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Abstract 

Governance occupied a great deal of interest from academics, practitioners, and regional and 

international organizations alike to the countries that provided it in solving the global crises 

that occurred in the countries of the world during the twentieth century. Then the interest in 

governance expanded after the repercussions of power and issues of corruption in the 

American economy in order to achieve economic growth automatically. The rules and 

principles of governance help institutions to efficiently manage their available resources and 

thus the ability to impose themselves in the market and their stability. So what are small and 

medium enterprises? Does governance contribute to improving the financial performance of 

small and medium enterprises? What are the obstacles that sound governance in small and 

medium enterprises may face? All these questions were addressed in this research. The 

results showed the importance of governance and the transparent application of its policies on 

the competitive advantage of companies, which is reflected in economic growth significantly. 
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Enterprise Rules and Principles, Economy 

  

mailto:Sha@shapadu.com.my
mailto:radzali.hassan@hartagroup.my


The Impact of Governance in Achieving Competitive Advantages 

3944 

Introduction 

Small and medium-sized enterprises have dominated economic studies recently because they 

differ from large-sized enterprises in terms of their orientation and objectives [1]. These 

enterprises spread in the seventies of the last century, and had a significant impact on the 

economies of developed and developing countries alike, but they were also spread at the 

speed with which they were established during its early years, studies tended to help provide 

solutions that enable these institutions to survive and impose their position in the markets. 

Small and medium enterprises are those that are owned and managed in an independent 

manner, as they do not control the field of work in which they are active [2], and the 

institution is considered small and medium if it employs 100 workers or less and works in the 

field of industry, construction, and processing, or wholesale trade, retail trade, or service 

activity of hotels and restaurants, or transportation, storage and communication, or insurance 

[3], the definition of institutions has differed from one country to another according to the 

criteria used in any of them, so it is necessary to adapt these criteria to the peculiarities of the 

economic and social system prevailing in that country [4]. 

Large-sized enterprises in the contemporary economy occupied securities that play in 

reviving the economy and achieving structural development and technological progress, as 

well as the American economy, and reducing the unemployment rate [5]. Including 

companies listed in the "Four Chain" list of more than 500 industrial companies as well as the 

largest and most famous chain stores and mail order companies founded by organizers with 

limited capital and the most important keys to economic development, enterprise core 

resources, and institutional improvement [6]. 

Governance has a clear impact on the performance of institutions through a number of 

channels, which is represented in increasing access to external sources of funding [7], which 

increases the company's market value [8]. Governance contributes to the increase in the value 

of the company and the tendency of investors to buy shares, thus attracting more investments 

and reducing the risks of financial crises [9]. Governance is the main reason that helped some 

companies to return and achieve a competitive advantage after the financial collapses that 

occurred in the whole world, as well as improving the relationship with stakeholders, as 

governance brings the relevant parties together and works to maintain friendly relations 

between them through the publication of financial statements, meetings and frankness 

disclosure, transparency, and finally the field of improving performance and increasing 
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efficiency [10]. It also works to spread the spirit of cooperation and responsibility in 

partnership with all parties to turn into a company in achieving success [11]. 

 

Governance Concept 

In the wake of the political developments that the world witnessed at the end of the twentieth 

century, and the entry into the era of the third millennium, many changes appeared in the 

work and business environment, accompanied by changes in various areas and sectors, 

which, by their nature, imposed different challenges on organizations [12]. And it became 

clear that no organization, which seeks to advance itself and stay in the market, has to achieve 

a competitive advantage that guarantees it a high competitive ability, based in essence on the 

principles of governance, by promoting transparency, justice, and independence for all 

parties. Relevant to the organization's work and activity, which supports the organization's 

competitive position, and works to avoid mismanagement, or attempts at manipulation and 

corruption [13], as well as avoiding the risks of financial collapses, such as that which 

occurred during the nineties of the century in the past for many giant companies, see figure 1 

[14]. 

 

Figure 1. Governance Dimensions 

 

Governance is a system for managing the company strategically to achieve its main 

objectives, and to monitor it comprehensively and in a positional, ethical, and committed 

manner [15]. To the extent that it does not converge with the interests of other relevant 
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groups [16]. Also, consider the system through which business companies are directed and 

managed, and defines the rights and responsibilities between the various parties related to the 

company’s activity, such as the board of directors, shareholders, and stakeholders, and 

defines the rules and procedures for making decisions related to the company’s affairs [17], 

as well as the structure that Through which the objectives of the company, the means of 

achieving them, and the means of performance control are set [18]. Governance is also 

defined as the approach used by the company’s stakeholders to monitor their own interests, 

and it is also an expression of the system through which the company is managed and 

monitored [19]. 

The researchers consider that governance is a set of mechanisms, procedures, laws, rules, 

regulations, decisions, and standards that determine the relationship between the company’s 

management on the one hand and the shareholders, stakeholders, or parties associated with 

the company such as bondholders, workers, creditors, citizens on the one hand [20], [21].  

another side there are three dimensions of governance which are [22], [23]: 

i. Transparency: which means providing honest and objective information in all 

honesty, and contributes to the decision-making process in a timely and correct 

manner for all internal and external parties for the organization,  

ii. Fairness: It is respect for the rights of stakeholders in the organization and the 

distribution of tasks and responsibilities among employees on the basis of justice and 

equality between them and  

iii. Independence: The Organization for Economic Co-operation and Development 

(OECD) has shown that independence must include supervision and control 

processes.  

For that, the organization shall be controlled by an independent body that is not under the 

management of the organization, and an independent audit committee, consisting of three to 

five members, may emerge from the members of the board of directors, to oversee the 

oversight of the administrative and financial reports. 

Corporate Governance Measurements 

Corporate governance is a tool to put companies on the right track by assessing performance 

and measuring the extent to which objectives are being achieved, and is an important part of 

the strategic process [24]. Improving performance through its principles and mechanisms that 

operate as an effective system for institutions and its good application contributes to 

achieving disclosure and transparency and reducing corruption and fraud and thus improving 
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the financial performance of small and medium enterprises, making them longer life and 

more presence in the markets, development and progress, but institutions must be keen to 

improve the level of governance practice in them And the institution's commitment to the 

regulations and laws that help it reach safety [25]. 

The measure of governance depends on the members of the Regulatory Authority, 

organizational systems, board of directors, internal regulations and laws, general educational 

level, remuneration of the board of directors and managers, financial and administrative 

investment for companies, and clarification of the relationship between fund owners and 

companies’ boards of directors, internal control policies for work, financial means and 

means, transparency and determining internal audit standards financial information and 

financial business comply with the standards of international accounting standards, see figure 

1 [26]. 

 

Figure 1 Corporate Governance Measurements 

 

Governance and Competitive Advantage 

Governance helps to support performance, increase competitiveness, attract investments and 

improve the economy through improving and developing the organization’s management, 

ensuring fair dealing with shareholders, employees, and all other parties, and supporting the 
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principle of transparency in all transactions and operations of the organization, in a manner 

that enables controlling elements of corruption [27]. 

The competitive advantage is to achieve progress from other competitors and to widen this 

gap from them, through the difference between the value that the customer obtains, and the 

financial value that he pays for obtaining that product [28]. It also helps in generating 

resources and creative capabilities related to the internal environment of the organization, 

which can be imitated by other competing organizations. 

The competitive advantage is also announcing the company's ability to excel in the areas of 

finance and marketing, above all its other priorities, which in turn requires understanding the 

general framework of the company by identifying the top management of the actual desires 

and needs of customers and then defining the most appropriate means and way to deliver it to 

their reach in the shortest time [29]. 

And being a process that aims to meet the needs and desires of customers in order for the 

customer to acquire products from goods or services and to request access to them and 

benefit from them. The researchers define competitive advantage as the organization’s ability 

to produce goods and services at a lower cost or a product that is distinct from its counterpart 

in the markets for customers in a distinct way, through the organization’s exploitation of its 

sources of strength to add value to its products in a way that other competitors are unable to 

implement. 

The importance of the competitive advantage lies in the fact that it is an important and 

essential factor for the work of organizations of all kinds and their products because it is the 

basis around which the comprehensive competitive strategy of the organization is formulated; 

It is also of importance as a tool to meet the challenge that awaits the organization from the 

competing organizations in the relevant sector. 

Most studies also indicate that there are a number of dimensions that work to achieve the 

competitive advantage of organizations. These dimensions include cost, quality, creativity, 

flexibility, delivery, reputation, design, excellence, growth, alliances, ease of use, supply, 

time, and technology, See Figure 3 [30]. 
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Figure 3. Competitive Advantage Dimensions 

 

Several recent studies have chosen some dimensions in terms of their importance in 

competitive advantage, namely cost, quality, and creativity, see figure 4, given the consensus 

of the majority of studies on the importance of these three dimensions, they will be defined as 

follows [31]: 

• Cost: is defined as the voluntary sacrifice of a group of economic resources to obtain 

tangible or intangible benefits, in the present or in the future, for the purpose of 

achieving specific goals. 

• Quality: is defined as the set of marketing, engineering, and manufacturing 

characteristics that meet the expectations of the customer when using the product. The 

British Standard refers to the concept of quality as the sum total of qualities and 

characteristics of a product or service that can meet the needs and desires of 

customers. 

• Creativity: it is defined as the process that the individual is characterized by when he 

encounters situations that he gets excited about and coexists with deeply and then 

responds to them in a manner consistent with himself, so his response comes different 

from the responses of others and is singular. It includes thought leadership 

represented in the introduction of new ideas. 
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Figure 4. Importance in Competitive Advantage 

 

A number of studies have found an impact of applying governance in achieving competitive 

advantage. Some studies have indicated that there is a statistically significant impact of 

governance in achieving competitive advantage as a result of improving the quality of 

decisions taken by small and medium-sized companies when applying the principles of 

governance. 

Studies have also found statistically significant effects of adopting the dimensions of 

corporate governance in enhancing economic competitiveness in medium enterprises. The 

study concluded that there is an impact of the dimensions of corporate governance in 

achieving competitive advantage in small-sized companies. The sustainable competitive 

advantage is no longer limited to product excellence and the level of development and 

improvement of the performance of the institution, but also to the application of governance, 

and knowledge of how to properly direct its mechanisms [32]. 

Studies have also concluded that there is an impact of a semantic application of corporate 

governance in raising the competitive advantage of the Small and Medium-Size Enterprises 

that offer their shares in the financial markets. This is due to the fact that the dimensions of 

corporate governance represented in transparency, accountability, justice, and responsibility 

have a significant impact on competitive advantage in the cases studied at the level of 

medium and small-sized companies. There is a positive correlation between profit and the 

measure of earnings per share or returns on assets. This means that incorporate governance 

there is a positive correlation between corporate governance and company performance. 
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Another study also found that the corporate governance instructions issued by central banks 

affect the improvement of the practices of subsidiary banks in that country and that the 

commitment of subsidiary banks to apply corporate governance instructions mainly affects 

their performance, and thus affects the national economy of that country. Corporate 

governance strongly affects the performance of companies in general, especially their assets, 

and their profits in general, and the profitability of stocks in particular. It is considered the 

best operational performance and market evaluation that is associated with the highest level 

of corporate governance application. 

 

Findings and Discussion 

This study resulted in a number of results that were explored by the research available on 

many official and scientific databases for some countries that implement the principle of 

governance, and this is with regard to the scope of research from medium and small-sized 

companies in those countries, and accordingly, the following is a list of these results with 

discussion asap accessed. 

• Existing studies with regard to the dimension of transparency as one of the 

dimensions of governance have shown that there is an increase in the percentage of 

transparency. This is due to the sector's commitment to the applicable laws and 

regulations, which are reflected on the employees, as well as to granting medium and 

small-sized companies the necessary powers for employees to make decisions related 

to their work. 

• The results related to the dimension of justice as one of the dimensions of governance 

showed the presence of a medium degree for the responses of the study sample, which 

are medium and small-sized companies. This is due to the fact that this sector covered 

by the study, from the point of view of previous studies at an average level, justice is 

applied in all its dealings, such as the prosecution of abuses, and legal accountability 

for any violating employee, while small-sized companies are characterized by justice, 

and all employees are treated fairly without distinction between their jobs. 

• The results related to the dimension of independence as one of the dimensions of 

governance also showed the presence of a high degree of studies that achieve this 

dimension. This is due to the fact that workers in medium and small-sized companies 

have the authority and independence to perform their work in the way they see fit, in 
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addition to giving the management staff of these companies’ complete freedom to 

present different and new ideas in their field of work. 

• The study also showed the cost dimension as one of the dimensions of competitive 

advantage that there is a high degree of medium and small-sized companies that 

achieve this dimension. This is due to the efforts of the administrations of those 

medium and small-sized companies to provide their services at the lowest cost to 

control their market share and to provide products and health care compatible with the 

quality of those services and health care. 

• The study also showed the indicator related to the dimension of quality as one of the 

dimensions of competitive advantage that there is a medium degree in achieving this 

dimension, due to the relative excellence of the services of medium and small-sized 

companies. The average degree is due to what those companies do in designing 

training programs for the actual training needs of employees. 

• The results of the creative dimension as one of the dimensions of the competitive 

advantage showed that there is also a medium degree in achieving this competitive 

advantage. This is due to the fact that employees of medium and small-sized 

companies have a moderate degree of freedom to carry out their work recurrently. 

In conclusion, the studies showed that the impact of the application of governance with its 

combined dimensions (transparency, justice, and independence) on the competitive advantage 

with its combined dimensions (cost, quality, and innovation) in medium and small-sized 

companies was significantly positive and was higher than expected. 

 

Conclusion and Recommendations 

In light of the results of this study, the researcher suggests some of the following 

recommendations: 

• Small and medium-sized companies must continue to apply the dimensions of 

governance and enhance this approach, because of this effective impact in achieving 

competitive advantage in those companies. 

• The necessity for medium and small-sized companies to educate their employees 

about the importance of corporate governance and its positive role in achieving 

competitive advantage through the implementation of awareness campaigns on the 

concepts of corporate governance and its effective impact. 
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• Working on holding training programs for employees in the field of governance in 

terms of training them on how to take advantage of the dimensions of governance that 

enable employees to enhance and develop their capabilities to exploit the available 

resources at the lowest costs to reach sufficiency. At the level of one department or 

department, achieving basic sufficiency at the level of other departments, reaching the 

competitive advantage at the lowest costs, and reaching the stage of outstanding 

performance, innovation, transparency, and quality in medium and small-sized 

companies. 

• Holding training programs for workers in the field of competitive advantage, and 

training them on how to achieve its dimensions in terms of cost, quality, and 

innovation to obtain the largest share in the market. 

• The need for medium and small-sized companies to take advantage of the competitive 

advantages achieved for them in a timely manner by preparing a specialized database 

for cost outputs and refer to them when needed to gain time, which reduces this cost 

and searches for this information and ensures flexibility and speed in response to 

providing the service. 

• It is necessary for the management of medium and small-sized companies to attach 

more importance with regard to continuous follow-up to identify the changing needs 

of auditors and speed of response to them through the processes of creativity and 

innovation and experimenting with innovative ideas and solutions. provided by 

employees and put into practice. 

• It is necessary that the sector of medium and small-sized companies in question 

continue to pay attention to the dimensions that achieve its superiority and distinction 

and to work on building and sustaining competitive advantages. 

Finally, we find that governance has a direct impact on improving performance in small and 

medium enterprises by paying attention to the interests of employees, customers, and all 

parties. It increases the capabilities of employees from their sense of responsibility and the 

management’s conviction of the importance of their participation and the need to improve the 

climate for them, which contributes to improving the performance of companies. It should be 

noted that the role of governance is not limited to setting rules and laws and monitoring their 

implementation. But it also includes providing the necessary environment to support their 

credibility, and this can only be achieved with cooperation between the government, the 

regulatory authorities, the private sector, and the actors. We also note that the governance 
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system in small and medium-sized enterprises differs from what exists in large private 

institutions in the field of separating ownership from management and the role of the board of 

directors. 
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