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THE ROLE OF ROBUST BUSINESS MODEL IN ENSURING
EXTERNAL FIT AND ITS IMPACT ON FIRMS
IN SOCIAL PERFORMANCE

This study aims to analyze the role of robustness towards external fit and its impact on envi-
ronmental and social performance. The study was conducted on manufacturing SMEs in the city of
Yogyakarta (Indonesia). Primary data was obtained from questionnaires and interviews with some
respondents, whereas secondary data was collected from publications of relevant organizations. The
statistical technique used is partial least square method. The study concluded that robustness in
organization provides a significant contribution to ensuring the external fit and also impacts envi-
ronmental and social performance.
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Myadi
POJIb CTINIKOT BI3HEC-MOJEJI Y 3ABE3ITEYEHHI
BUIIMTOBITHOCTI ®IPMU 3ATIUTAM CEPEJTOBHIIIA
TA 11 BILJINB HA COIIAJILHI TIOKA3HUKA POBOTH

Y cmammi npoananizoéano poav cmiiikoi 6iznec-mooeai y hopmyeanni eionogionocmi
ipmu iT HasKoauHbOMY cepedosuuly, wo 6i000paicacmvcs uepe3 couiaabHi NOKA3HUKU Gi3Hec).
Jocaidncennss 6Gyao npoeedene Ha mamepiaiax Mmaiux ma cepeoHix GUPOOHUUME
M. JDucoxvaxapma (Indonesis). Ilepsunni dani 6ya0 ompumano 3 onumyeanns ma inmepe’ro, a
6mopuHHi — 3 nyoOaikauii eaayszeeux opeauizauii. J{1a cmamucmu4no2o anaiizy 6UKOpUCMaHo
Memood uacmrkosux Haimenwux Keadpamie. Jloeeoeno, wo cmitikicmo 6iznec-moodeni 3HAUHOIO
Miporo énaueac Ha 8ionogionicmo Qipmu 3anumam cepedosuuia, wo C80€I0 4ep2oio 6i00UBAEMbCs
Ha couiaibHuX NOKA3HUKAX podomu nionpuemcmea.

Karouogi caosa: cmiiikicmo 0izHecy; 6i0nosionicme nionpuemcmea 3anumam cepedosuiya,; coyi-
anbHa poab Gi3Hecy; 0CHO8A COYIANbHOI nipamiou.
Puc. 1. Taba. 2. Jlim. 26.
. . Myadm
POJIb YCTOMYNBOU BU3HEC-MOJIEJIN B OBECITEYUEHUUN
COOTBETCTBUUN ®UPMBbI 3AITPOCAM CPEJIbI 1 EE BIUAHUE
HA COIIUAJIBHBIE ITOKA3ATEJIN PABOTbI

B cmamve npoanaauzuposana poav ycmoiimueoii 6usnec-modeau 6 popmuposanuu coom-
eemcmeus pupmol e€ oKpyxcarouiell cpede, 4mo omoopaicaemcs 4epes CouuaibHvle noKazamenu
ousneca. Hccaedosanue 0bii10 npoeedeHo Ha Mamepualax MaaviX U CPeOHUX NPOU3GOOCME
2. Jlncoxvaxapma (Hnoonesus). Ilepeununvie dannvie 6biau noayuenst u3 onpoca u UHMeEpPevIo, a
eémopuynble — u3 nybaukauuii ompacaeevix opeanuzauuii. /s cmamucmuveckoz2o anaiuza
UCNOAb306AH MEMO0 HACMHbBIX HAUMEHbWUX Kéaopamos. /[oxazarno, 4no ycmouvueocms OusHec-
Modeau 6 3HaMUMEAbHOU Mepe 6AUsAem HA COOMEemcmaeue upmovl 3anpocam cpeosl, 4no 6 C60r
ouepeds OMpPa)caemcst Ha COUUAAbHBIX NOKA3AMENsIX Pabontvl npeonpusamus.

Karouesvie caosa: ycmoiiuugocmv Ousneca; coomeemcmeue npeonpusmus 3anpocam cpeovl;
COUUANbHA POoab OU3HECA; OCHOB8A COUUANbHOU NUPAMUObL.

Introduction. Poverty has become a strategic issue in developing countries. Base
of Pyramid (BoP) approach is often referred to as one of the approaches to alleviat-
ing poverty and has become a significant issue in managerial agenda (Klein, 2008).
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Indonesia has high levels of poverty, with more than 50% of its population living on
less than 2 USD a day. Poor Indonesians face insecure livelihoods, lack of access to
basic services, limited opportunities for economic advancement, and lack of power to
influence their situation (Clay, 2005). In the province of Daerah Istimewa Yogyakarta
(DIY) — Indonesia, statistics shows that poverty had reduced by only 0.85% through-
out 2013. Up until now, the number of poverty in DIY is still 15.03%, the government
of DIY admitted that their target has not been achieved (www.koran-sindo.com,
2013).

Several studies, both empirically and theoretically, have proven that SMEs have
a very important role in promoting economic growth of a country (Levy and Powell,
2005; Muafi, 2009, Muafi et al., 2012a, 2012b; Stel et al., 2004). In 2013, in
Indonesia, micro and small manufacturing kept growing amid slow national eco-
nomic growth and the global economic downturn. Although it is believed to keep on
growing, the rate of manufacturing sector's performance until the end of 2014 expe-
rienced a slowdown (Media Industry, 2013). All this time, BoP still relies on large
firms in terms of creating innovation for products, technologies, services, since busi-
ness models that are rarely implemented in manufacturing SMEs. Cocreation
according to the BoP approach assumes that all this time, poor consumers are
exploited only as unattractive consumers, that they are not profitable, and are often a
source of problems (Prahalad, 2005). However, Tambunan’s research (2008)
explained that SMEs in Indonesia have provided some contributions in the form of:
a) establishing business units up to 80—90% of all existing business units; b) providing
more than 60% of private sector employment; ¢) generating 50—80% of the total
employment; d) contributing about 50% of all sales or added values; ) providing a
30% advantage of the total direct exports.

This study was conducted on manufacturing SMEs in Yogyakarta by replicating
a study model by M. Klein (2008). The mentioned model emphasized the importance
of robustness’ role in ensuring external fit and its impact towards environment and
social performance under BoP approach.

Literature review and hypotheses.

1. Base of Pyramid (BoP). M. Klein (2008) offered a poverty alleviation model
for developing countries via sustanable strategic business model and improving con-
tinuous performance under BoP approach. The idea of BoP itself is that unique char-
acteristic and economic activities of the bottom-class society could give opportunities
for the private sector to grow and innovate. C.K. Prahalad (2005) added that BoP
approach is based on the economic pyramid that consists of 4 layers where the top
layer is the least of population with the highest purchasing power and the bottom layer
represents the biggest share of population.

BoP refers to the socioeconomic group of society with low incomes (Klein,
2008). This is often defined in economic terminology as people with the purchasing
power for 2 USD or less per day — which includes more than half the world’s popu-
lation (World Bank 2006), including Indonesia. In Indonesia, BoP is those who earn
less than 4 USD per day (Indonesian iBoP Newsletter, November 2009). There are
3 categories: the wealthy at the top, the middle class in the middle, and the Base of
Pyramid (BoP). Those included in BoP are those with the purchasing power of
2 USD or less although there is also an opinion that 4 USD or less per day (that is
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1,500 USD or 3,000 USD a year). Emerging middle class consists of those with the
purchasing power of 3,000—5,000 USD a year while the wealthy class has the pur-
chasing power of more than 15,000 USD per year. The bottom class is often used by
major companies as consumers to gain benefits. This idea also recommends that
poverty alleviation can be fulfilled if major companies have greater commitment to
serve the bottom layer market. The idea of C.K. Prahalad (2005) on bottom layer use
has been criticized by A. Karnani (2007). Major companies are advised to not only
seek for benefit by utilizing the bottom layer society, the bottom layer should also be
motivated as a part of business ecosystem. They can work together as strategic part-
ners (Porter and Kramer, 2006). Therefore, governments need to play an important
role in creating and developing a business ecosystem. It needs to be realized that suc-
cessful major companies need "healthy" society with education, healthcare and
employment opportunities (Porter and Kramer, 2006).

2. Robustness and external fit. According to the dictionary definitions of "organi-
zation" and "healthy," it can be stated that healthy organization is "an association of
people governed by a set of regulations as a function of specific purposes, with good
health and healthy appearance. Healthy organization can be defined as ... an associ-
ation of people governed by a set of regulations as a function of specific purposes, in
a state of complete physical, mental and social well-being, and not merely the
absence of disease, but with the capacity to develop its own potential to respond posi-
tively to environmental challenges (Tarride et al., 2008).

M. Klein (2008) explained that external fit from a business model may happen
when SMEs has a robust business model. F. Mas’ud (2004) added that a robust orga-
nization is an organization with authority structure, value system, norm, incentive
system, and sanction that operate properly so that to support organization’s objectives
as well as the welfare of the organization overall. Some of the most commonly used
standards to measure organization robustness are: work spirit, organizational com-
mitment, work productivity, and organizational climate. A healthy organization has a
clear vision and mission and is consistent with the basic principles within the organi-
zation. Organizational environment that has mutual respect, trust, openness, and
fairness in compensations enables its members distribute their skills as well as have no
fear. Besides, organization can adapt well to external environment. In order to
improve organization robustness, the following are essential: 1) engaging employees;
2) embracing meaningful use of health benchmarks and metrics; 3) senior manage-
ment participation in innovative policies; 4) supporting individuals’ financial securi-
ty aspirations; 5) aligning meaningful incentives; 6) helping people get the best of
their life (Chenoweth, 2011). M. Klein (2008) proved that organization robustness
has a positive and significant influence on its external fit.

H1. SMEs robustness has a positive and significant influence on external fit.

3. External fit, environmental performance and social performance. External fit
refers to environmental fit and companies adapting themselves to optimize their busi-
ness environment use. Furthermore, external fit can be defined as a business model
which is better valued by business environment. High external fit is effective and effi-
cient on companies that are able to achieve the objective expected. In other words,
high external fit increases organizational performance, such as financial perform-
ance, environmental and social performance (Klein, 2008). Company’s objective in

ACTUAL PROBLEMS OF ECONOMICS #4(178), 2016



260 JAEMOIPA®ISI, EKOHOMIKA MPAL{l, COL{IAJIbHA EKOHOMIKA | MOJIITUKA

serving BoP should not just be financial-oriented but also social-oriented. The reason
is that business environment of the company that uses BoP approach preferres social
values. This is because one’s standard of living on the bottom layer is very low where
generally they are only able to afford primary needs and are often organized in social
networks. Requirement adjustment from the environment and building up the
strength of social networks, including social behavior, will have a positive social influ-
ence. M. Klein (2008) noted that a unique resource may be able to prevent threats
faced by the company in its external environment and can reduce company’s needs
to adapt their strategy in order to achieve the external fit. Furthermore, a flexible
business model is a model that can maintain external fit through responsive adjust-
ments to environmental uncertainty and heterogenity.

Dynamic environment has more influence on entrepreneurial strategies in
improving their organizational performance (Covin and Slevin, 1989). The results of
Luo’s study (1999) also explained that there is no significant influence of static envi-
ronment towards innovation, proactive behavior, and high risk in improving organi-
zational performance. B.A. Lukas et al. (2001) added that the interaction between a
dynamic environment and prospective strategies influences on business performance.
Muafi (2009) also explained that at manufacturing companies in East Java dynamic
environment influences the competitive strategy by improving export performance.
Indeed, high fit with external environment can improve organizational performance
of SMEs (Klein, 2008).

A. Karnani (2007) stressed that, in a more formal way, companies on BoP that
operate under dynamic business model quality are not only aiming to make profit but
also to motivate and encourage social and environmental performances. Companies
should not only aim at business success but also at economic development through
poverty reduction, encouraging new investments, creating employment opportuni-
ties, building local capacity, and expanding options for new products and services for
poor consumers. The result of Klein’s study (2008) support (Karnani, 2007) in that
external fit positively and significantly influences social and environmental perform-
ances. This confirms that SMEs contribute significantly to poverty eradicating.

H2. External fit has a positive and significant influence on SMEs’ social per-
formance.

H3. External fit has a positive and significant influence on SMEs’ environmen-
tal performance.

Study methodology. The survey was conducted among manufacturing SMEs that
build a healthy and dynamic business model. The population in this study is all manu-
facturing SMEs in Yogyakarta. Manufacturing SMEs in Yogyakarta is growing rapid-
ly, so it is necessary to study business models that can be used to alleviate poverty.
Manufacturing SMEs in Yogyakarta have been proven capable of supporting
Indonesian economy during the monetary crisis. Respondents in this study are the
leaders/heads of companies that represent manufacturing SMEs.

The targeted respondents were 200 manufacturing SMEs, the sampling tech-
nique used in this study was purposive sampling. There were 123 respondents that
returned their questionnaires (the response rate is 62%). The types of data used are
primary and secondary data through questionnaires and publication of the related
institutions. The questionnaires were the closed ones. Scaling technique used for
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external fit (Exter), robustness (Rob), environmental performance (EP), and social
performance (SP) was the Likert scale with 7 options: from 1 for very strongly dis-
agree to 7 for very strongly agree. The items for each variable are referred to M. Klein
(2008) with: 7 items for external fit, 4 items for robustness degree, 16 items for social
performance, and 10 items for environmental performance. The data analysis tech-
nique is PLS (partial least square). PLS is a powerful technique to analyze latent vari-
ables in structural equation model with various indicators (Sirohi et al., 1998). PLS
also does not require data with normal distribution (Roostika, 2011). Validity and
reliability tests with PLS showed that all items have the value above 0.5 for validity and
a cut off point above 0.6 for reliability test (Hulland, 1999; Roostika, 2011).

Results.

1. Respondents description. The respondents’ characteristics in this study can be
described by business type, age of company, and the number of employees. The
results show that most of the respondents are operating in the food industry
(112 respondents — 91%), that is run for less than 5 years (58 SMEs — 47%) and with
employees of less than 50 people (12 SMEs — 6%).

2. Validity and reliability measurement. Validity and reliability measurement used
were PLS. Convergent validity test was used for the loading factor test with cut off
point greater than 0.5 (Hair et al., 1995). The result shows that all the items have va-
lues more than 0.5 (Table 2).

3. Hypotheses test. The result of the hypotheses test between variables can be seen
in Table 1 and Figure 1.

Figure 1. The influence of robustness on external fit and its impact
on environmental and social performance: base of pyramid approach, author’'s

Table 1. Path coefficients, author’'s

Path coefficient CR Sign Result
H, : Rob — Exter 2.215 0.000 HI is accepted
H2 : Exter — EP 2.701 0.007 H2 is accepted
H3 : Exter — SP 3.180 0.001 H3 is accepted

* significant at 5%.

Discussion and conclusion. The results showed that robustness has a positive and
significant influence on ensuring the external fit. These results support the study by
M. Klein (2008) who stated that external fit from business model may happen when
SMEs have a robust business model. Manufacturing SMEs in Yogyakarta have fully
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acknowledged that robust business is a business designed to anticipate changes in a
volatile environment, that requires adjustments to market demands and innovation, a
healthy financial condition, and stable employees. Unfortunately, SME owners are
lacking skills and expertise to manage their organizations robustly. They need support
from the community and the government. They should be able to fulfill market
demands by seeking and considering their resources. They have realized they need to
produce unique and creative products. This is in accordance with the advice in
(Thomke and Hippel, 2002).

Table 2. Item loading and reliability, authors

Variable Item Standardized Loading | Cronbachs Alpha
External fit (Exter) Exter 1 0.760 0.621
Exter 2 0.567
Exter 3 0.677
Exter 4 0.830
Exter 5 0.732
Exter 6 0.560
Exter 7 0.657
Robustness (Rob) Rob 1 0.612 0.680
Rob 2 0.772
Rob 3 0.743
Rob 4 0.717
Social performance (SP) SP1 0.560 0.601
SP2 0.871
SP3 0.555
SP4 0.612
SP5 0,632
SP6 0.614
SP7 0.571
SP8 0.620
SP9 0.580
SP10 0.733
SP11 0.590
SP12 0.612
SP13 0.743
SP14 0.564
SP15 0.633
SP16 0.640
Environmental Performance (EP) | EP1 0.599 0.641
EP2 0.601
EP3 0.654
EP4 0.590
EP5 0.619
EP6 0.623
EP7 0.594
EP8 0.711
EP9 0.658
EP10 0.567

Other results showed that external fit has a positive and significant influence on
environmental performance and social performance. These results support the study
by M. Klein (2008) and A. Karnani (2007). Environmental performance in this study
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was measured by two indicators: health of the environmental system and environ-
mental stresses. Both hold an important role so that SME owners need to pay atten-
tion to these aspects. Social performance in this study includes 5 indicators: employ-
ment and income, safety and security, governance, quality of life and public service.
Owners of manufacturing SMEs generally fully acknowledged that the main objective
in business is not only financial profit but also paying attention to social aspect. High
unemployment in the area have become a force for manufacturing SMEs to work
twice as hard in developing their businesses. It needs to be acknowledged that running
a business is inseparable from society, which means a business must contribute to
population and environment where they operate (Smith, 2007). The findings of this
study provided implications that companies like manufacturing SMEs should have a
dynamic business model to stay healthy and have a high external fit so that they can
improve their environmental and social performance. The limitations in this study are
as follows: 1) data was collected from one source only, which is the perception of top
management/owner of certain manufacturing SMEs; 2) this study used subjective
responses of individuals; 3) this study did not use indepth interviews because there
was a concern that the results will not fully represent the actual condition.

References:

Chenoweth, D. (2011). Promoting Employee Well-Being: Wellness Strategies to Improve Health,
Performance and the Bottom Line, Wellness Strategies to Improve Health, Performance and the Bottom
Line, HUMANA, SHRM Foundation // www.shrm.org.

Clay, J. (2005). Exploring the links between international business and poverty reduction: A case
study of Unilever Indonesia, Oxfam GB, Novib Oxfam Netherlands, and Unilever.

Covin, J.G., Slevin, D.P. (1989). Strategic Management of Small Firms in Hostile and Benign
Environments. Strategic Management Journal, 10: 75—87.

Hulland, J. (1999). Use of Partial Least Squares (PLS) in strategic management research: a review of
four recent studies. Strategic Management Journal, 20: 195—204.

Indonesia iBoP (2009). iBoP Asia, Ulasan Singkat, 6 November.

Karnani, A. (2007). The mirage of marketing to the bottom of the pyramid: How the private sector
can help alleviate poverty. California Management Review, 49(4): 90—111.

Klein, M. (2008). Poverty Alleviation through Sustainable Strategic Business Models. Essay on
Poverty Alleviation as a Business Strategy. ERIM Ph.D Series Research in Management 135.

Lukas, B.A., Tan, J.J., Hult, G.T.M. (2001). Strategic fit in transitional economies. The case of
China’s electronics industry, 27: 9—429.

Luo, Y. (1999). Environment Strategy Performance Relation in Small Business in China: A Case of
Township and Village Enterprise in Southern China. Journal of Small Business Management, January:
37-52.

Mas’ud, F. (2004). Survai Diagnosis Organisasional. Konsep dan Aplikasi. Undip Semarang.

Media Industri (2013). Industrialisasi Menuju Kehidupan yang lebih baik, No. 5.

Muafi (2009). A Configuration And Contingency Approach To Understanding Export Performance.
International Review of Business Research Papers, 5(2): 358—369.

Muafi, Gusaptono, H., Effendi, 1., Charibaldi, N. (2012a). The Information Technology (IT)
Adoption Process and E-Readiness to Use within Yogyakarta Indonesian Small Medium Enterprises
(SME). International Journal of Information and Communication Technology Research, 2(1): 29—37.

Muafi, Wahyuningsih, T., Effendi, M.1., Sriyono (2012b). Creating Entrepreneurs through Business
Incubator. International Journal of Research in Management & Technology (IJRMT), 2(4): 463—468.

Porter, M.E., Kramer, M.E. (2006). Strategy and Society: The Link between Competitive Advantage
and Corporate Social Responsibility. Harvard Business Review, December: 1—13.

Prahalad, C.K. (2005). The fortune at the bottom of the pyramid: Eradicating poverty through prof-
its. Upper Saddle River, NJ: Wharton School Publishing.

Prahalad, C.K., Hammond, A. (2002). Serving the world’s poor, profitably. Harvard Business Review,
80(9): 48—57.

ACTUAL PROBLEMS OF ECONOMICS #4(178), 2016



264 JAEMOIPA®ISI, EKOHOMIKA MPAL{l, COL{IAJIbHA EKOHOMIKA | MOJIITUKA

Roostika, R. (2011). The Effect of Perceived Service Quality and Trust on Loyalty: Customer’s
Perspectives on Mobile Internet Adoption. International Journal of Innovation, Management and
Technology, 2(4): 286—291.

SINDO (2013). Kemiskinan DIY Hanya Turun 0.85%, accessed on 19th of march, 2013 //
www.koran-sindo.com.

Sirohi, N., McLaughlin, E.D., Wittink, D.R. (1998). A model of consumer perceptions and store loy-
alty intentions for a supermarket retailer. Journal of Retailing, 74(2): 223—245.

Smith, A.D. (2007). Making the Case for the Competitive Advantage of Corporate Social
Responsibility. Business Strategy Series, 8(3): 186—195.

Stel, A., Carree, M., Thurik, R., Zoetermeer (2004). The Effect of Entrepreneurship on National
Economic Growth: an Analysis Using the GEM Database, SCALES Paper No. 320, prepared for The First
GEM Research Conference: "Entrepreneurship, Government Policies, and Economic Growth", Berlin,
1—-3 April 2004.

Tambunan, T. (2008). Development of SME in ASEAN with Reference to Indonesia and Thailand.
Chulalongkorn Journal of Economics, 20(1): 53—83.

Tarride, M.1., Zamorano, R.A., Varela, S.N., Gonza’lez, M.J. (2008). Healthy organizations: toward
a diagnostic method. Kybernetes, 37(8): 1120—1150.

Thomke, S., Hippel, E.V. (2002). Customer as Innovators: A New Way to Create Value. Harvard
Business Review, April: 5—11.

World Bank (2006). World development indicators 2006. Washington, D.C.: World Bank Institute.

CratTd Haginuia no pegakiii 3.10.2015.

AKTYAJIbHI NPOBJIEMW EKOHOMIKUW Ne4(178), 2016



