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ABSTRACT

This study is an exploratory study on small comes
to investigate and explain how SMEs in Surak
build supplier networks and enhance dyna
capabilities. This study is important due to notngm
studies explaining how the strength of suppli
netwok strategy, the synergy of collaboration, ¢
dynamic capabilities are able to explain the vamnt
of performance through the role of strate(
development. Based on 41 respondents from SMI
Surabaya that participated in this study, there
sever& findings that need to be highlighted inclur
business development can be done by improving
evaluating suppliers' networks; collaboration v
entry networks is very important in the developn
of SMEs; business development strategies pla
and caried out by SMEs since business developn
must prioritize the role of partnerships and syres
between SMEs and suppliers; cooperative stre
with suppliers accelerates the innovation pro:
undertaken by SMEs that lead to the acceleratic
busiress development; SMEs need to collaborate
other companies to absorb new knowledge to incr
their resources competence.

KEY WORDS: supplier network strategy, dynamic
capability, business performance

INTRODUCTION

Harland and Knight (2000) suggest the importe
supply networks role foircompanies to play mo
active and optimal role in managing and opera
supplier networks which include product desi
production, suppliers, marketing and distributi
which are then coordinated and adapted
environmental and market conditions. Ins
development, the concept of supplier strategy ed!
a new phase in the development of corporate siy:
known as supply network management which foc

on solving business process problems that
important for customers (retail). The goal is to
flexible, quickly supply defe-free products in the
chain, and get rid of all unnecessary costs aneé
lags (Chandra & Kumar, 200

Academics and researchers recognize the impor
of collaboration between companies as a corpt
asset strategy. Mieeters must focus on continuou:
maintaining the relationship between their custar
and suppliers. The research also measures ho
organization enters the market through par
collaboration and develops an understanding
factors influences, devagbing and managing partn
relations strategies within the scope of supplyvoek
management. Consistent with this, other studies
prove the importance of intcompany cooperation in
the description of company's or supplier's stra
(Johnson, 1999).

Research conducted by Ferdinand (2004) sug
that integrated distribution systems can ce
companies to have more controlled sales
marketing management processes and which in
improve marketing performance. However,
research has not yeixplained how the mechanis
can produce more controlled management pro
therefore this research is conducted to explaint:
kind of mechanism will result in integrated salesl
marketing management processes. Some evi(
suggests that the influencé lonc-term relationships
provides optimal marketing performance, both
suppliers and retailers (Johnson, 1999). Likewigh
the direction of future research on research cowedi
by Campbell (1998) began with the limitations o
study, where copanies continued to find ways
increase their effectiveness and improve t
baseline. One updated topic area is Supply Net
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Strategy. Research conducted by Peng (2016
supplier chain management capabilities
information technology capabilitieson company
performance shows significant results regarding
influence of supplier chain management capabil
on company performance.

The phenomenon shows ththe main weaknesses
SMEs inherent in conducting capability evaluatisi
the absence of qualified economic knowledge f
top management, as well as excessive orient
towards technicaproblem solving without busine
problems consideration such asanagement ar
market strategies. Formal planning or me-oriented
results or cost control are only done uncertaiity
addition, the instrument of decision making is Uisu
only carried out by a small number of individuatsl;
is developed more intuvely than in a theoretical we
(Terziovski, 2007).

There are not many empirical studies that show

the strength of supplier network strategy, synes
cooperation, dynamic capabilityighiexplained the
variation of performance through the role osiness
development strategy.lt drives thresearch and
become novelty of the research. Therefq,

exploration was carried out on small compai
related to how to build a supplier network &
increase dynamic capabilities in SMEs 'in Surak
especially before developingn empirical study
Based on the description in the backgrc of the

study, the main problents be explored in this stuc
include 1) how do SMEs build supplier netwc
strategies? 2) What is the importance of busi

development supplienetwork strategy? 3) How ¢
SMEs build synergies between SMEs in busil
development? 4) What is the SME strategy in bugc
company capability®) What is the role of compat
capabilitiesin business development? 6) How ¢
network strategy, cooperatip capability improve
business strategies.

Theoretical Review

Supplier Network Strategy

Optimization and integration of supplier networkss
become the focus and objective of most compe
around the world. The concept of supplier netw
strategy is a new scheme of supply chain strate
that emerge and develop broadly or globally. St
network strategy is a new concept of managemen
philosophy of supply chain management that

born as a solution for decision makers to face

increasingly complex problems. In the operating
and firmly rooted in the supplier performar
compaty, the existence of supply network strate
focuses on developing supplier performance thrau
supply network. Harland and Knight (2000) define
role of supply network for company as a media wi
companies will be able to play a more active
optimal role in managing and operating supp
networks which include product design, product
supplier, marketing and distribution, then all #n
elements are coordinated and adapted
environmental and market conditic

Strength of Cooperation Relations

Cooperation is a relationship between two or n
entities (people or organizations) to achieve on
more common goals. In the sociological context ki
(2000) explains that humans are social beings
need other individuals. Humans are membelother
groups: groups, associations and institutions. &
nature of cooperation is natural, it is human nag
social being, where no one can avoid "neel
another party." Hage (1994) defines that collabone
between organizations includes effortat are simple
relationships, such as: exchange of informatior
complex relationships such as producing sh
products. These efforts include very broad actsi
and form a series of in-partner activity units.
Axelrod (2000) divides the pattern collaboration
between organizations into three categories, nar
collaboration between similar companies (horizo
cooperation), complementary cooperation, or r-
business cooperation (among stakeholders,
similar, substitution and complement businesses
(for example: financial institutions/ financing fies.
This interbusiness collaboration for companies
be done in the form of sharing: strategic resoyi
risks, knowledge, technology, market informati
market control, and can even bwused as
collaborations to block newcomers or block imitas
(Barney 1991). This can be achieved because b
people in networking will have strong competit
positional advantages when the partnershig
successful.

Company Capability

Capability enables companies to create and ex|
external opportunities and develop excellence i
resilient when used with insight and agility (Hattal.,
2001). Capability is identical to the ability, expse
and knowledge of organization members, cajity
enable of providing strategic, creative and scieaug

@ IJTSRD | Available Online @ww.ijtsrd.con | Volume —3 | Issue —1 | N®ec 2018

Page: 39



International Journal of Trend in Scientific Res#aand Development (IJTSRD) ISSN: 2-6470

technologybased solutions for the company. Haye
al., (1996) consistently emphasize that strat
capability plays an important role for companies
survive in competition; therefore it mi be developed
continuously. The resources owned by the comj
are combined, the results become a numbe
capabilities, which are & expertise found i
individual member of the company (Hunge
&Wheelen, 2003). Capability is important when i
uniquely combined to create core competencies

have strategic value and can generate compe
advantage.

The results of the study shothat the dynami
capabilities of an organization are the relatiops
between ranged factors that are complex. This
line with the concept of Teece et. al. (1997) et
process of developing organization dynamic
capabilities must go through a ie=r of processewith
three main roles, namely: (1) rules regardi
coordination / integration (static concepts),
learning (dynamic concepts), )(¢ configuration
(transformational concept). The existence of tt
three principles is likely to béhe fadors influence
dynamic capabilities with theomplex relationshi
patterns. Organizational learning is a processet
this dynamic capability.

Business Performance

There are several criteria in assessing compi
performance presented in various rature. These
criteria  include financial and n-financial
performance. Different criteria in measuring
company's performance actually depend on
performance measurement itself. These differe
will affect the behavior of business entities, dy
themselves also affect the performance
benchmarks used (Hadjimonalis, 2000). Miles et.
2000 suggested that subjective measurement
performance were chosen rather than objes
measurements. Previous research indicates
subjective performace can be consistent w
objective measurements and enhance the res
reliability and validity (Ciptono, 2006).

Business performance can be understood as me
to measure the results that have been achieve
company for a certain period of timerom business
performance assessment, it will be known whethe
company’s improvement efforts have positive img
or not. Various companies have different ways
measuring their business performance. Howe

measurement of this performance can bely be
classified into two main parts, namely financialdi
marketing performance measurement (Ferdin
2000b).

Resear ch methods

The exploratory approach used in this study is tge
related to the development of supplier netwo
synergies between organizations in supply chain
organizational capabilitiesData collected throug
interviews wth companyleaderthat are willing to
participate in the researcusing a sen-structured
guestionnaire. &mples were obtained fro
manufacturing company directories published by
Indonesian Central Statistics Agency 2017.
researcher will also collect information frc
secondary datand will cross check the informatit
provided by company leaders to the rele\
functional or division fields. More or less intesws
were conducted for 2.5 hours (flexible in accords
with conditions in the field). This interviefocus on
issues relad to research objectives. This researc
expected to involve at least-30 SMEs representing
all business categories or business fields. Qtiakt
data analysisised in this study due the empirical
data obtained is qualitative in the form of téble
assemblages of words and not a series of nunthat
cannot be arranged in categories / classifice
structures (Sugiyono, 2013

Data analysis

Characteristics of Respondents

Based on the age characteristics, the your
respondent was 29 yeartd and the oldest was !
years. The average age of respondents
participated in this study was 39 years with a dhad
deviation of 7.5 years. By sex, of the total
respondents who participated in this study,
respondents were male and 15 were 1le. Based on
education level, the majority of respondents F
undergraduate education with a percentage of 4.
followed by diploma levels with a percentage of
83% (11 respondents), p-graduate with a
percentage of 21.95% (9 respondents), and éll
percentage have high school education level
32% (3 respondents).

Some Aspects Assessed

Some aspects assessed in this study include asy«
supplier network strategy, synergy aspects
collaboration, aspects of dynamic capability, atp
of business development strategies, and aspec
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business performance. These four aspects wil
discussed in detail in the next section.

Supplier Network Strategy: The supplier networ
strategy aspect includes supplier trust, sup
communication, and supplier  environment:
dynamics.

A. Supplier Trust

Table 1 summarizes respondents' assessments
three aspects of supplier trust include que
maintenance, overseeing the quality of deli
services according to the type of order, oversetia
quality of delivery services according to the numr
of orders. The average value of 2.77 in this sf
means that overall respondents who participate
this study have moderate tendency in terms
supplier trust.

TABLEL, SUPPLIER TRUST

. Std.
\[o] Supplier Trust Mean Devias
1 | Quality maintenance 2.87 | 1.127
2 | Quality of delivery service 2.91 | 1.118
Control on quality of '
3 delivery service 28: | 1201
Supplier Trust 2.77 | 1.149

B. Supplier communication

Supplier communication in this study consiof two
aspects include: the company is able to foster 1
communication with suppliers and compar
communicate to solve every problem and integre
of sales. Table 2 presents the informant's asses:
of the supplier's aspects of full communicatiThe
average value is 3.045 and the standard deviasi
1.133 which means that overall the respondents
participating in this study.

TABLE2. SUPPLIER COMMUNICATION

C. Environmental Dynamics of Suppliers

The dynamics of the supplier environment in
study consisted of two aspects which included
company responding to the strategies appliec
competitors and the company responded to
increasing  types of  substitution  produ
Respondent's assessment supplier's environment
dynamicsaspects is presented in Table 3. The ave
value is 2.96 and the standard deviation is 1
meaning that overall the respondent responds like
agree to the statements of the supplier's enviratah
dynamics indicators.

TABLE3. ENVIRONMENTAL DYNAMICS OF
SUPPLIERS
Environmental Dynamics

No

of Suppliers
Company responding to tl
1 | strategies applied by
competitors

Company responded to tl
2 | increasing types of
substitution products

2.99

Environmental Dynamics ¢

Suppliers 2.96

Supplier Network Strategy

The indicators of supplier network strategy coneis
supplier trust, supplier communication and supy
environmental dynamics. Table 4 provides comg
overview of respondents' assessments on suj
network strategy indicatorghe average value the
respondent's answer to the supplier network stye
is 2.93 and the standard deviation of 1.125 meae:
overall the respondent responds likely to agrethé
statements of the supplier network strategy indis
which consist of statements reld to supplier trust,
supplier communication, and supplier environme
dynamics.

TABLE 4. SUPPLIER NETWORK STRATEGY

. o Std. :
No Supplier Communication Mean o Supplier Network Std.
. Devias i No Strategy Mean  peyias
Company is able to foster _

1 | good communication with | 2.95 | 1.119 1 | Supplier Trust 277 | 1149
suppliers 2 | Supplier Communicatic | 3.05 1.133
Companies to communicate Supplier Environmentz

2 | to solve every problem and | 3.14 | 1.147 3 Dngmics 2.96 | 1.093
|ntegr§tlon of sale;. . Supplier Network ) 03 L 125
Supplier Communication 3.048 | 1.133 Strategy : :
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Cooperation Synergy

The synergy of collaboration has important aspt
namely market access, cost savings, acces
information and sensitivity. Table 5. provides
complete overview of respondents' assessment
indicators of synergy in collaboration both relatec
market access, cost savings, access to informi
and sensitivity. The average value of respond
answers to statements related to collaboratinergy
is 3.14 and a standard deviation of 1.094 mearts

overall the respondent tend to agree with
statements of the synergistic indicators
cooperation.

TABLES. COOPERATION SYNERGY

. Std.
No Cooperation Synergy Mean Deviasi
1 Market Access 3.14{ 1.093
2 Cost Savings 3.07 1.071
3 | Access to Information 3.2+ 1.109
4 Sensitivity. 3.1¢| 1.102
Cooper ation Syner gy 3.14 | 1.094

Dynamic capability

Dynamic capabilityhas two indicators cons of

exploitation capabilities and development capaesi

The completed aspondent's assessment dyne

capabilityaspects is presented in Tab. The average
value of the respondent's answers related

statements of 3.10 and standard deviation 1

means that overall the respondemnds to agree ¢

the existence of dynamic capabilities-

TABLEG6. DYNAMIC CAPABILITY

: o Std.
No  Dynamic Capability = Mean Devias
1 | Exploitation Capabilities 3.1t 1.119
2 | Development Capabilitigs 3.0% 1.131
Dynamic Capability 3.1C 1.125

Business Development Strategy

Business development strategy has four indic:
consists of market penetration, market expansi
product development, and product differentiat
Respondent's assessment orthe indicators o
business development strategy is presented in Ta
The average value of respondents' answerthe
statements related to business development stea
is 3.41 and the standard deviation of 0.940 meae:
as respondents tend to agregth the statements
related tdbusiness development strate: indicators.

TABLE7. BUSINESS DEVELOPMENT

STRATEGY

No Business Development Mean Stq. _

Strategy Deviasi
1 | Market Penetration 3.47 .943
2 | Market Expansion 3.39 .937
3 | Product Development 3.49 .949
4 | Product Differentiatior 3.29 931
Business Development Strategy | 3.41 0.940

Business Performance

The measurement aspect of business perforn
consists of sales turnover, market share, profitgb
popularity and number otustomers. Responder
assessment of the indicators of complete bus
performance is presented in Table 8. The ave
value is 3.91 and the standard deviation is 1
meaning that overall the respondent responds @
agree to the statements of iness performance
indicators which include sales turnover, share eta
profitability, popularity and number of customu

TABLES. BUSINESS PERFORMANCE

No BusnessPerformance Mean St(.j' .

Deviasi

1 Sales Turnover 3.87 1.113

2 Market Share 4,13 1.121

3 Profitability 3.77 1.109

4 | Number of Custome | 3.95 1.119

Business Per for mance 3.91 1.115

Discussion

SMEs are currently trying to continuously deve
their resources and capabilites to impr

competitive advantage. In addition, SMEs also si
to build partnerships and synergic cooperation
supplier networkto expandtheirmarket share and
manage apabilities to be more dynamic, imprc
organizational members sk, expertise and
knowledge (both management and employees)
have not been optimally manag

The Urgency of Supplier Network Partner ship

The efforts to improve supplier network @mportant
for company to strengthen the relationship betw
suppliers and SMEs (Kurniawan, et al., 2018).
strategy of good supplier network development
done through building trust, active communical
with suppliers, and goodnderstanding ¢ what is
happening in the business environment (Lee el
2008; Muljani, 2017). This can be the source
increasing SMEs competitiveness. Through cai
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planning and coordination in the network, SMEs
better able to align the framework of supplietwork
and are able to create structures that are inwatie
the company's objectives to provide maximum ser
to its customers (Ellitan, 2017a). This study ¢
supports research conducted by Wheelen, Hunge
Hoffman (2016) which examines the rionship
between company's business strategy and su
network management. Wheelen, et al. (2016) fc
the phenomenon that supplier network strategies
an important role in running business strate
conducted by SMEs.

The ability of SMEs to managsupplier networks wi
create alignment between SMEs goals and strat
with suppliers so that they can drive the S
operating process (Anatan&Ellitan, 2009). The lat
capacity of SMEs in building a good supplier netkv
reduces production optimiian (McAfee et al.
2002). The inability to handle the supply ch:
especially building cooperation with existi
suppliers will lead to the decrease in SN
operational effectiveness, so that the implemeori:
of business development and strategie not able to
achieve the targets they have set.

Developing supplier network is very important
dealing with business competition as strateg)
developing SMEs competitive advantage. Sup|
partnership strategies have important role in
management innovation process. Therefore, 1
partnerships built with suppliers and the innova
process arealigned and plays important role
dealing with SME business competiti

Collaboration with Suppliers and SME Business
Development

Collaboration in thesupply chain between SMEs a
suppliers will increase effectiveness and produtgti
(Ellitan&Anatan, 2007). It is very important to ate
service excellence in a servidgven econom
(Ellitan&Anatan, 2007). Through this strategy SV
can improve theiability to develop the business ti
will be carried out. The results of this study ardine
with Martin's (2016) study which found that t
dynamic environmental conditions effects
dynamics of the SME business environment. -
dynamic should accetate the efforts of SMEs
accommodate changes. This creates a ti
competition potential and development in proc
technology and process technology (Ellitan&Ana
2009). Collaboration established by SMEs is exjk

to create relationships to lld and enhance the
dynamic capabilities of SMEs facing the turmoil
changes in the business environment (Permana,,
2017).

Collaboration with the supplier network will cre:
synergy to make it easier to achieve common g
Synergies with suppliers le to the growing
opportunities for SMEs in accordance with custo
demands and competition. Zhou and Zhang (2
suggested that the development strategy of comp
in similar industries or related industries woulava
many effects on mangspects such as economies
scale, structural integration of industrial chastsopng
alliances and complementary benefits, so that

could affect the company survival. This will fatalie
SMEs to prioritize cooperation with suppliers ¢
networks in the supply chai

Failure to create synergies in the supply chawvery

likely to create problems in joint decision makigt

are important for SMEs and suppliers. 7
collaboration between SMEs and suppliers influel
the SMEs business developmelprocess. This
collaboration will provide SMEs ability to analy

various strategic decisions, competitive environty
and plan action mechanisms that important in wig!
SMEs competition. Paulraj, Chen and Lado (2(
suggested that collaboration with ppliers would
improve product and process innovation acceler:

The Importance of Dynamic Capability in
Partnershipswith Suppliers

Companies that are able to extract reso
capabilities now become the next superior reso
capability through the development of ne\
competencies so that company tends to have quk
resources that will be able to support the straiac
business development to be carried out (Kurniaws
al., 2018). SMEs cannot only rely on the resou
they have in carrying d' business developme
strategies, but also required to be able to donlegs
partnerships with various parties, both with sugrgli
distributors and even consumers. Through partne
strategy, SMEs are better able to absorb variet
new knowledge ahskills that can be used to deve
competencies from existing resources. Tairas ¢
(2016) found that dynamic capability is importaot
the success of a company's business strategy.
capability is an integration of various organizatt
resourcs that develop through a complex interac
process between tangible and intangible assetsd
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by the organization. With the capabilities posse:
by SMEs, they will be able to exploit exter
opportunities and develop longrm competitive
advantages Dynamic SME capabilities will als
greatly support the success of entrepreneul
strategies. However, this requires an innove
pumping role (Ellitan, Muljani, &Koesworo, 201

Capability in managing alliance resources playsla
in increasing inovation and in turn will improv
company performance. This is as stated by Ellitaoh
Anatan (2009) in their book entitled Innovati
Management.  Capability is  built  throu
organizational learning that enhances the abilift
SMEs to utilize the resouss they have or collabore
with other companies including suppliers.
capability of companies to build partnerships

synergies to improve skills and knowledge is thestr
appropriate predictor in improving innovation &
performance.

Partnership Strategy with Suppliers in Improving
SME Performance

SMEs that play more active role and optim:
manage and operate the supply network will ten
be more easily in their operational proc
(Kurniawan et al 2018). The study findings supj
research e@nducted by Ellitan and Muljani (201
which shows that environmental analysis dil
management in analyzing factors that are a the
SMEs. The results of this analysis direct SME:
developing various ways and approaches to reart
priorities. Forexample, the good distribution planni
will provide higher business performance.
choosing the right supplier and synergizing it \git
better results.

Supplier network strategy is one component of sy
chain management that must be carried o guide
SMEs in determining the accuracy of strategiesagr
and operational capabilities of supplier comparine
supporting SME performance. The ultimate goal t«
achieved with SCM strategy is that SMEs focus n
on mutual planning between SMEs anppliers, able
to do joint problem solving between companies

suppliers  (Anatan&Ellitan, 2009). Cooperati
between SMEs also applies in the perspectiv
network marketing relations.

Conclusion and Implication
This study indicates that the supplietwork strategy
has important meaning in the SME busir

development strategy. In this case SMEs need |
supported by dynamic capabilities. The syne
created by cooperation with suppliers stror
supports the achievement of common goals
strengthes the  competitiveness of SME
Collaboration with suppliers will also accelerate
development of SME's dynamic capalbiliti
Collaboration in the supply chain network, compal
can add insight and knowledge about production
marketing strategies temooth and improve over:
business performance. Practically this researcivs
the importance of fostering good relationships \
company suppliers, so that it will also make SM#es
top priority of suppliers to realize common go

Based on theesults of this study, there are me
suggestions that can be raised include: First, S
must prioritize  partnerships and synergies
collaboration with suppliers to expand their mai
share. It should be done to increase competitieat
national andglobal levels. Second, SMEs sho!
make efforts to improve the quality of communicai
with suppliers and distributors so that the inté
business environment can be better organizedkyr
thereby strengthening the supply ch
competitiveness. ThusSMEs will be stronger i
fostering cooperative relationships with old suerd
or new suppliers, which accelerates the improver
of its performance.

Third, SMEs should continue to improve the work
skills and knowledge. Management must be abl
conpete in a dynamic business environment. -
effort must be proceded by a comprehensive ch
of resources, especially human resources. Effar
improve human resource competence are the
steps to face business competition. The compeisfr
human resources is the main capital of SMEs
increase competitiveness.
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