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Abstract 

 

This research aims to analyse the mediator effect of competitive capabilities on the link between knowledge 

sharing and financial performance within the sample of Malaysian manufacturing companies. The manufacturing 

industry in Malaysia has experienced declining financial performance, which is believed that the companies are 

still applying conventional manufacturing practices that resulted in high production cost, weak competitiveness, 

and low innovation. Six dimensions of competitive capabilities were examined in this study, which are quality, 

cost, delivery, flexibility, innovation and environment. The study collected data from 145 manufacturing 

companies in Malaysia. Disproportionate stratified random sampling and purposive sampling were used to select 

the samples and distribute questionnaires in the study. The data collected was analyzed by researchers with the 

use of PLS-SEM. In this context, tacit and explicit knowledge sharing have been found to be positively related 

to financial performance. On the other hand, tacit knowledge sharing has no impact on quality and flexibility 

although there is a positive correlation with competitive capabilities. Interestingly, whilst in relation to financial 

performance the constructs delivery, flexibility, innovation and environment were not relevant to financial 

performance. For the mediation hypotheses, nine out of 12 hypotheses have the mediation effects. The overall 

findings and implications are believed to help Malaysian manufacturers migrate from traditional systems to 

competitive capabilities and knowledge sharing practices for improving their financial gains and achieving 

sustainable competitive advantages. This study provides empirical evidence and practical guidelines for 

improving the financial performance of manufacturing companies in Malaysia. 
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1. Introduction 

The key transformation that has taken place in the Malaysian manufacturing sector since 

independence has been a shift from being commodity-based to knowledge-driven. Manufacturing is still a 

vital sector of Malaysia’s economic growth, accounting for RM410.3 billion of GDP in 2023 (as shown in 

Table 1). It is a very important sector, but the sector is facing several main issues, such as deteriorating 

short-term financial performance, poor quality, low innovation, and increasing competition from regional 

countries like China, India, and Vietnam (Yee & Bakar, 2023). The manufacturing companies have had to 

compete in the world market despite having ancient production systems, serious deficit of skilled labor, and 

reluctance to invest in high technology. This study’s initiatives under Malaysia's Industrial Revolution 4.0, 

are designed to enhance innovation, productivity, and sustainability to meet these challenges (Chandran & 

Devadason, 2017; Ganesh & Haslinda, 2023). 

 

Table 1.  Malaysia's manufacturing sector contribution, 2023 

Gross Domestic Product (GDP) RM410.3 billion  

GDP by Economic Sector (Manufacturing) RM95.3 billion 

Total Employees 2.8 million workers 

Exports of Goods and Services (%) 73.84% 

Foreign Direct Investment (FDI) RM40.4 billion 

Labour Productivity per Employee RM96,692 per employee 

Source: Department of Statistics Malaysia (2024), Malaysia Productivity Corporation (2024) 

 

This study can be extended with the support of knowledge-based view (KBV) theory, which views 

knowledge as a vital resource for organizations to attain competitive advantage. It emphasizes how entities 

can harness tacit and explicit knowledge for value creation, adjustment to market dynamics, and capability 

building. It utilizes KBV as a theory to illuminate how knowledge sharing facilitates competitive 

capabilities and financial performance. Organizations can develop technological capabilities and 

sustainable growth through knowledge sharing (Abdul-Jalal et al., 2013; Jones & Borgman, 2007; Novianti, 

2019). 

Financial performance refers to an organization’s achievement of financial objectives, such as 

profitability and return on investment and sales growth. Within the context of Malaysian manufacturing, 

poor financial performance has been related to dysfunctional of cost management practices, weak 

innovation, and antiquated production systems. Improving financial performance enables businesses to 

strengthen their competitiveness in the market, reinforcing their survival in the long run (Ivanka et al., 2024; 

Rehan et al., 2024). Knowledge sharing is an essential process for an organization that has two forms, tacit 

and explicit ones. Tacit knowledge, acquired through experience, is communicated informally, whereas 

explicit knowledge is documented and disseminated formally. Knowledge sharing, in both its explicit and 

tacit forms, is still critical in enhancing the decision-making process, fostering innovation, and supporting 

operational efficiency (Kumar & Lee, 2023; Nor et al., 2024). However, many Malaysian manufacturing 

companies do not have proper knowledge sharing engines which prevents them from adaptation and 

innovation in competitive markets (Long et al., 2014; Usman, 2012). 
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Competitive capabilities are based on quality, cost, delivery, flexibility, innovation and 

environment, which together provide the key reasons for the achievement of the manufacturing function. 

Such capabilities help companies improve productivity, reduce costs, and provide high-quality products 

while also meeting sustainability objectives (Kaur et al., 2017; Salim et al., 2021; Sansone et al., 2020). 

Malaysian manufacturers are generally lagging in these aspects due to their continued reliance on legacy 

practices and a lack of investment into cutting-edge technology and innovation. Bridging this gap is possible 

through strengthening competitive capabilities, leading to better financial performance (Lavinsaa et al., 

2020; Ramayah et al., 2020). 

This study seeks to provide additional insight on the mediating influence of competitive capabilities 

between knowledge sharing and financial performance among manufacturing companies in Malaysia. 

Particularly as the manufacturing sector faces such challenges as the relatively low degree of innovation, 

old-fashioned production systems, and ineffective knowledge-sharing practices, the study offers valuable 

insights and recommendations on how to enhance competitive prowess and make the results financially 

viable (Ivanka et al., 2024; Lavinsaa et al., 2020; Long et al., 2014; Yee & Bakar, 2023). 

2. Literature Review 

2.1. Theory 

Organizations are utilizing their limited organizational resources to develop competitive and 

irreplaceable capabilities for prolonged survival in the market that were instituted in the previous literature 

review as building blocks of resource motivation and there is a conducive context to create this theory of 

knowledge-based view (KBV) of the organization (Nieves et al., 2014; Rio et al., 2017). Although this 

research offers explanations from the foundation theory of the knowledge-based view at multiple levels, it 

does advance reasons to help precisely those firms struggling in establishing powerful value creating 

capabilities or competencies through the scarce organization’s resources to compete for long periods of 

time in the environments that are purported to be competitive (Mills et al., 2003; Nieves et al., 2014; Rio et 

al., 2017). Specifically, the competitive advantage theory has clarified that organizations can obtain a direct 

source of competitive advantage by creating valuable, costly imitate, and rare resources or capabilities to 

generate business competitive strategies that are able to respond effectively with the market changes (Fahy 

& Smithee, 1999). KBV focuses on knowledge-based resources and explains how organizations use 

knowledge to create value and sustain competitive advantage. 

Knowledge is the primarily strategic asset related to sustainability and specifically within the 

manufacturing area (Giovannini et al., 2012). This knowledge offers infinite possible solutions as to how 

to combine a company’s resources and optimize the best combinations to maximize the greatest expected 

value (Nieves et al., 2014). Besides, knowledge provides know-how on how to input the resources of raw 

materials, machinery, and labours into the systems of production. It also still prevailed on the organizational 

management of the production processes towards and from the manufacturing processes to fulfil their final 

consumers. These include taking advantage of the resources of knowledge, collecting and analyzing the 

information of market and exchange knowledge with expertise and other stakeholders of the company 

(Islam et al., 2017; Neches et al., 1991). 
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2.2. Financial Performance 

As reported by previous researchers, financial measures in business companies normally determine 

criteria for the purpose of measurement in terms of profits, sales, market share, productivity, debt ratios, 

and stock prices (March & Sutton, 1997; Petty et al., 1995). As Petty et al. (1995) further explained that 

financial analysis is the evaluation of a company’s past, present and future financial situation, and these 

goals help to determine the financial strengths of the company and point out its weaknesses. The main tools 

of financial analysis are financial ratios as they can provide answers to several questions related to the 

financial health of a company. In their study, there are four basic types of financial ratio to measure the key 

aspects of the company’s financial condition. 

Interestingly, Ramayah et al. (2011) found that channeling good quality services had the highest 

influence on organizational performance (i.e., financial performance, customer satisfaction, internal 

business processes) in the selected companies. Other than that, the findings suggest that it is crucial for 

companies to understand and respond to customers’ needs to attain quality success and strive for 

performance. Managers with an enhanced capability to strategize a more systematic view of their market 

orientation and service quality would efficiently establish higher financial performance and retain superior 

customer value (Ramayah et al., 2011). Subsequently, improve the overall organization’s performance. For 

this reason, financial performance needs to be assessed in this study for Malaysia’s manufacturing 

companies as the financial analysis and assessment of the companies past financial conditions could reflect 

the outcomes of the companies’ financial strengths and business growth, which ultimately determine the 

companies whether they could outperform their competitors.   

This study adopted key measures of financial performance from Maletič et al. (2016), including (1) 

return on investment (ROI), which evaluates the organization's ability to generate returns above the industry 

average over the past three years; (2) sales growth, whether the firm's revenue growth rates outpace the 

industry's rates over the same three years; (3) profit growth rate, measuring the firm's ability to grow its 

profits at a rate higher than the industry average; and (4) market share, measuring the firm's ability to 

increase its competitive position within the industry's last three years. The chosen measurement items were 

chosen for their relevance to the manufacturing industry, since they contribute to a general view of financial 

position, quality of operational performance and market competitiveness. These measures have been widely 

established to be reliable indicators of financial performance in prior studies, which also makes them 

relevant within the Malaysian manufacturing context (Maletič et al., 2016; March & Sutton, 1997; Petty et 

al., 1995). 

2.3. Knowledge Sharing 

It is an act of behaviour where an individual should have the expertise and chance to share their 

knowledge (Hsu et al., 2007; Wang & Noe, 2010). Both institutional forces and contextual factors are 

important contributors to knowledge-sharing initiatives (Alwis & Hartmann, 2008; Bhuiyan, 2011; Dong 

et al., 2017; Ngah & Jusoff, 2009; Wang et al., 2017). As Allameh et al. (2014) verified that knowledge 

sharing is more than understanding the production system of a manufacturing company, it also includes the 

network of people and interactions amongst employees and people in the community. Typically, sharing 
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knowledge in an organization within employees means (1) supplying their knowledge as formal written 

documentation for production change control processes in the quality products and processes modules, and 

(2) formal or informal knowledge reflections in interactions with what are usually communicated between 

teams or work units in meetings and workshops (Al-Husseini & Elbeltagi, 2015; Kamasak & Bulutlar, 

2010).  

Empirically, the knowledge sharing has positive impact on financial performance (Huang et al., 

2014; Allameh et al., 2014; Bhuiyan, 2011; Ngah & Jusoff, 2009). However, low inclination or willingness 

in sharing knowledge seems to be a highly existing problem in the organization and knowledge sharing is 

rarely found in the manufacturing companies of current years (Kumar & Lee, 2023; Obrenovic et al., 2020; 

Omar et al., 2016; Pereira & Mohiya, 2021; Rehman et al., 2015; Tarofder et al., 2017). 

2.3.1. Tacit Knowledge Sharing 

Tacit and explicit knowledge are seen as key processes and the major determinant of innovation and 

organizational performance (Allameh et al., 2014; Alwis & Hartmann, 2008; Ngah & Jusoff, 2009; Noruzy 

et al., 2013). But literature lacks empirical evidence to support the assertion that the relationship between 

knowledge sharing processes, either tacit or explicit, and competitive capabilities is as it is proposed 

(Argote & Ingram, 2000; Grant, 1996; Nonaka & von Krogh, 2009). Wang and Wang (2012) further support 

that little guidance what is tacit and explicit knowledge sharing in organization and how practice of 

knowledge sharing directly affect financial and non–financial performance. In Hussain et al. (2015) study 

justified that as the situation changes and specific needs required an organization to grow, it required a 

variety of competitive capabilities, knowledge-sharing initiatives, and the corresponding strategies to adapt 

to dynamic environments, encounter challenges, and optimize opportunities effectively to achieve 

sustainable competitive advantage. 

Tacit or non-codified knowledge is an unconventional knowledge acquired through people’s 

experiences, observation, intuition, know-how, ideas and beliefs that they own in nature (Hejase et al., 

2014). It should be noted that tacit sharing builds socialization and that combination in some organizations 

can only occur because of explicit knowledge sharing. Tacit knowledge is capable to create new ideas based 

on people’s actions, experience, and involvement. In addition, they can extract from existing cognition and 

then refine the newly formed to move from the environment. The result of this research is that conversion 

of knowledge management and in turn economic performance is highly dependent on the capacity to 

transform tacit and explicit knowledge into social exchange. 

Many studies have discussed tacit knowledge sharing as the one of the critical research domains 

concerning fostering competitive capabilities (Abdul-Jalal et al., 2013; Almahamid et al., 2010; Bou-Llusar 

& Segarra-Ciprés, 2006; Eidizadeh et al., 2017; Johannessen & Olsen, 2009; Sheng et al., 2013). Tacit 

knowledge is a key resource in addressing the issues organizations encounter. The competitive capabilities 

of organizations can differ depending on the way tacit knowledge sharing is handled in organizations 

(Ancori et al., 2000). Tacit knowledge is seen as a key driver and the major input into any technological 

innovation effort which can help provide a model for which knowledge management strategies, 

organizational learning and change response strategy can help begin the change process (Balconi et al., 

2007). 
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2.3.2. Explicit Knowledge Sharing 

Explicit or codified knowledge is easier to be transmitted within or across organizational and 

international boundaries compared to tacit knowledge (Kogut & Zander, 1993). Alwis and Hartmann (2008) 

assert that knowledge can be ordered, recorded, manipulated, exchanged and stored in a particular code or 

system. It is the basic concept of knowledge that usually can be found in books, magazines, and social 

media like newspapers, television, Internet, etc. From an individual who has mastered a task, it can later be 

distributed to various members in an organization via written or verbal communications (Dixon, 2000). 

A study conducted by Yi (2009) highlights that knowledge sharing can be supported by the 

codification strategy, one of the major knowledge management strategies applied in organizations (Hansen 

et al., 1999). The codification strategy focuses on reusing or extracting knowledge from recorded 

documents, reports, or project archives to address similar problems in current tasks (Schulz & Jobe, 2001). 

This approach allows organizations to utilize explicit knowledge, which is structured and documented, by 

learning from past experiences and applying proven solutions to present challenges (Earl, 2001; Schulz & 

Jobe, 2001). In an organizational context, employees can adopt this strategy to enhance their understanding 

and decision-making by relying on process-driven information, often referred to as the people-to-

documents approach. 

Explicit knowledge has often been found in an organizational-level codification strategy (Kumar & 

Ganesh 2011; Venkitachalam & Willmott, 2016). It is a technique of codification, which deposits the 

information of explicit knowledge outside of the person who has it and in a database. It can also be used by 

others in various ways depending on by whom and for what purposes it is needed (Kumar & Ganesh, 2011). 

As Sheaff and Pilgrim (2006), and Walshe (2003) further posit that high-quality practices of codification 

strategy with the support of explicit knowledge could drive competitive capabilities in an organization. As 

a result, this research has considered the relationship between explicit knowledge sharing and competitive 

capabilities to be one of the main hypotheses of the study. 

2.4. Competitive Capabilities 

Competitive capabilities have emerged as a key competitive factor for numerous manufacturing 

companies and have become a vital notion for thriving in an intensely competitive setting. Increased 

concern about enabling manufacturing companies to maintain their production processes and profit margin 

have led manufacturing companies to broaden their strategies and activities to include competitive 

capabilities (Barletta et al., 2018; Ferrer-Lorenzo et al., 2018; Gold et al., 2017; Jabbour et al., 2015; Lin 

& Tseng, 2016). Managers and strategists must transform the organization’s conventional economics 

system into effective and efficient manufacturing capabilities (Peet et al., 2011). However, the issue of 

sustainable competitive advantage is everyone’s concern, and it is one of the biggest challenges in this 

century (Barletta et al., 2018; Boyer & Lewis, 2002; Cai & Yang, 2014; Christiansen et al., 2003; Kathuria, 

2000). 

Competitive capabilities play an important role in determining financial performance (Hassan et al., 

2024). As claimed by Peng et al. (2011), the organizations’ who have better ability to compete with others, 

will also be more able to react properly to the customers’ requirements and develop new capabilities, which 
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in turn will allow the organizations in question to reach a better performance or higher profits. Barletta et 

al. (2018), Jabbour et al. (2015), and Lin and Tseng (2016) have also agreed that a comprehensive set of 

competitive capabilities can map both its positive and negative impacts, while capturing initial thoughts on 

how to improve the performance of an organization. Plus, Tye et al. (2011) found that respondents from 

Malaysian manufacturing companies perceived manufacturing capabilities which specifically practicing 

cost of quality implementation are important to decrease complaints, rework, warranty costs, failure costs, 

and total quality costs and increased sales volume. The study also found that the implementation of quality 

costs improved financial performance (Tye et al., 2011). 

2.4.1. Quality 

Quality is the degree to which a product or service meets or exceeds requirements (Reeves & Bednar, 

1994). The quality goals are driven by customer needs. Quality comes from the efficiency and entire 

manufacturing process in terms of human resources, material, and mechanism (Ahuja & Khamba, 2008). 

In the early 1970s, the interest in quality of production is seen as not so optimistic by most organizations 

and they tended to focus more on cost and productivity. An organization that is led by Japanese business in 

United Stated economic later in 1980s has proved to gain a major market share and become successful 

precedent by focusing on all three capabilities together: quality, cost and delivery (QCD) for competitive 

advantage (Tomaskovic-Devey & Lin, 2011). The capability of quality has drastically shifted and became 

a strategic approach on increasing organization profitability and preventing any mistakes to maximize 

customer satisfaction (Agus & Hajinoor, 2012). 

Manufacturing businesses in Malaysia have faced unbearable pressures to generate good quality of 

the products, while their manufacturing systems are struggling to improve their efficiencies (Abdul-Rashid 

et al., 2017; Shakir & Mohammed, 2013). All operations should strive for continuous improvement in 

quality and performance to enhance the sustainable competitive advantage and growth of manufacturing 

companies (Anuar, 2015; Anuar et al., 2016). One of the competitive capabilities is high quality and a 

reliable production system. In this sense the quality of production excellence on manufacturing quality and 

customer order compliance, total process defects and rejections, and customer warranty problems have to 

be considered as a strategic issue to the manufacturing firms in order to develop world class manufacturers 

(Agus & Hajinoor, 2012; Ahuja & Khamba, 2008; Anuar, 2015; Anuar et al., 2016).  

Researchers make a common argument that all managers, regardless of their presence in different 

organizational structures in different economic sectors including manufacturing, service, education and 

government should implement product and process quality management since it creates products and 

services of better quality (He et al., 2018). Consequently, it leads to higher customer and employee 

satisfaction, cost reduction, better financial performance, stronger competition and higher productivity 

(Pambreni et al., 2019; Panuwatwanich & Nguyen, 2017; Tarí et al., 2017). However, many researchers 

reported mixed results (O’Neill et al., 2016; Petrick, 2017; Pintelon et al. 2006). The diverse findings among 

researchers mentioned above has somehow driven the interest in this study to find the answers of hypothesis 

that questioning the relationship between quality and financial performance of manufacturing companies 

in Malaysia. 

http://dx.doi.org/


https://doi.org/10.15405/epsbs.2026.09.54 
Corresponding Author: Stephen Laison Sondoh Jr. 

Selection and peer-review under responsibility of the Organizing Committee of the conference  

eISSN: 2357-1330 

 

 788 

2.4.2. Cost 

The ability for a firm to operate efficiently is one of the factors that has demonstrated a substantial 

association with the cost of production within the firm (Ahuja & Khamba, 2008). Organizations will need 

to recognize the competitive capabilities that can aid in reducing the production cost throughout the 

organization. This can be achieved by minimizing equipment-related troubles, unplanned downtime, losses 

and waste in the manufacturing system (Paprocka et al., 2015; Shagluf et al., 2014). This has also been 

alluded to in other studies that competitive capabilities would induce cost-savings, enhance sales and 

increase financial performance (Christmann, 2000; Simpson et al., 2004; Vos et al., 2016). In addition, Vos 

et al. (2016) have clarified that the cost of investment is one of the driving forces to enhance the flexibility 

and efficiency in resource allocation, improvement of R&D for better productivity, and strengthen the 

organization capabilities to generate more business opportunities in the competitive market. 

As an element of operations strategy, operations cost has connections with many of the operational 

features of the endeavour. For instance, Kathuria (2000) and Youssef and Youssef (2015) found that 

competitive capabilities (cost, quality, delivery and flexibility) have a significant relationship with the 

deployment of lean manufacturing activities based on their influence on financial performance. While 

Paprocka et al. (2015). They claimed that the financial performance of the manufacturing system was 

evaluated based on the costs of operations and costs of production including the cost saving from the 

unrecoverable machine downtime, equipment-related problems, losses and waste. As has been identified 

by Amrina and Yusof (2011) and Vachon and Klassen (2008), operations cost, and cost efficiency are the 

important competitive capabilities. Hence, they are important to see if this cost management direct impact 

on financial performance among manufacturing companies in Malaysia (Hassan et al., 2024). 

2.4.3. Delivery 

Efficient delivery of products and services is a key factor in the modern knowledge-based economy 

(Khosravi & Ahmad, 2014; Wong, 2005; Yahya & Goh, 2002). Organizations which invest heavily in 

ramping up their delivery process are also able to pivot quickly toward new segments of customers and 

identify viable emerging opportunities (Abdel-Maksoud, 2004; Christiansen et al., 2003; Jain & Ahuja, 

2012; Toni & Tonchia, 2001). Organizations are becoming rapid, responsive and agile in the production 

systems and their customer services in the exploitations of the sustainable development (Hřebíček et al., 

2015; Jayal et al., 2010; Tseng, 2013; Varsei et al., 2014). According to Tseng (2013), for the new model 

of optimizing a production system, companies need to be decentralized, non-bureaucratic, catalytic, results-

oriented, and empowering. While simultaneously they engage with information technology to enable a 

major re-engineering of delivery processes, providing, and enhancing, a broad range of services, increasing 

efficiency and reducing costs (Amrina et al., 2016; Jain & Ahuja, 2012).   

Traditionally, delivery in production has been restricted to the scope of operative activities and has 

not been considered a potential competitive tool and as a high investment or cost approach (Toni & Tonchia 

2001; Yahya & Goh 2002). However, there are many studies that have found the strategic role of this 

function and highly related to positive financial performance (Fazlzadeh et al., 2012; Punzalan, 2024; 

Sebata, 2024; Tian et al., 2012). Based on the Christiansen et al. (2003), delivery is a significant part of the 
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firm value chain and therefore is classified as a strategic decision domain that results in organizational 

financial performance. One of the capabilities to create unique capabilities within the production system is 

delivery (Tseng, 2013). Capability of delivery in production processes has attracted growing attention and 

increased global concern for optimizing organizational financial performance (Jabbour et al., 2012; 

Longoni & Cagliano, 2015; Morgan & Dewhurst, 2008). 

2.4.4. Flexibility 

Organizations will need to become adaptive and learn-competent as key capabilities and eliminate 

inertia as a barrier to accessing knowledge and competence (Sharkie, 2003). They are directing attention to 

skills and capabilities like agility, flexibility, and speed (Braunscheidel & Suresh, 2018; Bernardes & 

Hanna, 2009; Chan et al., 2017). Certainly, the success of the organization will depend on how quickly it 

can create, capture and use knowledge to build capabilities that are not very easy to imitate by competitors 

(Inkinen, 2015). In turn, such knowledge generation and the ability to keep evolving from it can lead to an 

enduring competitive edge (North & Kumta, 2018; Omotayo, 2015). 

Computer-aided design and manufacturing can improve the quality, enhance the production speed 

and minimize the time-to-market for future product development (Braunscheidel & Suresh, 2018; Chan et 

al., 2017). Furthermore, organizations also aim for flexible organizational structure to stimulate 

innovativeness among management and employees (Bennis, 2017; Calik & Bardudeen, 2016). Companies 

that focus on creativity, flexibility and adjustment in changing market circumstances often generate or 

enhance competitive capabilities in their processes, products, or services so that competitors will not easily 

replicate or prolong the existence of product or service substitution in the markets (Breznik & Lahovnik, 

2016; Carayannis et al., 2015). 

Initially, empirical studies had only rarely related flexibility with financial performance (Boyer & 

Lewis, 2002; Cai & Yang, 2014; Chi et al., 2009; Inkinen, 2015). However, the results are not conclusive. 

Hung et al. (2015) examined SMEs in Taiwan and found that competitive capabilities based on quality and 

flexibility were correlated with financial performance. Conversely, a few studies found negative association 

with flexibility and financial performance (Ferdows et al., 2016; Golec & Taskın, 2007; Jain & Ahuja, 

2012; Yurdakul, 2002). Moreover, Jain and Ahuja (2012) investigated evaluates the implementation of ISO 

9000 standards in Indian manufacturing industries and found mixed results their impacts on manufacturing 

and financial performance. 

2.4.5. Innovation 

Innovation has become a great interest in the growing body of literature and a central point to provide 

proof that companies have competitive capabilities. A rapid change in customer preferences and business 

environment have distinguished innovation from conventional ones (Hogan & Coote, 2014; Neubert et al., 

2017; Saunila et al., 2014). With fast environmental and market change, innovation achieves sustainable 

competitive advantage (Carayannis et al., 2015; Herrera, 2015). Nowadays, worldwide manufacturers and 

retailers are mainly pursuing innovation on their global procurement and supply chain strategies to deliver 

even more operational improvement and cost efficiency within their production system (Marzi et al., 2017; 

Soto-Acosta et al., 2016). 
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As regards innovation success, Avermaete et al. (2004) have identified two dimensions of 

innovation, which are products innovation and process innovation. These two dimensions show how 

markets are recognized relative to the competitive landscape. Becker and Egger (2013) further explained 

that innovations increase revenues and profits. Apart from this, the literature reviews on innovation at firm-

level repeatedly have indicated that its findings are inconsistent (Hullova et al., 2016; Marzi et al., 2017). 

On top of that, Atalay et al. (2013) demonstrated that product and process innovations positively correlate 

with each other and contribute to better financial performance, as evidenced by greater return on investment, 

sales growth, and statistical market share. Atalay et al. (2013) also further elucidate in their findings that 

the set of find was she found that the set comprised of all the organizational competencies that derived from 

best practices such as the structuring and coordinating of units in a different way or knowledge management 

activities were found to be absolutely necessary for this set to survive in competitive markets. 

2.4.6. Environment 

When corporations are trying to become more environmentally friendly, their management should 

make sure their suppliers are practicing sustainability. In the past 10 years, environmental management is 

practiced by manufacturers in view of growing scrutiny from large pools of various categories of 

stakeholders, involving end-consumers, industrial customers, suppliers, and financial institutions (Heras-

Saizarbitoria et al., 2016; Christmann, 2000; Jabbour et al., 2012; López-Gamero et al., 2009). 

Manufacturing managers have reacted in several successful ways to this situation such as green supply 

chain management, energy efficiency measures, and pollution and waste reduction to manage the 

externalities of their actions and products on the environment (Li, 2024; Muchenje, 2024; Vangeri et al., 

2024). Moreover, there are a growing number of research on environment-related activities such as 

environmental management system, various environmental technologies and waste reduction techniques to 

increase organizational performance (Kagan et al., 2017; Melnyk et al., 2003; Welford, 2013, 2016; Yang 

et al., 2011). Such environment-related interactions have shown to be economically attractive and provide 

a good complement to a company’s environmental strategy which resulted into sustainable competitive 

advantage (Molina-Azorín et al., 2015). 

An organizational firm level implements environmental management practices leads to overall 

positive results of the organization by increasing its competitive positioning and thus provide financial 

returns to the organization (González et al., 2012). The responses of the organization toward environment 

can be operationalized as environmental performance which is a need to do more than the regulatory 

standards (Lee et al., 2015). A necessary step to achieve financial performance is by integrating 

environmental management and the performance goals into corporate level strategies, leading initially to 

organizational performance and competitive advantage with respect to other companies (Melnyk et al., 

2003; Russo & Fouts, 1997; Yusoff et al., 2020). The benefits of such strategies will eventually be reflected 

in financial results (Dunk, 2011). 
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3. Methodology 

A cross-sectional survey of a quantitative nature was used in this study as it was relevant to the 

research question and enabled the simultaneous measurement of variables at the same point in time. This 

design is particularly useful in testing mediation models, such as the role of competitive capabilities 

between knowledge sharing and financial performance, without requiring longitudinal data. The population 

consisted of 3,600 firms contained in the Federation of Malaysian Manufacturers (FMM) Directory of 

Malaysian Industries 2023 (54th Edition). To obtain a representative sample, disproportionate stratified 

random sampling was applied to capture variation across different firm sizes and subsectors, while 

purposive sampling ensured that only firms engaged in production-related activities were included. A final 

sample of 145 manufacturing companies was achieved, which is adequate for PLS-SEM analysis. 

Production managers were identified as the most suitable respondents due to their knowledge of operational 

processes and strategic decision-making (Elearn, 2007; Selart, 2010).  

Data collection was conducted using structured questionnaires distributed directly to respondents. 

The questionnaire items generated to measure tacit and explicit knowledge sharing were based on existent 

measurement scales adapted from prior studies to fit the Malaysian manufacturing context. To strengthen 

validity, the questionnaire underwent expert review by academic and industry specialists, followed by a 

pilot test with 30 respondents to refine item clarity and consistency. Responses were measured on a Likert 

scale from one (strongly disagree) to five (strongly agree). The finalized data were coded and entered IBM 

SPSS version 26 for preliminary analysis and data screening, measurement model testing the reliability and 

validity of indicators and structural model testing hypotheses and mediation effects of the SEM model were 

carried out using Partial Least Squares Structural Equation Modeling (PLS-SEM). 

This study focuses on knowledge sharing, competitive capability, and financial performance. 

Unfortunately, other variables that can have an impact in the financial performance, such as size of the 

company, liquidity or use, were not included because of data constraints and the focus of the research on 

knowledge-based determinants. This was done to minimize bias, as manufacturing firms are much more 

homogeneous and variability relative to other size information, thus providing categories of structural 

differences across industries. These variables should be introduced as control variables in PLS-SEM models 

in future research to better estimate the determinants of financial performance. As shown in Figure 1, the 

theoretical framework illustrates the mediating role of competitive capabilities in the relationship between 

knowledge sharing and financial performance. 

 

 
(Source: Ocampo et al., 2017; Maletič et al., 2016; Jabbour et al., 2012; Wang & Wang, 2012; Boyer & Lewis, 2002) 

 Theoretical framework  
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4. Results 

The percentages of respondents’ years of experience in their manufacturing companies. Respondents 

who had experiences from 1 to 5 years in their own manufacturing business accounted for 9%, and those 

from 5-10 years 32.4%. For the category from 10 to 15 years, it had consisted of 23.4 percent or equal to 

34 respondents in this study. 25.5 percent were received from the category for 15 to 20 years and the last 

category (more than 20 years) obtained 9.7 percent or 14 respondents out of 145 respondents.   

The ownership distribution of the organizations surveyed in this study. Most of the companies, 126 

out of 145 (86.9%), are fully Malaysian owned. Local and foreign joint ventures account for 13 companies 

(9.0%), while fully foreign-owned companies represent the smallest portion, with only 6 organizations 

(4.1%). These findings reflect the constraints faced by foreign entities in incorporating businesses in 

Malaysia, influenced by regulatory policies, such as the Malaysia New Company Act 2016, and specific 

industry requirements for local participation, particularly in sectors like education, petroleum, banking, 

tourism, and agriculture. 

Table 2 presents the reliability analysis of various constructs, including tacit and explicit knowledge 

sharing, cost, quality, delivery, flexibility, innovation, environment, and financial performance. Loadings, 

AVE, CR, and Cronbach’s Alpha all support the constructs’ solidity because all the values exceed the 

minimum thresholds (AVE > 0.5; CR > 0.7). High CR values for constructs like tacit knowledge sharing 

(0.834) and financial performance (0.889) indicate strong internal consistency and reliability, ensuring 

these constructs are suitable for evaluating knowledge-sharing practices, organizational factors, and 

financial outcomes. This reliability strengthens the theoretical framework supporting the study. 

Table 3 tests the discriminant validity of the constructs, meaning that they are different from each 

other, measuring different concepts. It is also observed that the AVE of the constructs are significantly 

higher than the correlation of each with all the others, which indicates the discriminant validity of 

constructs. For instance, constructs like tacit knowledge sharing (AVE = 0.818) and explicit knowledge 

sharing (AVE = 0.802) maintain their independence, reflecting distinct contributions to organizational 

factors and financial performance. This validity reinforces the study's claim that each construct 

independently impacts outcomes such as quality, cost, and innovation, supporting theoretical models of 

knowledge management. 

 

Table 2.  Results of reliability analysis  

Construct Item Loadings AVE CRb Cronbach’s Alpha 

Tacit Knowledge Sharing T1 0.874 0.669 0.834 0.817 

T2 0.812 

T3 0.827 

T4 0.781 

T5 0.807 

T6 0.826 

T7 0.793 

Explicit Knowledge Sharing E1 0.821 0.644 0.886  0.869 

E2 0.835 

E3 0.811 
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E4 0.785 

E5 0.763 

E6 0.797 

Cost C1 0.824 0.662  0.887  0.830  

C2 0.788 

C3 0.834 

C4 0.808 

Quality Q1 0.898 0.745 0.868  0.798 

Q2 0.826 

Q3 0.864 

Delivery D1 0.887 0.747 0.898 0.830 

D2 0.821 

D3 0.884 

Flexibility F1 0.852 0.666 0.893 0.879 

F2 0.834 

F3 0.804 

F4 0.781 

F5 0.821 

F6 0.801 

Innovation I1 0.889 0.734 0.892 0.817 

I2 0.792 

I3 0.885 

Environment EN1 0.848 0.671 0.874 0.848 

EN2 0.790 

EN3 0.797 

EN4 0.837 

EN5 0.832 

EN6 0.813 

EN7 0.813 

Financial Performance  

FP1 

 

0.814 

 

 

0.668 

 

 

0.889 

 

 

0.834 FP2 0.810 

FP3 0.835 

FP4 0.809 

 

Table 3.  Discriminant validity of constructs 

  Cost Delivery Environment 
Explicit 

KS 

Financial 

Performance 
Flexibility Innovation Quality 

Tacit 

KS 

Cost 0.814         

Delivery 0.799 0.864        

Environment 0.781 0.801 0.819       

Explicit KS 0.769 0.776 0.786 0.802      

Financial 

Performance 
0.781 0.780 0.786 0.791 0.817    

Flexibility 0.770 0.784 0.789 0.796 0.808 0.816    

Innovation 0.747 0.822 0.769 0.795 0.762 0.810 0.856   

Quality 0.762 0.831 0.811 0.788 0.812 0.763 0.830 0.863  

Tacit KS 0.758 0.759 0.762 0.756 0.769 0.787 0.790 0.808 0.818 

Note: Diagonals are square root of the AVE and off diagonals are correlations. 
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Table 4 outlines the hypothesis testing results, showing relationships between various constructs and 

their influence on financial performance. The findings indicate that tacit and explicit knowledge sharing 

have important implications for financial performance, cost, delivery, and innovation, with explicit 

knowledge sharing demonstrating stronger effects. For example, explicit knowledge sharing positively 

influences flexibility (β = 0.957, p < 0.01). There were also constructs such as tacit knowledge sharing and 

quality and flexibility in which the findings were negative. This latter finding underscores the importance 

of efforts to specifically encourage sharing of knowledge in improving organizational performance while 

identifying areas for improvement in leveraging tacit knowledge. 

 

Table 4.  Hypothesis testing 

Hypo Relationship 
Std.  

Beta 

Std. 

Error 
T Statis 

P 

Values 
Decision 

H1 Tacit KS -> Financial Performance 0.444 0.140 2.114* 0.0366 Supported 

H2 Explicit KS -> Financial Performance 0.450 0.166 3.504** 0.0006 Supported 

H3a Tacit KS -> Quality 0.127 0.131 0.972 0.3328 
Not 

Supported 

H3b Tacit KS -> Cost 0.316 0.108 2.927** 0.0041 Supported 

H3c Tacit KS -> Delivery 0.395 0.202 2.664** 0.0087 Supported 

H3d Tacit KS -> Flexibility -0.074 0.020 0.188 0.8511 
Not 

Supported 

H3e Tacit KS -> Innovation 0.571 0.138 3.215** 0.0017 Supported 

H3f Tacit KS -> Environment 0.358 0.108 2.395** 0.0181 Supported 

H4a Explicit KS -> Quality 0.800 0.126 6.348** 0.0001 Supported 

H4b Explicit KS -> Cost 0.637 0.107 5.948** 0.0001 Supported 

H4c Explicit KS -> Delivery 0.593 0.181 3.275** 0.0014 Supported 

H4d Explicit KS -> Flexibility 0.957 0.111 8.632** 0.0001 Supported 

H4e Explicit KS -> Innovation 0.839 0.127 6.618** 0.0001 Supported 

H4f Explicit KS -> Environment 0.717 0.102 7.030** 0.0001 Supported 

H5a Quality -> Financial Performance 0.617 0.183 3.635** 0.0004 Supported 

H5b Cost -> Financial Performance 0.269 0.114 2.346** 0.0205 Supported 

H5c Delivery -> Financial Performance 0.157 0.118 1.332 0.1853 
Not 

Supported 

H5d Flexibility -> Financial Performance 0.171 0.214 1.736 0.0850 
Not 

Supported 

H5e Innovation -> Financial Performance 0.115 0.116 0.994 0.3222 
Not 

Supported 

H5f Environment -> Financial Performance -0.212 0.202 1.052 0.2949 
Not 

Supported 

Note: **p<0.01, *p<0.05 

 

Table 5 looks at the influence of constructs such as cost, quality and innovation as mediators of the 

relationship between tacit and explicit knowledge sharing and financial performance. Significant mediation 

effects were observed, such as tacit knowledge sharing influencing financial performance through cost (β 

= 0.085, p < 0.01) and delivery (β = 0.316, p < 0.01). Similarly, explicit knowledge sharing mediated 

through quality and cost also positively impacted financial performance. However, some mediation 

pathways, such as flexibility and environment, did not show significant effects. These results emphasize 
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the importance of effective knowledge-sharing practices and specific mediating factors in achieving 

organizational success. 

 

Table 5.  Mediation hypotheses 

Hypo Relationship 
Std. 

Beta 

Std. 

Error 

T 

Statis 

P 

Values 
Decision 

H6a 
Tacit KS -> Quality ->  

Financial Performance 
0.015 0.144 0.394 0.6942 

Not 

Supported 

H6b 
Tacit KS -> Cost -> 

Financial Performance 
0.085 0.185 2.847** 0.0052 Supported 

H6c 
Tacit KS -> Delivery ->  

Financial Performance 
0.062 0.175 2.810** 0.0058 Supported 

H6d 
Tacit KS -> Flexibility -> Financial 

Performance 
-0.009 0.117 0.512 0.6095 

Not 

Supported 

H6e 
Tacit KS -> Innovation -> Financial 

Performance 
0.289 0.168 2.291* 0.0237 Supported 

H6f 
Tacit KS -> Environment -> Financial 

Performance 
0.285 0.156 1.995* 0.0482 Supported 

H7a 
Explicit KS -> Quality -> Financial 

Performance 
0.250 0.188 2.644** 0.0092 Supported 

H7b 
Explicit KS -> Cost ->  

Financial Performance 
0.266 0.171 2.165* 0.0323 Supported 

H7c 
Explicit KS -> Delivery -> Financial 

Performance 
0.256 0.146 2.121* 0.0359 Supported 

H7d 
Explicit KS -> Flexibility -> Financial 

Performance 
0.233 0.177 2.320* 0.0220 Supported 

H7e 
Explicit KS -> Innovation -> Financial 

Performance 
0.280 0.153 2.145* 0.0339 Supported 

H7f 
Explicit KS -> Environment  

-> Financial Performance 
-0.049 0.250 1.024 0.3079 

Not 

Supported 

Note: **p<0.01, *p<0.05 

 

The findings show the importance of knowledge sharing and competitive capabilities as 

determinants of financial performance. The study results are probably not representative as control variables 

were not considered, which are mandatory as financial results are also influenced by structural features 

like size, liquidity or modal of financing. In meaning, further studies with incorporation of these variables 

would strengthen statistical analysis and broaden the interpretation of relationships examined. 

5. Discussion 

This study examined four crucial variables, which are tacit and explicit knowledge sharing, 

competitive capabilities and financial performance. Transfer of tacit knowledge has to do with the transfer 

of insights, skills and know-how that are gained experientially, for example of skills, while explicit 

knowledge sharing has to do with codified or documented information that could be found in manuals and 

databases. Competitive capabilities in this study are those multi-dimensional measurements that identify 

the firm’s ability to compete effectively in the current changing business environment by excelling in its 

performance in terms of quality, cost, delivery, flexibility, innovation, and environment. Lastly, financial 
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performance measures an organization’s success in relation to profits, sales increase, or return on 

investment. 

This research hypothesizes that implicit and explicit knowledge sharing directly influence financial 

performance, arguing that access to knowledge resources improves decision-making and efficiency. On the 

other hand, capabilities for tacit and explicit knowledge sharing should enhance competitive strengths, 

because shared knowledge foster quality, cost efficiency, delivery, flexibility, innovation, and promptness 

in environmental response. In turn, competitive capabilities influence financial performance, as firms that 

achieve operational excellence and innovation are more likely to improve profitability and sustainability. 

Finally, it is argued that competitive capabilities mediate the impact of both tacit and explicit knowledge 

sharing on financial performance, which implies that the financial outcomes are achieved through an 

increase of specific capabilities motivated by knowledge sharing practices. 

The study confirmed a strong positive relationship between tacit knowledge sharing and financial 

performance (Hypothesis 1, H1), with a standardized beta of 0.444 (p < 0.05). This finding emphasizes the 

role of tacit knowledge, such as individual skills, experiences, and insights to enhance financial 

performance. By fostering environments where employees share non-explicit knowledge, companies can 

innovate and respond dynamically to market demands, thus improving their financial metrics. This is 

consistent with the theory that identifies tacit knowledge as the basis for competitive differentiation in 

human capital and manufacturing industry development (Ang et al., 2022; Okuyama, 2017; Park et al., 

2015). 

In H2, there is a strong relationship between explicit knowledge sharing and financial outcome (β = 

0.450, p < 0.01). This reveals the importance of a driver of financial performance in structured and codified 

knowledge, such as written manuals as well as related manuals and databases. While tacit knowledge proves 

reasonably to be shared between individuals, explicit knowledge provides the ability to scale up and sharing 

of information between various human resources to enable companies to be standardized and efficient. This 

supports the postulated hypothesis that, successful knowledge sharing can benefit operational and financial 

returns (Doğan & Doğan, 2020; Wang & Wang, 2012). 

While tacit knowledge sharing positively affected cost (β = 0.316, p<0.05), delivery (β = 0.395, 

p<0.05), innovation (β = 0.571, p<0.05), and environment (β = 0.358, p<0.05), but not quality (β = 0.127, 

p>.0.05) and flexibility (β = -0.074, p > 0.05) supporting Hypotheses 3a-3f. These conflicting results gave 

rise to the possibility that although tacit knowledge provides incentives for creativity and only facilitates 

cost efficiency, it does not directly contribute to process consistency or adaptability. This suggests that tacit 

knowledge is selectively applicable to competitive capabilities (Awada & Haj Youssef, 2024; Nor et al., 

2024; Zhang et al., 2023). 

Explicit knowledge sharing exhibited strong positive effects across all competitive capabilities (H4a 

to H4f), with particularly high impacts on flexibility (β = 0.957, p < 0.01), innovation (β = 0.839, p < 0.01), 

and quality (β = 0.800, p < 0.01). These outcomes imply that explicit knowledge supports standardized 

processes that yield quality assurance, operational flexibility, and novelty. More structured than tacit 

knowledge, explicit knowledge can be readily leveraged to systematically make improvements across the 

entire system, further aiding the argument as to why manufacturing companies exhibit excellence in 

competitive capabilities (Loong et al., 2023; Yuen & Lam, 2024). 
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From Hypothesis 5a to 5f, Quality (β = 0.617, p < 0.01) and cost (β = 0.269, p < 0.05) had a positive 

impact on financial performance, while delivery, flexibility, innovation, and environmental capabilities did 

not yield significant impacts (p > 0.05). These findings suggest that more directly related to financial 

performances, consistent levels of quality and cost efficiency are found to reflect in financial performance 

compared to efficiency in product development and logistical efficiency. However, the non-significant 

results for other outcomes call for further investigation of their spilt effects or contextual restrictions 

(Giménez et al., 2019; Krishnan & Islam, 2019; Lyngstadaas, 2019). 

H6a to H6f investigate whether competitive capabilities act as a mediator in the process of tacit 

knowledge sharing positively impacting firm performance, in particular financial performance. The indirect 

effects of tacit knowledge sharing on financial performance via cost (β=0.345, p<.01), delivery (β=0.316, 

p<.01), innovation (β=0.289, p<.05), and environment (β=0.285, p<.05) were significant. These results 

highlight that tacit knowledge sharing, through the enhancement of competitive capabilities such as cost 

efficiency, timely delivery, innovative processes, and environmental considerations, contributes indirectly 

to improved financial performance. However, mediation effects through quality and flexibility were not 

supported, suggesting that tacit knowledge sharing may require additional organizational mechanisms or 

cultural alignment to influence these dimensions effectively. Overall, the findings support the centrality of 

tacit knowledge in creating operational efficiencies and fostering innovation, which indirectly supports 

financial performance (Casselman & Samson, 2011; Osobajo & Bjeirmi, 2021). 

H7a to H7f examine how explicit knowledge sharing interact with financial performance through 

competitive capabilities. Explicit knowledge sharing influenced financial performance via quality (β = 

0.250, p < 0.01), cost (β =0.266, p < 0.05), delivery (β = 0.256, p < 0.05), flexibility (β = 0.233, p < 0.05), 

and innovation (β = 0.280, p < 0.05). These findings demonstrate that explicit knowledge sharing enables 

organizations to enhance various competitive capabilities, which in turn positively influence financial 

performance. However, no mediation was observed via environmental capabilities (β = -0.049, p > 0.05), 

pointing to explicit knowledge sharing role as either minimal or indirect in driving environmentally 

sustainable practices. The results underscore the versatility and structured benefits of explicit knowledge in 

improving competitive capabilities, which collectively contribute to financial performance, while pointing 

to opportunities for further alignment with environmental goals (Kareem et al., 2024; Lyngstadaas, 2019; 

Vilkas et al., 2021; Yuen & Lam, 2024). 

6. Conclusion 

In summary, the present research revealed the mediating effect of competitive capabilities on the 

link between knowledge sharing and financial performance in the manufacturing sector in Malaysia. The 

study identified both tacit and explicit knowledge sharing are essential for driving financial performance, 

and that explicit knowledge sharing has relatively strong effects across several competitive capabilities. 

The results underline the need for manufacturing firms to embed knowledge-sharing mechanisms into their 

overall strategic landscape to support improvements in their quality, cost, delivery, and innovative 

capabilities. The findings support the idea that creating a culture and practice of knowledge sharing can be 

a driver of financial performance and serve as the foundation of a sustainable competitive advantage. 

http://dx.doi.org/


https://doi.org/10.15405/epsbs.2026.09.54 
Corresponding Author: Stephen Laison Sondoh Jr. 

Selection and peer-review under responsibility of the Organizing Committee of the conference  

eISSN: 2357-1330 

 

 798 

The present study is valuable to the KBV in that it presents an empirical analysis of the mediating 

effect of competitive capabilities in the relationship between knowledge sharing and financial performance 

among Malaysian manufacturing firms. It provides a model that could be reproduced or expanded upon by 

future researchers in other sectors or areas. On a practical level, this study offers managers with empirical 

answers on where and how by integrating tacit and explicit knowledge sharing for competitiveness and 

overall achieving financial outcomes. At a cultural level, a shift in more diversified knowledge sharing and 

competitive cultures can increase sustainability and resilience of Malaysia’s manufacturing industries, 

which in turn can promote economic development, the creation of jobs and sustainable paths to achieve the 

governments’ 4th Industrial Revolution goals. 

Future studies are recommended to include control variables (e.g., company size, liquidity, capital 

structure) to improve models and control for financial factors, enabling a better understanding of how the 

competencies in the firm can leverage with the financial structures. Metrics such as company size 

(logarithm of total assets), liquidity and capital structure (current ratio and debt-to-equity ratio) can provide 

more insights of financial performance within the Malaysian manufacturing sector. In addition, future 

research should also explore into contextual factors such as organizational culture, leadership styles, and 

technology adoption, using longitudinal designs to follow these relationships over time. Expanding 

research to other sectors and regions would enhance generalizability, while examining knowledge-sharing 

practices that promote environmental sustainability would enable organizations to better align their efforts 

with broader sustainability goals. 

In addition, this study does not explicitly account for pervasive factors such as size, liquidity or 

capital structure that may also have appears to affect financial performance outcomes. Future research could 

be interesting to explore the inclusion of these variables as controls in statistical models such as Partial 

Least Squares Structural Equation Modelling (PLS-SEM) that can enable to look at the specific effects of 

the relevant variables more precisely (knowledge sharing, competitive capabilities), and of those variables 

mentioned that are not statistically related. 
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