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' Abstrak

{Previous research that examined enviromment as a moderator between business strategy-performance
linkage has mainly focused on large firms. Littlc research exists that investigate this relationship in small
and meditm-sized enterprises (SMEs). This study cmpirically examines environment as the moderator of
ithe relationship between business stratcgy and performance of 100 SMEs in the Malaysiau mannfacturing
sector. The findings of this study suggest that not only does the performance of SME vary with the choice
ief the business stratcgies they adopted, but the relationship betweeit business strategy and the performance
wf SMEs is modcrated by the environment.
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II:
INTRODUCTION

usinesses of all sizes practice some form of strategic management. Businesses use

strategic managemert to formulate as well as implement strategy in order to

compete successfuily. Sharplin (1985) siressed that strategic managzement is
applied for the purposes of moulding, directing and relating an organisation cf fectively
to its environment. Furthermore, Cauwenbergh and Cool (1982) considered strategic
management as the most critical element cf the management of organisations because
'__i_t explains success and survival to a large extent.
r The literature indicates that much of the research on strategic management that
-focuses on business strategies, environment and organisational performance suggests
business strategy and environment can influence organisational performance
(Venkatraman and Prescott, 1990; Lee, 1987; Rue and Holland 1989; Hitt and Ireland,
1985 and 1986; and Prescott, 1986).
~_ However, the literature reveals that few studies. have adequately addressed the
issue ‘of environment as a moderator (Prescott, 1986; and Li and Simerly, 1998).
Furthermore,
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most of previous empirical research
that examined the reiationships between
business strategy, environment and
performance have mainly focused on large
firms (Hofer and Schendel, 1978, Wood
and Laforge, 1979, and Kotha and Nair,
1995). Surprisingly, little research exists
thatinvestigate these relationships in small
and medium-sized enterprises (Hashim
and Abdullah, 2000; Sim and Yap, 1997
and Sim, 1991). The purpose of this study
is to address this concern.

THE LITERATURE
Envirenment

Defining organisational environment
is not an easy task. Different researchers
have used different approaches, definitions
and dimensions of environmen: in their
studies to determine its influence on
organisational performance. According to
Drucker (1977), enivironmental influences
such as economic forces can set limits to
what management can do as well as cre-
ate opportunities for management’s action.
However, they do not by themselves de-
termine what a business is or what it does.
As such, a business enterprise does not only
have to identify these forces and manage
them, but also adapt itself to the forces of
the environment.

In the context of the contingency
framework, many authors (Venkatraman
and Prescott, 1990; Hitt et. al, 1982;
Prescott, 1986; Hitt and Ireland, 1985 and
1986; and Hofer, 1975) considered envi-
ronment as one of the important contin-
gency factors. Porter (1980 and 1985), Grif-

fin (1987), Robbins (1992 and 1996) de.
scribed environment as those institutiong
or forces (such as suppliers, customers,
competitors, governmernt regulatory agen-
cies, public pressure) outside the
organisation, but over which the
organisation has little control, and that
these forces can potentially affect the
organisation’s performance.

Duncan (1972) defined environment
as the physical and social factors that occur
outside an organisation which are relevant
in the decision-making process of the
managers and are often characterised
based on levels of dynamism, heterogeneity,
and /or complexity.

However, according to Lenz (1980),
there is no widely held consensus concerning
how organisational environment should be
assessed and which aspects of the
envircnment affect performance. Lenz noted
that empirical studies generally employ two
methods. The first method, which is usually
taken along two dimensions such as from
stable to shifting and frcm homogeneous io
heterogeneous which, uses perceptual
measures to assess environmentai complexity
and uncertainty. The second method uses
relatively objective measures to assess the
relevant environmental factors such as
demographic trends that can influence the
goal attainment of an organisation.

Using the contingency approach,
several empirical studies have provided the
evidence that suggest environments are
major determinants of performance in
large firms. Lenz (1980), Stanwick and
Pleshko (1995), Porter (1980 and 1985),
Golden et. al (1995) and Manu and Sriram
(1996) found that environment has strong
influence on performance in large firms.

—
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il"At the same time, Li and Simerly (1998),
Venkatraman and Prescott (1990), Hitt et.
1al (1982), Prescott (1986), Hitt and Ireland
(1985 and 1986), and Hofer (1975) found
{that organisational pertormance (success)
}-depends upon a contingent relationship
'between business strategy and
environment.

! In further supporting this view, Miller
tand Friesen (1983) stressed that
Torganisaﬁons must not only change, avoid
‘or control their structure to deal with
tadditional information processing
‘requirements caused by dynamic, hostile
lor complex environments, but also they
imust review their strategy-making
\processes to fit environment, structure and
istrategy. However, in the aggregate,
‘empirical studies have not provided
support for the relationships between
;’business strategy, environment and
iporformance in SMEs (Kim and Choi, 1994;
‘Shane and Kolvereid, 1995; Kotha and
INair, 1995, Chowdhury and Lang, 1996;
‘Chen and Hambrick, 1995). A key
limitation of past studies is that they failed
to consider the broader issue’ of the
environment, specifically the degree to
which environment moderates the
business strategy-performance relationship
iin SMEs.

Business Strategy

The strategic management literature
emphasises on the important role of
business strategy in both large and small
firms (David, 1994 and 1999, Wheelen and
‘Hunger, 1995 and 1999, and Rue and
Holland, 1989). Firms use business strategy
to outline the fundamental steps that they

Strategy Performance Relationship In Malaysian Smes

plan to follow in order to accomplish their
objectives.

The literature indicates that
organisations can have a single strategy or
many strategies, and that these strategies
are likely to exist at three levels: corporate
level strategies (such as grand or master
strategies); business level strategies
(competitive strategies); and functional
level strategies. Although the literature
suggests that strategies are developed at
the three different levels, theoretical and
empirical studies of the relationship
between strategy and crganisational
performance have mainly emphasised on
business strategy (Lee, 1987).

Previous empirical research on the
strategy/ performance relationship has
mainly focused on large firms. These stud-
ies provide strong evidence that suggests
business strategies are associated with the
performancé-of large firms (Hofer and
Schendel, 1978, Wood and Laforge, 1979;
Lee, 1987; and Kotha and Nair, 1995). Al-
though most of the empirical studies cen-
tre upon large firms, a small body of re-
search indicates that business strategy can
also influence the performance of smaller
firms.

In the context of SMEs, Giglierano
(1987) noted effective business strategies
depended on the type of business as well as
the products they developed. Giglierano
claimed that SMEs that adopted particular
business strategies seem to achieve better
performance. Forrest (1990) observed that
small firms have to develop new strategies
to react to the changing nature of business
as reflected in such factors as increasing
competition, both national and interna-
tional, the increasing internationalisation
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of markets, and new global competitors.

Dollinger and Golden (1992)
examined four collective strategies
(confederate, conjugate, agglomerate and
organic) and found agglomerate and
organic collective strategies to be the most
frequently employed strategies among
small businesses. In another study, Baird,
Lyles and Orris (1994) proposed
international strategy for small firms and
found that the international strategy is
positively related to return on sales, but
negatively related to growth.

In an attempt to study the strategic
behaviour of small firms, Kim and Choi
(1994) found innovativeness, efficiency
and versatility as the three most success-
ful strategy types. However, the authors
stressed that in selecting the choice of stra-
tegic focus, managers in SMEs must con-
sider the industrial environment. PForter
(1980) noted that a firm can ga‘n its com-
petitive advantage by producing value to
its customers. Porter emphasised that a
firm can gain its competitive advantage by
performing the chain of strategically im-
portant activities (such as production,
marketing, sales, service, human resource
management, technology development,
procurement activities) cheaply or better
than its competitors. Porter conciuded that
business strategies based on these activi-
ties are known as generic strategies.

. Furthermore, according to Porter, the
three generic business strategies are low
- cost, differentiation and focus (niche). In
a low cost strategy, the firm attempts to
reduce cost and increase profit as well as
sales by using economies of scale, scope
and technology. In a differentiation strat-
egy, the firm emphasises on developing

ways to make products appear unique and
different. Finally, in a niche (focus) strat-
egy, the firm focuses on product develop-
ment and marketing efforts in a particular
market segr.ient that the firm has a cost or
differentiation advantage.

Using the Porter’s three generic
competitive strategies (low cost,
differentiation and focus), Schroeder,
Congden and Gopinath (1995) indicated
the linkage between the generic strategies

.and manufacturing technology. In

addition, Mosakowski (1993) found that
entrepreneurial firms that adopted focus
and differentiation strategies performed
better than firms that do not use these
strategies.

In developing six business strategies
(harvest, build, cashout, niche, climber and
continuity) for businesses in consumer
markets and four (low commitment,
growth, maintenance and niche) in
industrial markets, Galbraith and Schendel
(1983) concluded that only the build
strategy type (consumer), growth
(industric!) and niche (both) appear
appropriate.

Although the literature suggests firms
adopt various business strategies, several
of these can be defined in terms of Porter’s
or Galbraith and Schendel’s dimensions.
Despite the relevance of the genert
business strategies developed by Porter,
and Galbraith and Schendel, few studies
have examined them in the context of
SMEs. Accordingly, this study adopts the
following six common types of competitive
strategies: three of Porter's generic
strategies (low cost, differentiation and
focus); growth and harvest strategy of
Galbraith and Schendel (1983); and

—
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Although, many studies have found
~ that different companies in different coun-
% tries tend to emphasise on different objec-
- tives, the literature suggests financial prof-
E‘ itability and growth to be the most com-

mon measures of organisational perfor-
?-; mance.
:
F

Determining [he Moderating EfTeect or envirofment or BusIiness
Strategy Performance Relationship In Malaysian Smes

“ vertical integration strategy of David Schendel, 1983). Abu Kassim et. al (1989)

found sales, sales growth, net profit and
gross profit were among the financial mea-
sures preferred by the Malaysian manu-
facturing firms.

THE CONTINGENCY FRAMEWORK
[n line with previous studies, the theo-

retical framework developed in this study
is based on the contingency approach. The

Figure 1: The Research Model

Performance

Business Strategy “

i

Nash (1993) ciaimed that profitabil-
" ity is the best indicator to identify whether
“ an organisation is doing things right and
! hence profitability can be used as the pri-
“ mary measure of organisation success.
i Further, Doyle (1994) pointed profitabil-
I ity as the most common measure of per-
Profit

i formance in western companies.
i margin, return on assets, return on equity,
E return on sales are considered to be the
" common measures of financial profitabil-
_ ity (Robinson, 1982; Galbraith and

"
1A

Environment

]

contingency framework states that the
performance (success) of a particular firm
depends on how well it is able to deal with
the contingency factors (situational) such
as the environment. The following Figure
1 presents the research model of the study.

Relationship Between Business Strategy
and Performance

The contingency framework proposes
that developing an effective strategy should

~ JURNAL STRATEGI BISNIS - VOL.8 DESEMBER 2001/TAHUN V1/2002

5



Strategy Performance KEeiauonsiup 1 riaiayian s>

begin by first understanding and knowing
the firm’s environment. In line with the
concept of alignment in the contingency
approach, the model suggests that business
strategy must be aligned to the environment
if the organisation is to perform well. A firm
that adopts a business strategy that fit with
its environment tends to perform well. A
different organisation within a different
environment will require a particular
business strategy. Organisations with a
business strategy that does not fit the
environment will perform poorly and need
to change the business strategy.

Environment as a Moderator

The contingency framework views
that organisations must adapt to their
organisational environment in order to sur-
vive and prosper. Organisational environ-
ment is believed to be able te influence
organisational performance. This is be-
cause the dynamics of the environment
create uncertainties for organisations. Un-
certainties of the organisational environ-
ment are threats to an organisational per-
formance. If a firm is to be rational, it must
strive to reduce uncertainties. The contin-
gency approach suggests that a firm can
reduce the uncertainties by changing its
activities and the way it operate. To de <o,
organisations are demanded to develop
strategies that will match or fit the uncer-
tain environment.

In order to test the proposed relation-
ships between business strategy, enviror-
merit and performance, this study devel-
oped the following hypotheses.

1. The performance of SMEs will vary with
 the choice of business strategy adopted.

2 The environment (uncertainty of envi.
ronment and intensity of competition)
will moderate the relationship betweey
business strategy and the performance
of SMEs.

METHODOLOGY
Procedure and Sample

The list of SMEs operating in North-
ern Malaysia was obtained from the Ma-
laysian Labour Department. A total of 748
firms were listed in the directory. All of
them were contacted by telephone and
their participation was requested from their
owners/ managers. A total of 100 firms
confirmed their participation. Using a
structured questionnaire, the data for the
study were collected through personal
face-to-face interviews with the owners
and managers of the selected SMEs.

Measurement

Environment. This study used dyna-
mism (uncertainty of environment) and
hostility (intensity of competition) as the
twe dimensions to assess the organisational
environment of SMEs. The uncertainty of
environment referred to the five forces
(competitors, customers, suppliers, regula-
tors and associations) that are likely to in-
fluence a business organisation The degree
of uncertainty of these five forces were ré-
corded on a five-poini numerical scale
ranging from “predictable” o “most un-
predictable”. . Aa-

The intensity of competition referred
to the competitive factors (price competi-

B
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fibn, product competition, technological com-
fpetition, competition in distribution, man-
$iower, and raw materials) that can affect
ill firms in an industry as well as the profit-
ibility of the industry. The response for the
atensity of competition was measured on a
five-point numerical scale ranging from
none” to “ very intense competition”.
' Business Strategy. Business strategy
{as operationalised by using Porter’s three
%_’eneric strategies of low cost, product dif-
Yferentiation and niche; Galbraith and
Sehendel's growth and harvest strategies;
Sild David’s vertical integration strategy.
These business stra tegies were selected be-
tause the literature indicates most of them
‘have been widely adopted in previous
gtudies. Furthermore, by adopting these
business strategies, the findings of this
study can used to compare with previous
studies. Structured questions containing
brief descriptions of each the six business
strategies were used to measure the busi-
fiess strategies in this study. By using a
five-point numerical scale response mode
| tanging from “least applicable” to “most
applicable”, respondents were requested
4o incicate one of the six business strate-
§ les that was most applicable to their firm.
Each respondent was instructed to choose
§ cnly one of the descriptions that best de-
scribe the business strategy the firm was
‘adopting.
“f - Performance. This study evaluated
‘performance by using the actual figures
i?ﬁf dollar sales volume, the amount of as-
gﬁets, the amount of equity, the number of
'ﬁ?'mployees, return on investment (ROI),
‘return on sales (ROS) and return on as-
isets (ROA) over a three to five-year pe-
_f_i{'iod. The ROI, ROS and ROA were

Er
i

- s

operationalised ~s follows:

a. ROI = net profit/ total equity
b. ROS = net profit/ total sales
c. ROA = net profit/total assets

The average performance measures
were derived by adding the annual figures
of (dollar sales volume, the amount of as-
sets, the amount of equity, the number of
employees, ROI, ROS and ROA) for over a
three to five year period and divided by three
or five. The growth (average rate) perfor-
mance measures were computed by taking
the average percentage change in the per-
formance measures (sales volume, the
amount of assets, the amount of equity,
and the number of employees, ROI, ROS
and ROA) for over a three year period
(1992-1996). The rate of change of each of
the performance measures was computed
by taking the di‘ference between two years
and divided by the earlier year, resulting in
each performance measure having four fig-
ures (i.e.1992 and 1993; 1993 and 1994;
1994 and 1995; and 1995 and 1996). The
average rate of growth of each of the mea-
sures was derived by dividing the total
growth rate for 1992 to 1995 by four.

In addition, this study adopted the
business performance compesite index
(BPCI) as the mean values of ROI, ROS and
ROA (Lee, 1987). The BPCI was

‘operationalised as:

BPCI = (ROI + ROS + ROA/3)
Background of the Sample Firms

‘Firms from foutteen industries were
represented in this study. A majority of
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these firms (close to 50%) were however
from the Food, Textile, and the Furniture
industry. Around 90% of the firms have
more than one owner, and £€37% were reg-
istered as Private Limited companies. The

six. Capitalisation ranged from $1000 00
to $11 million. The mean dollar vaii- .
sales for 1996 was $4,967,610 million

Of the 100 firms studied, 30 i
adopted the differentiation strategy (3%

Table 1. Mean and Standard Deviation of the Extemal Environ ment Variables

Envircnment Variables: Mecan SD
1.Uncertainty of environment:
i. Competitors 3.330 1.092
ii. Customers 3.620 .896
iii. Suppliers 3.660 1.133
iv. Regulators 3230 1.043
v. Associations 3.020 1.054
2. Intensity of Competition:
i. Price 3.960 1.188
1i. Product 3.660 1.148
iii. Technological 3.190 1.080
iv. Distribution 2.940 1.355
v. Manpowcr 3.560 3.560
vi. Raw materials 2.530 1.381

Table 2. Means and Standard Deviation of the Average and BPCI
Performance Measures

Performance Measures: Mean SD Minimum Maximur:

1. Average:
a. Sales 4001,472.4 9,643,946.24 43,333.33 82,000,000
b. Assets 1,434,254.0 2,564,154.18 26,000.00 17,600,600
c. Empioyment 51.79 55.75 6.67 B
d Equity 1,012,571.4 2,609,547.93 32,000.00 18,400,000
e. ROS 0.13 0.17 000 158
f. RO! 1.00 2.7% -0.03 20.75
g. ROA 0.33 0.51 0.00 3.87 ]

2. BPCI 0.4° 108 0.01 747

mean number of employees was 61 work-
ers with a standard deviation of 65.72. The
mean age of the firms was 13 years and
the mean number of products made was

26 firms (26%) adopted the low co

egy, 17 firms (17%) adopted the growti -
egy, 18 firms (18%) adopted the niche stid!
egy, six (6%)firms adopted the harvest stral

—
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iegy, and the remaining three (3%) firms
%adophed the vertical integration strategy.
In relation to the responses concern-
-, the environment, it can be observed in
Table 1 below that the environment was

(W;’Q{5.

Strategy Performance Relationship In Malaysian Smes

the other performance indicators were not
statisticaily significant.

As shown in Table 3, the results indi-
cate that at .04 significant level, the F-value
for the business performance composite in-

Tabie 3. One-Way ANOVA of Business Strategy By BPCI

- Variable: Mean | F Ratio Sign. F Duncan
% Business Strategy 2.96 0.0370 0.5
Niche 0.1106

& Differentiation 0.2625

i Growth 0.4960

S Low Cost 1.0225

perceived as leaning towards unpredict-
‘kable and the intensity of competition in

‘most functions as moderate.

{ The means and standard deviations
L (SD) scores of the average and the BPCI
' performance measures of the firms sur-
veyed are as shown in Table 2.

lE RESULTS

-g ting of Rypothesis 1

_:. ‘lfw ,,‘, l‘a .._:-I_-L'._v.

The ANOV A was used to test Hypoth-
“esis 1. The procedure is used to determine
: ‘whether the performances of the SMEs
‘wary with the choice of business strategy
_they adopt. The results of the ANOVAs in
_Tables 3, 4, and 5 indicate statistically sig-
: nifxcant differences in the performance
_ (BPCI growth in ROI and ROA) of the
¥ SMEs that adopted the different business

" strategies. The results of the ANOVAs for
B

dex (BPCI) is 2.96, providing support for
Hypothesis 1. This result suggests that there
are significant ditferences in the mean
BPCI between the different strategy types
adopted by the SMEs surveyed. The
Duncan Multiple Range test indicates that
the means for niche strategy (mean=0.11)
and differentiation strategy (mean=0.26)
are the ones that are low on BPCI and are
significantly different.

Table 4 presents the resultq of the
ANGOVA analysis between the business
strategies and the growth of ROI that are
statistically significant. At .04 sigmflcant
level, the F-value for growth in ROl is 2.93,
providing support for Hypothesis 1. This
result indicates that there are significant
differences in the mean growth in ROI
among the SMEs that adopted the ditfer-
ent business strategies in the study. The
Duncan Multiple Range test indicates that
the mean for differentiaion strategy (0.20)
is the one that is low on growth in ROI

i
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and is significantly different.

The results in Table 5 indicate that the
ANOVA between the business strategies
and the growth in ROA are statistically

Relationship In Malaysia'r;- Smes

environment has on the relationship
between business strategy and the
performance of SMEs. The equation for the
moderated regression model is as follows;

Table 4. One-Way ANCVA of Business Strategy By ROI Growth

Variable: Mean F Ratio Sign. | Duncan
Business Strategy 2.9297 0.0437 0.5
Niche . -0.835
Differcatiation 0.2028 B
Growth 2.31 N
Low Cost 2.5942 ]
significant. At .03 significant level, the F-
value for growth in ROA is 3.193. Thisre- Y = A + BX + CZ + DXZ, where
sult provides support for Hypothesis 1. This Y = the dependent variable (average
result suggests that there are significant and growth performance and
differences in the mean growth in ROA BPCI)
among the SMEs that adopted the differ- X = the independent variable (business
ent business strategies. The Duncan Mul- strategy)
tiple Range test indicates that the means Z = themoderator variable (environment)
(0.49), niche XZ = the interaction term

for differentiation strategy
strategy (1.1) and low cost strategy (1.67)
are the ones that are low on growth in
ROA and are significantly different.

Testing of Hypothesis 2

Hypothesis 2 states that the relation-
ship between strategy types and the per-
formance of SMESs is moderated by envi-
ronment (uncertainty of environment and
intensity of competition).

Hypotheses 2 was tested by using the
multiple regression with interaction term.
This method is used to yield a conservative
estimate of the moderating effects

The purpose of the moderated analy-
ses is to determine if adding the interac-
tion tern increases the explanation of vari-
ance (R2) significantly. The results of the
regression analysis for uncertainty of en-
vironment are presented in the following
Table 6. The change in R2 from the re-
stricted regression model (without modera-
tor variable) to the full regression model
(with moderator variable) is statistically
significant at p<0.05 for some the perfor-
mance measures (as for sales, equitys
growth sales, growth ROS, growth ROA
and growth ROI). The changes in R2 for

mm—
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:[hE other performance measures are not
atistically significant. The results of the
R2 that are statistically significant provide
some support for Hypothesis 2.

The results of the multiple regression
analysis suggest that uncertainty of envi-
onment does moderate the relationship

significant. The statistically significant
results provide some support for
Hypothesis 2. The results in Table 7 suggest
that the relationship between business
strategy and performance (as for growth
sales, growth gross profit, growth ROS,
growth ROA and growth ROI) varies with

Table 5. One-Way ANOV A of Business Strategy By ROA Girowth

Variable: Mean F Ratio Sign. F Duncan
Strategy Types: | 3.1933 0.0292 0.5
Differcntiation 0.4908
Niche 1.0985
Low cost 1.6654
Growth 5.9710

between business strategy and some of the
performance measures, namely sales and
equity (average performance) ar.d growth
sales, growth ROS, growth ROA and
growth ROI). These results suggest that the
relationship between business strategy and
performance (as for sales, equity, growth
sales, growth ROS5, growth ROA and
growth ROI) varies with the uncertainty
of environment faced by the SMEs sur-
veyed.

Table 7 displays the results of the
regression analysis for the intensity of
competition. The change in R2 from the
restricted regression model (without
moderator variable) to the full regression
model (with moderator) is statistically
significant at p<0.05 for some the growth
performance measures (growth sales,
growth gross profit, growth ROS, growth
ROS and growth ROI). The results for the
other performance measures were not

the intensity of competition faced by the
SMEs surveyed.

DISCUSSIONS AND CONCLUSIONS

in general, the findings of the study
indicate that the three generic strategies (low
cost, differentiation, and niche) developed by
Porter are not only relevant to large firms,
but also SMEs. These findings appear to
concur with studies conducted by Dess and
Davis (1984) and Robinson and Pearce
(1983). Both these studies found empirical
evidence that suggest SMEs adopted different
strategies. In addition, the studies discovered
that SMEs that adopted certain business
strategies were more viable for certain
industrial environments.

This study hypothesized that the
moderating effect for environment might
occur on the business strategy-performance

JURNAL STRATEGI BISNIS - VOL.8 DESEMBER 2001/TAHUN V1/2002
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relationship. The results of the empirical
tests supported this hypothesis. Tables 6
and 7 present the results of the multiple
regression analyses for business strategy,

only two are most influential. These are
sales (the change in R2 from 0.07 to 0.44 |
percent, at p<0.00) and equity (the change
in R2 from 0.08 to 035 percent, at p<0.00), ?

Table 6: Uncertainly of Environment as Moderator

Dependent Without Sig F | With Sig F
Variable Moderato Moderato
r (R2) r (>R2)
a. Average:
Sales 0.07 0.51 0.44 0.00*
Assels 0.04 0.84 0.09 0.94
0.03 0.89 0.07 0.96
Employment
Bty 0.08 034 | 035 0.00*
Grcss Profit | 0.06 0.57 0.24 0.14
ROS 0.02 0.95 0.12 0.85
ROA 0.06 0.08 0.09 0.95
ROI 0.06 0.68 0.09 0.95
b. Growth:
Sales 0.09 0.29 0.30 0.03* ]
Assets 0.05 0.67 0.10 0.90
0.03 0.89 0.05 0.99
Emplovment
Equity 0.09 0.28 0.14 6.68
Gross Profit | 0.02 0.85 0.15 0.34
ROS 0.18 0.03* | 0.55 0.00*
| ROA 0.23 0.04* | 0.40 0.03*
RO1 5.20 0.03* | 0.32 0.04*
c. BPCI 0.02 0.91 | 0.10 086 |

environment and their interactions. The
moderating effects were in the expected
direction for environment (uncertainty of
environment and intensity of competition)
with regard to the performance of the SMEs

For uncertainty of environment, the
results suggested that among the
dependent variables (average performance),

Without the envircnment variable as the
moderator, the business strategy
accounted for seven and eight percent of
the variance in sales and equity (average
performance) respectively. “dding the
moderator (uncertainty of ervironment) |
resulted in the significant change in R2 to
44 and 34 percent, respectively.

—1
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Significant findings were also found for
the growth performance measures (sales,
ROS, ROA, and ROI). The business
strategies accounted for nine, 18, 23 and

The results also suggest the existence
of the moderating effect of intensity of
competition on the business strategy-
performance r-ationship. The results

Table 7. Intensity of Competition as Moderator

Dependent Without Sig F | With Sig F
Vaniable Modcrate Modcrato
i (R2) r (>R2)
a. Average:
Sales 0.07 0.51 0.09 0.91
Assets 0.04 0.84 0.10 091
0.03 0.89 0.17 0.52
Emplovment
Equity 0.08 0.34 0.17 0.50
Gross Profit | 0.06 0.57 0.24 0.14
ROS 0.02 0.95 0.07 0.98
ROA 0.06 0.68 0.20 043
ROI 0.06 0.68 0.20 0.43
b. Growth:
Sales 0.09 0.29 0.49 0.00*
Assets 0.05 0.67 0.07 0.98
0.03 0.89 0.06 0.98
Employment
Equity 0.09 0.28 0.14 0.68
Gross Profit | 0.02 0.85 0.27 0.01*
ROS 0.18 0.03* | 0.55 0.00*
ROA 0.23 0.04*% | 0.55 0.00*
ROI 0.20 0.03% | 0.40 0.00*
¢. BPCI 0.02 0.91 0.07 6.97

20 percent of the variance in growth sales,
growth ROS, growth ROA, and growth ROl
without the interaction terms, respectively.
However, adding the interaction terms
resulted in the variance to increase to 30 (at
p<0.03), 55 (at p<0.00), 40 (at p<0.03) and
32 percent (at p<0.04), respectively.

indicate that among the dependent
variables (growth performance), five are
influential. These are growth sales (change
in R2 from 0.09 to 0.49 percenti, at p<0.00),
growth gross profit (change in R2 from
0.02 to 0.27 percent, at p<0.01), growth
ROS (change in R2 from 0.18 to 0.55
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percent, at p<0.00), growth KOA (change
in R2 frora 0.23 to 0.55 percent, at p<0.00)
and growth ROl (change in K2 from 0.20
to 0.40, at p<0.00). Howeve~, the results
for the average performance measures and
the BPCI are not statistically significant.

Taken together, these results seem to
suggest that the environment variable does
moderate the relationship between
business strategy and the performance of
the SMEs studied and that business strategy
alone is not able to explain the differences
in performance of the SMis. The evidence
suggests that the relationship between
business strategy and performance of SMEs
vary with the environment variable
(uncertainty of environment and intensity
of competition) and that appropriate
business strategies may lead to better
performance under conditions of greater
environment uncertainty and intensity of
competition.

These findings support the argument
made by strategic management theorists
that environment is a koy contingency

factor. This evidence is also in line with the
general view that in order to survive in the
business environment, firms need to
develop and implement business strategies
that can cope with the forces in the
environment such as those related to
threats of entry, substitution, bargaining
power of suppliers and competitors (Porter,
1980). Furthermore, according to the
contingency theory, firms should formulate
and implement business strategy based on
their environment. The contingency theory
states that the success of a particular firm
depends on how well it is able to deal with
situational factors such as environment.

These current findings also add suppori
to the previous studies that sugges!
environmentas a moderator va riable. Studie
by Boutonet. al (1982), Hitt, Ireland and Palic
(1982), Fredrickson (1984), Fredrickson anc
Mitchell (1984), Hitt and Ireland (1986), L
and Simerly (1998) also reported th
moderating effect of environment on th
relationship between business strategy an
performance in large firms.
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