International Journal of Social Science and Humanity, Vol. 3, No. 4, July 2013

Entrepreneurial Social Competence and Entrepreneurial
Orientation to Build SME’s Business Network and
Business Performance

Meutia

Abstract—A competence that is owned by entrepreneurs
becomes a significant determinant to reach the business sucess
becuase of the entrepereur’s double role, as the owner and the
manager itself. The purpose of this study is to overview the
influence of entrepreneurial social comptence and
entrepreneurial orientation on the developmnet of SME’s
business network and business performance in Western Java
Province, of Indonesia. Sampling method uses Purosive
Sampling Technique based on these criteria: at least 3 years
experience and have had full tim employee. Sample which is
used in this study, is the owner and the manager of SME, with
total amount of respondents are 193. Data will be analyesed
through Structural Equation Modeling (SEM) by using AMOS
program 16.0. The result from this study shows that the first
hypotheses proves that there is a significant influence of
entrepreneurial social competence on business network.
Meanwhile, entrepreneurial orientation gives no influence on
business network, but it influences the SME’s competitive
advantage. Last hypothesis also shows that there is a signifcant
relationship between SME’s business network and SME’s
business performance. The result form this study provides
contribution to Resource Based View (RBV) theory which states
that there are intangible assets of entrepreneurial social
competence in building the SME’s business network and SME’s
business performance. Unfortunately, the present study does
not analyse all creative industrial sector and the study is only
performed in Western Java Province which becomes one of the
main creative industries besides Yogyakarta and Bali in
Indonesia.

Index Terms—Entrepreneurial social competence,
entrepreneurial orientation, business network, business
performance.

[. INTRODUCTION

Entrepreneurial term is often related with a new business
creation and small business management [1]. An
entrepreneur is a person that combines resources, workers,
materials, and another asset to yield a bigger value than
before [2]. A profile of a successful entrepreneur is an
individual that has some characteristics, such as, assertive,
strong self confidence, easily build a social relationship,
single oriented, diplomatic, dare to take a risk and able to
provide an appropriate judgment [3].

Annually, high development of creative industries in
Indonesia will provide an opportunity to increase Indonesia’s
economy growth. Data from Statistic Bureau (Badan Pusat
Statistic or BPS) stated that creative industries give
contribution on bruto domestic development and placed it in
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the 7th rank of 10 sectors with export development in 2006 —
2009 as 2.9%. The study explains that the main problem
faced by Indonesia is continuous invasion of foreign products
that also occurred in creative industry. As a matter of fact,
Indonesia has great sources to develop a culture based
creative industry, because Indonesia has plentiful of natural
and cultural resources. Regrettably, it is not in line with the
nation’s ability to build business network.

One aspect that can be considered to be material research is
the analyses of whether the creative industry is influenced by
the ability of an entrepreneur to build business network in
improving business performance. Business network can be
built based on entrepreneurial social competence which is
owned by the entrepreneurs [4]. The result from this study
also finds out that there is a positive relationship between
entrepreneurial social competence and business network in
batik industry in Indonesia [4]. Entrepreneurial social
competence which is owned by entrepreneurs enables them
to have social interaction and it will finally ease them to have
a good communication both with external and internal party.
Social competence enables an entrepreneur to get an easiness
to access government support and they will be able to be
more flexible in adapting with the environment dynamic
change. Entrepreneurial social competence will be an
alternative option for a company to reach its business
network.

Most studies state that business performance will be
influenced by entrepreneurial orientation which will be
measured through some dimensions, such as, innovation, pro
activeness, and risk taking [5]-[8]. Yet, some studies stated
that the influence of entrepreneurial orientation on business
performance will be lasted in short duration [9]. In addition,
another studies also explained that there is no influence of
entrepreneurial orientation on business performance as it has
shown from [10]. This study explicitly investigates the
relationship among entrepreneurial social competence,
entrepreneurial orientation, business network, and business
performance.

II. LITERATURE REVIEW AND HYPOTHESES DEVELOPMENT

A. Relationship  between  Entrepreneurial — Social
Competence and SME’s Business Network and SME'’s
Business Performance

Entrepreneurial social competence is the ability of an
entrepreneur to express their ability in building social
relationship through the development of relational
competence and social interaction which are based on family
spirit, so as to build a business network with the business
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environment [4]. Entrepreneurial social competence
constructs are build by the ability of an entrepreneur to build
a social relationship, the ability to build on social relatedness
with customer, the ability to build social relatedness with
supplier, the ability to build social relatedness with business
performers, the ability to build social relatedness with
financial institution, the ability to build social relatedness
with government environment, and the ability to build social
relatedness with another professional organization.

Competence is as a core characteristic which is owned by a
person who can change motivation and aspects from the
skillfulness of personal image or social role which becomes a
part of social capital [11]. Previous studies stated that the
higher social capital (in a form of desired reputation, a larger
social network, etc) will help an enterprise by giving them an
important access to reach its success [12]. Nevertheless, if an
access is tightly kept, social competence which is owned by
an entrepreneur will influence the performance.

Entrepreneur's ability to make use resources capital to
build a social relationship will be SME’s competitive
advantage. It may occur, since SME is started by a family
business management which has strong business relationship
by using a network which is based on family value. Empirical
study has not clearly differentiated among information, social
and business interaction. Many interactions especially in
social relationship will influence the business performance.
The ability to build social relationship will yield some benefit
such as the larger business information, the strengthening
business network and the adaptability with business
environment, so as to compose unique resources in a
company to reach its successful business performance [4].
Furthermore, it can be said that a person who has high social
competence will be able to express more social attention, will
be more sympathetic, more helpful and more loveable. These
traits will ease them to have a smooth interaction, create a
social relationship, and also create closed communication
flow that will influence the business performance. Based on
these arguments above and the result from previous studies, it
can be formally stated:

e HI1: The higher the entrepreneurial social competence
the larger business network will be.

e H2: The higher the entrepreneurial social competence
the higher business performance will be.

B. Relationship between Entrepreneurial Orientation and

SME’s  Business Network and SME’s Business

Performance

Entrepreneurial is a motivation, a character, a willingness
to work hard, not easily give up, and dare to take any risk. It
is the ability to pursue any opportunity that becomes an
important chance to have a high performance of business, by
using the existing resources in reaching its success [13].
Entrepreneurial orientation is a company’s orientation to
have a main principle in its effort to identify and exploit any
opportunities [8]. Lumpkin and Dess [8] add other characters,
that is to say, aggressive competition and organization’s
independence besides risk taking, pro-activeness. A firm that
has proper entrepreneurial orientation will have an ability to
perform a better innovation compared with another company
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[14]. Entrepreneurial orientation is an effort to be the best,
both in product and market innovation, dare to take any risks,
and pursue any chance to beat the competitor.
Entrepreneurial orientation is a tendency of a company to be
autonomous, more innovative, dare to take any risk, pursue
any opportunity and being aggressive in a competition [15].
Literary review explains that current entrepreneurial
orientation develops in a more various construct. The result
from this study also explains the influence of entrepreneurial
orientation on business performance as described by [16],
[17].

Entrepreneurial orientation will push entrepreneurs to
build a main business network through social capital so as to
improve the business performance. Business network is
identified as an opportunity to distribute a product and
market inflation to anticipate any competition. Based on the
arguments above, it can be formally stated that:

e H3: The higher the entrepreneurial orientation, the
larger business network will be.

e H4: The higher the entrepreneurial orientation, the
higher business performance will be.

C. Relationship between SME’s Business Network and
SME'’s Business Performance

Network theory explains that business network will ease
the owner of a business to get an access to a unique resource
through cost saving, it will also influence the business
success [18]. Network will provide value to their member by
letting them to get an access to social capital which is
implanted in its network, in which the network itself, will
provide a tool to the SME’s owner to get external resources
which is needed by their firm [19], [20].

Individual who has business network that consist of
relatives and friends tend to have a bigger access to get an
innovation, compared with business which does not have a
network [21]. Fischer and Reuben [22] stated that the owner
of a firm develop a relationship with external environment to
improve business development. As a matter of fact, a
company which has higher entrepreneurial orientation will
tend to empower most part of their existing resources to
create an optimum and better company’s performance [23].
Based on the arguments above, it can be formally stated that:

e HS5: The higher the development if business network,
the higher SME’s business performance will be.

III. METHOD

This study uses structural equation modeling as a
multivariate analyses tool that enables the author to test the
relationship between complex variables and they can also
obtain a full description on the entire model. SEM has been
considered as a statistic tool that is useful for the researchers
in social science. SEM had been a must for non experimental
study, in which the testing method to test the theory has not
been fully developed. This study uses software AMOS 16 as
the aid tool to solve SEM’s problem. Sampling method used
in this study is based on a certain criteria. Respondents that
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are selected based on certain criteria such as, at least 3 years
experience, and already have full employee and national
marketing scope. Data for this study will be opted by
distributing questionnaires to the owner and the manager of
creative industries in Western Java, Province of Indonesia.
Each questionnaire uses 7 point of likert scale. Point 1 shows
an indication of “absolutely disagree” and point 7 shows an
indication of “absolutely agree”. There are 193 respondents
that met the criteria will be tested in this study. Structural
Equation Modeling (SEM) with AMOS 16.0 program as the
aid tool requires 100 respondents as minimum amount [24].

Indicators which are used to measure the entrepreneurial
social competence will be adapted from the research result
[4]. These indicators are (a) the ability to build social
relationship, (b) the ability to build business relationship
based on social relatedness, (c) the ability to build social
relatedness with employee, (d) the ability to build social
relatedness with customer, (e) the ability to build social
relatedness with suppliers, (f) the ability to build social
relatedness with business performers, (g) the ability to build
social relatedness with financial institution, (h) the ability to
build social relatedness with government environment, and (i)
the ability to build social relatedness with professional
organization.

Entrepreneurial orientation is the tendency of an
entrepreneur to have innovation, dare to take a risk, and
proactiveness. Indicators to measure the entrepreneurial
social competence are (a) Innovation, (b) Risk Taking, (c)
Proactiveness and (d) being aggressive in competition [8],
[25]. Indicators to measure business network are (a) the
amount of business network with production sector, (b) the
amount of network with suppliers, (c) the amount of business
network with distribution channel [33]. SME’s business
performance is the attained result from what manager and
owner has done to manage their business. Indicators to
measure the business performance assessment are (a) sales
development, (b) working capital development, (c) customer
development and (d) profit growth [9], [25], [26], [27].

IV. RESULT AND DISCUSSION

A. Sample Size

Samples which are used in this study are 193 respondents.
This amount of sample has met the requirement of data
analyses, by using Structural Equation Modeling (SEM).
Hair et al [24] stated that the appropriate amount of sample is
in the range of 100 till 200 respondents by using Maximum
Likelihood Estimation.

B. Outliers Testing

Outliers is the observed condition of data which has unique
characteristic and has different characteristic from another
observation and it comes out as an extreme shape both in
single and combination variables [24]. Multivariate outliers
evaluation will be performed by using mahalanobis distance
calculation for each variable. Mahalonobis distance shows
that there is a distance of a certain variable from the average
variables in multidimensional space. Mahalonobis distance
calculation is based on chi square value in %2 distribution
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table at the degree of freedom as the used indicators in this
study. This study uses 16 indicators at p < 0.001 as 2
(160.001) = 39.25. Therefore, data in this study has
mahalanobis distance which is bigger than 39,25 and it is
considered as multivariate outliers. Based on the result of
mahalanobis distance calculation, the largest value is 37.928,
which means that it is below the required value as 39,25, as a
result there is no outliers.

C. Multicolinearity Testing

Multicolinearity testing can be seen from determinant of
matrix covariance. If the value of determinant matrix
covariance is too small, there is an indication of
multicolinearity, as a result data cannot be used. AMOS
output result shows the determinant matrix covariance as
0,058. The value of determinant matrix covariance is larger
than 0, so it can be concluded that there is no multicolinearity
in this study [28].

D. Normality Testing

The value of normality testing by using critical value is
2.58 at significant rate as 0.01. If Z value is more than the
critical value, it can be assumed that the data distribution in
this study is not normal [29]. Normality testing shows that cr
value is 1,858 which means that this value is in the range of
required value at +2,58 at significant rate as 0,01.

E. Adequacy Testing

The result of data analyses by using AMOS program states
that the result testing of SME’s business performance is
considered adequate since the value is in good of fit index
range. Based on the adequacy testing it can be seen as the Fig.
1.

Businsse
Partormanca

FITNESSTEST MODEL
Chi-square 146,445
Probbility =001
CMIN/DF =1,494
GFl=,908

AGFI=872

TLI=933

CFl=945

RMSEA =051

Fig. 1. Full model SEM of SME’s bus. performance

The result of hypotheses testing at Table I shows that
entrepreneurial social competence influence the business
network. Entrepreneurial orientation gives no influence on
business network. Entrepreneurial social competence
influences the SME’s business performance, and the business
network influences the business performance. The result of
hypotheses testing result by using AMOS program 16.0 can
be read at Table I.

Estimation parametric to test the influence of
entrepreneurial social competence on business network
shows a significant result with cr value as 4,474 at significant
rate as 0.001. The value meets the hypotheses acceptance
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requirement as cr value > 1.96 which means that there is no
reason to deny hypotheses 1. Based on the above result, it can
be concluded that entrepreneurial social competence
influences the business network. Entrepreneurial social
competence in this study is formed through the ability of an
entrepreneur to build business relation based on their social,
relatedness with their employee, customers, suppliers, other
business performers and also with financial institution.

TABLE I: REGRESSION WEIGHTS

Estimate S.E. CR. P
Bus. <-  Entre. Social 12
Net - Competence 442 5 3,54 Hkok
Bus. <- Entre. ,10
Net - Orientation -,022 2 =21 ,831
Bus. <- Entre. Social 13
Perf - Competence 612 7 4,47 Hkok
Bus.Per <- Bus. ,07
f - Network ,209 9 2,63 ,008
Bus.Per <- ,09
f - Entre. Orien. ,223 8 2,26 ,024

The result from this study is in line with the previous study
which stated that there is an influence of entrepreneurial
social competence of business network in batik industry [4].
The value that comes out from social interaction will
strengthen the entrepreneur relationship among partner in
building business relationship to enhance marketing
development of SME’s product. Facing the change of SME
globalization will also increase the competitiveness of an
entrepreneur through their business network development.

Estimation parametric to test the influence of
entrepreneurial social competence on business performance
shows a significant result with cr value as 3.539 at significant
rate as 0.001. The value meets the hypotheses acceptance
requirement as cr value > 1.96 which means that there is no
reason to deny hypotheses 2.

Based on the empirical result, it shows that the ability to
build business relationship which is based in social
relatedness will be one of the stimulating factors to increase
sales volume. Business relationship which is made based on
social relatedness will survive in a longer period of time [4].
Wright et al [30] stated that human resources capability is a
collective knowledge from each member of a company (hard
to imitate) that is developed in a certain period of time (rare),
and it is considered as valuable sources since it will drive the
company to its success. Entreprencurial social competence is
one of human resources capability which is hard to imitate.
Previous studies indicated that the importance of core
competence and external business network to reach the
optimal performance are based on social based view and
resources based view [31].

Estimation parametric to test the influence of
entrepreneurial social competence on business network
shows a negative cr value as -0,213 with probability as 0.831.
The value does not meet the hypotheses acceptance
requirement as cr value < 1.96 which means that there is no
reason to accept hypotheses 3. In other words, innovation
risk taking, pro activeness, being aggressive in competition,
in this study give no influence on business network
development.

Estimation parametric to

test the influence of
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entrepreneurial orientation on business performance shows a
significant result with cr value as 4,474 at significant rate as
0.024. The value meets the hypotheses acceptance
requirement as cr value > 1.96 which means that there is no
reason to deny hypotheses 1.

These result support the results from previous studies [16],
[17] , which stated that there is a positive relationship
between entreprencurial orientation with  business
performance. The characteristics of entrepreneurial such as
innovation, risk acceptance, will also help the entrepreneurs
to anticipate the new market, and improve the innovative
ideas, as well as give proactive influence on business
performance. Dare to take a risk reflects the tendency to
empower entire resources in an integrated activity which may
either fail or succeed and get an enormous profit [8]. Next, a
trait to take an opportunity is the ability of entrepreneurs to
take an aggressive initiative in performing their business and
becomes the leader in shaping business environment which
will get big profit. Support for any new ideas is the tendency
of an entrepreneur to get new ideas, creative process that
deviate from the existing practice. An entrepreneur who has
high level of creativity and uniqueness will give more
significant influence on SME’s business performance.

Estimation parametric to test the business network on
business performance shows a significant result with cr value
as 2.4632 with probability 0.008. The value meets the
hypotheses acceptance requirement as cr value > 1.96 which
means that there is no reason to deny hypotheses 1. Based on
the result above, it can be concluded that the larger the
business network, the higher the business performance will
be. Network theory stated that the ability of an entrepreneur
to get a rare access through saving cost network will
influence the business’ success [18]. Network can improve
the social capital of SME’s owner [32] since it will give an
access to any information which is planted in the existed
network. Granovetter [21] stated that an individual who has
business relationship that consists of relatives and friends
tends to have an access to a larger amount of information
compared with another business that does not have a network.
Previous studies indicated the importance of core
competence and external business network to reach the
optimum performance described social model are based on
resources [31].

V. CONCLUSION, IMPLICATION AND LIMITATION

The present study tries to overview the influence of
entrepreneurial social competence on creative industries in
developing SME’s business performance and business in
Indonesia, especially in Western Java Province.
Entrepreneurial orientation will be an additional variable in
building the model to see its contribution on business
network and business performance development. The study
builds a hypothesis that all construct will give an influence
business performance. The result from this study shows that
five hypotheses built in entrepreneurial social competence
will influence the business network and business
performance development, entrepreneurial orientation will
influence the business performance and business network
will influence the business performance. The result from this
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study is in line with the result from previous studies. Yet,
entrepreneurial orientation gives no influence in building
business network.

Theoretically, the result from this study will explain that
there is a different opinion from previous studies in
enhancing a new reference, especially with the addition of
new variable that is entrepreneurial social competence as a
core competence that can be developed in entrepreneurial
domain to improve the business success in every business
unit.

Limitation in this study is that the study is performed only
in one province, which is Western Java Province besides
Yogyakarta, and Bali. The present study does not observe all
components in creative industry but only focusing in
handicraft industry. Future study can be tested in another
domain of creative industry that also becomes the centre of
creative industry.
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