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Product Characteristics, Market Competitive Strategies, and SMEs Performance:
Testing Their Relationships

Abstract: COVID-19 pandemic has made the economy in Indonesia sluggish, especially
Small and Medium Enterprises (SMEs). Simultaneously, the SMEs’ existence in Indonesia is
fundamental and considered by the government since it is able to assist numerous laborers and
become an income source for the lower and middle classes of the community. The
productivity of SME in a region will undeniably influence the availability of job and, of
course, reduce the number of unemployed. Therefore, in this study, the researchers look at
how to improve SMEs performance to continue to exist amid the COVID-19 pandemic, by
identifying the relationships between product characteristics, market competitive strategies,
and the performance of SMEs. The research was done on SMEs in West Java, Indonesia. As
the basis of a quantitative approach, this study employed survey instruments by distributing a
questionnaire. In analyzing the data, it utilized the structural equation modeling (SEM). The
result showed a significant relationship between Product Characteristics, Market Competitive
Strategy, and Price & Product Success Rate on SMEs Performance. This study’s findings
contribute to the SMEs performance literature.

1. Introduction

Indonesia SMEs’ existence is vital and taken into account by the government since it is
able help numerous workers and turn into an income source for the community’s lower and
middle classes. The productivity of SME in a region will certainly influence the availability of
job and, surely, lessen unemployed number (Ahyar, Dikdik, Eldes, Radyan & Igbal, 2020).
SMEs number in 2016 was verified as many as 45 million business units. Thus, most of
economic actors were small and medium businesses. Besides, this sector absorbed 79 million
people from 100 million Indonesian workforces. Hence, a variety of attempts need to be made
to expand small businesses in Indonesia to be better. SMEs that can survive in a long period
are industries that can anticipate changes in every era.

Competition in the business world is increasingly tight, making SMEs trying to find the
right strategy in marketing their products. The interest to purchase is gotten from thought
process and learning that shapes a recognition. This interest to purchase makes an inspiration
that keeps on being recorded in the mind of consumers. It turns into an exceptionally powerful
urge that toward the end, when a consumer has to meet his necessitates, he will actualized
things on his mind.

Every business actor has a goal to realize growth and survival in the long run. To achieve
these objectives, the business actor must have the ability to analyze the business environment
through management strategies accurately. Globalization requires companies to compete at
the world level. In order for companies to compete in the global industry, a strategy is needed.
As per Pierce and Robinson (2008), a strategy might be characterized just as an incorporated
and environment-focused approach to deal with achieving the mission of association.
Therefore, strategic management is the ongoing procedure of seeking after a positive
competitive fit between the association and its dynamic condition.

The competition that occurs between business actors is no longer only related to the
quality of products and product excellence they have, but has led to a "price war". To
anticipate this market competition aside from relying on the quality of its products, SMEs in
Cirebon continue to develop creativity and innovation in providing quality materials and
product excellence offered from each product they sell, so they can still lead the SME batik
market.

During the COVID-19 pandemic, SMEs in the city of Cirebon experienced many sales
declines. Many businesspeople complained about this situation because many batik products




that had already been produced could not penetrate sales because there was no purchasing
power in the community. A very drastic decrease in the SME Batik practitioners” market
share was due to the current COVID-19 pandezmc where all economic activities, especially
batik SMEs in Cirebon, was paralyzed and experiencing a drastic decline.

The problem in this research is the decline in the market share of batik sales during the
COVID-19 pandemic, which experienced a drastic decline. It cannot be allowed to continue,
so it is necessary to re-identify all the resources that can forfgg a competmve advantagc
especmlly relatad o product mnovatmn ‘Research conducted by ‘MV:
M. Sz i enml Why A cts are more Suce
of Marketing Re . Augy '%@) strenglhens the causal relatlonship in sequence . between
pmduct success with product characteristics, business strategy characteristics, and product
development characteristics. Based on the description of the problems above, the researcher
conducted a research about the effect of price, product characteristics, and market competitive
strategies on the level of product success on SMEs performance.

2. Literature Review
Small-medium enterprises
SMEs are industries that are able to withstand shockwaves, demonstrated in the midst of
monetary crisis where some huge scope organizations have fell, yet SMEs aare able to endure
and even be said to be a savior belt from the effects of the crisis (Ahyar, Dikdik, Eldes,
Radyan & Igbal, 2020). This type of business clasmﬁcatmtﬂ‘efcrs to the Repubhc of
!ndomnas Premdcnua! Decree No 99 of 1998, or Degg Etnaneg

all of them cankl;e Vexpresrs,ed to iia#c the same understandun. and there are smnlanues in
understanding the dehmuon of Mlcro Busmess . namely: "Small-scale people’s e
B Jhich are predominantly small business activities and need to

Product Characteristics

In creating a new product, product characteristics are influenced by three indicators:
product excellence, prodmtaccordmg to the needs of the buyer, and the product follows the
development of technology (David H. Henard. David M Szymanskl 200! p-364). In all cases,
the corporation generates the knowledgc of mangt 7

cnhance the superiority of new produc:s The ¢

con‘upetenc:cs of assumanm C - B
market | competencies to rmprovc the exocllcncc of new producm

In the theory of Neoclassical, for production, the most critical resources are land, labor,
and capital. Nevertheless, as knowledge and information substitute enery and goods as the
essential production sources (Bell, 1973), the theory of Neoclfjsical turns out to be less viable
and is replaced by the theory of company based on resource (Berney 1991: Conner 1991, Day
1994: Hunt and Morgan 1995). It develops resources’ types (from land, workers, and cars) to
involve intangibles as competencies in 0rgamzatmnal culture, market knowledge, as well as
management skills. Market kl‘wledge competencies’ disclosure as "higher level” resources
and, when used, may result in competitive advantage (Hunt and Morgan, 1995). Even though




the competencies’ view in m: cnowledge resources shows an increase in the developmen
of theory, (mal meanmg of ﬁm idea is essentlal for empirical testing since the term

"resources” ‘umbrella that encompasses tangible and intangible assets and is
expected 0 pass on ﬁ property competencies of market igfpwledge itself.

Funhermore, in part of investigations concerning key issues in
Drucker (1985) noted the company's competitiveness in developing new products in the
procesg using knowledge of competitors and customers and incorporating these customers
with tcchnology New pmducts launched to customers are expected to have umque and
superior products that are also in accordance with the buyer’s wishes. The product price is
expected to be affordable by the customer, and product innovation follows the current and
future technological developments.

Market Competency Strategy

Companies must adapt and innovate continuously. Because the needs and expectations of
customers continue to develop over time, it must, therefore, be followed and responded to by
continuously producing high-quality products and services i@ transform market needs into
competmvc market strategies. Considering the significance of market knowledge competence
is an occurrence of the development of current theory. Disclosure of market knowledge
@mpetencies as "hlghﬂ‘ level” resources and, when used. may result in competitive henef' t
(Hunt and Morgan, 1995). Even though &e competencies’ view in market kni
resources shows m increase in the development of theory, the o;‘atmnal mcamng of this
idea is essential for empirical tes:mg smce thc term "resources” itself is an umbrella that
encompasses 1a E ~an =_ is expectcd o pass on ﬂm property
competencies of 1 edg arke ket kn _
competencnes are two related concep:ﬁ but separated. Li and Cantone (1998) defined _'
ge as planned information, meaning the results of a systematic process (as
erad:ctcd to random retrieval), and a-tructured md:catmg that it has a beneficial denotation.
Liand C ne (1998) defined market knowledge competence as a process that drives and
mtegrateq maﬂ(et knowledge. B
vint, the process shows it is an activities' series (competitors). Day (1994). in his
rket ations. defined market competence as a plex set of
m\w shared learning that is practiced in organizational piggesses. In their research on the
company’s core competencies, Prahalad and Hamel (1990), Li and Ca ne ﬂm) noted
that company competencies ifi developing new products in the process used the knowledge of
competitors and customers and integrated that knowledge with technology. As processes’
series, market knowledge competencies exhibit a number of characteristics, comprising the
incapacity to be imitated, because the process of carrying out market knowledge is@tablished
in organizational thought activities and cannot be directly seen from the outside (Day, 1994;
Prahalad and Hamel, 1990, Li and Calantone. 1998), which identifies company processes in
developing new products in the process using knowledge of competitors and customers and
incorporating that knowledge with technology.

In research, Li and Calantone (1998) recommended market knowledge competition from
the development of new produ.mat consists of three processes: (1) the process of customer
knowledge. (2) the process of ¢ - knowledge. and (3) research and deve of
ce marketing. The customer knowledge process alludes to behavioral activities’ set that
move the customer's knowledge to bear the new product’s current and potential needs. The
knowledge competency process contains a behavioral activities™ set that drive knowledge
regarding competitors’ strategies and products. The research and - development marketing
interface refer to the process bf#vhich the marketing research and development operates to
communicate and collaborate. Based on Nerver and Slater’s (1990) statement, the market




competency strategy as a competitive strategy consists of three behavioral elements: the
orientation of customer, the orientation of competitor, and the coordination of inter-
Pnctional. Thus, the orientation of customer and the orientation of competitor take account of
all activities involved in obtaining inforr concerning competitors and customers in the

target market and distributing throuah business. Whereas, functional coordination is
constructed on the information of competitor and customer, and consists of coordinated
business ventures.

Price

As stated by Kotler & Armstrong (2006), price is the measure of cash paid for a service or
product or the measure of significant worth that customers trade for the advantages of
possessing or utilizing the service or product. Whereas, Stanton (2004) found that the market
price of a product affects wages, rent, interest, and profit. It means product prices affect the
factors of production costs (capital, labor, land, and entrepreneurship). Therefore, the
definition of prices is a basic measure of an economic system because prices affect the
allocation of production factors. Besides. prices can also be defined as the amount of money
needed to obtain several combinations of a product and the accompanying services.

Product Success Rate

The innovation of product is progressively@steemed as a key part of contmuom
achievement in business process. In their research, David H. Henard and David M. Sz;
(August 2001) said that product excellence, market potential, meeting customer needs, pm~
development of job skills, and resource use, in general, are mostly those that have a
significant impact on the performance of new products. According to Sridar Samu (1999; p.
60), the attributes or characteristics of new products sold in the market will determine the
level of success of these products. The consumer's decision to repurchase the product is a
form of success for the new product. The components, attributes, and characteristics of the
product are essential things that must be considered to improve marketing performance. One
indication of a product’s success or failure is consumer buying interest (how much is
someone's interest to buy a product). It can be said that this interest will give birth to the
frequency of purchase or repurchase: therefore, the dimension of purchase interest is the
amount of interest or how likely the purchase is (Mittal, 1999).

Business Performance

According to Jeaning and Beaver (1997), business performance is a measure of the
development and success of small and medium and large companies. Measurements of
investment returns, growth, volume, profits, and labor in general companies are carried out to
determine the company's performance. The measurement of performance is complex and a
major encounter for researchers, as indicated by Beal (2000), as a result of the construct of
multidimensional perfomance, and along these lines, the performance of measurement with
only one dimension of measurement culd not give a far reaching comprehension. The
measurement of performance, according to Bhargava et al. (1994), should use or integrate
multiple measures. Wright et al., In Beal (2000) suggested no accord on the most suitable
measurement of performance, and the objective performance measures that have been utilized
in numerous examinations are as yet inadequate. For example, the size of ROI (Return on
Investment) has weaknesses because there are various methods of measuring depreciation,
inventory, and fixed cost values.

Furthermore, Sapienza et al. in Beal (2000) argues that accounting and financial-based
organizational performance measures have flaws in addition to being caused by the variety of
accounting methods, also due to the tendency of manipulation of numbers from management




so that measurements become invalid. To anticipate the unavailability of objective
perfonnance data in a study, it is plausible to utilize subjective measures on the basis of the
perceptions of managers. Zahra and Das (1993) prove that subjective performance measures
have a high level of reliability and .ndlty Besides, Vm% & Vos-:s' (2000) research showed
mat there was a c!ose relationship between subjective p e measures and objective
“The pcrfonnance of business is a aspect generally employed to calculate the influence of
strategies adopted by the company. Specifically, the performance of outlet is an idea to
evaluate the business activities's achievements done by an outlet or agent. However, Keats &
Hill (1988) stated that the concept of performance is challenging both in its measurement and
definition. Beals (2000) stated that the measurement of performance is complex and a major
encounter for researchers. It is a major encounter as a result of the construct of
multidimensional perfomance, and along these lines, the performance of measurement with
only one dimension of measurement culd not give a far reaching comprehension. High
performance of business is influenced by the superiority of the company's products with the
existing level of competition. Kim and Mauborgne (2005) suggested that to obtain high
performance; companies need to win the competition in the future, a successful organization
not because of fighting with competitors but by creating a blue ocean strategy from a new
space unmatched in a market. The four indicators: profit growth, customer growth, market
growth, and sales growth, develop the variables of business performance.

3. Hypotheses Development

The Impact of Product Characteristics on Product Success Rate

g3 The company can maintain product superiority or better standards with unique features
(Bergreen, 2001, p. 95-100), Li and Calantone (1998, p.13) said that product success is partly
related to the uniqueness, and the presence of the product is an advantage over other products.
Compared to other products, it is one of the factors that determine the success or failure of the
product. Besides, it can also be said that the management of consumer knowledge could be
used as one of the elements that decide the organization to expand the new products’ success,
as stated by Hamel & Prahalad (Cooper, 1996; p.3). In the research conducted by Cooper and
Kleinschmidt (1996, p. 19), several things about the research agenda are essential to do. It is
where research needs to be done to examine product marketing performance and the factors
that influence it (Cooper, 1996, p. 18-29). Meanwhile, in the research conducted by Song and
Parry (1997, p. 64-76). to find out the success of new products, it can be seen from marketing
performance. Then, in research conducted by Delene (1997, p. 47-54), it examines the
advantages of competitive new products, stating the need for further research on product
Blrategies that improve marketing performance.
H1: There is a positive influence of product characteristics on the level of product success

The Impact of Market Competitive Strategies on the Level of Product Success

In research, Li and Calantone (1998) recommended market knowledge competition from
the development of new produ‘(tmt consists of three processes: (1) the process of customer
knowledge, (2) the process of competitor knowledge. and (3) research and development of
interface marketing. The customer knowledge process alludes to behavioral activities’ set that
move the customer’s knowledge to bear the new product’s current and potential needs. The
knowledge competency process contains a behavioral activities’ set that drive knowledge
regarding competitors' strategies and products. The research and development marketing
interface refer to the process by which the marketing research and development operates to
communicate and collaborate.




Based on the statement of Nerver and Slater (1990), the strategy of market competence as
a competitive strategy consists of three behavioral elements: the orientation of customer, the
orientation of competitor, and the coordination of inter-fuftional. Thus, the orientation of
customer and the orientation of competitor take account of all activities involved in obtaining
information concerning competitors and customers in the target market and distributing
through business. Whereas, functional coordination is constructed on the information of
competitor and customer, and consists of coordinated business ventures. Strictly speaking,
Kholi and Jaworski (1993) defined competitive market strategies into three types namely:
customer focus, coordinate marketing, and profitability, because these three things are closely
related to the organization's decision-making process based on information obtained and have
undergone a process of unification of the values of the behavior that is embraced (culture)
owned by the company. Jaworski and Kohli (1993) stated that customer needs and
expectations continue to develop over time, and therefore must be followed and responded to
by producing high-quality products and services continuously to transform market needs into
competitive market strategies.
H2: There is a positive influence of market competitive strategies on the level of product
success

The Impact of Prices on Product Success Rates

For some types of products, consumers prefer to buy products at lower prices with the
quality and criteria they need. A company that sells its products directly to consumers and
through distribution makes different pricing. As for promotions, the product’s price will be
lower if the cost of product promotion is not only borne by the company, but also to retailers.
An entreprencur needs to consider the production costs and the changes that occur in the
quantity of production if he wants to be able to set prices effectively. Fandy Tjiptono (2001)
argued that price is often a value’s indicator when the indicator is associated with the
perceived benefits of goods or services. Hence, it is able to be inferred that at a specific level
of price, if the advantages experienced by purchasers improve, the value will also improve,
and this can increase the competitiveness of the products offered.
H3: There is a positive influence of price on the level of product success

The Impact of Product Success Rate on Business Performance

The innovation of product f§§ progressively esteemed as a key part of continuous
achievement in business process. David H. Henard and David M. Szymanski (August 2001),
in their research, said that product excellence, market potential, meeting customer needs, pre-
development of job skills, and resource use, in general, are mostly those that have a
significant impact on the performance of new products. According to Sridar Samu (1999;
p.60). the attributes or characteristics of new products sold in the market will determine the
level of success of these products. The consumer’s decision to repurchase the product is a
form of success for the new product. The components, attributes, and characteristics of the
product are essential things that must be considered to improve marketing performance. One
of the indications of a product’s success or failure is consumer buying interest (how much
interest someone to buy a product). It can be said that this interest will give birth to the
frequency of purchase or repurchase; therefore, the dimension of purchase interest is the
amount of interest or how likely the purchase is (Mittal, 1999).
H4: There is a positive influence on the level of product success on business performance

4. Research Method
This research utilized quantitative data types in light of the fact that the data introduced
were identified with numbers or scoring. Then, the data were scrutinized and processed into




statistical analysis to examine the hypotheses that clarified the connection between the
variables utilized. The data source employed in this investigation was the primary data. As
indicated by Sugiyono (2014), research variables are anything as what is controlled by
researchers to be concentrated with the goal that data is acquired about it, at that the
concludions are drawn. The research’s variables were broken down into two, to be specific: 1.
Endogenous Variable (Y). The endogenous variable is a variable that is influenced, or which
is because of the exogenous factors (Sugiyono, 2014). The endogenous variable in this
research was the success rate of product & the performance of SMEs. 2. Exogenous Variable
(X). Exogenous variable is a variable that will influence the endogenous variable, or as such,
the exogenous variable is the reason for the arrangement of the endogenous variable. The
exogenous factors utilized in this study were the characteristics of product, market
competitive strategy, and price. The population in this study were all SMEs in West Java. The
example employed was Batik SMEs in Cirebon with at least tenth long periods of foundation,
and the quantity of Batik SMEs in Cirebon was 165.

5. Result and Discussion

In light of the data gathered during the research, a questionnaire conveyed to respondents
was 165 duplicates. From the data processing results, most respondents are female, which was
110 individuals, and respondents with ages 41-50 were the most predominant upwards of 65
individuals. The table underneath shows the existing data analysis results.

Reability is a proportion of inward consistency of the indicators of an arrangement
variable @at indicates how much every indicator demonstrates a typical development
Ehriable. There are two different ways to test reliability, to be specific by composite/develop
reliability and variance extracted. The cut-off value of the stability reliability is at least 0.70,
while the cut-off value for the extracted variance is in any event 0.50. Variance extracted
shows the amount of variance of the indicator extracted the framed variable created. High
variance extracted values indicate that the indicators are well represented by the formed
variables that were developed (Ghozali, 2013).

Table 2. Reliability and Variance Extracted Test

<]
Reliability for each construct ended up being high, and all values were over the cut-off
value of 0.70. The calculated variance demonstrated that all constructs met the base cut-off
value requirement of (.50.
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