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Abstract
Purpose – This study aims to examine comprehensively the factors determining the performance of small
andmedium enterprises (SMEs) producing Indonesian special food in East Java.

Design/methodology/approach – This study is quantitative and qualitative. Primary data was
collected from entrepreneurs in East Java, those producing Indonesian special food. Secondary data was
obtained from the literature, literature study, journals, Central Bureau of Statistics and the office of industry,
trade, cooperatives and SMEs in East Java. Areas selected for this study were Surabaya, Madiun, Malang,
Pasuruan, Lamongan and Banyuwangi. The population was small and medium entrepreneurs producing
Indonesian special food in the selected cities. Based on the PLS sampling rule, the number of samples in each
research area was 50, with total of 300 respondents (50 � 6). The methods of collecting primary data were
interviews and questionnaire. Data analysis was done using GSCA.

Findings – The study firstly found the significant influence of entrepreneurial orientation on
business strategies of SMEs producing Indonesian special food in East Java. SME managers have a
high entrepreneurial orientation. Secondly, it found a significant influence of entrepreneurial
orientation on business performance of SMEs producing Indonesian special food in East Java.
Thirdly, the study found that government policy is not a moderating variable. Additionally, business
strategies have a significant influence on the performance of SMEs producing Indonesian special food
in East Java. Finally, dynamics of the environment and business strategy have a significant influence
on the performance of manufacturing industry in South Sulawesi.

Originality/value – To know the effect of entrepreneurial orientation, environmental dynamism,
consisting of uncertainty of environment and intensity of competition, and business strategies
toward business performance. Considering the findings of the previous studies, the authors would
like to re-examine the effect of entrepreneurial orientation on business performance, which also
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compares the findings of previous studies, especially, the one by Lee and Tsang (2003) on SMEs in
Singapore.

Keywords Entrepreneurial orientation, Business strategies, Government policies,
Performance of SMEs

Paper type Research paper

Introduction
Small and medium enterprises (SMEs) develop quite rapidly in Indonesia, especially
those producing Indonesian special food. Traditional foods and beverages are typically
consumed by certain groups of people with a special flavor distinctive of others. The
traditional food contains a variety of basic foods, such as rice, sweet potatoes, sago and
so forth; it also contains adequate nutrition, rich herbs and natural ingredients. The
development of SMEs also requires the development of reliable human resources, as
human resources will affect the productivity level and management quality. The
external problems faced by small businesses in general are as follows. First, it is related
with the unresolved issues handling the legality aspects of business entities and
licensing procedures, the implementation of fair business competition and regional
autonomy, particularly the willingness of the regions to implement the empowerment of
small-scale enterprises. Second, the speedy recovery of macroeconomic conditions due
to the increase in fuel price that is very influential in small-scale business operations.
Third, it is the limited provision of financial institution services, especially investment
credit. Fourth, it deals with the limited availability and quality of business
development services for small businesses. Then, last but not least is the limited
financial resources for micro-enterprises. There have been significant developments
over the past five years for Indonesian food product business, as evidenced by the
increasing number of business units that continue to grow each year significantly
despite the slight increase; this indicates that a typical food business has a pretty good
business opportunity.

SMEs are closely related to entrepreneurship. Various theories and studies in the field of
entrepreneurship explain the importance of entrepreneurship orientation and its impact on
business performance (Riyanti, 2003; Vitale et al., 2003; Nurhayati, 2004) by examining the
impact of entrepreneurial orientation (consisting of elements innovative, proactive and risk),
marketing orientation, culture and performance (consisting of sales growth, profit growth and
asset growth). Lee and Tsang (2001) have investigated the impact of entrepreneurial orientation
on venture growth as measured by the growth of sales and growth of profit. Their
entrepreneurial orientation consists of the need for achievement, internal locus of control, self-
reliance and extroversion. The results show positive in which internal locus of control, variable
needs for achievement, self-reliance is not significant. Steward et al. (2003) show a negative
effect of entrepreneurial orientation on goals. We need to know the effect of entrepreneurial
orientation, environmental dynamism, consisting of the uncertainty of environment and
intensity of competition, and business strategies toward business performance. Considering the
findings of the previous studies, we would like to re-examine the effect of entrepreneurial
orientation on business performance, which also compares the findings of previous studies,
especially the one by Lee andTsang (2003) on SMEs in Singapore.

This study also examines the influence of environmental dynamics and strategies as
Hashim et al. (2001) have examined in Malaysian SMEs. Muryati (2004) shows that external
factors have a significant positive effect on the intensity of competitive strategy, while the
internal factors have a significant negative effect on the intensity of competitive strategy.
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Maupa (2004) reveals that external environmental factors do not significantly affect business
strategies. From the results of the previous studies, this study aims to re-examine the effect of
the environmental dynamics against business strategies and business performance. Nurhayati
(2004) shows entrepreneurial skills are not significant to performance. Muryati (2004) confirms
that internal factors, consisting of production, marketing, finance, human resources and
corporate information systems, negatively affect competitive strategy.

The factorization of pull is the possibility of obtaining higher (financial) benefits, the
desire to obtain higher responsibility and control over the decision-making process and the
desire to improve individual abilities. Meanwhile, push factors to put more emphasis on
employee motivation to leave their place of work and start a new business or something that
is “pressing” someone to start entrepreneurship. The thing that must be considered is how
to anticipate weaknesses and constraints faced by SME business people. The thing that
should be noted is the entrepreneurial orientation in facing the dynamics of the environment
to choose and implement management and strategies in an integrated manner so that
improved performance and competitive advantage of SMEs can be achieved. Some
characteristics of entrepreneurs as mentioned by Idrus (1999) include: self-confidence (self-
confidence), task-oriented (task result-oriented), dare to take risks (risk-taker in the form of
time, money and health and soul), have leadership attitude (leadership), original, future-
oriented, greatly influences the success or performance of the business being carried out.
The entrepreneurial orientation of an entrepreneur can lead to increase in business
performance. Based on the previous studies, especially on SMEs producing Indonesian
special food in East Java, we know that SMEs in Batu show superior performance.
Therefore, it is necessary to examine comprehensively the factors determining the
performance of SMEs producing Indonesian special food in East Java.

Literature review and hypotheses
The relationship of entrepreneurial orientation and business strategies
A strategy can be defined as directives based on organizational scale and decisions on
products, market scale and improvement on competitive elements (McCarthy, 2003).
Neshamba (2003) suggest that successful business owners have a greater emphasis on
market orientation where they sell goods or services. Olson (2000) confirms that there is no
proven significant positive relationship between risk tolerance, locus of control and ambition
with the decision to enter the market.

In fact, it is undeniable that the survival of a company depends on the ability of
entrepreneurs to survive and excel in the competition. Thus, a strategy to achieve competitive
advantage is indispensable. Porter (1980) argues that companies must create special
competitiveness to have strong bargaining power in competition. With regard to determining,
which business strategies can be superior in competition, it is necessary to know the concept of
themarketing strategy known as 4P (Price, Product, Place and Promotion).

Research and development in entrepreneurship is the main strategy because it is related
to creativity and innovation. It includes product research and development, price research
and development, and promotion research and development. A business develops
successfully because it has adequate research and development capability so as to create
valuable and superior goods in the market.

H1. The better the entrepreneurial orientation, the more precise the business strategy
applied to the small andmedium business.
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The relationship of entrepreneurial orientation and business performance
Glancey et al. (1998) affirm that one’s motivation in entrepreneurship is the “pull and push”
factor. The “pull” factor is the possibility of obtaining a higher (financial) profit, a desire for
greater responsibility and control over the decision-making process and the desire to improve
the ability of the individual. Meanwhile, the “push” factor is more on self-motivation of
employees to leave the place of work and start a new business; in other words, the “push” factor
refers to things that are forcing a person to start becoming an entrepreneur.

Entrepreneurs, who have more push motivation, intend to sell or even close their
business. Thus, the success of the business depends on the level of motivation of
entrepreneurs. In other words, entrepreneurial orientation determines business performance.
Some innovations to motivate individuals are focused on entrepreneurship, help to reach
their full potential, give awards, encouraging to see from a broad perspective and educate
about entrepreneurship (Tseng and Tseng, 2019).

Entrepreneurial orientation can lead to an increase in business performance (Brown,
1996; Covin and Slevin, 1991). Thus, according to Lumpkin and Dess (1996), market leaders
often use innovation and breakthroughs in doing business.

H2. The better entrepreneurial orientation, the higher performance of SMEs producing
Indonesian special food in East Java.

The relationship of entrepreneurial orientation and business performance moderated by
government policies
Thurik and Wennekers (2004) in their research conclude that government policies control
the economy by involving technology participation and consumer stability will drive
business performance. Some empirical studies confirm the role of government policies on
SMEs. Rasiah (2002) reveals a proactive autonomous, the government supports the
development of SMEs in the form of public training and market information. According to
Makhdoom et al. (2019) entrepreneurial orientation and collective entrepreneurship have a
direct positive impact on innovation in SMEs.

Albaladejo and Romijn (2000) reveal that a company’s innovation capability comes from
two sources, internal and external sources. Internal sources consist of professional background
of founders or managers, employment skills and technology efforts. The external source deal
with the frequency of interaction with customers, suppliers, government agencies and industry
associations. It has been found that geographical proximity to external parties and support
from institutions especially from the government through the provision of financial assistance
or knowledge transfer has a positive impact on innovation ability.

The government holds such an important role in promoting small business success, as
through its policies, the government can encourage business performance improvement for
small businesses. Government policies can include improving the quality of small business
human resources through training, strengthening capital by facilitating access to capital,
encouraging partnerships and providing protection for small businesses.

H3. The better the entrepreneurial orientation coupled with effective government policies,
the higher performance of SMEs producing Indonesian special food in East Java.

The relationship of business strategies and business performance
Contingency theory states that the success of the company depends on how the company
can relate to situational factors such as environment (Hashim et al., 2001). Their study
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shows that the three generic strategies of Porter are not only relevant to large companies but
also SMEs. It is also been confirmed the relationship of business strategies and performance
of SMEsmoderated by the environment.

According to Covin and Slovin (1989), small enterprises with high-style strategy indexes
or entrepreneurial firms, generally perform better in tight competition, whereas small
enterprises with low-conscious strategy or conservative firms, generally perform well in a
soft competition environment. The generic strategy of Covin and Slovin (1989) has a weak
influence on performance (Pelham, 1999). Menguec et al. (2007) also saw that MO is
positively associated with marketing differentiation and innovation strategies, but not in
low-cost strategies. Rust et al. (2002) state the emphasis of costs relates to standardization
and operational efficiency. Marketing performance is a factor that is often used to measure
the strategy implemented by the company. A company strategy is always directed to
produce good marketing performance and good financial performance.

Companies that are able to create a competitive advantage will have the power to
compete with other companies because their products will remain in the interest of
customers. Thus, design superiority has a positive effect on improving marketing
performance. Some of the indicators used in assessing business performance are the
profitability, productivity andmarket (Camision, in Sanchez andMarin, 2005).

H4. The more appropriate the business strategy, the higher the performance of SMEs
producing Indonesian special food in East Java.

The relationship of environmental dynamics, business strategies, and business performance
Environmental dynamics (environmental uncertainty and competitive level) and competitive
strategies (differentiation strategy, low cost, focus and delivery performance) are closely related
to performance (sales growth, profit, assets and market share). According to Hashim et al.
(2001), the effectiveness of a strategy can be seen by understanding and knowing the corporate
environment, so a business strategy must be in line with the organization’s environment if it
aims at the good organizational performance. In their research, the environment is measured
through two dimensions, namely, the environmental uncertainty and competitive level, and
business strategy are measured by three general strategies by Porter (1993). The dynamic
environment has a more organic organizational structure in small companies. According to
Marhaeni et al. (2019) human resources mediate part of the influence of social capital on
empowerment; and transaction costs do not act as variables, mediating the effect of social
capital on the empowerment of the small wooden handicraft industry in Bangli Regency. It is
necessary for companies to adapt to the environment. The existence of information
development requires companies to be responsive to the market. Anand andWard (2004) have
found that the dynamics of the environment and mobility have a positive and significant
impact on market share and sales growth. Pelham (1999) in Suci (2009) states there is a
relatively weak direct and indirect influence of the competitive environment on performance.

H5. The more appropriate the business strategy implemented with the environment
dynamics, the higher the performance of SMEs producing Indonesian special food
in East Java.

Methodology
This study is quantitative and qualitative. Primary data were collected from entrepreneurs
in East Java, those producing Indonesian special food. Secondary data were obtained from
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the literature, literature study, journals, Central Bureau of Statistics, and the Office of
Industry, Trade, Cooperatives, and SMEs in East Java. Areas selected for this study were for
Surabaya, Madiun, Malang, Pasuruan, Lamongan and Banyuwangi. The population was
small and medium entrepreneurs producing Indonesian special food in the selected cities.
Based on the PLS sampling rule, the number of samples in each research area was 50, with
total of 300 respondents (50� 6). The method of collecting primary data were interviews
and questionnaire. Data analysis were done using GSCA.

The following describes the operational definitions of each variable in this study.
Entrepreneurial orientation is the behavior of the entrepreneur in managing the business. To
measure its quality, we used an indicator listed in entrepreneurship characteristics.
Meredith (1996) (in Suryana, 2006) brings out entrepreneurial traits as follows: confidence
and optimism, work-oriented and result-oriented, risk-taking, leadership, originality and
future-oriented. Environmental dynamics are seen as a change of environment both from
within and outside the company that can bring new opportunities and threats for the
company. Environmental dynamics in this study are viewed from two perspectives; the first
is uncertainty, while the second is intensity. To measure this variable in the perspective of
uncertainty, indicators developed from the concept of the major forces affecting industrial
competition developed by Porter (1993) are used. Business strategies refer to the ability of
the entrepreneur or company related to the analysis of the external and internal environment
of the company, the formulation of the strategy, the implementation of plans designed to
achieve goals, and the evaluation to get feedback in formulating the future strategy, with
indicators of differentiation strategy, cost strategy and focus strategy. Government policies
refer to the policies in the developing industry, especially small and medium industries.
These are measured using three indicators, namely, training frequency, easy access to
capital, and partnerships, taken from three previous researchers (Antonio et al., 2003;
Dimitris and Dimitris, 2004; Stuart, 2009). Business performance refers to the level of
achievement of a company within a certain period. The variable is based on the adaptation
of Camison in Sanchez and Marin (2005) using three indicators to measure business
performance, namely, profitability, productivity andmarket.

Results
Validity testing
Validity testing can be done by correlating each item score with the total score for each
variable using correlation (r) product moment. Item or indicator is said to be valid if the
value is r > 0.30. The reliability testing technique is to use the Cronbach’s alpha reliability
coefficient value. Validity and reliability testing carried out through the SPSS program is
based on the results of trial data on 50 respondents taken from outside the disktrik Dili,
Baucau and Maliana. The correlation coefficient of each statement item is the total score of
the overall question item. The following are the results of the validity test in Table I and
reliability tests in Table II.

Table I shows that all indicator produces r values above 0.30, and thus, it can be said that
the research instruments are valid.

Reliability testing
The following are the results of reliability testing using the Cronbach’s alpha reliability
coefficient value. The criteria decision is that if the value of the alpha reliability coefficient is
greater than 0.6 then the variable is reliable.
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Item r-value Result

Entrepreneurship orientation (X1)
Confidence 0.723 Valid
Dependence on other people 0.547 Valid
Optimism 0.49 Valid
Need or thirst for achievement 0.629 Valid
Profit-oriented or results 0.303 Valid
Diligent and steadfast 0.52 Valid
Determination of hard work, motivation 0.652 Valid
Energetic 0.411 Valid
Full of initiative 0.51 Valid
Able to take risks 0.366 Valid
Love the challenge 0.506 Valid
Being able to lead can get along with other people 0.537 Valid
Respond to suggestions and criticism 0.538 Valid
Innovative 0.511 Valid
Creative 0.386 Valid
Flexible 0.342 Valid
Foresight 0.303 Valid
Perspective 0.655 Valid

Environmental dynamics (X2)
Entrance barriers 0.508 Valid
Threat of substitute products 0.639 Valid
Competitive conditions 0.516 Valid
Supplier strength 0.583 Valid
Buyer strength 0.618 Valid
Product delivery 0.737 Valid
Promotion competition 0.729 Valid
Price competition 0.761 Valid
Competition of distribution channels 0.47 Valid
Raw material competition 0.59 Valid

Government policy (X3)
UKMManagement training 0.849 Valid
Ease of obtaining capital 0.807 Valid
Ease in increasing cooperation 0.747 Valid

Business strategy (Y1)
Raw material prices 0.618 Valid
Production process costs 0.56 Valid
Product distribution costs 0.551 Valid
Price of product 0.657 Valid
Quality products 0.777 Valid
More useful products 0.563 Valid
Special services 0.602 Valid
Products vary 0.609 Valid
Certain service segments 0.561 Valid
Market selection 0.528 Valid
Product conformity 0.534 Valid
Matching selling prices 0.616 Valid

(continued )

Table I.
Test results for

validity
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Table II shows that all variable produce alpha values above 0.60, and thus, it can be said
that the research instruments are reliable. Thus, the research instrument is worthy of being
used as a variable measurement tool.

Goodness of fit
Goodness of fit model in GSCA is presented as follows. The result of the analysis shows that
model is good, as the GFI value> 0.90. From the FIT value of 0.499, we can see that the total
variant of all variables used in this study and the model can explain all existing variable up
to0.499. The diversity of entrepreneurial orientation, business strategies, environmental
dynamics, government policies and SME business performance that can be explained by the
model is 49.9 per cent and the rest is explained by other variables not tested in the present study.
The results of hypothesis testing onGSCAusing t-test are presented in the following table.

Based on the results in Table I, the relationship among variables is now known. The first
hypothesis is that the better entrepreneurial orientation, then the more appropriate business
strategy applied to the SMEs. The GSCA results show a path coefficient of 0.298 and p-value
of 0.000 (significant), so the hypothesis is accepted. The second hypothesis is that the better
entrepreneurial orientation), the higher performance of SMEs producing Indonesian special
food in East Java. The GSCA results show a path coefficient of 0.261 and p-value of 0.0246
(significant), so the hypothesis is accepted. The third hypothesizes that the better
entrepreneurial orientation coupled with effective government policies, the higher
performance of SMEs producing Indonesian special food in East Java. The results of GSCA
show a path coefficient of the effect of policies on performance of �0.080 and p-value of
0.849 (not significant) and interaction effect of X1*X3 on performance of 0.126 and p-value of
0.772 (not significant), so the hypothesis is rejected. This shows that policies do not act as
moderation. The fourth hypothesis is that the more appropriate in applying the business

Item r-value Result

Business performance (Y2)
Advantage 0.587 Valid
Business assets 0.603 Valid
Product quality 0.646 Valid
Production target 0.579 Valid
Punctuality 0.605 Valid
New product 0.475 Valid
Employee productivity 0.725 Valid
Sales volume 0.435 Valid
market position 0.730 Valid
Market growth 0.676 Valid

Table II.
Variable reliability
test

Variable Coefficient Cronbach’s alpha Decision

Entrepreneurship orientation (X1) 0,774 Reliable
Environmental dynamics (X2) 0,733 Reliable
Government policy (X3) 0,731 Reliable
Business strategy (Y1) 0,753 Reliable
Business performance (Y2) 0,806 Reliable

Table I.
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strategy, the higher performance of SMEs producing Indonesian special food in East Java.
The results of GSCA show a path coefficient of 0.169 and p-value of 0.0271 (significant), so
the hypothesis is accepted. The fifth hypothesizes the more appropriate business strategy
implemented with the environment dynamics, the higher performance of SMEs producing
Indonesian special food in East Java. The results of GSCA show a path coefficient of the
effect of business strategies on performance of�0.215 and p-value of 0.016 (significant), and
interaction effect of Y1*X2 on performance of 0.217 and p-value of p-value = 0.036
(significant), so the hypothesis is accepted. This shows that environmental dynamics act as
a quasi-moderation variable.

Discussion
The effect of entrepreneurial orientation on business strategies
The results of hypothesis testing in Table III show a significant influence of
entrepreneurial orientation on business strategies of SMEs producing Indonesian special
food in East Java. SME managers have a high entrepreneurial orientation, especially in
terms of confidence and optimism. This means that in running the business, they always
believe in the ability they have, they do not depend much on others, and their sense of
optimism is good.

The high entrepreneurial orientation gives a positive and significant influence on
the ability to determine the right business strategy, especially the differentiation
strategy. This means that SME managers have the ability to set appropriate strategies
for producing quality products, producing products offering better benefits than
similar ones, formulating a variety of products, and providing the best service to their
customers.

The results of this study extend the research conducted by Mahmud and Anomsari
(2011), which shows that entrepreneurial orientation has a positive and significant impact on
the business strategy set by owners and managers of SMEs on Jalan Barito Semarang.
According to Porter (1980) argues that change must create competitiveness especially to

Table III.
Results of hypothesis

testing

Hypothesis Relationship between variables Path coeff CR p Note

1 X1= entrepreneurial
orientation

Y1= business
strategies

0.298 9.67* 0.0000 Accepted

2 X1= entrepreneurial
orientation

Y2 = business
performance

0.261 2.27* 0.0246 Accepted

Test on X3 as a Mediating Variable of X1 to Y2
3 X3 = government

policies
Y2= business
performance

�0.080 0.19ts 0.8496 Not a moderation

X1*X3= X1
interaction with X3

Y2 = business
performance

0.126 0.29ts 0.7722

Test on X2 as a mediating variable of Y1to Y2
4 X2 = environmental

dynamics
Y2 = business
performance

�0.215 2.42* 0.0167 Quasi
moderation

Y1*X2 = Y1
interaction with X2

Y2 = business
performance

0.217 2.11* 0.0365

5 Y1 = business
strategies

Y2 = business
performance

0.169 2.23* 0.0272 Accepted

Notes: Decision: ts = not signifiant; * = significant at a 5%
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have a strong bargaining position in competition; that needs a strategy, so the company can
excel than its competitors. The well-known marketing strategy concept is 4 P (Product,
Price, Place and Promotion). Furthermore, Suci (2009) adds that entrepreneurship research
and development can be the main strategy because it is related to creativity and innovation,
as a part of entrepreneurial orientation.

The study by Lee and Tsang (2001) observes the influence of entrepreneurial
personality traits and network activities on business growth of about 168 Chinese
entrepreneurs in small as well medium businesses in Singapore. The results indicate
that:

� Experience, network activities, number of partners, locus of control and need for
achievement has a positive effect on business growth.

� Two other personality traits, namely, self-reliance and extroversion, have negative
effect on the number of partners.

� Education on business growth, moderated by firm size, positively affects large
companies and negatively affects small companies.

� The entrepreneurial industry and managerial experience are the dominant factors
affecting business growth.

The difference of our finding with the ones by Lee and Tsang (2001) are in the operational
description of the entrepreneur personality into two variables, namely, the entrepreneurial
orientation and the business strategy. Another difference lies in the use of measures of
business growth, in which Lee and Tsang use business growth and development, while our
study uses business performance. This means that entrepreneurial orientation influences
business strategies especially in analyzing environment and formulating strategies.

The effect of entrepreneurial orientation on business performance
The results of hypothesis testing in Table I show a significant influence of entrepreneurial
orientation on business performance of SMEs producing Indonesian special food in East Java. The

Figure 1.
Research conceptual
framework

Entrepreneurship Orientation
(X1)

Business Strategy 
(Y1)

Business Performance 
(Y2)

Government Policy 
(X3)

Environmental Dynamics
(X2)

H2

H1

H4

H5

H
3
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results of this study are in line with research conducted by Moeljadi (1999), which shows that the
internal factors of the company, especially the high entrepreneurial orientation, will certainly affect
business performance. Suci (2009) shows entrepreneurship orientation has a positive and significant
impact on business performance in small andmedium embroidery industries in East Java.

The results of this hypothesis testing are in line with the ones by Li et al. (2008), which
suggests that there is a positive relationship between entrepreneurial orientation and
company performance. To improve performance, entrepreneurial orientation is indispensable
in an uncertain competitive environment. Likewise, for SMEs, entrepreneurial orientation is
needed in the face of global competition, to improve its performance.

This study strengthens research from Idrus (1999) that entrepreneurial orientation (such
as self-confidence, task-result oriented, risk-taker, leadership attitude, originality and future-
oriented) greatly affects the success or performance. From the findings, it is known that the
average value for entrepreneurial orientation is 4.07; this shows that the entrepreneurial
orientation in the SMEs producing Indonesian special food in East Java is quite high.
Likewise, the performance variable is known to have an average score of a high value of
4.00. The variable having the highest average score is the productivity of 4.11. This means
that SMEs have a good performance in terms of maintaining product quality, meeting
production targets and time and being able to create new products.

The effect of entrepreneurial orientation on business performance moderated by
government policies
GSCA results show a path coefficient value of�0.080 on the effect of government policies on
performance and p-value of 0.849 (not significant) and a path coefficient value on the effect
of X1*X3 on performance of 0.126 and p-value of 0.772 (not significant), so the hypothesis is
rejected. This shows that the government policy is not a moderating variable.

Thurik and Wennekers (2004) concluded that government policies in controlling the
economy, by involving technology participation and consumer stability, would drive business
performance. Some empirical studies show the role of government policies in improving the
performance of small-scale enterprises. Empirical studies on entrepreneurial environments in
different countries show that countries having fewer regulations and provisions, offering taxes
and other incentives, promoting training and counseling services to those who start
entrepreneurship will experience improvement and development of business (Dana, 2001).

Figure 2.
Path diagram of

hypothesis testing
results

0.216(s)

Business 
Performance 

(Y2)

Entrepreneurship 
Orientation (X1)

Business 
strategy (Y1)

Environmental 
Dynamics (X2)

-0.080(ts)

0.298(s)

0.217(s)

0,126(ts)

Government 
policy (X3)

Y1*X2

X1*X3

0.169(s) -0.215(s)
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The government policy variable is not moderation of entrepreneurial orientation and
performance of SMEs producing Indonesian special food in East Java. This is presumably
because there are other factors more influential in terms of performance of SMEs such as
internal factors consisting of human resources, financial aspects, technical aspects of
production or operations, andmarket andmarketing aspects, and external factors consisting
of socio-cultural and economic, and aspects of the role of related institutions.

Government policies can include improvement in the quality of human resources through
training, strengthening capital by facilitating access to capital, and encouraging
partnerships and providing protection for small businesses to increase business
performance. The optimal role of government is manifested by becoming facilitators,
regulators and catalysts. As a facilitator, the government has a role in facilitating SMEs to
achieve the development goals. If SMEs have weaknesses in production, the government’s
job is to provide training. Development of SMEs is essentially a joint responsibility between
the government and society. The government has sought to create a good climate among
others, by maintaining the security of business and simplification of business licensing
procedures, tax relief, and so forth. The development of mutually beneficial partnerships
between SMEs and large entrepreneurs both within countries and abroad should be
enhanced by the government to avoid monopoly in business and to expand market share
andmore efficient business management.

The government has enhanced training for SME actors related to entrepreneurship,
management, administration, and other skills in developing their business. In addition, the
government has provided an opportunity to practice the theory through the development of
partnerships. The existing associations must be strengthened, to enhance their role, among
others, in the development of business information networks indispensable for the
development of business performance. To accelerate the process of partnership between
SMEs with big business both from within the country and from abroad, special media are
needed in an effort to promote the products produced. The government also promotes the
local products of SME in other countries through the embassies in the country concerned.

This study shows that the government has not been able to play its role in maximizing
the success of SMEs in Batu. One of the problems is the fact that SMEs find it difficult to get
access to capital from the government-appointed banks. Most SMEs have no collateral to
receive loan assistance from the bank. Therefore, the government must improve its
involvement in assisting SMEs so entrepreneurs can improve business performance as well.

The effect of business strategies on performance
From the result of hypothesis testing, it is known that business strategies have a significant
influence on the performance of SMEs producing Indonesian special food in East Java. The
result of GSCA shows a path coefficient on the effect of competitive strategy on performance
of �0.215 and p-value of 0.016 (significant) and the interaction effect of Y1*X2 on
performance of 0.217 and p-value of 0.036 (significant), so the hypothesis is accepted.

The results of this study strengthen the results of research conducted by Asmarani (2006)
that business strategies positively affect the performance of SME tenun ikat in Troso, Jepara –
the better business strategy, the better performance of the company. The existence of a good
business strategy can enable companies to achieve organizational goals established. This result
is in accordance with research conducted by Rue and Ibrahim (1998) that SME shaving
business strategies generally produce above-average performance than those with no business
strategies. Muryati (2004) in her research examines the effect of external environmental factors
and internal environmental factors either directly or indirectly to export performance. The
study also tests the influence of the external environment and internal environment on
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competitive strategy intensity and tests the influence competitive strategy intensity toward
export performance. Negative indirect relationships occur on internal factors to competitive
strategy intensity and export performance because entrepreneurs do not improve their
competence on internal function, as some functions have been taken by foreign buyers, such as
pricing, promotion and distribution channels. To improve the intensity of competitive
strategies, we must improve the quality and durability of the products, after-sales service, and
the provision of payment terms and cost advantages.

Associated with the existing phenomenon, there are indicators used to measure business
strategies showing good results, seen from the high average value of the indicator ranging
from 3.61 to 4.03. The highest average indicator value is for the differentiation strategy
(4.03), while the lowest value is for the focus strategy (3.61). Performance also has a high
average score that ranges from 3.82 to 4.11. The highest average score is for the productivity
indicator (4.11), while the lowest average is for the market indicator (3.82). Thus, it can be
said that SMEs producing Indonesian special food in East Java has a good ability in
determining the right business strategy to improve business performance on SMEs.

The effect of business strategies on performance mediating by environmental dynamics
The result of GSCA shows a path coefficient of the effect of business strategies to
performance is �0.215 and p-value of 0.016 (significant) and the interaction effect of Y1*X2
on performance is 0.217 and p-value of 0.036 (significant), so the hypothesis is accepted. This
shows that environmental dynamics act as a quasi-moderating variable. The results of this
study extend the research conducted by Pono (2009), which shows that the dynamics of the
environment and business strategy have a significant influence on the performance of
manufacturing industry in East Java.

The results of this study indicate that the majority of SME producing Indonesian special
food in East Java selects the differentiation strategy. This means that SMEs have the ability to
set appropriate strategies for creating quality products, producing products that have more
benefits than similar products on the market, formulating a variety of products, and providing
exceptional service to their customers. The environmental dynamics often experienced by SME
producing Indonesian special food in East Java is the intensity of competition (average score of
3.51). They experience many environmental dynamics in the form of product competition,
promotion competition, price competition, distribution channel competition, and raw material
competition. Thus, it can be said that SME producing Indonesian special food in East Java have
the ability to define the right business strategy in accordance with the dynamics of the
environment faced to increase their performance.

This study extends the study by Hashim, Wafa, and Sulaiman, the study examines the
environment as a moderator of the relationship between business strategy and performance
of 100 SMEs in Malaysia’s manufacturing sector. Using ANOVA (Analysis of Variance),
this study indicates that the three generic strategies by Porter are relevant not only to large
companies but also to SMEs. In addition, the relationship between business strategy and
SME performance is moderated by the environment. These findings require companies to
implement business strategies based on the environment. The difference of the present
study with the one by Hashim, Wafa and Sulaiman lies in the analysis technique, as the
present study uses GSCA and the differentiation strategy is the focus of the study.

Concluding remarks
Further studies are suggested to continue examining the concept of environmental
dynamics in different situations and to take samples on other types of businesses, as there
are still many developing SMEs. It is also suggested to use government policies as a
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dependent and independent variable, and a mediating variable, to know the effect on SME
performance. Future researchers are advised to distinguish between SMEs and focus on the
regional business group, and also to analyze the internal environment such as the capital
structure, human resources, and technology that affect the performance of SMEs.

It is recommended that the government establish good cooperation with SMEs in Indonesia
to assist in the development of SMEs. SMEs must stop their dependence on other parties so
training on management and managerial skills are needed, so they can choose the right
business strategy in accordance with the dynamics of the environment. Therefore, it is
necessary to provide guidance for SMEs. The government must always provide continuous
assistance andmonitoring on the sustainability of SMEs so the business can continue to evolve.

Theoretical implications are the contribution of the development of science so that it can
become a reference for reading and information in further research and in developing science,
especially those related to strategy management and entrepreneurship. This study can prove
and broaden the theory of the role of environmental dynamics as a moderating variable, where
the determination of business strategies that are in line with the dynamics of the environment
will be stronger in encouraging the performance of SMEs. While the practical implications of
this research are for SMEs in Timor Leste, with agreed knowledge about entrepreneurship.
SMEs are expected to be prepared about the development of entrepreneurs, both for
entrepreneurship training, so that SMEs can be improved, in addition to knowing. For the
Government, the results of this study can be used as input for the government specifically for
the Ministry of Trade, industry and environment in developing and fostering SMEs in East
Timor. For researchers, the results of this study will add the knowledge and key research
insights in problems related to SMEs in the quality of entrepreneurship, environmental
dynamics, government policies, business strategies and performance.
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