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ABSTRACT

The aims of this paper are to analyze business performance and competitiveness of
SMEs in Bali from the perspective of human resource competency and market
orientation. This research was conducted with 100 owners of SMEs of wood craft in
Bali. The data were collected through interview, observation, questionnaire, and
documentation, then analyzed using the following techniques: (1) descriptive statistic;
and (2) structure equation models. The results of the analysis show that: (1) the business
performanceg@nd competitiveness of SMEs are categorized as fair; (2) Human resource
competency has a positive and significant effecffyn market orientation and business
performance of SMEs; (3) business performance hag positive and significant effect on
the competitiveness of SMEs; (4) market orientation has a positive and significant effect
on the business performance and competitiveness of SMEs. The relevant suggestions for
this study are (1) improving HR managerial skills by participating in training; (2)
improving product quality by minimizing costs through innovation; (3) Empowering the
government to play a role in helping SMEs to open market access.
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1.INTRODUCTION

Human Resources (HR) are the main driving factors of a business. The development of a
business such as SMEs is largely determined by the quality of the HR management. According
to [1] managerial skills, leadership abilities, financial management skills are very influential on
the overall performance of MSMEs. [2] States that good managerial management of small
businesses will have an impact on SME performance. Customer’s desire is very important in
product marketing. Paying attention to customer’s desire an§freat it as a market orientation will
enable SMEs to understand its needs. As stated by [3], that market orientation is the orientation
of a company using the underlying principle to satisfy the needs and wants of cfffsumers.
Relationship between market orientations with thoroughly elaborated. [4] Finds a positive
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relationship between market orientation and business profitability, and [3] study found that the
greater the market orientation of an organization, the greater the overall performance will
become. According to [5] innovation and market orientation can contribute to the improvement
of business performance of SMEs. In addition to these results, many theories and research
results show that there is a very positive relationship between performance and competitiveness.
Among these prominent studies is [6] which states that competitive advantages are those factors
that a firm needs to have in order to succeed in business, and competitive advantage is the heart
of business performance in competitive markets

The condition of SMEs in Bali is almost the same as the state of SMEs in general, namely
in management. The problems are the performance and competitiveness of SMEs in Bali, how
does it perform and how competitive is it?. This study is expected to answer the following (1)
the performance and competitiveness of SMEs in Bali; (2) the influence of human resource
competencies on market orientation and the pﬁjrmanoe of SMEs; (3) the effect of
performance on the competitiveness of SMEs; (4) the influence of market orientation on the
performance and competitiveness of SMEs.

2. LITERAT[%E REVIEW

According to [5], human resource competencies are competencies related to knowledge, skills,
abilities and personality characteristics that directly affect their performance. [7] and [8]
formulated several indicators to determine the competencies of HR owned by business actors,
including: (1) education level; (2) experience in the business world; (3) education related to the
business world: (4) competency in managing finances; (5) competency in marketing; and (6)
general managerial competency

Market Orientation, according to [9], is a marketing concept supported by four pillars,
namely target market, consumer needs (focus on consumers), integrated marketing, and
profitability. [9] further defines market orientatioffls a response to market changes. Market
orientation is significantly an important factor that enables companies to understand the market
and to develop product and service strategies to fijfjet customer needs and those of the market
[10]. [11] argued that greater emphasis on customer orientation indeed increases the
introduction of n@¥ products to the world. Market orientation is very important for micro and
small businesses in order to obtain a sustainable competitive advantage by relating the degree
of market orientation to the extent of success in achieving critical performance outcomes [12].

[23] stated that performance is the achievement of the company within a specific period of
time which reflects the level of health of the company. According to growth dimension is known
as the most important measure of performance, especially for smaller companies, and
constitutes a test of a good performance amidst economic recession and intense competition.
The sales growth is a very common indicator of performance and has become an agreed-upon
measure of growth. Growth in market share can be used to measure the effectiveness of the
market. Profit growth is also an important indicator of growth and can reflect the company's
financial performance. Indikator untuk mengukur business performance usaha mikro dan kecil
adalah a) increase number of employed; b) increase in production; c) development of business
units; d) increase in volume; e) profitability [13],[14] 15]

Competitive advantage is the one that characterizes and makes something better than all its
competitors [ 16]. Competitive advantage is the capability of the organization to do its activity
in a way or in different ways, that other competitors can not realize [9]. According to [17]
competitive advantage means that the firm can produce goods or services that their customers
find more valuable than the goods or services produced by their§mpetitors. The dimension of
competitive advantage includes cost, quality, and delivery [18]. Competitive ad varfffies can be
created through innovation, efficiency, quality, and customer responsiveness [ 19]. In an intense
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market, competitive advantage is necessary for SMEs operation, especially in the emerging
market, to sustain high performance [20].

3.RESEARCH METHODOLOGY

Research focused on the wooden craft SMEs in Bali, Indonesia with the population of 238
business allover Bali. The study accommodates 100 owners of SMEs of wood craft with
proportional random sampling. Several instruments are employed in data collection: interview,
observation, questionnaire, and documentation, then analyzed by the following techniques: (1)
descriptive statistic; and (2) structure equation models with smartpls-3 software.

3.1. Research Conceptual Framework

Based on the theories and research findings that have been described above, it was possible to
describe a concept and the development of hypotheses in this study. The research model can be
determined as shown in Fig. 1 below

Figure 1. Research Conceptual Framework

3.2. Hypothesis

HI : human resource competency will have a positive and significant effect on market
orientation;

H2 : human resource competency will have a positive and significant effect on business
performance.

H3 : business performance vﬂl have a positive and significant effect on market orientation
H4 : market orientation will have a positive and significant effect on business performance
HS5 : market orientation will have a positive and sgnificant effect on competitive advantage

3.3. Measurement of the Variables

The variables in this study were measured from the constructs (latent variables) Human
Resource Competency (X1), Market Orientation (Y1), Business Performance (B#)), and
Competitive advantage (Y3). Each construct consists of several measurable variables as shown
in Table 1.

Table 1. Measurable of Variables

C{mstrucft Measurable Variables
( Latent Variable)
Human Resource Competency (X1) Level of education (X; ;)

Eexperience in the business world(X; )

Eeducation related to the business world

Ccompetency in managing finances(X, 3)
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Ccompetency in marketing (Xi.4)

General Mmanagerial competency (Xi.¢)
Market Orientation (Y 1) Customer orientation (Y )

Competitor orientation (Y 12)
Interfunctional coordination (Y, ;)
Business Performance (Y2) Increase in workforce (Y2 ;)
Increase in Sales Turnover (Y22)
Increase in Venture Capital (Y23)

Increase in Profit (Y .4)

Market Expansion (Ya2s)
Competitive Advantage (Y3) Cost (Ys)
Quality (Ys2)
Delivery (Y;3)

4. RESULTS AND DISCUSSIONS

4.1. The Performance of SMEs in Bali

The data analysis shows that in general the performance of the wooden craftsmanship SMEGS in
Bali belonged to the “fair” category with an average score achievement of 2.48 as shown in the

following Table 2

Table 2. The Performance of SMEs in Bali

No. Performance Indicator Average Remark
1 Increase in workforce 2.6 Good
2 Increase in Sales Turnover 25 Good
3 Increase in Venture Capital 26 Good
4 Increase in Profit 25 Good
5 Market Expansion 22 Fair

Average 2.48 Fair

Table 2 shows that from the five indicators used to measure the performance of SMEs, it
turns out that the indicator of market expansion is not good enough.

4.2. Competitiveness of SMEs

There are three indicators used to measure competitiveness, namely cost, quality, and delivey.
The result of the analysis shows that SMEs is fair competitive which can be seen from the
average achievement of the score of 2.49 as shown in Table 3

Tabel 3. Competitiveness Of Smes

No. Competitiveness Indicator Average Remark
1 Cost 24 Good
2 Quality 25 Good
3 Delivery 24 Fair

Average 243 Fair

Table 3 shows that the lack of competitiveness of SMEs in wooden handicrafts in Bali is
caused by delivery indicators.
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4.3. The Relationship Between Variable

4.3.1. Assessment of the Measurement @zter) Model

The measurement (outer) model shows how each indicator block relates to its latent variable
(construct). There are several tests that can be used to see the significance of each indicator
making up a construct, namely test of validity and test of reliability. Test of Validity: To
determine the vali@iy of each indicator of a construct can be seen from the convergent validity
and determinant validity. Convergent validity of a measurement model with reflective
indicators can be seen from the correlation between item / indicator scores and the construct
scores. Individual indicators are considered reliable in a research, if the loading scales range
0.50 to 0.6, and thus are still acceptable. Table 4 shows that all indicators in the human resource
competency (HRC), market orientation (MO), business performance (BP) and competitive
advantage (CA) constructs were valid constructs because they have a loading factor of > 0.50.

Table 4. Outer Loding Coefficient for Each Indicator

BP CA HRC MO
XI1.1 0.669
X1.2 0.770
X1.3 0.829
X1.4 0.774
X1.5 0.846
X1.6 0.854
Y.l 0.860
Y1.2 0.875
Y1.3 0.887
Y2.1 0819
Y22 0.844
Y23 0.862
Y24 0.785
Y2.5 0.644
Y3.1 0.837
Y32 0.884
Y33 0.833

Another way to measure the validity of each indicator of a construct is to look at the
discriminantt validity by looking at the AVE value. The model is considered good if the AVE
value of each construct is > 0.50. Table V shows the AVE values for all constructs: business
performance (BP), competitive advantage (CA), human resource competency (HRC) and
market orientation (MO) were greater than 0.50.

Table 5. Ave Values

AVE Akar AVE AVE
BP 0.632 0.795
CA 0.726 0.852
HRC 0.628 0.793
MO 0.764 0.874

Test of Reability: The construct reliability test was carried out with two criteria, ndfgply
composite reliability and cronbach alpha from the indicator block. Constructs are said to be
reliable if the composite reliability and Cronbach alpha values are greater than 0.70. Table 6
shows that the constructs business performance, competitive advantage, human resource
competency and market orientation were reliable.
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[16)
Table 6. Composite Reliability and Cronhbach Alpha Coefficients

Composite Reliability Cronbachs Alpha
BP 0.895 0.851
CA 0.888 0.811
HRC 0910 0.880
MO 0.907 0.846

28
43.2. gsessmen of the Structural Model (Inner Model)
The assessment of the structural model was done by looking at the R-square value which is a
goodness-fit model test. The magnitude of the influence of Human Resource Competency on
Market Orientation is 0.699 (69.9%); and the effect of market orientation on Competitive
Advantage is 0.492 (49.2%). The model of the effect of business performance on competitive
advantage yielded a value of 0473 (47.7%) and 0.437 (43.7%) was influenced by human
resource competency and market orientation, as seen in Fig. 2.

Figure 2. Outer Loading and Path Analysis

4.3.3. Hypotesis Testing

This research was conducted to examine the effect of Human Resource Competency and Market
Orientation on Business Performance and Competitive Advantage. (Case Study of Small and
Micro Industry of Wood Craft in Gianyar Regency). The significance of the effect of the
construct can be seen from the results of statistical tests as shown in Fig. 3 and Table 7:

it
B §;
:

Figure 3. Bootstrapping Model
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Table 7. Path Coefficients (Mean, Stdev, T-Values)

e | T | N | SR T Statistics
Sample () | Mean | Deviation L | (IO/STERRI)
(M) (STDEV) | (STERR)

BP -> CA 0.260 0.287 0.108 0.108 2399
HRC -> BP 0.557 0.566 0076 0076 7321
HRC -> CA 0474 0479 0061 0.061 7772
HRC > MO 0.669 0.662 0060 0.060 11.126

MO - BP 0479 0.485 0.093 0.003 5177
MO ->CA 0.617 0.609 0074 0.074 8.336

e The relationship between Human Resource Competency and Market Orientation
was positive and significant. This can be seen from the t-statistic value of 11,126 (>
1.96). Thus it can be concluded that there was a positive and significant effect of
Human Resource Ability on Business Performance, and this means that the Hi
hypothesis was accepted.

e The relationship between Human Resource Competency and Business Performance
was positive and significant. This can be seen from the t-statistic value of 7,321
1.96). Thus it can be concluded that there was a positive and significant effect of
Market Orientation on Business Performance, and this means that the hypothesis H»

s accepted.

¢ The relationship between Business Performance and Competitive Advantage was
positive and significant. This can be seen from the t-statistic value of 2.399 (> 1.96).
Thus it can be concluded that there was a positive and significant effect of Business
Performance on Competitive Advantage, and this means that the H3 hypothesis was
@eptcd.

e The relationship between Market Orientation and Business Performance was
positive and significant. This can be seen from the t-statistic value of 5,177 (> 1.96).
Thus it can be concluded that there was a positive and significant effect of Human
Resource Ability on Competitive Advantage, and this means that the H4 hypothesis
s accepted.

¢ The relationship between Market Orientation and Competitive Advantage was
positive and significant. This can be seen from the t-statistic value of 8,336 (> 1.96).
Thus it can be concluded that there was a positive and significant effect of Market
Orientation on Competitive Advantage, and this means that the H5 hypothesis was
accepted

From the analysis described above, it needs to be discussed further regarding business
performance and competitive advantage. Poor performance of SMEs wooden crafts in Bali is
due to the weakness in market expansion. The in-depth interviews with entrepreneurs shows
the lack of the ability to build rf§fworks. According to [21], building networks is very important
in increasing competitiveness. A social network consists of a series of formal and informal ties
between the central actor and other relevant actors in a circle of acquaintances and
representative through which entrepreneurs get access to the necessary resources for business
start-up, growth and success.

The competitiveness’s weakness of SMEs is indicated by cost and delivery. The timber
working industry is primarily thandmade which requires skills, art, and in the process requires

a relatively longer time than the machine. The working can not be mass produced, using
technology such as machines. This is one of the problems that causes higher cost and longer
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time. To be @@le to compete, the SMEs requires an innovation to reduce production costs. [22],
states that innovation is the key to success in improving business competitiveness. The
weakness in competitiveness is also due to the lack of on time delivery. Inaccuracies often occur
when sending cutomers’ orders, especially when the order of goods is in large quantities. There
is no mass production in relation to products making. In addition to this, the competence of
human resources determines the ability in market orientation, business performance and
competitive advantage. This means that to have competitiveness the main factor that must be
addressed is human resources, as stated by [7].

5. CONCLUSION AND RECOMENDATION

On the basis of the discussion above, it can be concluded that: The results of the analysis show
that: (1) the business pcrfomalce and competitiveness of SMEs is categorized as fair; (2)
Human resource competency has a positive and significafffeffect on market orientation and
business performance of SMEs; (3) business performanf} has a positive and significant effect
on the competitiveness of SMEs; (4) market orientation has a positive and significant effect on
the business performance and competitiveness of SMEs.

The following suggestions are relevant to the prevailing SMEs (1) improving HR
managerial skills by participating in training; (2) improving product quality by minimizing
costs through innovation; (3) Empowering the government to play a role in helping SMEs to
open market access.
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