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Abstract

The role of Small and Medium Enterprises (SMEs) in economic growth cannot be overlooked since SMEs are a
major source of employment and income for many countries. However, some SMEs experience difficulties
attaining high performance due to inadequate resources, lack of strategic planning, and poor market orientation.
In this regard, this research seeks to determine the effect of competitive strategy, resource capability, and market
orientation on the performance of SMEs. A quantitative approach was used through which a survey was conducted
targeting the owner/managers of SMEs. Data collection was done through a questionnaire that was designed using
a Likert scale and analysis was done through multiple linear regression. Findings indicate that competitive
strategy, resource capability, and market orientation have a positive effect on SME performance either partially
or collectively. Of the three independent variables, market orientation is found to have the highest influence on
SME performance, followed by competitive strategy and resource capability.

Keywords: SME performance, competitive strategy, resource capability, market orientation, strategic
management.

1. Introduction

Small and Medium Enterprises (SMEs) have a great importance in the economic
development process of both developed and developing nations. SMEs help to make significant
contributions towards job generation, income distribution, innovation, and regional
development (Dambiski Gomes de Carvalho et al., 2021). In several emerging nations, SMEs
constitute the largest number of business organizations and act as the core of economic
sustainability, particularly in times of economic uncertainty. However, even though SMEs are
highly important, there are consistent problems faced by SMEs to sustain their performance
and competitiveness in rapidly changing and globalized markets (Larios-Francia & Ferasso,
2023; Rezaei & Ortt, 2018). The need to understand such barriers has prompted research and
practical investigations into the factors responsible for SME performance and competitiveness,
specifically internal factors associated with strategy and external factors of market
responsiveness. Some of the most prominent factors include competitive strategy, resource
capability, and market orientation (Tambunan, 2019).
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Competitive strategy entails the various measures used by organizations over time to gain
an advantageous competitive stance against rivals (Guan & Hu, 2022; Artis et al., 2025). Based
on strategic management literature, organizations can use various strategies including cost
leadership strategy, differentiation strategy or focus strategy among others to improve their
competitive positions. Competitive strategy is of particular significance for SMEs considering
that they have limited resources and often face stiff competition from other organizations
(Khan, 2024). An effective competitive strategy will enable SMEs to position themselves well,
identify appropriate market segments as well as provide value to customers. Many SMEs
experience difficulties in the development and execution of competitive strategy as a result of
limited expertise and formal planning process as well as dynamic nature of markets (Correia et
al., 2021; Lin et al., 2020).

The capability of resources is another key factor affecting the performance of SMEs. The
capability of resources means the capability of the company to make effective use of its
physical as well as its intangible resources such as financial resources, human resources,
technology resources and processes (Lee & Slater, 2007). According to the Resource Based
View theory, firms are said to have sustainable competitive advantage when they have
valuable, rare, inimitable and non substitutable resources and also when they make effective
use of these resources (Shi & Zailani, 2025; Riu et al., 2026). Resource constraint is a major
impediment for the growth of SMEs. However, despite being a constrained firm in terms of its
resources, a high level of managerial capabilities, innovative capability and learning capability
will go a long way in increasing the competitiveness of SMEs (Goni & Van Looy, 2022; Rice
et al., 2012).

Market orientation has equally been known as another very important determinant of firm
performance. This is an organizational culture and behavior whereby a firm tries to understand
the needs of its customers, competes against other firms, and aligns the activities of its internal
functions in order to offer value for the customers (Kurniawan & Nuringsih, 2023; Rakib et al.,
2021). Market-oriented SMEs are in a better position to gather useful market intelligence and
be prepared for future customer needs and change their offers accordingly. They become more
successful through improved customer relationship and satisfaction (Santos-Vijande et al.,
2022). Market orientation acts as a source of competitive advantage to market-oriented SMEs
due to increased flexibility and responsiveness to the market changes as opposed to other firms
that may lack awareness about such changes. However, the establishment of market orientation
involves the organizational commitment, information systems, and customer-oriented cultures
(Chinakidzwa & Phiri, 2020; Novrianda & Shar, 2025).

The connection between competitive strategy, resource capability, and market orientation
is of critical importance since the three elements have a strong interdependency when it comes
to determining the performance of SMEs. The implementation of a competitive strategy
requires proper resource capability, while market orientation may help companies develop
appropriate strategies considering the requirements of customers and dynamics of the market
(Djafri et al., 2026). Moreover, resource capability assists SMEs in collecting information from
the market and acting according to their needs, while the strategic orientation provides SMEs
with guidelines for allocating resources and building capabilities. In spite of the evident
importance of the mentioned variables, there are few empirical studies examining the three
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elements simultaneously, particularly those referring to SMEs operating in developing
countries.

However, despite the increasing awareness of SMEs as major contributors to economic
development, a number of SMEs are still facing poor performance owing to inefficiencies in
strategic management, resource capabilities, and market orientation. In essence, SMEs fail to
adopt competitive strategies, manage resources efficiently, and adjust to customer and
competitive demands (Arijanti et al., 2026; Wiwin et al., 2026). Consequently, the ability of
SMEs to attain a sustainable competitive advantage is affected negatively. Additionally,
empirical research on the relationships among competitive strategy, resource capability, and
market orientation, which contribute to SME performance improvement, is yet to be developed
sufficiently in an integrative manner.

The objectives of this study will be to investigate and evaluate the impact of competitive
strategy, resource capability, and market orientation on the performance of small and medium
enterprises. In particular, the study will try to establish to what degree each variable affects the
performance of SMEs. Through this, the research will provide an in-depth knowledge of how
strategic orientation, capabilities, and market orientation affect SME competitiveness and
sustainability.

2. Method

The current study utilizes a quantitative research method with the use of descriptive and
explanatory design to find out how competitive strategy, resource capability, and market
orientation affect SME performance. Causal relationship between independent variables and
dependent variable will be tested through the use of statistical methods. The target population
of the study includes the Small and Medium Enterprises (SMEs) within the chosen
region/industry setting. Purposeful sampling will be applied when choosing respondents with
certain eligibility criteria such as ownership of the enterprise, minimal time period of the
enterprise’s operations, and participation in strategic decisions making processes.

Data collection in the study will involve a standardized questionnaire administered
among the owners/managers of SMEs who are the main subjects. In the design of the
questionnaire, there is the use of the Likert scale to assess perceptions regarding competitive
strategy, resource capability, market orientation, and SME performance. Competitive strategy
will be assessed through measures like cost leadership, differentiation, and focus strategy.
Resource capability will be measured depending on measures like financial capability, human
capability, technological capability, and organizational capability. Market orientation will be
assessed depending on customer orientation, competitor orientation, and inter-functional
coordination, whereas SME performance will be assessed using measures like sales growth,
profitability, market share, and business sustainability.

The method of data analysis employed in this research is multiple linear regression
analysis which is employed to establish the influence of the independent variables on the
performance of SMEs. Classical assumption testing is done prior to hypothesis testing. This
entails performing normality test, multicollinearity test, heteroscedasticity test, and linearity
test to determine whether the regression model is suitable. Hypothesis testing is performed by
carrying out t-tests and F-tests to test the partial and simultaneous influence of the independent

845



Sihite et al. | Volume 4 No. 2 2026

variables on the performance of SMEs respectively. Level of significance will be set at 5% (o
=0.05).

3. Results and Discussion

The findings from the research with respect to the effect of competitive strategy,
resource capability, and market orientation on the performance of small and medium
enterprises are provided in this section. These findings have been obtained through multiple
linear regression analysis supported by the use of statistical software. The findings are provided
in the form of model summary, ANOVA, and coefficients.

3.1. Model Summary
Table 1. Model Summary
Model R R Square Adjusted R Square
1 0.812 0.659 0.647
Source: Data Analysis

The model summary indicates the strength of the relationship between the independent
variables and SME performance.

3.2. ANOVA Results
Table 2. ANOVA

Model Sum of df Mean Square F Sig.
Squares
Regression 32.514 3 10.838 61.023 0.000
Residual 16.818 96 0.175
Total 49.332 99

Source: Data Analysis
The ANOVA table shows whether the regression model is statistically significant in
explaining SME performance.

3.3. Coefficients
Table 3. Coefficients

Variables B Std. Error Beta t Sig.
(Constant) 0.542 0.221 — 2.453
Competitive 0.318 0.072 0.322 4417 0.000
Strategy
Resource 0.276 0.069 0.289 3.994 0.000
Capability
Market 0.341 0.075 0.336 4.547 0.000
Orientation

Source: Data Analysis
The coefficient table presents the magnitude and significance of each independent
variable on SME performance.
According to the output obtained from the Model Summary, the R value of 0.812
indicates a positive and strong association among competitive strategy, resource capability,

846



Sihite et al. | Volume 4 No. 2 2026

market orientation, and SME performance. The value of R Square is 0.659, which implies that
65.9% of the variation in SME performance is explained by the three variables used
independently, while the rest 34.1% is due to some other variables that have not been
considered in the model.

From the output of ANOVA, we can see that the regression model is statistically
significant since its F-value is 61.023 with a significance level of 0.000 (p < 0.05). This
suggests that the competitive strategy, resource capability, and market orientation influence
SME performance. Additionally, from the output of Coefficients, we can see that all
independent variables are positively and significantly associated with SME performance. The
market orientation variable has the highest standardized beta coefficient value of 0.336
followed by the competitive strategy of 0.322 and finally the resource capability value of 0.289.

3.4. Discussion

Results of the current research prove that there is a significant positive impact of
competitive strategy, resource capability, and market orientation on the performance of SMEs.
In other words, SMEs which are able to develop and implement the competitive strategy, use
the company’s internal resources in an effective manner, and demonstrate market orientation
are likely to perform better. It can be concluded that the mentioned factors play a very important
role in achieving success since the high level of explanatory power of the model proves it. The
obtained results correspond to the views of strategic management which stress the importance
of the link between internal capabilities and external market conditions.

Competitive strategy was found to have a statistically significant positive effect on the
performance of SMEs, which means that SMEs gain advantages from developing a good
strategic direction in terms of cost leadership, differentiation, or focus. This result suggests the
hypothesis that small enterprises can also attain competitive advantage through strategic
positioning in the market. However, the successful implementation of competitive strategy
depends upon its proper integration into the resources of the enterprise. Otherwise, competitive
strategy will not lead to performance improvement (Kurniawan & Nuringsih, 2023; Mishra,
2024; Rakib et al., 2021).

Capability resource has been seen to provide substantial support for SME performance,
demonstrating the value of both tangible and intangible resources towards business success.
Companies having greater financial strength, talented human resources and capabilities of
technology and organization would be better able to meet with challenges and capitalize on
opportunities. The results are consistent with RBV theory that asserts sustainable competitive
advantage can be derived from effective utilization of resources rather than just mere
possession of resources (Andersson, 2024; Goni & Van Looy, 2022; Kussudyarsana et al.,
2023). When it comes to SMEs, it is even more important to develop capabilities because of
their limited resources.

The market orientation was found to be the most influential variable in the context of the
performance of SMEs in the current research. This implies that the SMEs, which give more
consideration to customers’ requirements, pay attention to their competitors and have efficient
coordination between their internal functions, are more likely to perform well. The SMEs
having market orientation have a greater capability to respond to any changes in customer
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preferences and competition, which is a prerequisite for successful operations in dynamic
environments (Abidin et al., 2022; Wang et al., 2022).

In conclusion, it is evident that the success of SMEs is not attributed to one variable but
rather the alignment of strategy, capabilities, and responsiveness to the market. The
combination of all the three makes for a synergistic effect and helps in achieving performance
in terms of competitiveness and sustainability. SMEs that do not develop the three variables
might find themselves having difficulty sustaining their performance. Hence, developing the
three interrelated variables in SMEs is key.

4. Conclusion

The results of the research reveal that there is a positive effect of competitive strategy,
resource capability and market orientation on SME performance not only separately but also
when they operate together. Market orientation is found to be the most influential variable
among the three in terms of impact on performance followed by competitive strategy and
resource capability respectively. The implications drawn from the analysis reveal that SME
performance can be enhanced through formulating a sound strategic positioning, efficient
utilization of internal capabilities and increased market responsiveness of customers' needs and
dynamics. Therefore, this study highlights that SME performance is determined by adopting
an integrated approach comprising of strategic positioning, capability building and market
orientation.

5. References

Abidin, Z. Z., Rahayu, S. M., Pamungkas, M. G. W. E. N, Handayani, S. R., & Utami, R. B.
(2022). Entrepreneurial Knowledge, Market Orientation, Digitalization, and
Entrepreneurial Competencies: Evidence from SMEs in Indonesia. Journal of Economics,
Finance and Accounting Studies, 4(2), 91-103.
https://doi.org/https://doi.org/10.32996/jefas.2022.4.2.8

Andersson, A.-K. M. (2024). The sustainable development goals, human rights, and the
capability approach in an Arctic context. In Making CO: a Resource (pp. 59-77).
Routledge.

Arijanti, S., Immanuel, T. H., Laksmi, N. D., & Tahir, M. Z. (2026). The Impact of Creativity,
Market Orientation, and Competitive Strategy on Startup Performance. Journal
Management &  Economics  Review  (JUMPER), 3(10. 1), 387-402.
https://doi.org/10.59971/jumper.v3i10. 1.1033

Artis, Jalaluddin, T., Primasari, N. S., & Coryanata, 1. (2025). Strategic Agility and
Organizational Resilience: How Adaptive Strategies Drive Business Continuity in

Dynamic Environments . Journal Management & Economics Review (JUMPER), 3(7),
383-398. https://doi.org/10.59971/jumper.v3i7.849

Chinakidzwa, M., & Phiri, M. (2020). Market orientation and market sensing capabilities in a
digital world: Relationships and impact on market performance. The Retail and Marketing
Review, 16(3), 1-17.

Correia, R. J., Dias, J. G., & Teixeira, M. S. (2021). Dynamic capabilities and competitive
advantages as mediator variables between market orientation and business performance.
Journal of Strategy and Management, 14(2), 187-206.

848



Sihite et al. | Volume 4 No. 2 2026

Dambiski Gomes de Carvalho, G., Resende, L. M. M. de, Pontes, J., Gomes de Carvalho, H.,
& Mendes Betim, L. (2021). Innovation and Management in MSMEs: A Literature
Review of Highly Cited Papers. SAGE Open, 11(4).
https://doi.org/10.1177/21582440211052555

Djafri, N., Laksmi, N. D., Damana, I. K., & Suharto, B. (2026). The Effect of Dynamic
Capability, Strategic Innovation, and Market Orientation on Competitive Advantage of

MSMEs in Culinary Sector. Journal Management & Economics Review
(JUMPER), 3(10. 1), 47—-62. https://doi.org/10.59971/jumper.v3i10. 1.991

Goni, J. I. C., & Van Looy, A. (2022). Process innovation capability in less-structured business
processes: a systematic literature review. Business Process Management Journal, 28(3),
557-584. https://doi.org/10.1108/BPMJ-07-2021-0487

Guan, G., & Hu, X. (2022). Time-Consistent Investment and Reinsurance Strategies for Mean—
Variance Insurers in N-Agent and Mean-Field Games. North American Actuarial Journal,
26(4), 537-569. https://doi.org/10.1080/10920277.2021.2014891

Khan, H. H. (2024). Bank competition and corporate risk: Firm-level evidence from BRIC
economies. [International Journal of Finance and Economics, 29(4), 4540-4568.
https://doi.org/10.1002/ijfe.2889

Kurniawan, C., & Nuringsih, K. (2023). The Predictors of Competitive Advantage Among
F&B MSME:s in Post-Pandemic Era. International Journal of Application on Economics
and Business, 1(1), 217-223. https://doi.org/10.24912/ijaeb.v1i1.217-223

Kussudyarsana, K., Maulana, H. K., Maimun, M. H., Santoso, B., & Nugroho, M. T. (2023).
The Role of Social Capital, Innovation, and Capabilities on MSMEs’ Resilience in
Economic  Hard  Times. Jurnal  Manajemen  Bisnis,  14(1),  72-89.
https://doi.org/10.18196/mb.v1411.15887

Larios-Francia, R. P., & Ferasso, M. (2023). The relationship between innovation and
performance in MSMEs: The case of the wearing apparel sector in emerging countries.
Journal of Open Innovation: Technology, Market, and Complexity, 9(1).
https://doi.org/10.1016/j.joitmc.2023.100018

Lee, J., & Slater, J. (2007). Dynamic capabilities, entrepreneurial rent-seeking and the
investment development path: The case of Samsung. Journal of International
Management, 13(3), 241-257. https://doi.org/10.1016/j.intman.2007.05.003

Lin, W. L., Mohamed, A. B., Sambasivan, M., & Yip, N. (2020). Effect of green innovation
strategy on firm-idiosyncratic risk: A competitive action perspective. Business Strategy
and the Environment, 29(3), 886-901. https://doi.org/10.1002/bse.2405

Mishra, D. R. (2024). Chief executive officer private firm experience and idiosyncratic risk.

Corporate Governance:  An  International ~ Review, 32(3), 567-589.
https://doi.org/10.1111/corg.12556

Novrianda, H., & Shar, A. (2025). Marketing Dynamics of Muslim MSMEs In Bengkulu
Province: Product Innovation, Competitive Advantage, and Market Orientation in
Improving Marketing Performance. Al-Intaj: Jurnal Ekonomi Dan Perbankan Syariah,
11(1), 1-20.

Rakib, M., Putera, W., & Sahabuddin, R. (2021). Competitive Advantages Influence on
Marketing Performance: Study on Food and Beverage MSMEs. THE American Journal
of Humanities and Social Sciences Research, 04(01), 75-83. www.theajhssr.com

Rezaei, J., & Ortt, R. (2018). Entrepreneurial orientation and firm performance: the mediating

role of functional performances. Management Research Review, 41(7), 878-900.
https://doi.org/10.1108/MRR-03-2017-0092

849



Sihite et al. | Volume 4 No. 2 2026

Rice, J., Liao, T.-S., Martin, N., & Galvin, P. (2012). The role of strategic alliances in
complementing firm capabilities. Journal of Management and Organization, 18(6), 858—
869. https://doi.org/10.5172/jmo.2012.18.6.858

Riu, I. A., Radjab, 1., Arif, H. M., Haeruddin, M. I. W., & Aswar, N. F. (2026). Consumer Trust
In Influencer-Based Digital Marketing: A Qualitative Study Among Beauty Product
Consumers In Makassar City. Economics and Business Journal (ECBIS), 4(2), 533-546.
https://doi.org/10.47353/ecbis.v4i2.378

Santos-Vijande, M. L., Lopez-Sanchez, J. A., Loredo, E., Rudd, J., & Lopez-Mielgo, N. (2022).
Role of innovation and architectural marketing capabilities in channelling

entrepreneurship into performance. Journal of Innovation and Knowledge, 7(2).
https://doi.org/10.1016/}.j1k.2022.100174

Shi, X., & Zailani, S. (2025). Capabilities and Resources for Value Creation and Sustainable
Competitive Advantage: A Study of the Chinese Video Game Industry. Sustainability
(Switzerland), 17(2). https://doi.org/10.3390/sul1 7020605

Tambunan, T. (2019). Recent evidence of the development of micro, small and medium
enterprises in Indonesia. Journal of Global Entrepreneurship Research, 9(1).
https://doi.org/10.1186/s40497-018-0140-4

Wang, Y., Xue, X., & Guo, H. (2022). The sustainability of market orientation from a dynamic
perspective: the mediation of dynamic capability and the moderation of error management
climate. Sustainability, 14(7), 3763.

Wiwin Riski Windarsari, Hery Maulana Arif, & Kong Chantha. (2026). Behavioral Nudging
And Citizen Adoption Of E-Government Services: A Systematic Review Of Local

Government Marketing Strategies. Journal of Studies in Academic, Humanities,
Research, and Innovation, 3(1), 589—-604. https://doi.org/10.71305/sahri.v3i1.587

850



