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Abstract :  The number of micro, small and medium enterprises (SMEs) in 2019, 

recorded 42 million business units. Thus the majority of our economic 

actors are small and medium enterprises. In addition, this sector also 

absorbs 79 million people from the 100 million Indonesian workforce. 

Therefore, it is necessary to make various efforts to develop small 

businesses in Indonesia, so that this sector develops better. SMEs that 

are able to survive for a long time are industries that are able to 

anticipate changes in every era. Those who are able to withstand the 

conditions of the times are those who are able to adapt to changes and 

are able to build networks. Every UKM has a goal to achieve growth 

and survival for the long term. In the current era of globalization, 

where competition between companies is getting tighter. SMEs are 

required to have the ability to develop strategic choices in the field of 

marketing management so that they are able to adapt to the 

adaptability of a dynamic business environment. Seeing this fact, the 

company must be managed with systematic and dynamic efforts to 

benefit from the ever-changing market developments. For this study, 

the population used was 157 batik business owners in Cirebon 

Regency. The sampling technique used in this study was a non-

probability technique, non-probability sampling by means of a census. 

With this method, researchers used the entire population as the sample 

because the population was relatively small for the size in the SEM 

model. 

Keywords  : Entrepreneurial Orientation, Adaptability of The Business 

Environment, Quality of Business Strategy, Competitive Advantage, 

SMEs Performance, SEM 

1. Introduction 

Studies of micro, small and medium enterprises (SMEs) always attract attention. Its existence is 

often associated with community-run businesses with limited expertise and traditional 

technology. However, the crisis that has befallen Indonesia has raised awareness that in the 

national economy the small business sector has a very important role in strengthening the 

structure of the national economy. The importance of the position of the small business sector is 

not only to strengthen the national industry, but also relates to the lives of most Indonesians. 

The growth of SMEs requires good performance from the entrepreneurs who with an 

entrepreneurial spirit make small and medium enterprises dynamic in facing the adaptability of 

their business environment. The essence of entrepreneurship is creativity and innovation 

(Gunawan et al., 2013) and has the ability (Freilling et al., 2014) includes the ability to 
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formulate business goals, motivate oneself, take initiative, habits to create, the ability to 

mobilize funds, manage time, mental abilities , can take lessons from his experience. 

The problems in this study are supported by the gap phenomenon, where there is a decrease 

in the number of sales in April 2019 to October 2019, which indicates that there is a low 

business performance, there is a decrease in the number of sales in April 2019 to October 2019, 

this indicates the existence of low business performance. The problem in this study is also 

supported by a research gap (1) the entrepreneurial orientation perspective is stated to have a 

positive effect on competitive advantage by Aloulou, (2002), but stated that it has a negative 

effect on competitive advantage (Mahfooz et al., 2000); (2) the adaptability of the business 

environment is stated to have a positive effect on competitive advantage by Utsch et al., (1999), 

but stated that it has a negative effect on competitive advantage (Chandler and Hanks, 1994); (3) 

the quality of business strategy is stated to have a positive effect on competitive advantage by 

Utsch et al., (1999), but stated that it has a negative effect on competitive advantage (Chandler 

and Hanks, 1994); and (4) competitive advantage is stated to have a positive effect on business 

performance by Dess, et al., (1996), but stated that it has a negative effect on business 

performance (Kickul and Gundry, 2002) 

2. Literature Review 

Entrepreneurial Orientation Perspective 

The focus of studies in the field of entrepreneurship has subsequently increased on testing 

entrepreneurship from an organizational perspective (Suhartini, 2007). Entrepreneurship from 

an organizational viewpoint is consistent with the view of Canovas et al., (2014) which argues 

that entrepreneurship will ultimately be dominated by companies that are able to provide more 

resources for innovation. Shumpeter provides several interesting reasons why companies can 

increase their entrepreneurial activity. Canovas et al., (2014) explain that an entrepreneur can 

create big profits. The more entrepreneurs who innovate, the better the economy as a whole will 

be. 

Business Environment Adaptability 

Adaptability of the business environment as a vehicle that provides resources (Freilling et al., 

2014). In terms of measuring and operationalizing the adaptability of the external business 

environment, so far there have been two approaches, namely objective environment measures 

and subjective (perceptual environment measures). Subjective measurement based on the 

manager's attention and interpretation of the adaptability of the company's external business 

environment. However, whatever approach is used, the element of relevance is more important. 

Based on the foregoing, in this study the adaptability of the external business environment is 

measured based on the perceptions and interpretations of company leaders (Canovas et al., 

2014). 

 

Quality of business strategy 

Tunggal (2004) explains that business strategy is a strategy that must be used as the main 

thinking base in making an information technology strategy because the strategy states the 

company's vision and mission along with the performance targets of each function and 

organizational structure. According to Hamel in Rangkuti (2002), strategy is a tool to achieve 

company goals in relation to long-term goals, follow-up programs, and resource allocation 

priorities. 

Giglierano noted that the effective business strategy in small companies depends on the 

type of business and the product being developed. Giglierano in Hanifah (2011) found that 

certain SME business strategies were adopted to achieve better performance. Forrest in Hanifah 

(2011) observes that small companies must develop new strategies to react to changes in the 
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nature of business as reflected in factors such as increased competition, both national and 

international, increased internationalization of the market, and new global competitors. 

 

 

Competitive Advantage 

Kotler and Armstrong (2003) define competitive advantage as an advantage over competitors 

obtained by offering lower value or by providing greater benefits due to higher prices. 

Meanwhile, according to Porter (2004) competitive advantage is the heart of company 

performance in a competitive market, however, after decades of great expansion and prosperity, 

many companies lose sight of competitive advantage in their struggle to develop more in pursuit 

of diversification. 

 

Business performance 

Performance measurement is something complex and a big challenge for a researcher. 

Performance is a big challenge because as a construct, performance is multidimensional so that 

the use of a single measurement is unable to provide a comprehensive understanding. 

Performance in the complete Indonesian dictionary (Tim Prima Pena) is something that is 

achieved or an achievement is shown, so that business performance is something that is 

achieved or an achievement shown by the company in carrying out its business activities. 

Barret, et al. (2000, p.52) stated that business performance reflects "how we evaluate our market 

success". 

 

The Effect of Entrepreneurial Orientation on Competitive Advantage 

The relationship between entrepreneurial orientation and competitive advantage is that 

entrepreneurial orientation has a positive influence on competitive advantage. The better the 

consumer's perception of entrepreneurial orientation, the higher the competitive advantage will 

be. And if consumers' perceptions of entrepreneurial orientation, the competitive advantage will 

also be lower. Research conducted by Meike Supranoto, (2009) states that entrepreneurial 

orientation variables have a positive effect on competitive advantage (Empirical study on: Small 

and Medium Scale Clothing Industry in the city of Semarang). On the basis of the description 

above, the following hypothesis can be presented: 

H1: Entrepreneurial orientation has a positive effect on competitive advantage 

 

The Effect of Business Environment Adaptability on Competitive Advantage 

Utsch et al., (1999) stated that the adaptability of a conducive business environment related to 

the socio-economic conditions of society, political climate, competitive conditions and business 

climate stimulates company managers to improve their entrepreneurial orientation, so that it is 

concluded that the better the adaptability of the company's business environment, the higher it 

is. entrepreneurial orientation. So the adaptability of the business environment has a positive 

effect on competitive advantage. 

H2: Adaptation to the Business Environment has a positive effect on competitive 

advantage 

Effect of Quality of Business Strategy on Competitive Advantage 

Bloodgood, Sapienza & Almeida, (1996) explain that the better the quality of marketing the 

company does is able to provide competitive advantages with other companies. Bloodgood, 

Sapienza & Almeida, (1996) show that a quality strategy in terms of marketing products from 
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one company is able to provide a strategic asset in winning a competitive advantage. So the 

quality of business strategy has a positive effect on competitive advantage. 

H3: The quality of business strategy has a positive effect on competitive advantage 

The Influence of Entrepreneurial Orientation on Business Performance 

The existence of innovation shows that the company has the enthusiasm to do new things by 

leaving previous practices in a better direction. Exploration of new ideas and ideas is a form of 

innovation to create new products so that companies have an advantage in competing. 

Chresnawan Teddy Prasetyo (2012) also did a significant positive influence between 

entrepreneurial orientation on business performance. Based on the description above, the 

following hypothesis can be proposed: 

H4: Entrepreneurial orientation has a positive effect on business performance. 

The Effect of Business Environment Adaptability on Business Performance 

To improve business performance, business actors are required to be able to adapt to the 

changing patterns of the environment which are always dynamic. Changes that occur include the 

competencies required by the company, the organizational structure of the business, career paths 

and changes from externals such as market interest and an uncertain political climate. Pearce 

and Robinson (2007) explain that the greater the degree of environmental change, a company 

manager will face fewer alternatives and environmental evaluation criteria. 

H5: The adaptability of the business environment has a positive effect on business 

performance. 

The Effect of Business Strategy Quality on Business Performance 

An important factor in business is the implementation of a suitable business strategy so that the 

company can remain competitive. In the long term, business strategies are often used as the 

basis for the company to determine steps in order to achieve business goals. In entering the era 

of intense competition, business players will apply competitive strategies in order to remain 

competitive. The business strategy that is implemented must be adjusted to the core 

competencies of the company and the environment around the company. Business strategy is 

also a path that company organizations will take in carrying out business missions to achieve the 

company's business vision (Djoko Mulyono, 2012). 

H6: The quality of business strategy has a positive effect on business performance. 

 

The Effect of Competitive Advantage on Business Performance 

The relationship between competitive advantage and business performance is that competitive 

advantage has a positive influence on business performance. The better the consumer's 

perception of business performance, the higher the competitive advantage will be. And if 

consumers' perceptions of business performance, the competitive advantage will also be lower. 

Research conducted by Bagas Prakosa, (2005) states that the variable competitive advantage has 

a positive effect on company performance (Empirical study on: Manufacturing Industry in 

Semarang). 

H7: Competitive advantage has a positive effect on business performance. 

 

3. Research Method 

This study uses quantitative data types because the data presented is related to numbers or 

scoring. The data is then analyzed and processed into statistical analysis to test the hypotheses 

that explain the relationship between the variables used. The data source used in this study is 

primary data. According to Sugiyono (2014), research variables are anything in the form of 

what is determined by researchers to be studied so that information is obtained about it, then 

conclusions are drawn. The variables of this study are divided into two, namely: 1. Endogenous 
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Variable (Y) The endogenous variable is a variable that is affected or which is due to the 

exogenous variables (Sugiyono, 2014). The related variable in this study is Competitive 

Advantage & the performance of SME’s. 2. Exogenous Variable (X) Exogenous variable or 

exogenous variable is a variable that will affect the endogenous variable or in other words the 

exogenous variable is the cause of the formation of the endogeneous variable. The exogenous 

variables used in this study are Entrepreneurial Orientation Perspective, Business Environment 

Adaptability, Quality of Business Strategy. The population in this study were all SMEs in West 

Java. The sample used was Batik SMEs in Cirebon the number of Batik SMEs in Cirebon was 

157. 

 

4. Result and Discussion 

Based on data collected during the study, a questionnaire distributed to respondents was 157 

copies. From the results of data processing most female respondents as respondents as many as 

83 people.The table below shows a summary of the results of the analysis of existing data, 

Figure 1. Research Model 

 

Table1. Sample Characteristics 

Demographics Characteristics Number Response of Percent 

Gender Male 74 47,13 

Female 83 52,87 

Reliability is a measure of the internal consistency of the indicators of a formation variable that 

shows the degree to which each indicator indicates a generalized variable. There are two ways 

to test reliability, namely composite / constuct reliability and variance extracted. The cut-off 

value of constuct reliability is at least 0.70 while the cut-off value for variance extracted is at 

least 0.50. The variance extracted shows the amount of variance of the indicators extracted by 

the developed form variables. The high value of variance extracted indicates that the indicators 

represent well the variables of the developed form (Ghozali, 2013). 

Table 2. Reliability and Variance Extracted Test 

Variable Reliability
 

AVE 

Entrepreneurial Orientation 
 

0,883 0,654 

Business Environment 

Adaptability
  

0,852 0,69 

Quality of Business 0,909 0,715 
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Strategy
  

Competitive Advantage
  

0,91 0,67 

Performance of SME’s 

 

0,93 0,725 

The reliability for each construct turned out to be high all values were above the cut of value 

0.70. The results of the variance extracted calculation showed that all constructs met the 

minimum cut of value requirement of 0.50. 

 

 

Table 3. Hypothesis Testing 

Variable estimate SE CR P Information  

Competitive 

Advantage 
<--- Entrepreneurial Orientation ,250 ,222 1,130 ,258 Sig 

Competitive 

Advantage 
<--- 

Business Environment 

Adaptability
  

,347 ,126 2,745 ,006 Sig  

Competitive 

Advantage 
<--- Quality of Business Strategy ,037 ,088 ,424 ,671 Sig 

Performance of 

SME’s 

 

<--- Competitive Advantage ,297 ,100 2,962 ,003 Sig 

 

Performance of 

SME’s 

 

<--- Entrepreneurial Orientation ,140 ,201 ,695 ,487 Sig 

Performance of 

SME’s 

 

<--- 
Business Environment 

Adaptability 
,326 ,122 2,664 ,008 Sig 

The estimated parameter for testing the effect of entrepreneurial orientation on competitive 

advantage shows a CR value of 1.130 and a probability of 0.258. The two values obtained did 

not meet the requirements for H1 acceptance, namely the CR value of 1.130 which was smaller 

than 1.96 and the probability of 0.258 which was greater than 0.05. Thus it can be concluded 

that entrepreneurial orientation has no effect on competitive advantage. The estimation 

parameter for testing the adaptability of the business environment to competitive advantage 

shows a CR value of 2.745 and with a probability of 0.006. The two values obtained meet the 

requirements for H2 acceptance, namely the CR value of 2.745 which is greater than 1.96 and 

the probability of 0.006 which is smaller than 0.05. Thus it can be concluded that the 

adaptability of the business environment has an effect on competitive advantage. The estimation 

parameter for testing the quality of business strategy on competitive advantage shows the CR 

value of 0.424 and with a probability of 0.671. The two values obtained do not meet the 

requirements for acceptance of H3, namely the CR value of 0.424 which is smaller than 1.96 

and the probability of 0.671 which is greater than 0.05. Thus it can be concluded that business 

strategy has a positive effect on competitive advantage. The estimated parameter for testing the 

effect of competitive advantage on business performance shows a CR value of 2.962 and a 

probability of 0.003. The two values obtained meet the requirements for acceptance of H4, 

namely the CR value of 2.962 which is greater than 1.96 and a probability of 0.003 which is 

smaller than 0.05. Thus, it can be concluded that competitive advantage has a positive effect on 

business performance. 

The estimation parameter for testing the effect of entrepreneurial orientation on business 

performance shows a CR value of 0.695 and a probability of 0.487. The two values obtained do 

not meet the requirements for acceptance of H5, namely the CR value of 0.695 which is smaller 
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than 1.96 and the probability of 0.487 which is greater than 0.05. Thus it can be concluded that 

entrepreneurial orientation does not have a positive influence on business performance. The 

estimation parameter for testing the influence of business environment adaptability on business 

performance shows a CR value of 2.664 and a probability of 0.008. The two values obtained 

meet the requirements for acceptance of H6, namely the CR value of 2.664 which is greater than 

1.96 and a probability of 0.008 which is smaller than 0.05. Thus it can be concluded that the 

adaptability of the business environment has a positive influence on business performance. The 

estimated parameter for testing the effect of the quality of business strategy on business 

performance shows a CR value of 1.620 and a probability of 0.105. The two values obtained do 

not meet the requirements for acceptance of H7, namely the CR value of 1.620 which is smaller 

than 1.96 and a probability of 0.105 which is greater than 0.05. Thus it can be concluded that 

the quality of business strategy does not have a positive effect on business performance 

 

5. Conclusion 

Batik SMEs in Cirebon City must pay attention to competitive advantages, namely by 

prioritizing the adaptability of the existing business environment. Business performance will be 

formed if batik owners are able to see the existing competitive advantages and are able to 

compete competitively. The limitations of this research modeling are that there are only two 

hypotheses that are answered and the other two cannot be answered, especially regarding their 

effect on competitive advantage. The results of this study cannot be generalized to other cases 

outside the object of this study 
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