Enhancing Competitiveness of
Creative Industries

by Tafdil Husni

Submission date: 20-Dec-2018 08:09PM (UT C+0800)
Submission ID: 1059580683

File name: J|_YRN-03.pdf (27 1.66K)

Word count: 5173

Character count: 29385



International Journal of Engi

ing & Technology, 7 (3.30) (2018) 544-348

International Journal of Engineering & Technology

Website: www.sciencepubeo.conyindex.php/LIET

SPC Research paper

Enhancing Competitiveness of Creative Industries: SME in
West Sumatra

Tafdil Husni', Rida Rahim ", Desyetti’, Yurniwati*

haas Faculty of Economy Andalas University
*Corresponding author E-mail : ridarahim93@gmail.com

Abstract

This research is conducted to identify the competitiveness of creative industries in West Sumatra based on market orientation, entrepre-
neurial orientation, and competitive advantage. Vanables used in this research are competitiveness, market onentation, entrepreneurship
orientation, and competitive advantage. The method of collecting primary data are obtained through questionnaires and guided interviews.
The primary data used are from survey to small industries and secondary data are from Department of Industrial and Trade Cooperatives
(Diskopenindag) and Department of Tourism of West Sumatra. Hypothesis is tested using Partial Least Square (PLS) method. The re-
search found that the increase of competitiveness will be reached if the company has competitive advantage and the manager/owner of
creative industry is entrepreneurial-oriented. This entrepreneurial orientation influence competitiveness directly or mediated by competi-
tive advantage. Whereas, market orientation cannot create creative industry’s competitiveness either directly or mediated by competitive
advantage.

Keyword: creative industry, competitiveness, market orientation, entrepreneurial orientation, competitive advantage.

are not market-oriented yet such as marketing industries are still
conventional and have not utilized information technology to
speed up services to consumers (2): (4).

This research is inspired by other researches conducted by (5). and
(6) which examine the effect of market orientation to company’s
performance. Research conducted by Ussahawanitsakit & (7-9)
examine the effect of market orientation on competitive advantage
and competitiveness, (10) and (11) examine the important role of
entrepreneurship orientation as a strategy to create competitive
advantage and competitiveness, while (12), and (13) examine how
entreprencurial orientation affects company performance. (2) stud-
ied the Minang creative industries in West Sumatra, finding that
innovation and spint of entrepreneurship from those involved in
creative industry businesses have an impact on competitive ad-
vantage. The purpose of this study is how to improve competitive-
ness in small and medium enterprises (SME) with market orienta-
tion and entrepreneurial orientation mediated by competitive ad-
vantage. With a sample of 125 SMEs of West Sumatra creative
industries, 1t was found that market ornientation had a positive ef-
fect on competitive advantage. However, market orientation has
not been able to increase creative industry competitiveness either
directly or through mediation by competitive advantage. Mean-
while, entrepreneurial orientation has a positive effect on competi-
tive advantage, shows also that entrepreneurial orientation also
influence positively to competitiveness either directly or through
mediation by competitive advantage.

1. Introduction

Creative industries in Indonesia have contributed significantly to
the economy and employment, and also has important role in hu-
man resource empowerment. These facts are supported by statisti-
cal data of creative industries in Indonesia in 2016 which shown
creative industries’ gross domestic products (GDP) have increased
approximately 10.14% every year. This value gives contribution to
national economy ranged from 7.38% to 7.66% which are domi-
nated by three subsectors: culinary by 41.69%, fashion by 18.15%
and handycraft by 15,70%. Aside from their contribution to na-
tional GDP, creative industries are the fourth biggest industries in
employment rate which contributed nationally by 10.7%. West
Sumatra has many creative industries which are spread through
several regions and also the subsector contributed significantly to
West Sumatra’s economy. Handyeraft and fashion are the biggest
contributors to West Sumatra’s economy, but their competitive-
ness are lower compared to creative industries generally (1). Re-
search mn the field of creative industries 1s needed because they
can provide large employment and increase people’s income. High
competitiveness for those involved in creative economy facing
competition erther locally or globally will be increased. To face
such competition and able to survive, companies in this industrial
sector must have competitive advantage. This competitive ad-
vantage in creative economy is conducted through intensifying
information and creativity which relied on ideas and stock of
knowledge from human resources as the primary factor of produc-
tion in every economy actitivy (1).

Research conducted by {Formatting Citation} and (3) supported
the argument that creative industries are still lacking in managerial
capabilities, skills, capital, and market. Other obstacle faced by
companises in creative industries is the fact that business activities
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2.1 The Effect of Market Orientation on Competitive
Advantage and Competitiveness

(14) defined market orientation as a process of generating and
providing market nformation for the purpose of creating superior
value for consumers, whereas, according to (15) market orienta-
tion 1s a process and activity related to customer creation and sat-
isfaction by continuously assessing the costumer's needs and de-
sires thus have an impact on improving company performance.
However from many definitions available, the definition of market
orientation that 1s very popular and often used is the definition
made by (16) and (17). (16) defined market orientation as the most
effective and efficient organizational culture to create the behav-
iors needed to create superior value for buyers and to deliver supe-
rior performance consisting of three components: customer orien-
tation, competitor orientation and inter-functional coordination.
Meanwhile (17) view market orientation as an organizational be-
havior in implementing marketing concepts. This behavior is em-
phasized on three activities comprising gathering information
related to current and future customer needs, the dissemination of
this information to all parts of the organization and responsive to
market information. The study refers to the dimensions of orienta-
tion according to (16) and (17), because this concept is widely
used by previous researchers. The dimension of market orientation
consists of 4 which are customer orientation. competitor orienta-
tion, market information orientation and inter-functional coordina-
tion.

(5) found that market orientation had a positive and significant
effect on performance, while (6) found that market orientation had
a positive effect on performance but the effect was not significant.
According to (6). market orientation will affect the performance
through innovation as a variable intervening. Research conducted
by Ussahawanminakitakit & (7) found that to achieve superior
performance, outstanding competitive advantage and great com-
petitiveness are the strategies that can be implemented by the
company to have a high market orientation. found that customer
orientation can improve competitive advantage, but competitor
orientation negatively impacted competitive advantage. (8) found
different results where competitive advantage is positively and
significantly influenced by competitors' orientation, but there is no
significant effect on customer orientation. (9) also proved success-
fully that market-oriented companies can create competitive ad-
vantage.

Hla: Market Orientation has significant effect on competitive
advantage

H1b: Market Orientation has significant effect on competitiveness
H1c: Market Orientation has siginificant effect on competitiveness
through mediating variable of competitive advantage

2.2 The Effect of Entrepreneurial Orientation on Com-
petitive Advantage and Competitiveness

The Entreprencurial Orientation illustrates how far companies
construct the identification and exploit of untapped opportunities
as organizational principles of the company (3), linking opportuni-
ty search, risk-taking and organizational leaders' decisions (Knight
2000), and is a charactenstic at company level because 1t reflects
corporate behavior (18). (19). Therefore, it can be said that the
entrepreunerial orientation is a corporate value system that will
determme the direction of movement or company strategy. (19)
distinguished indicators on entreprencurial orientation mto 3 di-
mensions which are innovativeness, proactive, and risk-taking,
while (20) added two more indicators which are autonomy. Re-
search conducted by (12) and (13} stated that entrepreneurial on-
entation is the key to improving marketing performance. Small
and medium industries whose owners/managers are entrepreneur-
oriented have a clear and courageous vision to face nsks thus be

able to create good performance. (10) and (11) found that the di-
mension of entrepreneunal orientation has a positive and signifi-
cant impact on competitive advantage.

H2a: The Entrepreneurial Orientation has a significant effect on
competitive advantage

H2b: The Entrepreneurial orientation has a significant effect on
competitiveness

H2c: The Entrepreneurial orientation has a significant effect on
competitiveness through mediating vanable of competitive ad-
vantage

H3: Competitive advantage has significant effect on companies’
competitiveness

3. Research Method

This is an explanatory research ie causality describes a relation-
ship between variables through hypothesis testing. This type of
research is chosen considering the objectives to be achieved in-
clude efforts to explain the relationship and the influence that
oceurs between the questionnaires as the tool of primary data
gathering. The object of research is the creative industries. Based
on the hypothesis in the design of this study, the variables used in
the study are determined. The variables studied are (Y) Industrial
Competitiveness, (X1) Market Orientation, (X2) Orientation of
Entrepreneurship, and (X3) Competitive Advantage. Data collec-
tion was done by the method of observation, interview and ques-
tionnaire, the samples are creative industry managers/owners in
West Sumatera in the field of handicraft and fashion as much as
125 respondents. The collected data are processed by using de-
scriptive and quantitative analysis tools. The data collected in this
study consist of primary data and secondary data. Primary data 1s
data obtained directly from respondents through field research.
Respondents in this research are creative industries’ manag-
ers/owners. Data collecting instruments are prepared first in the
form of questionnaires and guided interviews before collecting
primary data.

3.1 Operationalization of Variables and Measurements

a. Competitiveness, is the ability / strategy to compete of a
product / company / industry covering the production side
and combination of the final result and effort to achieve it.

b. Market Orientation, is the level of ability of the creative
industry to meet market demands that include customer ori-
entation, compelitor orientation, market information orienta-
tion and coordination among inter-function companies (16);
(17) and (14).

c. Entrepreneurial Orientation includes interests and de-
sires, locuss of control. educational initiatives, environment,
and the spirit of entrepreneurship (5).

d. Competitive Advantage, includes products that have
unique criteria, rare, not easily imitated and few substitu-

tion products.
3.2 Analysis Method

Data processing method used in this research is Partial Least
Square (PLS) method. PLS 1s a multivanable analysis technique
that can be used to descnbe the relationship of linear relations of
observation variables simultaneously, which also involves latent
variables that cannot be measured directly. PLS data analysis
techniques with second order approach is done to explamn thor-
oughly the relationship between variables that exist in the study
where the varables are multidimensional. The analysis stages
using this method are: 1) Analysis of path diagram to mterpret
PLS software output, 2) Analysis of measurement model (outer
model or also called measurement model) to evaluate the relation-
ship between construct variable with its indicator or manifest varn-
able, 3) Structural analysis (inner model) to evaluate the result of
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the estimation between coefficiency path parameter and its level
of significance.

Table: 1: Characteristics of SME’s

junior high school education, 48.0% respondents from high school
education. 16.0% are graduate Diploma, and 10.4% of respondents
have S1 and doctoral degree. Based on the length of SMEs' busi-
ness that has been run,the numbers are 86 SMEs run <20 years, 31
SMEs run between 20-38 years, and 8 SMEs run = 38 years. This
indicates that the length of UMKM business run averagely be-
tween <20 years and 20-38 years, because the business they run
are based on own business and business from inheritance or family

SME’s Frequensi Percentase (%)
Type of Business | Craft 88 7040
Fesyen 37 28.60
Total 125 100,0
Total Sales =100millio 44 35,20 L
100-500 million 50 40,0
500-1 billion 28 2240
< 1 Billion 3 2.40
Total 125 1000
Busi Entity Private SME's 82 65,60
Family SME’s 36 28.80
CV/cooperativenlity 7 5.60
Total 125 100.0
Working hours 8-10 hours 102 81.60
= 10 hours 24 18.40
s Equity 114 910
Ventura Capital Debt ml 9.0
Total 125 1000
Table 2: Characteristics of Responden
Responden Frequensi Pecentage (%)
Sex Male 54 432
Female 71 56,8
Total 125 100.0
Age <43 53 424
43-66 64 51,2
=66 8 64
Total 125 1000
Status Mot married 14 11,2
Married 111 88,8
Total 125 100.0
lj,duca SDVothers 1 8.8
tion
SMP 21 16,8
SLTA 60 48,0
Diploma 20 16.0
S1/82/83 13 10,4
Total 125 1000
Age SMES's <20 86 68,8
20-38 3l 24.8
=38 8 64
Total 125 1040,0

Descriptive statistical analysis shown in Table 1 and Table 2 are
the characteristics of SME's and ecreative industry manag-
ers/fowners. The characteristics of SME's which described the
characteristics of respondent's business need to be considered as
additional information to understand the research results. This can
be detailed based on types of creative industries. sales revenue.
business entity, raw material source, target market, labors' educa-
tion level, labors' origin, and average working hours of employee
of ereative industry SMEs. The characteristics of respondents are
described as the owner / manager of the creative industries of
handicrafts and fashion totaling 125 people grouped on gender,
age. education, and marital status,

Table 1 shows that West Sumatra's creative industry is more dom-
inated in handicraft by 70.40% and in fashion by 28.60%. Based
on the sales revenue of creative industries in the field of handicraft
and fashion, the results are quite varied between> 100 million - 1
billion per month based on survey data from 125 respondents.
SMEs in creative industry are more dominated by individual com-
panies by 66%, with 29% 1s a family company, and 6% are incor-
porated. Based on the source of venture capital, SMEs in creative
industry on the average used their own capital with 91% and only
a few which use the source of funds derived from financial mstitu-
tions by 9%. In Table 2 shows that male respondents of this re-
search are 43 2% while 56.8% are female. The percentage of edu-
cation level of managers/owners of creative industries are 8.8%
graduated from elementary school, 16.8% respondents are from

busi which run for generations.
3.3 Test of Validity and Reliability

The result of validity test that has been done to 101 questions is
bigger than r Table on 95% of confidence interval which is 0,361
(r table at n = 30 and o = 0.05). This indicates that all questions
are significant and can be declared valid. With validity results are
declared valid means respondents understand the intent of each
question posed by researchers in the research questionnaire. Re

alibility test is done by « cronbach technique. The significance test
is performed at the significance level of 0.05, meaning that the

instrument can be said to be reliable if the alpha value is greater
than the r critical product moment or greater than 0.60. From the
rehability test for the three vanables obtained resulted in
Cronbach's Alpha above 0.70. The value also means that the in-
struments used in this study are very reliable.

4, Result and Discussion

4.1 Partial Least Square (PLS) Analysis

The construct used in the research is the construct which 1s multi-
dimensional. The construct consists of two levels which are first
order construct and second order construct. The first order con-
struct is the confirmed variable of the second order construct.
While second order is the main variable in observation. In this
study, the second order construct includes market orientation,
entrepreneurial orientation, competitive advantage and competi-
tiveness which to be confirmed by several first order constructs.
Meanwhile the first order construet is confirmed by several indica-
tors. Once the model is established using SmartPLS, a model fea-
sibility test is performed. The model feasibility test is performed
on outer model and inner model. The outer model evaluation is
performed to evaluate the relationship of indicator with the first
order construct. While inner model evaluation is performed to
evaluate the relationship between first order construct and second
order construct and evaluate the relation between second order
construct. The results of PLS analysis of the research model can
be seen in the picture.

Evaluation of Outer Model on Latent First Order Constructs with
Indicators

The outer-model evaluation is performed on the first order con-
struct reflected by the indicators. In this study, the relationship
between the first order construct with the indicator is reflective.
There are 18 first order constructs with 66 indicators. If the coeffi-
cient or loading factor of each indicator on the model is less than
0.7 then it should be dropped. However, for initial research, meas-
uring the loading factor factor of 0.5-0.6 is still considered suffi-
cient. In this study, an ndicator that has a factor loading value
lower than 0.5 will be dropped, 1t1s necessary to do the PLS anal-
ysis again and produce Picture 1.

Picture 1: Increasing Competitiveness of Creative Industry With Market
Orientation, OrientationEntrepreneurship and Competitive Advantage
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4.2 Inner Testing Model between Second Order Con-
structs with First Order Constructs

The mner model relationship in this research 1s the second order
construct is reflected through some first order constructs. The
second order construct of market orientation is reflected through 4
(four) first order constructs: customer orientation, competitor ori-
entation, market information orientation and inter-functional coor-
dination. The market information orientation reflects the greatest
interrelation reflecting market orientation with losing factor by
0.861, followed by consumer orientation by 0.820, coordination
between functions by 0,736 and competitor orientation is the low-
est first order construct reflecting the interrelation in depicting
market orientation with loading factor of 0.354. The result of the
path analysis shows that t statistics or t table of all first order con-
structs to market orientation are above 1.96, this means that cus-
tomer orientation, competitor orientation, market information
orientation and inter-functional coordination are reflections of
marketing orientation. The construct of entrepreneurial orientation
is reflected by 9 indicators which are entrepreneunal intention,
innovation, pro-active, risk taking, locus of control, initiation,
education, environment, and entrepreneurial spirit. Of all 9 indica-
tors, entrepreneurial spint reflects the largest interrelation depict-
ing entrepreneurship orientation with loading factor by 0.738 and
the lowest is locus of control with loading factor by 0.470. Judg-
ing from the results of the path analysis, all first order constructs
are reflection of the entrepreneurial orientation because it has a t
table or statistical t that is greater than 1.96. Competitive ad-
vantage is reflected by 3 first order constructs which are product
uniqueness, product scarcity and not substitution of product. The
scarcity of product has the largest loading factor of 0.773 while
the lowest is the uniqueness of the product. This shows that prod-
uct scarcity is the biggest first order construct reflecting the inter-
relation in depicting competitive advantage. Path analysis shows
all first order constructs are a reflection of competitive advantage.
Competitiveness in this research is reflected by 2 indicators name-
ly corporate strategy and structure of competition and its relation
with related and supporting institutions, while 2 other indicators
which are condition of demand and condition of production factor
are not included m the model because the measurement 1s not
using likert scale but in the form of number stated in percentage.
Company strategy and structure of competition are the biggest

indicators that reflects the interrelation in deseribing competitive-
ness with loading factor by 0.902. The statistical t results show the
2 indicators are the reflection of competitiveness.

4.3 Inner Testing Model between Second Order Con-
structs

Inner model tests between second order constructs are evaluated
by using R-square for endogenous constructs, the path coefficient
values for significance tests between constructs in structural mod-
els. The influence model of market orientation and entrepreneurial
orientation to competitive advantage give R-square value of 0.446
(see table 3) which can be interpreted that the variability of Com-
petitive Advantage construct can be explained by the vanability of
Market Orientation construct and Entrepreneurship Orientation
construct by 28.86% while the rest should be explained by other
variables outside the scope of the study. Likewise, the mfluence
model of Market Orientation, Entrepreneurial Orientation and
Competitive Advantage to Competitiveness give R-Square value
of 0,672, which can be interpreted that the variability of Competi-
tiveness construct can be explained by the vanability of Market
Orientation construct, Entrepreneurial Orientation construct, and
Competitive Advantage construct by 67.20% while the rest should
be explaied by other vanables outside the scope of the study.

Table 3: R square Market, Entrepreneurship Orientation,Competitive
Advantage and Compelitiveness

Composite g , " | Cronbach ('Ulr-n_ Redun-
Reliability L Alpha o dancy
& re nality o
ompetive 0786 | 0446 0.681 0387 | 0,043
Advantage
oty 0857 | 0672 0815 | 0367 | -0.014
VEness

4.4 The Influence of Market Orientation and Entrepre-
neurial Orientation to Competitive Advantage and
Competitiveness

Path coefficient in table 4 indicates that market ornientation has a
positive effect on competitive advantage (0.203). However, mar-
ket orientation has not been able to increase creative industry
competitiveness either directly or through mediation by competi-
tive advantage. This can be seen from the value of the coefficient
parameter which is low and not significant.

To further enhance market orientation, creative industry owners /
managers should pay more attention and respond more quickly to
customer complaints and criticisms, produce products that match
the needs and desires of customers, and all functions should n-
crease their contribution to customer value. In addition. the man-
agers / owners of the creative industries of handicrafts and fashion
in West Sumatra should further improve the coordination between
functions within their company, which is to integrate the strategy
that runs the company to every function.

The insignificant effect of market orientation on creative industry
competitiveness is caused by the managers / owners of creative
industries who are not competitor oriented and have not been able
to map and capture the opportunities even though the company has
been market oriented. In addition, managers / owners of creative
industries have not been able to establish cooperation with related
associations and also have not utilized the promotional media
campaign optimally. The results of this study are in line with (21)
that found marketing onentation did not significantly affect the
performance.

4.5 The Effect of Entrepreneurial Orientation on Com-
petitive Advantage and Competitiveness

The entrepreneurial orientation positively influences the competi-
tive advantage by 0.576. Table 4 shows and. entrepreneurial orien-
tation also positively influences to competitiveness either directly
or mediated by competitive advantage.

The results of this study found that entrepreneurial orientation has
a positive and significant impact on competitive advantage by
0.576. This means, if the entrepreneurial orientation is increased
by 0.576 then the competitive advantage will also be mcreased by
0.576. The Entrepreneurial Orientation describes how far compa-
nies construct the identification and exploit of untapped opportuni-
ties as the organization's organizing principles (5). Indicators in
the entrepreneurnal orientation should be further enhanced by the
managers / owners of creative industries by increasing their in-
sights or knowledge through short courses, thus the knowledge
they have are not only on local scale but also national and even
global. Also, taking short courses can add insight and knowledge
of the managers / owners of the creative industries regarding de-
signs, motifs and models that are always evolving and changing
rapidly. Another thing that needs to be improved is the initiative to
find innovative new ideas and adapt quickly to changing market
situation. The results of this study support (10) and (11) studies
which find that companies whose managers / owners are entrepre-
neur oriented will produce different products from competitors
thus winning the competition.

Besides affecting competitive advantage, entrepreneurial orienta-
tion is also able to increase creative industries' competitiveness
directly or indirectly (mediated by competitive advantage). This
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proves that the creative industries whose managers / owners have
high entrepreneunal orientation can create competitiveness of the
products they produce. This research also finds that the improve-
ment of creative industries competitiveness can be done through
increasing the competitive advantage of creative dustries them-
selves. The existence of competitive advantage influence to the
competitiveness of creative industries of West Sumatra is shown
by having most of the products produced are rare and different
from products made by competitors and having production strate-
gy during new product development. However, to further enhance
the competitiveness of creative industries, managers / owners of
creative industries must be able to cooperate with related and sup-
porting institutions such as cooperation with the labor market to
obtain skilled workers needed by the creative industnes, to coop-
erate with related associations and also to increase cooperation
with the promotional media campaign so that the product made is
familiar with the customers. In addition, managers / owners of
creative industries should also improve their understanding of
bank and non-bank financial institutions so they can access bank
or non-bank funding sources if they need additional funds for
working capital or long-term investment. Currently, one of the
causes of creative industries' lack of competitiveness in West Su-
matra is due to difficulties in obtaining additional funds as the
result of creative industries' difficult access to financing sources,
notably the source of banking funds (BI, 2016).

Table 4: Path Analysis Results Enhancing Creative Industrial Competi-
tiveness with Market Orientation, Entrepreneurship Orientation and Com-

two variables are shown to have a positive influence on competi-
tive advantage and significant at alpha 5%.

The improvement of competitiveness will be achieved if the com-
pany has competitive advantage and manager / owner of such
creative industry 1s entrepreneur-oriented. The entrepreneurial
orientation influences competitiveness both directly or mediated
by competitive advantage. While, market orientation cannot create
creative industries' competitiveness either directly or indirectly.
This is because the owners of the creative industries have not been
oriented to competitors and have not been able to map and capture
the existing opportunities. In addition, managers / owners of crea-
tive industries have not been able to establish cooperation with
related associations and also not yet utilize the promotional media
campaign optimally.

5. The Limitation of this Research is:

This study does not examine and review the relationship between
market onentation and entrepreneurial orientation. Future research
can examine the relationship between both market orientation and
entrepreneurial orientation.

This study does not view the effect of each dimension of entrepre-
neurial orientation to competitive advantage.

The samples of this research are limited to 125 owners of SMEs.

Researchers can then use more samples for future research.
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