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Abstract : This study is designed to examine and analyze the influence of market orientation, innovation, and 

entrepreneurial competence on competitiveness and performance of Small and Medium Enterprises (SMEs) of 

silk weaving industry in Wajo Regency, South Sulawesi Province (Indonesia). The populations in this study are 

154 owners or managers of silk weaving industry in Wajo District, in which the return rate is 63.64%. The 

convenience sampling technique is used in which the number of the sample is 98 owners or managers. The 

results of the PLS Warp analysis which is 5.0 provide evidence that market orientation, innovation, and 

entrepreneurial competence affect competitiveness significantly. However, market orientation and innovation 

have no significant effect on SMEs performance. The high competence of entrepreneurs is proven to improve the 

performance of SMEs same with high competitiveness.  
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I. Introduction 

 Factors affecting the performance of SMEs business are critical to being analyzed. It is due to the low 

level of business success of SMEs. The creation of high performance of SMEs business in an area potentially 

creates new jobs, increase trade, and increase gross domestic product (GDP) in the region [1].There is a gap in 

managing SMEs. In general, silk weaving entrepreneurs in Wajo district in carrying out their business activities 

still use traditional management and equipment so they cannot compete with similar businesses that utilize 

modern management and technology caused by low market orientation, innovation, and entrepreneurial 

competence. In addition, Wajo Regency was known as the largest supplier of silk production in South Sulawesi 

in the past. However, currently, the passion of the community is declining to pursue natural silk weaving 

business. The gap that becomes the problem faced by the society in silk weaving business is caused by the low 

competitiveness of entrepreneurs caused by low financial ability, low market orientation, innovation, and 

competence of entrepreneurs. It is proved by the inability of entrepreneurs always to carry out production 

activities continuously. Wajo silk industry entrepreneurs in Wajo Regency use non-machine loom in the 

production process. It affects the cost and production time which tend to be higher and longer. On the other 

hand, silk weaving industries from competitors have used loom with the machine so that competitors in 

production do not spend a high cost and the time of completion of production is relatively faster. Therefore, the 

price of the product offered to consumers is relatively lower compared to non-machine loom. Empirical 

evidence suggests that one of the factors affecting the performance of SMEs is market orientation. The market 

orientation is a corporate culture that can lead to improved marketing performance [2]. A study conducted by 

[3]–[5] proved that market orientation has a positive and significant impact on competitive advantage.  

Companies that implement market orientation have advantages regarding customer knowledge, and these 

advantages can be used as a source to create products that suit the needs of customers. The findings of previous 

researchers provide evidence that market orientation significantly affects the company's performance[6]. The 

rebuttal evidence obtained from other researchers that market orientation has a positive effect, but it is not 

significant on company performance [7]. High market orientation cannot be used as a guarantee of SMEs to 

improve performance. Innovation support is needed, that is an adoption of new products and processes to 

improve competitiveness and overall profitability [8]. Experts believe that the ability of workers to always 

generate innovation is a key factor for business (SME's) to survive in the conditions of intense competition. 

Innovation has a positive and significant relationship and impact on the competitive advantage of companies [4]. 

The findings are different from the results of research conducted by [9] in which they found that there is no 



The Influence Of Market Orientation, Innovation, And Entrepreneurial Competence… 

DOI: 10.9790/487X-2002060109                                     www.iosrjournals.org                                          2 | Page 

significant effect of innovation on the competitive advantage. Innovations conducted by SMEs not only affect 

the competitive advantage, innovation but also improve marketing performance. Innovation has a positive and 

significant effect on the performance of the company [7], [10], [11]. The study differs from the findings of other 

researchers that the innovation process has a positive and significant effect on performance while product 

innovation negatively affects the performance of SMEs in Malaysia [12]. Entrepreneurial competency is a 

representation of the managerial capacity to explain the relationship between the attributes and behavior of the 

owner or manager of the business success [13]–[15]. Studies conducted by[16] on SME's in Malaysia found that 

entrepreneurial competence is a predictor of business success. It is stated that entrepreneurial competence has a 

significant effect on business success [17] . Similar results are shown in a study conducted by [18] which 

provides evidence that managerial, ability has a positive and significant impact on the company's competitive 

strategy and performance. Different findings are shown by [19] that knowledge as a competence dimension has 

a negative and insignificant effect on SME performance, while skills and abilities have a positive and significant 

effect on SME's performance. Such evidence has similarities with the findings studied by [20] that the 

competencies of the CEO and demonstrated by the organizational skills and skills of managing opportunities are 

insignificant to business growth (performance). Meanwhile, the CEO's special competence shown by technical 

skills and expertise significantly influence the growth of business (performance). The company's competitive 

advantage will ultimately affect the performance of the enterprise market as measured by the growth in 

subscribers [21]. A study conducted by [22] provide evidence that there is a positive influence on companies 

that have the advantage to compete and the improvement of company performance. Similar facts are shown in 

the study conducted by [4] in which she found that there is the positive and significant impact on the 

performance of the competitive advantage of marketing.  

 

II. Literature Review 

2.1:  Market orientation: 

 Market orientation is a business philosophy and the process of business managers' behavior. It is seen 

as a philosophy because market orientation is a pattern of values and beliefs that help individuals to understand 

organizational functions based on certain norms [23]. Market orientation is a dimensional aspect of 

organizational culture and the nature of the learning orientation as well as more research to understand the 

norms of value that can sustain both and organizational learning [24]. A market-oriented business is a business 

that develops a better understanding [25]. The implementation of market orientation requires the ability of 

companies in finding some market information so that it can be used as a basis for the company to take further 

steps or strategy. Meanwhile, competitor orientation means that companies understand the short-term strengths, 

weaknesses, long-term capabilities and strategies of their potential competitors [24]. The study conducted by [3] 

proves that market orientation has a positive and significant influence on competitive advantage. The 

measurements used in analyzing market orientation in this study elaborated the measurements used by [24] and 

[26]. In analyzing market orientation, the researchers used three measurement indicators. First, customer 

orientation is the willingness of SMEs to understand needs and desires of its customers. Second, competitor 

orientation is the willingness of companies to monitor the strategies of its competitors. Third, market 

information is the company's efforts to seek information about the condition of the industrial market [27].  

 

2.2: Innovation: 

 The consensus in the business world views that innovation is a core function in the entrepreneurial 

process. Innovation is defined as a corporate mechanism to adapt to a dynamic environment. Therefore, the 

company is required to be able to create new thoughts, new ideas and offer innovative products and improved 

service that can satisfy customers [28]. Through innovation, entrepreneurs create both new production resources 

and existing resources processing with increased potential value to create capital [29]. Conventionally, the 

innovation term is defined as a breakthrough associated with new products. Innovation is a broader concept that 

addresses the application of new ideas, products or processes [30]. Innovation is the rate of speed of an 

individual or unit within a system [31]–[33]. This study elaborates the measurements used by [30] because these 

measurements are seen as more easily understood and used in analyzing the innovations made by silk weaving 

industry.   

 

2.3:Entrepreneurial Competencies: 

 If a country wants to achieve rapid progress in various areas of life, that country or nation must have 

the ability to deliver many entrepreneurs. This view was put forward by [34] who was known as the father of the 

initiator of the concept of entrepreneurship. This is very basic because entrepreneurs are a human who can 

create and innovate. The human creations and innovations can improve the quality of life. Entrepreneurial 

competencies are defined as baseline characteristics which are specific such as knowledge, nature, self-image, 

social roles, and skills that result in the creation of businesses, survival, or growth [13], [20], [35]. The 
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measurement of entrepreneurial competence in this study developed a measurement proposed by [14] in which 

there are five indicators. First, namely: conceptual competency is the ability of the conceptual individual to 

another individual is different (entrepreneur). Second, opportunity competency is the competence about the 

recognition and development of market opportunities by entrepreneurs through various means. Third, 

relationship competency is the competence about the relationship between individuals (entrepreneurs) and group 

interaction. Fourth, learning competency is a learning process of entrepreneurship gained from experience. Fifth, 

personal competency is the capabilities of the entrepreneurs in perceiving and conducting business positively. 

 

2.4: Competitive Advantage: 

 The term of competitive advantage according to [36] has at least two different meanings, but they are 

related each other. The competitive advantage can be defined on focusing on superiority in the skill or 

resources,whereas the meaning of both is the competitive advantage of the performance results. Competitive 

advantage is defined as a benefits strategy of companies that collaborate to create more competitive advantages 

in their markets. This strategy should be designed to achieve continuous competitive advantage so that the 

company can dominate the market both in existing and new markets [27], [37]. Measurement of competitive 

advantage that is used in this study is by elaborating the measurements proposed by [27], [36], [38] in which 

competitive advantage is the company's ability to create superior value by utilizing its various resources. There 

are some indicators used to measure competitiveness. First, the uniqueness of a product is the unique nature of a 

company's product so that it can be distinguished from a competitor's product or a common product on the 

market. Second, product quality is the quality of a product successfully created by a company. Third, 

competitive price is the company's ability to produce products at competitive prices in the market. 

 

2.5: Smes Performance: 

 The company can have a competitive performance if: (1) they know how to expand, disseminate and 

exploit knowledge internally; (2) if they know how to protect knowledge of imitation of competitors; (3) if they 

knowhow to share (share/transfer) and receive knowledge from his business partner (partner) [39]. Performance 

refers to the level of achievement of the company within a period. The company's performance is crucial in the 

development of the company. The company's goal is to continue to exist and grow, and they can be achieved if 

the company has a good performance. The performance of the company can be seen from the level of sales, 

profit levels, the rate of capital return, the level of turnover, and market share which was achieved [40], [41]. 

Marketing performance can be defined as the measurement of business performance against the performance 

level of the resulting strategy with the overall performance of the expected sales and profits [42], [43].Marketing 

performance also provides three dimensions namely the effectiveness of the company, sales growth, profitability 

[25]. This research is to analyze marketing performance using measurement proposed [43], in which the 

performance of marketing is a factor that is often used to measure the impact of the strategy adopted by the 

company regarding marketing aspects. Some indicators are used to measure the performance of marketing. First, 

sales volume is the volume or number of product sales achieved by the company. Second, the growth of the 

customer is the level of customer growth achieved by the company. Third, profitability is the amount of profit 

sales Products that were successfully acquired by the company.   

 

III. Research Methods 

 The research was conducted on 154 SMEs owners or managers of Silk Weaving Industry in Wajo, in 

which a rate of return of 63.64%. The convenience sampling technique was used with the samples were 98 

owners or managers. Instruments were measured using Likert Scale point 1 to point 5. This study used a 

variance-based SEM (SEMPLS) technique with WarpPLS 5.0 developed by [44].  

 

IV. Results and discussion 

4.4:  The Results Of Goodness Of Fit Model: 

 The p-value for average path coefficient (APC) and ARS and Average R-squared (ARS) value must be 

<0.05 or significant. Besides, the Average full collinearity VIF (AFVIF) as a multicollinearity indicator should 

be <5. Those values can be seen in the following table. 

 

Tabel 1.  Goodness of Fit Model Analysis 

Measurement  Model Results 

APC 0.283, P<0.001 

ARS 0.469, P<0.001 

AFVIF 2.081 < 5 

Source: Authors’ Own Composition (SEM-PLS, 2017) 
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The results showed that the test results of the suitability of the model (Goodness of fit model) have been met 

[44].  

 

4.2:  The Result of Validity Test and Construct Reliability:  

Table 2. Combined Loading and cross-loadings 

Indicators MkrtO Innov Ecompt CoAd SMESP Type (a SE P value 

X11 (1.000) 0.000 -0.000 0.000 -0.000 Reflect 0.077 <0.001 

X21 0.091 (0.844) -0.013 -0.053 0.178 Reflect 0.080 <0.001 

X22 -0.025 (0.970) 0.020 0.001 -0.091 Reflect 0.077 <0.001 
X23 -0.054 (0.973) -0.009 0.045 -0.064 Reflect 0.077 <0.001 

X31 0.038 -0.112 (0.869) 0.392 -0.615 Reflect 0.080 <0.001 
X35 -0.038 0.112 (0.869) -0.392 0.615 Reflect 0.080 <0.001 

Y11 -0.356 -0.011 0.273 (0.837) -0.267 Reflect 0.080 <0.001 
Y12 0.356 0.011 -0.273 (0.837) 0.267 Reflect 0.080 <0.001 

Y21 0.202 -0.044 -0.246 0.444 (0.866) Reflect 0.080 <0.001 

Y23 -0.202 0.044 0.246 -0.444 (0.866) Reflect 0.080 <0.001 

Source: Authors’ Own Composition (SEM-PLS, 2017) 

 

Test results in Table 2 show that the convergence validity criteria in the first model have not been met. 

However, the criteria for the second model have been met because it has fulfilled the requirement. The 

convergent validity is> 0.70 and significant (p-value <0.05) so that it can proceed to be analyzed [45].  

 

4.3:  The Results of Discriminant Validity Test: 

 Discriminant validity test is evidenced by the output of latent variable correlations.  This output reports 

the correlation coefficients between latent variables. The criterion used is square roots of average variance 

extracted (AVE) in which the diagonal columns given brackets must be higher than the correlation between 

latent variables in the same column (above or below) [46].  

 

Tabel 3. Correlations among l.vs. with sq. rts. of AVEs 

Variables MkrtO Innov Ecompt CoAd SMESP 

MkrtO (1.000) 0.060 0.181 0.115 0.108 
Innov 0.060 (0.931) 0.352 -0.009 -0.189 

Ecompt 0.181 0.352 (0.869) 0.080 -0.376 
CoAd 0.115 -0.009 0.080 (0.837) 0.713 

SMESP 0.108 -0.189 -0.376 0.713 (0.866) 

Source: Authors’ Own Composition (SEM-PLS, 2017) 

 

The table 3 indicates that discriminant validity has been met. It can be seen from the AVE root in the diagonal 

column which is greater than the correlation between constructs in the same column. This cross-loading result 

becomes an indication of the fulfillment of discriminant validity criteria.  

 

4.4:  The Results of Construct Reliability Test:  

 Test results of the contract reliability test can be shown by the output of latent variable coefficient, as in 

the following table: 

 

Tabel 4. Output of Latent Variable Coeffisient 

Measurement  MkrtO Innov Ecompt CoAd 
SMES
P 

R-squared coefficients       0.262 0.676 

Adjusted R-squared coefficients       0.239 0.662 

Composite reliability coefficients 1.000 0.951 0.861 0.824 0.857 

Cronbach's alpha coefficients 1.000 0.921 0.677 0.573 0.665 

Average variances extracted 1.000 0.866 0.756 0.701 0.749 

Full collinearity VIFs 1.083 1.147 1.855 2.882 3.437 

Q-squared coefficients       0.298 0.679 

Minimum and maximum values 
-3.542 -3.613 -2.642 -2.593 -2.293 
2.314 1.858 1.710 2.331 2.421 

Medians (top) and modes (bottom) 0.185 0.182 0.343 0.112 0.086 

0.717 1.078 0.989 0.112 0.086 

Skewness (top) and exc. kurtosis (bottom) 
coefficients 

-0.494 -0.899 -0.782 0.241 0.524 
0.769 0.789 -0.450 1.382 1.227 

Source: Authors’ Own Composition (SEM-PLS, 2017) 
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The higher R-squared shows a good model. The results of output of Latent Variable Coefficient show 

that R-squared competitiveness is equal to 0.262. It means that 26.20% can explain variance of competitiveness 

by market orientation variance, innovation, and entrepreneurial competence. Meanwhile, R-squared construct 

performance of SME business is equal to 0676. It shows that 67.60% can explain variance of business 

performance by competitiveness variance. The value of composite reliability and cronbach’s alpha has qualified 

reliability that is> 0.70. The above output also shows that Average Variance Extracted (AVE)> 0.50. It means 

that it has fulfilled the convergence validity requirements [46]. Full collinearity VIF is a result of full 

cholinearity testing which includes vertical and lateral multicollinearity. Lateral cholinearity is the collinearity 

between latent variables of predictors and criterion. Lateral cholinearity is often overlooked when it can lead to 

bias results. The full collinearity of VIF in this study was lower than 3.3. It indicates that the model is free from 

vertical, lateral, and command biased collinearity problems [44]. Q-squared is a measure of non-parametric 

obtained through the algorithm blindfolding and used to study the predictive validity or relevance of a set of 

latent predictor variables on criterion variables. The output shows that Q-squared is greater than zero that is 

0.298 and 0.69. It means that the model estimation indicates good predictive validity.  

 

4.5:Hypothesis Testing: 

 The result of model test and hypothesis shows that, among the 7 (seven) causality between variables 

(direct influence) built in this model, there are two causalities between variables reject the proposed hypothesis 

that is the effect of market orientation on business performance p-value = 0.261> 0.05 and the effect of 

innovation on business performance p-value = 0.178> 0.05  

 

Tabel 5. Path Coefficient and P-value (Model 2) 

Path coefficients P values 

Variables MkrtO Innov Ecompt CoAd MkrtO Innov Ecompt CoAd 

MkrtO                 

Innov                 

Ecompt                 

CoAd 0.263 -0.354 0.306   0.003 <0.001 <0.001   

SMESP 0.064 -0.091 -0.185 0.715 0.261 0.178 0.029 <0.001 

Source: Authors’ Own Composition (SEM-PLS, 2017) 

 

H 1 The effect of market orientation on competitiveness:  

 he effect of market orientation on competitiveness can be proven by the standardized coefficient (beta 

or standardized path coefficient) that is 0.263 with the positive direction of Beta, or standardized path 

coefficient positive signified that high market orientation proved to improve competitiveness. Then it can be 

proven with p-value = 0.003 <0.05. Hypothesis testing results prove that the market orientation of the positive 

and significant impact on competitiveness, it can be concluded that a high market orientation and the direction 

of the real against the increasing competitiveness So that hypothesis (H 1) Market orientation has a positive and 

significant impact on the competitiveness of competitiveness acceptable or supported by empirical facts. There 

is a high ability of entrepreneurs to try to understand the needs and desires of its customers. Therefore, it results 

in the seriousness of entrepreneurs to produce unique products so that it can be distinguished from competitors 

or global products on the market and the high quality of products that are produced by SMEs. These results 

support the findings of previous researchers which show that the market orientation has a positive and 

significant impact on the competitiveness of SMEs [3]–[5].  Such findings have differences with other studies. 

The differences are that the market orientation has a significant effect on competitive advantage and the 

dimensions of differentiation innovation and market differentiation, but the effect is not significant to the low-

cost strategy [27], [47].  

 

H 2 The effect of innovation on competitiveness: 

 The effect of innovation on competitiveness can be proved by the standardized coefficient of the path 

(beta or standardized path coefficient) that is -0.354 with negative direction. Beta or standardized path 

coefficient is marked by negative, and it means that the low innovation owned by entrepreneur tends to increase 

competitiveness. Then, it can be proven by p-value = 0.001 <0.05. The result of hypothesis testing proves that 

innovation has a negative and significant effect on competitiveness. It can be concluded that low innovation is 

opposite direction and significant to the increase of entrepreneur competitiveness so that the proposed second 

hypothesis (H2) which is innovation has a positive and significant effect on competitiveness is accepted and 

empirical fact supports it.This study supports a number of findings from previous researchers which show that 

innovation has a positive relationship and impacts on the positional superiority (competitiveness) of the 

company [4]. However, this study rejects other findings of other researchers, which innovation has a positive 
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and insignificant effect on competitive advantage [9]. The results of this study support the statement of experts, 

that entrepreneurial innovation creates both new production resources and existing resource processing with 

increased potential value to create capital [29].  

 

H 3 The effect of entrepreneurial competencies on competitiveness: 

 The influence of entrepreneurial competence on competitiveness can be proved by the standardized 

coefficient of the path (beta or standardized path coefficient) that is 0.306 with positive direction. Beta or 

standardized path coefficient is marked by positive, and it means that high level of competence owned by 

entrepreneurs tends to increase competitiveness. Then, it can be proven with p-value = 0.001 <0.05. Hypothesis 

testing results prove that the entrepreneurial competencies have a significant and positive effect on 

competitiveness. Therefore, it can be concluded that the high entrepreneurial competence has a major impact on 

improving the competitiveness. It means that the third hypothesis (H 3) that is entrepreneurial competence has a 

positive and significant effect on competitiveness can be accepted and empirical facts support it. The high level 

of entrepreneur's conceptual ability is reflected in entrepreneurial entrepreneur behavior. It can be seen from 

decision-making skills, absorbing and understanding complex information, and taking risks and supported by 

the entrepreneur's ability to view and execute the business positively which has a real impact on increasing the 

seriousness of entrepreneurs to produce unique products. The results support the findings of some previous 

researchers which found that managerial and organizational abilities have a positive and significant impact on 

the competitive strategy of Small Businesses [48].  

 

H 4 The effect of market orientation on business performance:  

 The influence of market orientation on business performance can be demonstrated by standardized path 

coefficients (beta or a standardized path coefficient) that is 0064 with a positive direction. Beta or a standardized 

path coefficient is positive mark. It means that the high level of market orientation possessed by entrepreneurs 

tend to improve business performance. Then, it can be proven with p-value = 0.261> 0.05. Hypothesis testing 

results prove that the market orientation has positive effect but it is not significant to the performance of the 

business. Therefore, it can be concluded that the orientation of the high market is in the same direction but it is 

not significant in increasing the performance of the business. It means that the fourth hypothesis (H 4) in which 

market orientation has a positive and significant impact on business performance can be accepted partially and it 

is supported by empirical facts. The high ability of entrepreneurs to try to understand the needs and desires of 

the customers does not provide a significant impact on the number of product sales achieved and the amount of 

profits sales of products gained by SMEs. This finding partially supports the findings of previous research which 

show that customer orientation has a negative and not significant relationship to the performance of the business 

[5]. Market orientation can significantly affect the performance of the company [7]. This research rejects the 

findings that provide evidence that market orientation significantly affects the company's performance [6]. 

However, this study supports the statement that market orientation is a corporate culture that can lead to 

improve marketing performance [2].  

 

H 5 The effect of innovation on business performance: 

 The effect of innovation on business performance can be proved by the standardized coefficient of path 

(beta or standardized path coefficient) that is -0.091 with the negative direction. Beta or standardized path 

coefficient is negative and it means that low level of innovation tends to degrade business performance. Then, it 

can be proven by p-value = 0.178> 0.05. The result of hypothesis testing proves that innovation has negative 

and insignificant effect on business performance. Therefore, it can be concluded that low level of innovation is 

opposite and not significant to business performance. It means that the fifth hypothesis (H 5) that is innovation 

has a positive and significant effect on business performance cannot be accepted and it is supported by empirical 

facts. There is a low change or new product creation. There is an also low change in how products are produced 

and distributed. In addition, there are low changes in management process in which products are developed, 

constructed and delivered to consumers. These matters prove that there is no significant impact on the number 

of successful product sales and the amount of profits gained by SMEs. This study rejects the findings of this 

study which found that service innovation has a significant and positive impact on performance marketing [7], 

[11], [12]. Then, this study supports findings that prove that new product innovations, product line additions, 

improvements or revisions to existing product lines, cost reductions for existing products have no significant 

effect on performance [31].  

 

H 6 Effect of entrepreneurial competence on business performance:  

 The effect of entrepreneurial competence on business performance can be demonstrated by 

standardized path coefficients (beta or a standardized path coefficient) amounting -0185 negative direction. Beta 

or standardized path coefficient marked negatively and it means that the low level of entrepreneurial 
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competence tends to degrade business performance. Then, it can be proven by p-value = 0.029 <0.05. The result 

of hypothesis testing proves that entrepreneurial competence has positive and insignificant effect on business 

performance. Therefore, it can be concluded that low entrepreneurship competence is opposite direction and has 

significant influence to the level of business performance improvement. In addition, it can be concluded that the 

sixth hypothesis (H 6) that is entrepreneurial competence has a positive and significant effect on business 

performance can be accepted partly and it is supported by empirical facts. Low skill entrepreneurs, the quality of 

decisions, the ability to absorb and understand complex information, as well as the courage to take risks and low 

capabilities of the entrepreneurs in perceiving and implementing efforts positively provide a significant impact 

on the amount of product sales achieved and the amount of profit successfully obtained by SMEs. This results 

support the findings of some previous researchers which show that the general competence of CEO indicated by 

organizational skills and the skills to manage opportunities is not significant to the business growth 

(performance) [20]. Entrepreneurial competence has significant effect on business success [17]. Managerial 

skills have a significant effect on the performance of small businesses [31].  Ability has a positive effect on the 

performance of the organization [49]. Entrepreneurial competence is a predictor of business success [16]. The 

managerial ability and organizational ability have a significant and positive effect on the performance of Small 

Businesses. Marketing knowledge and marketing capability have a positive and significant impact on marketing 

performance [10], [19].   

 

H 7 Effect of competitive advantage on business performance: 

 The effect of competitive advantage on the business performance can be demonstrated by standardized 

path coefficients (beta or a standardized path coefficient) that is - 0.715 with a positive direction. Beta or a 

standardized path coefficient is positive and it means that the high level of innovation tends to improve business 

performance. Then, it can be proven with p-value = 0.001 <0.05. Hypothesis testing results prove that the 

competitive advantage has a positive and significant effect on the business performance. Therefore, it can be 

concluded that the level of high competitiveness is in the same direction and has significant impact on business 

performance. It means that that the seventh hypothesis (H 7) that is competitive advantage has a positive and 

significant effect on the business performance of the can be accepted and it is supported by empirical facts. The 

high level of seriousness of the entrepreneur to produce unique products that differentiate it from competitors' 

products or general products on the market and the high quality of the products that had been produced by SMEs 

provide a significant impact on increasing product sales which was achieved and the amount of profit obtained 

by SMEs. This study supports the findings which provide evidence that competitive advantage has a significant 

and positive effect on marketing performance. The competitive strategy has significant and positive effect on the 

performance of small businesses [4], [20], [22]. However, this study reject some research findings that provide 

evidence that the competitive advantage has positive effect but it is not significant on the performance of SMEs 

[5]. 

 

V. Conclusion 

 The high market orientation has same direction on the increasing competitive advantage. The high 

ability of the entrepreneur to seek and to understand the needs and desires of its customers has an impact on the 

seriousness of the entrepreneur to produce unique products. Low innovations are in the opposite direction and 

have significant improvement of competitive advantage. The low levels of change or the creation of a product 

that is completely new, low-level changes in the way products are made, produced and distributed result in 

seriousness of entrepreneurs to produce unique products that differentiate it from competitors' products or 

products from common market and the high quality of the products that successfully created by SMEs. The high 

entrepreneurial competence is in the same direction, and has significant impact on improving the 

competitiveness. The high level of conceptual abilities of entrepreneurs which is reflected in the behavior of 

entrepreneurs have a significant impact on the increase in the seriousness of the entrepreneurs to produced 

unique products that can be differentiated from competitors' products or general products on the market and the 

high quality of product which are successfully produced by SMEs. The high market orientation is in the same 

direction but it has no significant effect on the improvement of business performance. The high ability of the 

entrepreneur to seek and to understand the needs and desires of the customer does not provide a significant 

impact on the amount of product sales and the profits gained by SMEs. The low innovation level is in the 

opposite direction and it has no significant effect on business performance. The lack of changes in the process of 

management in which the products are prepared, produced, and distributed to the consumer does not give a 

significant impact on the amount of product sales and the profit gained by SMEs.The low entrepreneurial 

competence is in the opposite direction and has significant influence on increasing the level of business 

performance. The lack of the courage to take a risk and low capabilities of the entrepreneurs to perceive and 

implement efforts positively provide a significant impact on increasing the number of product sales and the 
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profit gained by SMEs. In addition, the high level of competitive advantage is in the same direction and has 

significant impact on business performance.  
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