaizen, companies will adopt the Plan-Do-Check-Action (PDCA) cycle to solve both unit-
functional and cross-functional problems in their activities (Imai, 1986). During the planning stage, employees will
try to identify areas that need improvement. Once they have identified the problem areas, the next step is to
implement the Kaizen. To implement the Kaizen the employees can use various techniques to develop a clearer
understanding of the current waste areas such as the Five Whys technique or Value Stream Mapping (VSM)
technique.

In the Five Whys technique, developed by Toyota, the employees will be asking “why” five times and answering
to each of the five “why”. The aims of this five whys is to uncover the root cause of a problem. The Value Stream
Mapping, on the other hand, involves making flowcharts of the steps, process or activities involved. Through this
way, the employees can identify the non-value activities (waste) that occurs within the process and try to find ways
to eliminate or reduce them. Most often the company will ask its employees to use the cross functional team of
employees to work together on the project. Once the team has gathered the necessary data, analyzed and assessed
them the next step is to set a realistic goal to be achieved. Areas that can be improved will be based on the problem
areas identified such as the level of product quality, scrap rate, total distance travel in making the product, amount of
space used, amount of work-in-process or the number of staff used for a specific task. After a few sessions of
brainstorming, the team will try to identify what could be the options or ideas to improve the current situation or
problem. The team will select the best options and implement them at the factory floor.

The third stage in the Plan-Do-Check-Action (PDCA) cycle is to conduct a follow up on the Kaizen activities to
see if the improvement gives any positive or negative effect towards the problem issue. The team will record their
achievement on the scorecard and present them to the top management and others so that it will be assessable to all
employees. The fourth stage is to review on all of the achievement and see if action can be taken to standardize the
Kaizen activities to similar process within the company.

4. Contributing factors to successful Kaizen implementation

This sub-section discusses some selected factors which have been identified from previous studies on how some
companies are successful in implementing Kaizen. Hiam (2003) for example, stresses that company which uses a
mediocre working culture in their organization will tend to have a lack of understanding between the top
management and their employees on the need to generate constructive suggestion or idea. Thus, having a good
improvement suggestion system that encourages effective communication between the top management and the shop
floor level employees is very important. This is because the improvement suggestion system will encourage the
employees to contribute their improvement ideas based on the experience they have gained throughout their daily
working life (Womach et al, 2007). Therefore, as the employees continue to do their daily routine and get accustom
with the process, they are likely to develop a better way to make the process done easier or faster. Chen and Tjosvold
(2006) found that the success of the Japanese Suggestion system has enabled the Japanese companies to improve
customer satisfaction, improve productivity index, achieve world-class standard, increase employee job satisfaction
and improve company revenue.

The second factor that can contribute to Kaizen success is the top management commitment in having a clear
corporate strategy, policies and goals that can stimulate Kaizen culture in the organization (Imai, 1986). Kaizen
strategy through top management commitment guided by the Deming cycle also known as Plan-Do-Check-Action
(PDCA) cycle can be used as a tools to solve cross-functional issues involving various function in the organization.
A clear Kaizen strategy and policies can provide good support and direction towards Kaizen implementation such as
a more effective resource allocation. In a study done by Bateman (2003) on 21 British automotive components
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manufacturers found that resources availability such as the easiness to deploy the human resource to conduct
improvement activities was identified as one of the main significant contributing factor in sustaining the process
improvement activities. Furthermore, Bateman (2003) has identified that management approach which have “open
minded culture” and “enthusiasm” towards changes tend to develop a positive Kaizen culture in the organization. In
addition, these kind of management style tends to smoothen the resource deployment especially when cross-
functional effort are needed.

The presence of a caliber Kaizen champion in an organization is the third contributing factor towards successful
Kaizen implementation. A Kaizen champion who has a good personal understanding in conducting Kaizen, and a
high personal desire and commitment to lead the continuous improvement activities can become a critical change
agent in an organization (Bateman, 2003). In addition, effective communication and knowledge management are
also another crucial factors that a Kaizen champion should have in order to implement Kaizen successfully (Nonaka
& Takeuchi, 1995; Pagell, 2004). Thus, the operation managers who possess those skills are more likely to be the
most suitable Kaizen champion to lead the changes at the shop floor level (Hill, 1991). This is because, the role of a
Kaizen champion as the link between the top management and the employees is very important especially during the
change intervention. The Kaizen champion need to act as a driver and a motivator to the people under his or her
supervision. According to Bateman (2003) the presence of an influential Kaizen champion is more apparent
especially in a small company.

The organization structure is another important factor that will affect Kaizen implementation outcome. It was
found that organization with horizontal structure that uses ad-hoc relationship and collective membership with a high
degree of autonomy, self-discipline and openness tends to be successful as compared to a bureaucratic organization
(Watanabe, 2011). Management involvement, clear objective setting and measurement, the presence of a continuous
improvement leader, active workers involvement, availability of resources, existence of cross-functional teams, and
clear organization structure are among the factors contributing to the success of Kaizen implementation based on
interviews with first tier suppliers of the automotive industry in Valencia, Spain (Garcia-Sabater et al, 2011). The
existence of problem solving teams such as quality circles and cross functional group working together to implement
Kaizen are also found to be a catalyst towards Kaizen implementation (Marin-Garcia et al., 2008). Previous studies
show that employee’s empowerment is very important to the success of Kaizen implementation (Bessant, 2000;
Womack et al, 2007; Liker & Hoseus, 2008). This is because through employee empowerment, more people will be
involved actively in problem-solving process and it can also increase the sense of responsibilities towards finding the
right solution.

Most of the studies done on identifying contributing factors towards successful Kaizen implementation were
mainly focused on the large organization leaving behind only few studies on the SMEs. In a case study done by
Puvansvaran et al (2010) on SME suggested that having a right mindset and a strong management involvement are
significant in ensuring successful Kaizen implementation. A right mindset suggests that employees should have a
“can do attitude” towards implementing Kaizen. In addition, the management in the company should also encourage
and support the people process-oriented-effort towards the improvement made by their employees.

A study that was done by Chapman et al (1999) based on a survey conducted on the SME and large companies in
Australia has found that there appears to be almost similar successful contributing factors in implementing Kaizen.
The only significant different that was identified in the study was the way companies support their Kaizen
implementation. Large companies tend to put greater effort on training as compared to SMEs which use incentives
system and suggestion schemes as a way to support the mechanism to implement the Kaizen activities in their
companies.

5. Challenges in implementing Kaizen

Even though many organizations understand the need to implement Kaizen at their workplace, not all companies
are successful with their implementation. The reason is because managing Kaizen activities is not an easy task
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(Pullin, 2005). A study done by Garcia-Sabater et al (2011) has identified challenges to Kaizen such as resistance to
change especially among mature workers, and confusion on the concepts of continuous improvement. The findings
from this study also support the earlier studies done by Bateman and Rich (2003), Bessant et al (1994), Dale et al
(1997), Jorgensen et al (2003) and Kaye and Anderson (1999).

A study that was conducted among the United States manufacturers indicated that only 11% of companies doing
continuous improvements have considered their initiatives to be successful (Mendelbaum, 2006). Some
organizations have failed to motivate their employees to participate in the Kaizen activities due to the absence of
compensation or reward, lack of proper training for the employees and long delays in getting the suggestions
processed (Robinson & Schroeder, 2004). The top management should develop a reward system that would
recognize the effort done by their employees and managers to ensure Kaizen success (Imai, 1986). However,
companies which wanted to introduce Kaizen in their organization should also take extra precaution before starting
their Kaizen. This is because companies tend to develop a strategic path that lacks a good understanding between the
upper management and the employees at the lower level (Hiam, 2003).

Among other challenges faced by the operation management in implementing Kaizen in their organization was to
manage the continuous improvement itself (Kiernan, 1996; Pullin, 2005). In addition to that, lacking of resources to
run the activities, lacking of focus due to business pressure and lacking of understanding on the need to change are
also challenges to Kaizen implementation. Managers for example, do not know what to do to change their cultures or
how to deal with challenging and demanding nature of Kaizen and fail to convince the shop floor employees that
they need to change (Bateman et al., 2003).

In a study done by Dora (2012) on SME operating in the food sector found that lack of knowledge, availability of
resources and poor employee participation were among the barriers faced by the SME to implement continuous
improvement.

6. Conclusions

This paper provides an insight into some selected factors in ensuring a successful Kaizen implementation and its
challenges. The above review indicates that factors such as communication between the top management and its
employees, clear strategy, the need of a personnel who can champion the implementation of Kaizen in a company,
having good knowledge and provide employees with certain level of empowerment are important to ensure a
successful Kaizen implementation. On the other hand, challenges faced by the organization in implementing Kaizen
include factors such as the lack of ability to manage the continuous improvement itself, the resistance to changes
and lack of motivation among the employees due to poor reward system.

The above review shows that previous studies have been done to examine the contributing factors and challenges
to implement Kaizen successfully among organizations in some parts of the world. However, very few studies have
been done to study factors contributing to Kaizen success and challenges related to Kaizen implementation
especially in the context of Malaysian SMEs (Achanga et al, 2006). With the competitive market that the SMEs in
Malaysia are facing, continuous improvement are needed by the SMEs to improve their performance. Thus, studies
on factors contributing to the successful implementation of Kaizen and its challenges should be encouraged. The
findings from such studies could be beneficial in assisting the relevant authorities and the SMEs to devise their
continuous improvement strategies. Early identification of the contributing factors and challenges in implementing
continuous improvement can make SMEs more aware of their own capabilities and weaknesses that can hinder them
from initiating a Kaizen activities. In addition, this study can also help SMEs to sustain their Kaizen activities in
their organization.
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Last but not least, this paper also forms part of an ongoing study by the author to examine what could be the
contributing factors and challenges faced by the Malaysian SMEs in implementing continuous improvement or
Kaizen in their organization.
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