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ABSTRACT

This study investigates the influence of resources strategic and competitive strategy on the
performance of SMEs in Bali, Indonesia. The sample of this study consists of 149 SMEs,
comprised of 114 small businesses and 35 medium enterprises, and selected using the
stratified random sampling. The data is analyzed in two steps; the descriptive statistical
analysis and inferential analysis. The descriptive analysis aims to discover the characteristics
and the responses on the questionnaire items, while the inferential analysis; using the
Structural Equation Modeling (SEM) through AMOS software to test the hypothesis of the
research. The finding shows that the strategic resources have a positive and significant effect
on the competitive strategy; the competitive strategy has a positive and significant effect on
performance, and the strategic resources have a positive and significant effect on the
performance. Also, it is found that strategic resources have a positive indirect effect on
business performance through a competitive strategy. The descriptive analysis reveals that
for the resources strategic, the achievement of reputation resources has the highest response
of 4.06. Meanwhile, for the competitive strategy, the highest response of 4.08 is given to the
focus strategy. The highest response of 3.94 the performance is productivity.
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A good economic structure is a structure of development supported by all the power of
people’s economy (Esfandiara, 2019). The empowerment of people’s economy is inseparable
from the empowerment of entrepreneurship activities, which are commonly acknowledged as
one of the most important impulses in developing national economy (Trung, 2008). Nowadays,
SMEs have contributed greatly towards economic development; in terms of providing jobs and
work opportunities and increasing public income and non-oil export (Cosenza & Notob, 2018).
The SMEs sector is the major drive which promotes the growth of jobs in a country’s
economy (Kaja and Osmani, 2013). The efforts to empower SMEs is becoming more critical,
considering the dramatic changes in the global business environment in which the SMEs are
required to have competitive advantages to win the competition and survive (Suardhika,
2012). Indonesia has joined the AEC - 2016 by implementing the free market in various
sectors such as capital, goods, services, and labours. One of the three main pillars of AEC is
its mission to create a better economic climate in ASEAN to compete with more
economically-advanced countries. However, on the other hand, the competitiveness of SMEs
is generally low and prone to the negative effects of changes in the business environment. This
will lead to low productivity, which in turn will result in business failure due to the inability to
adapt to the business environment (Zimmerer & Scarborough, 2008).

One of the proposed solutions for this challenge is the resource-based operation or
management to create a unique competency (Grant, 2010; Mosakowski, 1993) and providing
strategic choices to achieve sustainable competitive advantages (Grant, 2010; Barney, 1991).
Realising sustainable competitive advantages can't be separated from the resource-based
view (RBV) approach that leads the management to identify, control, and develops strategic
resources to produce optimal performance (Barney, 1995).

Strategic resources are a series of assets and capabilities which becomes the core
competencies of a company to produce competitive advantage (Williams, 2014). Fernandes
(2019), mentioned that strategic resources are the basic strategic instruments in creating a
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competitive advantage to add values to the operation and competition of a company, as well
as the foundation to choose a business strategy. The processes of development,
maintenance, and control of strategic resources have to be performed from time to time to
create a strong foundation for achieving sustainable competitive advantages and to produce a
superior performance of the company (Hair et al., 2014).

The suitability and conformity of the implemented strategy with the company’s resources
is an important beginning for improving the company’s performance (Wernerfelt, 1984; Porter,
1998). Moreover, Grant (2010), stated that strategic resources owned and controlled by the
company should be utilized as the basis for formulating and implementing strategies to realise
optimal business performance. Barney (1995) adds that the survival of a company depends
on its resources and the strategy it chooses to empower those resources so that they can
respond well to the opportunities and challenges provided by the business environment.

The role of the company’s resources as the determining factor of performance has been
well-proven (Ainuddin et al., 2007; Talaja, 2012; Ferreira & Azevedo, 2007). Edelman et al.
(2002), who empirically investigate small enterprises in a less-interesting industry in the United
States, utilise the intangible concept of resources (human and organizational resources) to
predict the implementation of business strategy and business performance. The findings of
Edelman et al. (2002) indicate that both resources and strategy cannot explain the
performance, on their own. However, strategies that suit the profiles of the resources can
improve business performance. Furthermore, Edelman et al. (2002) report that human and
organizational resources, combined with customer service strategy, can increase acompany’s
performance.

LITERATURE REVIEW

Business Performance. The measurement of business performance is performed using
financial and non-financial approaches to determine the achievement of the company’s goals
(Chong, 2008). However, difficulties emerge when the manager or owner of SMEs is
unwilling or reluctant to provide information about financial performance nature (effendi and
Arifin, 2010). To anticipate the unavailability of real performance data, such information can
be explored through the perception approach of the owner or manager of SMEs (Dess &
Beard, 1984). This is relevant to measure the performance of an enterprise, particularly
because the small business seldom has appropriate financial report to publish (Ozdemirci,
2011). Rosli (2012), measures the performance of SMEs by referring to three aspects,
namely profitability, productivity, and market. The profitability aspect measures performance
based on the achievement of the financial target set by the company. The financial target aim
is generally to focus on the achievement of revenue, profit, cash flow, return on capital
employed, return on investment, or economic value added (Parnell et al.,, 2006). Further,
Camison notes that the measurement of performance is base on the respondents’
expectation of and interest on those measures. Performance is analyzed based on the
company’s achievement, in terms of the extent of satisfaction level on business performance
achievement (Rosli, 2012).

Resource-Based View of the Firm (RBV) Theory. A company’s ability to continuously
create and sustain superior values is determined by the competitive advantage of that
company (Barney, 1995; McWiliams & Siegel, 2011). There are two models of
competitiveness to explain the concept of sustainable competitive advantage. The first is the
industrial organization competitive advantage model, developed by Porter (1998) using the
theoretical paradigm of structure-conduct performance (SCP) stemmed from the theory of
industrial organization economy theory. This is the main explanation for sustainable
competitive advantage. The second model is the Resource-Based View (RBV) model,
stemmed from the internal strength and resources of the company, which primarily explains
the value production of the company (Barney, 1991; Peteraf, 1993; Grant, 2010). Based to
Porter (1998), to create a sustainable competitive advantage, a company has to reconfigure
its chain of values, including the configuration of primary and secondary activities in an
integrated chain of values. Further, Porter formulates three models of competitive strategy for
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a company to produce sustainable competitive advantage; including (1) the cost leadership
strategy, (2) the differentiation strategy, and (3) the focus strategy. Research by Rosli (2012)
mentioned that The SMEs had placed high emphasis on resources strategic, e.g., firm
management, marketing and human resource management; and moderate emphasis on total
innovation.

The RBV model, based on the unique competence and resources of a company, can
improve its competitive advantage and produce superior values beyond the average
competitiveness of its competitors (Fahy, 2000). This is because a company has unique
resources of competence, skills, knowledge, and productive factors that its competitors can
never imitate. Barney (1995) defines competitive advantage from the perspective of
Resource-Based View as follow; “An enterprise has a competitive advantage if it can create
more economic value than the marginal competitor in its product market”. This definition is
consistent with the spirit of competitive advantage definition proposed by Porter (1998) in the
industrial organization approach and with the value-based view approach. In RBV, one of the
ways to produce sustainable competitive advantage is by creating or generating a kind of the
firm’s specific resources (FSR), which, in theory, is something unique or specific to the
company or firm so that it is hard to imitate.

RBV states that the complex system of an organization, which is the foundation for
strategic advantage, is resulted from the unique historical background of each firm or
organization. However, the real source of such resources is still unclear (Ollavarrieta &
Ellinger, 1997). The key source of the unique resources that can improve a firm’s competitive
advantage is the company’s specific resources resulted from the differences in attributes of
companies in an industry (Barney, 1991; Wang et al., 2011; Wang, 2014).

Competitive Strategy. Every business must design several strategies to achieve its
goals, including marketing strategy, technological strategy, and resources appointment
strategy. Strategy and the formulation of strategy play an important part in the firms’
management process (Miles & Darroch, 2006). The strategy gives the direction that a firm
has in mind and in which way they want to achieve their goals (Gibcus and Kemp, 2003; Qi
et al., 2011; Parnell, 2011). Researchers, in general, refer to two approaches of competitive
strategy; the competitive strategy of Miles & Snow and the competitive strategy of Porter.
Miles & Snow strategy (2003) focuses on the strategic orientation, classifying three strategies
related to good performance: prospector, defender, and analyzer, and one strategy related to
bad performance; i.e. reactor strategy. Meanwhile, Porter's competitive strategy focuses on
the strategic position by proposing three generic strategies to produce competitive
advantage: the overall cost leaders, the differentiation, and the focus strategies. On the other
hand, the stuck-in-the-middle strategy proposed by Porter contributes to a negative effect on
performance (Estévez et al., 2018).

This study uses Porter's (1998), competitive strategy operational because this strategy
is considered relevant to the practices of SMEs (Suliyanto & Rahab, 2012; Hashim et al.,
2001). Also, it is closely related to the SMEs efforts to improve and develop its competitive
position and its market segment in the industry (Wheelen & Hunger, 2012). Based on this
strategy, the value of SMEs resources depends on their suitability to the structure of SMEs
industry, and on their ability to support the implementation of the performance improvement
strategy. Three generic competitive strategies Porter's (1998) are described as follows:
1) The overall cost leaders’ strategy, refers to the achievement of SMEs overall cost leaders
in its industry by setting a relatively high market control, access to raw materials, or other
cost leaders; 2) The differentiation strategy refers to the production of new goods and
services by the company, which are considered unigue products in its industry. This strategy
depends on differentiation designed to attract customers who are responsive to the attributes
of better products; 3) The focus strategy, is a hybrid strategy, based on low cost and
differentiation, focusing on the efforts to serve the needs of a certain segment of the market.

Based on these descriptions, the following hypothesis put forward as bellow.

Hypotheses 1: resources strategies have a significant effect on competitive strategy;

Hypotheses 2: resources strategies have a significant business performance;

Hypotheses 3: competitive strategy has a significant effect on business performance.
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METHODS OF RESEARCH

The population in this research is all SMEs in the wood-carving industry in Bali,
Indonesia. The total number of SME reported by the Industry and Trade Office of Gianyar
Regency in 2015 is 238 units; comprised of 182 units of small business and 56 units of the
medium enterprise. The sample of this study is determined using the Slovin formula, resulted
in 149 SMEs sample. The stratified random sampling is used to select the sample because
the population is heterogeneous. Since the number of units in each stratum is different, the
disproportionate stratified random sampling. The following is the calculation to determine the
sample taken from the population.

Table 1 — Distribution of samples

Type of Business
No Sub-District Small Business Medium Enterprise
Population Sample Population Sample

1 Sukawati 53 33 9 6
2 Tegallalang 32 20 4 3
3 Gianyar 12 8 10 6
4 Ubud 70 43 27 17
5 Blah Batuh 4 3 3 2
6 Tampak Siring 8 5 2 1
7 Payangan 3 2 1 1

Total 182 114 56 35

Source: Industry and Trade Office of Gianyar Regency.

Based on the information in the table, it can be concluded that 149 units of the sample
are targeted in this research, consisting of 114 units of Small Business (SB) and 35 units of
Medium Enterprise (ME). The respondents for this study are the managers of SMEs, chosen
for their capacity and capability concerning the knowledge of the existing and operating
business activities which will answer the items in the research instruments. The investigation
implements descriptive statistical analysis to describe and obtain an overview concerning the
studied object as it is without performing general analysis and drawing general conclusion
(Kumar, 2011). The descriptive analysis aims to discover the characteristics of and the
respondents’ responses to the questionnaire items.

Meanwhile, to test the empirical model and the hypothesis in this research. Moreover,
inferential analysis is utilized, using structural equation modelling (SEM) by estimating the
covariant matrix-based maximum likelihood (MLE) (Hair et al., 2014). The inferential analysis
is implemented through the AMOS program.

The Characteristics of SMEs’ Respondent. The description of respondents shows that
the managers of SMEs are mostly of the age characteristics between 35-39 years old (33.6
percent); followed by those in the age range of 40-42 years old (24.2 percent), 45-50 years
old (16.8 percent), under 30 years old (10.7 percent), and 30-34 years old (9.4 percent). The
eldest respondent is beyond 50 years old, with a distribution of 5.4 percent. This information
on respondents’ distribution based on age indicates that the managers of SMEs are
dominant of productive and adult age (35-44 years old). The respondents’ characteristics
based on a sex show that the owners and managers of SMEs are mostly male, 64.4 percent.
The distribution of female managers and owners of SMEs is 35.6 percent. This indicates that
women begin to show their participation and interest in the field of entrepreneurship. Their
role in the future will be more prominent as entrepreneurs in SMES.

The education level of SMEs managers reflects their ability and skills in performing
business activities. Most SMEs managers hold a Senior High School diploma, 38.3 percent,
followed by a bachelor's degree (34.9 percent), college diploma (25.5 percent), and post-
graduate degree (1.3 percent). This information indicates that the education and training
program for SMEs managers needs to be improved to develop their skills and knowledge in
managing their business. Similarly, the kinds of enterprises selected for SMEs operation
indicate the responsibilities and the amount of capital involved in its operation. SMEs with the
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legal body of the enterprise are considered as a formal and legal business and can export
products. The SMEs are mostly Commanditaire Vennootschap - CV (59.1 percent), followed
by Limited Company (PT) (30.9 percent), Trading Business (UD) (6.7 percent), and Firms -
Fa (3.4 percent).

The respondents’ characteristics based on the length of operational time reveal that 67
units or 45 percent of SMEs have operated for 5 — 10 years; 46 units have operated for 11 —
15 years; 23 units have operated for 16 — 20 years; and 13 units of SMEs have operated for
more than 20 years. This condition reflects that most of the SMEs businesses have matured,
in the sense that during the length of operation, the managers have fully understood the
internal capabilities their businesses possess, which leads them to be more adaptive toward
the changes in a business environment. Concerning the ownership of the businesses, the
respondents indicate that most of the SMEs are individually-owned (89.3 percent
distribution). The rest are owned through cooperation with investors or fully-owned by foreign
investors. 2.7 percent of SMEs cooperate with local investors and 6 percent of all SMEs
cooperate with foreign investors. Only 2 percent of the total SMEs are fully-owned by foreign
investors.

Based on its system of production, most SMEs produce commodities ordered by the
customers and exporting agents (84.6 percent distribution); while 8.7 percent produce
commodities in a combination of customers’ orders and mass production. Only ten units of
SMEs do not produce commaodities based on orders; their production bears the company’s
unique characteristics. This is possible because the 10 SMEs are mature and settled, have a
unique product and strong market control.

The control upon raw materials is a crucial component for a company to ensure the
continuity of its production. The characteristic of raw-material control indicates that 75.8
percent of respondents procure their raw materials from a supplier, while 22.1 percent
obtains their raw materials from a combination of sources. Only 2 percent of SMEs can
provide their raw materials. This information shows that most SMEs still depend on supplier
to get their raw materials, which means that the suppliers have strong bargaining power.
Meanwhile, the business characteristics of production method show that most SMEs
combine the use of the machine and manual work in their production (61.1 percent); 37.6
percent of SMEs perform manual production, while 1.3 percent solely use the machine in
their production activities. Based on the marketed commodities, most of the products are
produced by SMEs (73.8 percent), while the other 26.2 percent cooperate with partners to
produce their goods. This means that the partnership among the enterprises is still low. The
partnership should be developed and improved because it can lead to added value for the
company, such as timeliness and efficiency of production.

RESULTS AND DISCUSSION

This study specifically identifies and analyses the existence of 149 SMEs of wood-
carving artisans in 2015. The SMEs consist of 114 small business artisans and 35 medium
enterprise artisans.

The strategic resources in this study are reflected through six indicators, including the
availability of physical resources, the achievement of reputation resources, the management
of organizational resources, the management of financial resources, the management of
human resources, and the mastery of technological resources. The respondents’
descriptions of the strategic resources show that the wood-crafting SMEs quite strongly
master or control its strategic resources. Such good control of strategic resources is reflected
in the total average score of 3.96. Other information indicates that the highest response is on
the indicator of reputation resources achievement, with a total average of 4.06. This means
that the reputation achieved by SMEs is the best source of competitive advantage, compared
with other resources. Meanwhile, the lowest response is on the organizational resources
management indicator, with an average score of 3.87.

On the indicator of achievement of reputation resources, the items of product quality
and customer service have the highest response with an average score of 4.10. This finding
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means that the achievement of wood-carving SMEs in reputation resources tends to focus on
customer satisfaction, in terms of both product quality and services provided. Also, the work
condition and product uniqueness are achieved well, since their average scores are above
four points.

The ability to operate businesses obtain the highest response in the organizational
resources management, with an average score of 3.92, compared with the ability of reporting
and planning that have an average response of 3.88 and 3.80, respectively. This finding
indicates that the SMEs capability in organizational management puts more emphasis on its
ability to operate the business. In the management of financial resources, the financial report
and profit item gets the highest response of 4.07 averages, while the source of fund item has
the lowest response of 3.93 averages. This means that the SMEs ability to manage its
financial resources focuses on the skills of composing financial reports, while the ability to
gather funds from financial institutions or other parties is relatively low.

Concerning the management of human resources, the respondents give the highest
response to skilled employees, with an average score of 4.01. This finding shows that SMEs '
ability to manage their human resources focuses more on the procurement of employees that
suit the business needs. On the other hand, the SMEs efforts to develop employees are still
low, with an average score of 3.97. The development of technology items has the highest
response in technology development, with an average score of 4.01, while the mastery and
utilization of technology receive average scores of 3.93 and 3.87, respectively. This finding
indicates that the mastery of technological resources of SMEs tends to be aimed at
technological development to support its production processes.

Competitive strategy is defined as the efforts of wood-carving SMEs to relatively have
an operational advantage over their competitors. In this study, competitive strategy is
measured using Porter's generic strategies; consisted of cost leadership, differentiation, and
focus strategies. The analysis attempts to identify the tendency of SMEs in implementing the
strategies to face competition to achieve their business goals. The result of the analysis
shows that competitive strategy has been implemented sufficiently well by the SMEs, as
proven by the total average of 4.02. Concerning this variable, it can be reported that the
SMEs tend to implement the focus strategy in competing (average score of 4.08), followed by
the differentiation strategy (average score of 4.03). The SMEs implements the cost
leadership strategy only infrequently (average score of 3.96).

Related to the implementation of the cost leadership strategy, the respondents tend to
respond to the distribution cost item, with an average score of 4.05; meanwhile, the items of
production process cost, the product price, and the raw material price only have average
scores of 3,98, 3.94, and 3.85, respectively. This finding indicates that the cost leadership
strategy implemented by the SMEs relatively focuses more on the efficiency of distribution
cost. This is because the costs spent on export is relatively high, including the administration,
permit, and shipping costs.

In the implementation of a differentiation strategy, the item of the value-added product
gets the highest response with an average score of 4.03. This finding indicates that the
differentiation strategy implemented by the SMESs tends to provide products with added value
to the customers. Also, they provide special services to the customers and producing a
varied and high-quality product. It means that there are innovations in the implementation of
differentiation strategy; besides highlighting the uniqueness of artistic products, SMEs also
emphasize the multi-functional products (with other uses besides their artistic function).

In the focus strategy implementation, providing services for certain segment gets the
highest response with an average score of 4.08. It can be interpreted that the implementation
of focus strategy in SMEs, to get a better advantage over the competitors, tends to
emphasize the provision of the best services for a certain segment. Also, the SMEs attempt
to produce a suitable product with a suitable price for the target segment, and to find and
select a market with a low level of competition.

Work performance is a perception of SME managers concerning the result of business
they have achieved in the last three years in terms of profitability, productivity, and market
achievements. The respondents’ description shows that the work performance achieved by
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the SMEs is sufficiently good, with a total average of 3.87. Other information also shows that
the indicator of productivity achievement has the highest response of 3.94, followed by
profitability and market achievements with the average scores of 3.87 and 3.81, respectively.
The finding indicates that the results achieved by the SMEs in the last three years are mostly
related to the efforts to satisfy the needs and expectations of customers and to improve the
productivity of employees.

Among the five items used as the indicators of productivity achievement, the item of
employees’ productivity receives the highest response with an average score of 4.03. This
finding indicates that the improvement of employees’ productivity results from the SMEs’
efforts to satisfy the increasing and more varied demand for commodities from the
customers. Meanwhile, the target of production gets the lowest response, with an average
score of 3.86. It means that the products produced by the SMEs are mostly below the
standard expected by the customers (in terms of raw materials, colors, and product design),
which means that the achievement of the production target of SMEs is low.

The responses on profitability achievement show that the development of capital has
the highest response with the average score of 3.89; compared with the profit and asset
development indicators, with 3.86 and 3.85 average scores, respectively. This finding
indicates that the profit gained by the SMEs is relatively low, but accumulatively it is expected
to increase the business capital. Concerning the achievement of the market, the respondents
perceive more on the development of sales volume, with an average score of 3.92, while the
achievement of market segment and market position only achieve average scores of 3.80
and 3.71, respectively. This finding means that the SMEs development of market segment
and acquisition of market position are relatively low, focusing on the satisfaction of
customers’ demand or order.

To obtain the best estimation in the structural equation model (SEM), the evaluation of
underlying assumptions needs to be done. Such evaluation is performed to statistically
measure whether the observation data have satisfied the assumptions in the structural
equation model. There are three assumptions that need to be satisfied to use the SEM:
normality and multi-co linearity are described as follow:

The evaluation of normality is statistically conducted using the criteria of critical ratio
skewness and multivariate value of + 2.58 on the significance level of 1%. The statistical
normality is achieved if the critical ratio skewness and multivariate value are at the absolute
value of + 2.58 (Scott et al., 2011). The result of normality evaluation of SEM analysis (Table
2) indicates that all variables have good statistical normality since their critical ratio values
(C.R.) are = 2.58, save for the variable of Y1.3 with C.R. skewness of above 2.58. It also
shows that the, multivariate value has not satisfied the normality assumption because the
C.R. score is 6.548, which is higher than 2.58.

Table 2 — Data Normality Assessment

Variable Min Max Skew C.R. Kurtosis C.R.
X1 3.000 5.000 .095 471 -.122 -.303
X2 3.000 5.000 -.212 -1.057 -.506 -1.260
X3 2.333 5.000 -.221 -1.102 -.032 -.081
X4 3.000 5.000 .280 1.396 -.049 -.121
X5 2.500 5.000 -.376 -1.872 .038 .096
X6 3.000 5.000 -.215 -1.070 .264 .657

Y1.1 2.250 5.000 -.046 -.227 -.395 -.984
Y1.2 2.750 5.000 .170 .846 -.291 -.724
Y1.3 2.000 5.000 -.591 -2.943 1.861 4,637
Y2.1 2.000 5.000 -.136 -.679 -.028 -.069
Y2.2 2.800 5.000 119 .591 174 433
Y2.3 3.000 5.000 .283 1.410 .069 173

Multivariate 19.666 6.548

On the other hand, Bollen (1989) argued that the distribution of estimation with
maximum likelihood (ML) would approach the normal distribution if the number of samples
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increases or exceeds the estimated parameter in the model. Also, the sample of at least five
times of the analysed variables in the model, or equal to 100-200 cases, can satisfy the
normal distribution requirement (Astrachan, et. al, 2014). Referring to Scott et al. (2011), the
number of sample of 153 is considered adequate and sufficient to satisfy the normality
assumption for the 12 indicators estimated in the research model.

The problem of multi-co linearity can be detected through the correlation of each
variable investigated. High correlation (above 0.90) among the variables suggests the
existence of a multi-co linearity problem (Scott et al., 2011). Based on the output analysis of
SEM, there is no multi-co linearity problem identified, both in the correlation matrix of an
observable variable (sample correlations) and in the correlation of exogenous and
endogenous variables. Therefore, the data statistically satisfy the assumption of multi-co
linearity and can be used for further analysis.

The statistical assessment of the proposed hypothetical model uses structural equation
model (SEM) analysis through version 16 of AMOS software. However, before the evaluation
can be performed, an assessment of the structural model fit will be conducted from the
causality relationship of the variables of the study. The assessment model used has been
proven to have good uni-dimensionality and reliability. The assessment of structural model fit
aims to evaluate the suitability of the observational or real input (co-variance matrix) with the
prediction of the proposed model. The evaluation is based on Hair et al, (2010), who
emphasize the implementation of more than one fit statistics to assess the overall structural
model fit. In addition, Hair et al, (2010) state that there is no requirement that all indexes of
goodness of fit have to fit in all situations; they are only general guidance for different
situations. The overall model fit assessment in this study is congruent with the assessment
recommended by Hair et al, (2010); consisting of the absolute fit assessment using Chi-
Square, Root Mean Square Error of Approximation (RMSEA), and Goodness of Fit Index
(GFI), as well as the incremental fit assessment using Adjusted Goodness of Fit Index
(AGFI), Comparative Fit Index (CFl), and Tucker-Lewis Index (TLI).

Table 3 — Evaluation of the Structural Model’s Goodness of Fit

Goodness of Fit Indices Cut-off Value Result from Model Remarks
Chi-square Small 146.744 -

Probability (p) >0.05 0.004 Marginal
RMSEA <0.08 0.083 Marginal
GFI >0.90 0.859 Marginal
AGFI >0.90 0.904 Marginal

CFI >0.90 0.907 Good
TLI = 0.90 0.880 Marginal

Competitive
strategy
(YD)

4

0,830 (sig)
0,279 (sig)

N

Strategies .
& Business

performance
(Y2)

Resources

X0 —— ouiGiy) — >

Figure 1 — Path Analysis of SEM

The result of structural model fit assessment in this study, based on the criteria of
goodness of fit indices (Table 3) shows that only CFI Index can exceed the required cut-off
value, while the other indices are still below the requirement. However, Nitzl (2016), states
that a model is considered good if one or two criteria of goodness of fit have been satisfied.
Therefore, the structural model of this study can be considered suitable for SEM analysis and
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can be used to predict the causality of the variables.
The results SEM analysis using AMOS is explained as in figure 1 and table 4.

Table 4 — Path Analysis of SEM Result (Standardized)

Correlations of Variables [_)l_rect Effect Indirect Total Effect
Coefficient | p- values | Effect
Strategies Resources (X) — Competitive Strategy (Y1) 0.279 0.003 - 0.279
Competitive Strategy (Y1) — Business Performance (Y2) 0.830 0.000 - 0.830
Strategies Resources (X)— Business Performance (Y2)* 0.141 0.023 0.232 0.373

*Indirect effect of Strategies Resources (X) on Business Performance (Y;) through the mediation of Competitive Strategy (Y1)

The analysis of each path in the research model is based on the path coefficient
(standardized) and significance (p) of the correlation between variables in the model. The
analysis of each path in the model is presented in Table 4 and Figure 1, as it can be seen
that the strategic resources (X) have a positive and significant influence on competitive
strategy (Y;). The analysis shows a path coefficient (standardized regression weight) with a
positive value of 0.279 and probability (p) of 0.003 (p < 0.05), which means that the stronger
the strategic resources are, the more suitable the competitive strategy (Meutia, 2013).

The competitive strategy (Y1) has a positive and significant correlation with business
performance (Y;). The analysis reveals a path coefficient with a positive value of 0.830 and
probability (p) of 0.000 (p < 0.05). This indicates that the more developed the implementation
of competitive strategy is, the more business performance improves (Kumar et al., 2001;
Ruizhi & Chaoyang, 2008; Jusoh & Parnell, 2008; Santos-Vijande et al., 2012). The strategic
resources (X) have a positive and significant direct correlation with business performance
(Y2). The path coefficient of the analysis is the positive value of 0.141, with probability (p) of
0.023 (p < 0.05), which means that the strategic resources improve business performance
further — examining the influence of mediating resource strategy towards business
performance through competitive advantages using a formula of Variance Accounted For
(VAF) (Schubring, 2016). The calculated results on the role of mediation were 0.2932
(29,32%), meaning that the role of mediating competitive strategy was partial mediation. This
implies that both direct resource strategic and indirect ones are in a position to improve
business performance through competitive advantages (Kraja & Osmani, 2013).

Also, it is explained that the strategic resources (X) have a positive indirect correlation
with business performance (Y,) through the competitive strategy (Y1), with a path coefficient
of 0.232. This finding indicates that the more effective strategic resources are as the basis of
competitive strategy, the more it improves business performance (Ma, 2000; Pertusa-Ortega
et al., 2010). Further analysis in Table 4 shows that the path coefficient of the indirect effect
of strategic resources on business performance through competitive strategy (0.232) is
higher than the path coefficient of its direct correlation (0.141), with a total effect of 0.373.
This signifies that the strategic resources used as the basis of competitive strategy have a
greater effect on business performance than its direct effect.

CONCLUSION

The strategic resources have a positive and significant effect on the competitive
strategy. The stronger strategic resources will improve the suitability of competitive strategy.
The more the implementation of competitive strategy improves, the better the business
performance will be. The strategic resources have a positive and significant direct correlation
with business performance. Also, it is found that strategic resources have a positive indirect
influence on business performance through a competitive strategy. It indicates that the more
effective strategic resources are as the basis of competitive strategy, the more it improves
business performance. Further analysis shows that the path coefficient of the indirect effect
of strategic resources on business performance through competitive strategy (0.232) is
higher than the path coefficient of its direct correlation (0.141), with a total effect of 0.373.
This signifies that the strategic resources used as the basis of competitive strategy have a
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greater effect on business performance than its direct effect.

There are several implications of this research, as outlined below. The organizational
resources play the most important role for SMEs to strengthen the control over strategic
resources. Therefore, the organizational resources in the forms of abilities to operate the
business effectively, formulate work reports, and design a business plan, need to be
addressed by the managers to improve the implementation of cost leadership strategy, which
will increase the profitability. To have the most suitable competitive strategy, the SMEs need
to align their strategies with the combination of strategic resources and the dynamics of the
business environment. Environmental uncertainty is a more crucial problem for SMEs than
the intensity of competition. Therefore, the uncertainties in the form of newcomers, threats of
competitors’ replacing products, high level of competition, suppliers’ bargaining power to
determine the cost of raw material, and the customers’ power to determine the sales price,
need to be seriously and carefully analyzed. Moreover, Building partnerships and
cooperation with other similar companies is an important strategy for SMEs. A strong
partnership will improve SMEs competitive advantage to satisfy customers’ demands and to
produce cost efficiency, which will lead to an increase in profitability.
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