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Abstract: Organizational culture and learning organizations are the major topics of discussion in corporate
world. It is well realized that to become learning Organization is to agree a set of attitudes, values and
practices that support the process of constant learning within the organization. A learning culture can be
developed in an Organization only when the top management and executive is committed and deeply
involved. “Learning Culture” should be a Corporate Goal and stated at the highest level of objectives in order
that it is cascaded down to the organizations employees and becomes a part of every employee’s personal,
annual goals. It is necessary to establish the relation between culture, learning climate and strategic
[ rformance, in order to provide effective direction to the modern organizations. A study has been initiated
to analyze the organization culture and organization learning effects toward the Competitive Strategy and
Company Performance From the 615 Small and Medium-sized Enterprises in East Javas population, the
sample are 143 from the three biggest cities in East Java Indonesia (Surabaya, Malang and Kediri) as the
location of this research. This research conducted to apply the Explanatory Research with the Organizational
Culture, Organizational Learning, Competitive Strategy and Company Strategy as a Researclfg/ariables.
Structural Equation Modeling (SEM) was the appropriate tool to examine and to analyze the data. The results
of this research showed that Organization Culture has significant effect towards company Competitive
Strategy, Organization Learning has significant effect towards Competitive Strategy, but it did not have
significant effect towards Company Performance. Moreover, Competitive Strategy has a significance effect
towards Company Performance.
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1. Introduction

Modern organizations are witnessing drastic changes in its approaches at operational level as well as
strategic level. These changes are percolated at the shop floor level and compelled management tdf@o with
strategic innovation and learning organization mode. It is rightly pointed out by Drucker (1999) that business
and technological changes are threatening organizational sustainability and modern management faces many
challenges. Organizations are continually under competitive pressures and forced to re-evaluate come up
with new innovations. An innovation can be a new product or service, a new production technology, a new
operation procedure or a new management strategy to an enterprise (Damanpour, 1989; Liao, Fei, & Liu,
2008; Nonaka & Yamanouchi, 1989; Tushman & Nadler, 1986; Zaltman, Duncan, & Holbeck, 1973).
Innovations have always been essential for the organizations’ long-term survival and growth and currently
play even more crucial role in the company’s future to follow the rapid pace of markets’ evolution (Santos-
Vijande & Alvarez-Gonzilez, 2007). Organizational learning is a complex process that refers to the
development of new knowledge and has the potential to change behavior (Huber, 1991; Slater & Narver,
1995). It is a time-honored process that involves changing individual and organizational behavior (Murray &
Donegan, 2003). Firms that have developed a strong learning culture are good at creating, acquiring and
transferring knowledge, as well as at modifying behavior to reflect new knowledge and insight (Garvin, 1993;
Huber, 1991. Jones (2000) emphasizes the importance of organizational learning for organizational
performance. He defines it as “a process through which managers try to increase organizational members”
capabilities in order to better understand and manage the organization and its environment’ (Jones, 2000).
All organizations beyond sectors are affected by the vast changes, which are occurring at national
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international level due to globalization, liberalization and economic crisis impact. In order to fine tune with
the global changes the organizations must accept the culture, learning climate and innovation toward better
performance. This particular research tried to establish the relationship between organizational cultures and
organizational learning towards the competitive strategy and company performance.

According to Chattel (1995), the future firms are the innovative firms, adaptive, and have the abilities to be
adaptable with the rapid changing. Moreover, the strategy is compulsory for the firms in order to maintain
their existences and achieve their goals and win the competition. Furthermore, the firms should control their
industry and generate market in the future; in this case, they can be as the pioneer in that time (Hamel and
Prahalad, 1994). Subsequently, the human resource is needed for creating the best vision and mission of the
firms so as to generate the strongest organization for facing the globalization. The firms that have the ability
in keeping their existences in the globalization era are the firms that can adapt with the environments or to
be more flexible, put their stakeholders in the top priority and to be the leader company. Organizations that
value systematic approaches to organizational learning thus stress the importance of acquiring all types of
information (operational, tactical and strategic) from both internal and external sources. The better a certain
firms is at acquiring information the more understanding it can get from it. Varied research input shows that
most of Indonesian SMEs have survived during the economy crisis in 1997-1998. The questions rose in this
context that how far the human resource in the organization in tune with the culture supports these effective
changes? In developing a learning culture employees are expected to play a major role. The ownership and
accountability for learning should be on the employees, and the opportunity for learning had been given by
the organization. The contract of employment shall be clear about what the company is prepared to offer and
what the company expects from the employee towards continuous learning. In this scenario it is necessary to
study how far the organizational culture and the learning climate influence the SMEs toward better
performance. The study posed several research questions in this context. They are:

s Does the Organizational Culture affect significantly towards Competitive Strategy and Company
Performance among Indonesian SMEs, particularly in East Java?

s Does the Organizational Learning affect significantly towards Competitive Strategy and Company
Performance among Indonesian SMEs, particularly in East Java?

s Does the Competitive Strategy influence significantly towards Company Performance among
Indonesian SMEs, particularly in East Java?

Based on problem statement and the research questions, hence, the research objectives are:
e To analyze the effect of Organizational Culture towards Competitive Strategy and Company
Performance.
¢ To analyze the effect of Organizational Learning towards Competitive strategy and Company
Performance.
s Toanalyze the effect of Competitive Strategy towards Company Performance.

Significance of the Study a'

s Significance of the study for practitioners. This study provided the knowledge % how to increase
the performance of the company through organizational culture, organizational learning and how to
make the competitiveness strategy more success in order to run the business particularly to increase
the company performance.

s The Significance of the Study for the Government: The result of this research is expected for
helping the government guide to monitor Indonesian SMEs with fully-controlled actions for
maintaining the Indonesian SMEs existences and their better performance.

2. Literature Review
Theoretical Review

Organizational Culture, Organizational Learning, Competitive Strategy and Company Performance:
Robbins (2001) stated that organizational culture as a shared meaning system formed by its citizens as well
as a differentiator with other organizations. Shared meaning system is a set of key characteristics of the
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organization's values—a.system of shared meaning helflby members that distinguishes the organization
from other organizations. This shared meaning system, on closer examination, a set of key characteristics
Organizations That the values"). Robbins (2001) gives seven characteristics of organizational culture
as follows: (1)innovation and courage to take risks; (2) attention to detail; (3) oriented outcome; (4)
oriented in humans; (5) oriented in teams; (6) aggressive and; (7) stability. According to Senge (1990)
learning organizations are organizations where people continually develop its capacity to create
desired outcomes, with new patterns of thinking, given the freedom and the aspirations of the people
in it are constan@ learning to learn something together, there are five indicators organizational
learning, namely: (i) personal mastery (personal excellence), (2) mental models, (3) shared vision, (4)
team learning, and (5) systems thinking, the next Senge (1990) says people who want to compete in
business environment must make the organization "Learning Organization" by continuously adapting to
the environment. A common strategy according to Porter (1980) includes the Cost Leadership, Product
Differentiation, and the Focus has been recognized as a typology of strategies for the organization.
Porter's typology has been widely known in the United States since the late 1980's. The extent to
which the strategy isimplemented in a non-United States markets, and how the strategy was applied
in a non-United States culture is the attention offficholars and academics. Performance is the ability to
work shown with the result of work, including: (1) the process or manner of performing; (2) a notable
action or achievement; (3) the performing of a play or other entertainment - Hawkins in the Oxford
Paperback Dictionary, 1979.Company Performance is something produced by a company within a
specified period with reference to established standards specified. Corporate performance should be an
outcome that can be measured and described the empirical conditions of an enterprise of any size
agreed. To determine the performance achieved then the appraisal of performance. According to Law No. 9 of
1995 on Small Enterprises, the restriction of business/small industry is defined as follows: Small industry is
the economic activity which is undertaken by individuals or households as well as a firm, and it aims to
produce goods or services for commercial trade, which has a net worth of at most Rp. 200 million and
has annual sales value of Rp. 1 billion or less.

5

%hile there is a consensus that organizational culture is critical in any change initiative, no such consensus
exists as to what type of organizational culture best supports business transformation and innovativeness. A
lack of empirical investigations into organizational culture on various aspects of innovativeness is still noted.
Only a few studies have tackled some aspects of this issue in recent years (e.g. Kandemir & Hult, 2005;
Kusunoki, Nonaka, & Nagata, 1998; Martins & Terblanche, 2003; Merx-Chermin & Nijhof, 2005; Sarros,
Cooper, & Santora, 2008). Findings of Prajogo and McDermott (2005) indicate that an organization can
implement different, even opposite culture types, in harmony. This opened up the question of which
combination of culture types is most appropriate for innovations. The degree of innovation reflects the extent
of new knowledge embedded in an innovation (Dewar & Dutton, 1986; Ettlie, 1983). Firms with greater
innovation capability will achieve a better response from the environment, obtaining more easily the
capabilities needed to increase organizational performance and consolidate a sustainable competitive
advantage (Calantone et al, 2002; Zaltman et al, 1973). For this reason is necessary to improve the
innovative culture of the enterprise so that all its members search new product, services or processes
(innovations involve a change, something new - eg. novel ideas or behaviors).Fang and Wang (2006)
defined that the organizational culture and organizational learning has positive and significant impact on
competitive strategy. Mavondo and Farrell (2003) stated that the organizational culture significantly
influences the strategy and corporate performance. Subsequently, Lopez et al. (2004) mentioned that
organizational culture influences performance through organizational learning. According to McGuinness
and Morgan (2005), both defined that organizational learning has a positive relationship towards a
dynamic strategy in order to improve the organizational performance. Hardley and Mavondo (2000)
found out that organizational learning indirectly intercede the impact on company performance. Then, based
from Barth (2003)ther@}s a significant relationship between competitive strategies of small firms with
corporate performance. Learning is the power of growth, and individual learning is the resource of business
growth (Chang and Lee, 2007). Based on the organization metaphor in organization theory, Senge (1990)
introduced learning organization theory.

The academic definition of the learning organization covers individual, group, and organizational learning
with the effort for organizational and individual learning (Argris and Schon, 1978; Dodgson, 1993; Kim, 1993;
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Popper and Lipshitz, 1995; Shrivastva, 1983; Small and Irvine 2006). It is a type of collective activity to reach
the organization's shared vision. Many books (for example, Dixon, 1994; Garratt, 1990; Armstrong and Foley,
2003; Senge, 1990) have been published about the learning organization and many research papers have
presented the impact of various variables on learning organizations example, Carroll and Nafukho, 2006;
Leitch@} al, 1996; Gardiner and Whiting, 1997; Hall, 2001; Ortenbland, 2004; Edmondson and Moingeon
1998).In the current management literature on organizational culture (for example, Deal and Kennedy, 1982;
Peters and Waterman, 1982) which includes the work of Schein (1990), culture is widely understood as an
instrument to be used by management to shape and control in some way the belief, understandings, and
behaviors of individuals, and thus the organization to reach specified goals. Therefore, a number of
definitions for any organizational culture have been proposed (for example, Kilman et al, 1985; Uttal, 1983).
Many studies have been conducted about the impact of organizational culture on different variables in the
organizational setting. In such research, for example, the impact of organizational culture on job satisfaction
(Lund, 2003), individual learning (Aksu and Ozdemir, 2005), organizational effectiveness (Denison, 1990;
Denison and Mishra, 1995), leadership (Kasper, 2002; Chang and Lee, 2007; Schein, 1992), organizational
problem-solving (Bate, 1984), creativity (Koberg and Chusmir, 1987) organizational commitment (Lock and
Crawford, 1999), organizational performance (Wilkins and Ouchi, 1983), TQM (Pool, 2000) communication
and information (Brown and Starkey, 1994).

Hypoth§es
e Organizational Culture has significant effects towards Competitive Strategy and Company
Performance.
s Organizational Learning has significant effects towards Competitive Strategy and Company
Performance.

s Competitive Strategy has effect significantly towards Company Performance.
3. Research Method

Research Plan: The research was planned by using the variables of Organizational Culture,
Organizational Learning, Competitive Strategy and Company Performance. Based from the two previous
chapters, which have been explained before namely: (1) problem statement; and (2) literature review,
therefore, this research using explanatory patterns.

Population and Sample: Based on data from the Office of Industry and Commerce (2007) in East Java,
there are 617 SMEs of processed food products and beverages, to support research is further selected
three districts / cities that have a majority of SMEs are Surabaya, Malang and Kediri. Furthermore,
based on Isaac etal. (1981) and Sugyono (2004) the number of samples from a population at an error
rate of 5%, as outlined in the table below.The number of SMEs in the three cities of Surabaya, Kediri
and Malang numbered 165.

Table 1: Sample Research

M City Government Population Sample
1. Surabaya 55 48
] Kediri 60 51
3. Malang 50 14
Total 165 141

Source: Processed Primary Data (2009).
Research Variables
A) Exogenous constructs (independent variables):
s The organizational culture (indicator: the humanistic, task, support).

e Organizational learning (personal mastery, mental models, shared vision, team learning,)
systems thinking.)
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B) Endogenous constructs (dependent variables):
s Competitive Strategy (low cost, differentiation, focus).
s Company Performance (sales growth and profitability)

Data Source: The sources of the data in this research were obtained by using primary data, such as data
that related to core issues of objects / subjects of research, and obtained directly from the 143
respondents, namely the SME owners.

Determination Score: Closed-form scales in the questionnaire used in this study using a Likert scale
with a standard scale of 1 to 5. The options on the questionnaire with the Likert scale were strongly
disagree (notation 1), disagree (notation 2), neutral (notation 3) agree (notation 4), strongly agree
(notation 5).

Data Collection Method: Method of data collection in this research is done by distributing
questionnaires, a list of questions that were wanted to be analyzed and researched based on the
objectives in this research.

Validity and Reliability Test: Validity test (construct validity) is defined as a measure of how strong a
test tool performs the function of its size. If the validity of the obtained higher, then the test will be
stronger and show what is actually shown. To determine an indicator / item is valid or not, then it
can be seen from the goodness of fit index (GFI), if the value of GFI> 0.9 means that the indicators /
items declared invalid. Reliability test (construct reliability) was used to test the constancy of
measurement results with a questionnaire which was closely related issues of trust (Nazir, 1999). A
test is said to have a reliability standard if the test gives an exact test (steady). To determine
whether an indicator /item reliable / not, then the views of the construct reliability, for example if the
construct reliability value is greater than 0.7 means that the indicators /items otherwise reliable.

Data Analysis Method: In this research, Structural Equation Modeling (SEM) is the appropriate tool in order
to measure and analyze the data.

4. Discussion

The Effect of Organizational Culture towards Competitive Strategy and Company Performance: The
results of SEM analysis of the influence of organizational culture variables (X1) on competitive
strategy (Y1) is obtained directly influence the path coefficient p-value 0063 and 0542, in the
calculation of this p-value has a value greater than 5% thus the influence of organizational culture is
said to not significantly influence of competitive strategy. The results of the study was not conducted
in line with Wang and Fang (2006) and Mavondo and Farrell (2003).Based on the results of this
analysis task is the main and most important forming or variables measuring of organizational culture,
therefore, SME owners should pay attention to this indicator. The items in this indicator include:
formal assignments, informal tasks, the tasks of regular and non-regular duties. We can see from the
results of this study, then the owner of the company should pay attention to the tasks given to
employees both formal assignments, informal tasks, tasks of regular and non-regular tasks. The results
of this study are not in line with research conducted by Fang and Wang (2006) says that
organizational culture affects the company's competitive strategy. This difference is possible because
the indicators used are different organizational cultures. Indicators of organizational culture that used
by Fang and Wang (2006) adopted the opinion of Hofstede (1980), namely power distance, risk
avoidance, individualism, and masculinity, as well as the company's competitive strategy for the
indicator variables used in this study is different from that used indicators of corporate strategy Fang
and Wang (2006) that includes cost, quality, flexibility and reliability company. Other researchers that
are not in line with this research is Mavondo and Farrell (2003) shows that there is a significant
relationship between organizational culture oriented company with corporate strategy. In conducting
research both researchers did not describe the indicators used. Cultural organizations (X1) on the
performance of the company (Y2) is obtained directly influence the path coefficients and p-value 0219
and 0015. In this calculation p-value less than 5%, by thus can be said that the organizational culture
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significantly influence the company performance, then, Given the path coefficient is positive (0219),
this means that relations between the two variables is positive, meaning the better the organizational
culture, the higher the performance of the company. Research conducted by Siew and Kelvin (2004)
looked at the relationship of organizational culture with performance. Indicators of organizational
culture that is used is measured in terms of cultural profile or Organization Culture Profile (OCP)
(Chatman and Jehn, 1994) has been used as a primary research instrument. The OCP includes
innovation, support, team, humanistic, and task, this indicator is virtually identical to that used
indicators of organizational culture Bititci etal., (2004) and Bititci et al.,, (2006). Conclusions put forward
by researchers is the culture of the organization have a significant effect on performance. In line with
this study Lopez et al, (2004), has conducted research to propose three hypotheses include the
influence of organizational culture on corporate strategy. The results obtained with this study of
organizational culture significantly influence on corporate strategy. The only previous research results
that are different from the results of this research is research conducted by Mavondo and Farell
(2003), where research results indicate that organizational culture does not directly influence the
performance but through the intervening variable of marketing orientation.

The effect of Organizational Learning towards Competitive Strategy and Company Performance: SEM
analysis results of variables influence organizational learning (X2) on competitive strategy (Y1) is
obtained directly influence the path coefficients and p-value 0251 and 0024. Since the value p-value
<5%, it says significantly. Given the path coefficient is positive (0251), this means that relations between
the two variables is positive, meaning that the better learning organization, the better the competitive
strategy. Such research has been done by Fang and Wang (2006), results of Fang and Wang's
empirical research based on statistical calculations indicate that organizational learning affects the
company's strategy. The four elements of corporate sfltegy, namely: cost, quality, flexibility, and
reliability, while organizational learning indicators are: (i) personal mastery (personal excellence), (2)
mental models, (3) shared vision, (4) team learning, and (5) systems thinking. Research conducted by
McGuinness and Morgan (2005) which aims to find new construction, changes to organizational
capabilities that determine organizational effectiveness in the implementation of marketing strategies.
This study identifies the capabilities of organizational change as new construction that integrates the
different steps in the lead and manage organizational change. Framework presents the new
construction associated with market orientation and learning organizational strategies in the success of
dynamic output. Conceptual discoveries in the study found a new definition, different constructions
which can develop as a measurement of operational and organizational capabilities of the
implementation of effective marketing strategies. The results can be concluded that market orientation
and organizational learning have a positive relationship to changes in organizational capability and
competitive strategy and to improve organizational performance. Organizational learning (X2) on the
performance of the company (Y2) is obtained directly influence the path coefficients and p-value 0087 0343.
Since the value p-value> 5%, it is said insignificant. Another research done by Hardley and Mavondo, (2000)
investigated the relationship between organizational learning, market orientation and organizational
performance. On one hand, results suggest that organizational learning has a positive and significant impact
on the marketing orientation. On the other hand, learning orientation influenced indirectly (mediating) on
organizational performance. Other researchers which has different results from this research is research
that conducted by Mavondo, Chimhanziand and Stewart (2005), they used a model of linkages between
variables and an empirical test to assess the direct, indirect and total effects of the Learning
Orientation (LO) and Market Orientation (MO) on the performance through the implementation of
human resources and innovation (innovative administration, processes and products) as a mediator.
This study also examined the effects of each variable to distinguish the effects of indirect and
mediating effects. The result is a positive influence to LO corporate performance.

The Effect of Competitive Strategy towards Company Performance: Based on the result from SEM, the
direct effect path coefficient from the effect of competitive strategy (Y1) toward company performance (Y2) is
0.199 and p-value is 0.030. According from the result above, p-value is lesser than 5% therefore, it is said that
significant. Because of the path coefficient is positive (0.199) it means that both the variables have positive
relationship, in other words, the better competitive strategy is, the higher company performance will be.
According to Barth (2003), his research is in line with this research, that the competitive strategy have

472




a significant effect on performance. Other researchers are in line with this research is Dimara et al
(2004), results showed that all companies with low-cost strategy, market differentiation and focus
strategy can improve profitability, but there was no significant difference for those who implement
ISO 1989 -1993 with those applying in 1996 -1999.

Research Limitation: In this research, the researcher generated the conceptual framework based from most
previous published journals and the journals conducted their researches within big companies not the small
ones. Hence, this is one of the limitations. Another limitation is the questionnaires were adopted based from
previous journals’ questionnaires that made some questions in this research’s questionnaires were not
appropriate in the researched field.

5. Conclusion

e The organizational culture affects insignificant towards competitive strategy. It means that
organizational culture is not the only requirements to create competitive strategy. Nevertheless,
organizational culture has effect significantly and indirectly towards the firms' strategy(s) through
organizational learning.

e Organizational learning has significant positive relationship towards firm competitive strategy.
Organizational learning also has insignificant correlation positively towards company performance
but it has indirectly effect and significant towards company performance.

s Competitive strategy affects significantly and positively towards company performance. The better
competitive strategy is the higher company performance will be.

Recommendations

For Practitioners: In this research, organizational learning has insignificant effect to the company
performance and the variable is perceived in medium level from the researched respondents. Thus, the
owners of the companies should focus and pay more attention on the organizational learning so as to increase
their employees’ competencies.

For Government: Organizational learning does not affect significantly towards company performance. This
finding within this research shows that organizational learning in east Java SMEs is very low level of its
application. Therefore, the support from the government is needed for those SMEs so as to increase the
Budget Statistics of Region (APBD) particularly in east Java.
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