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ABSTRACT 
The improvement of competitiveness of small enterprises often finds an obstacle as the 
economics scale and the resources are smaller than the large business. SME has to be able 
to make a strategic step as a basic of the right decision making process so as being able to 
survive and have a high competitiveness. SME which now attempts to improve its 
performance has to pay attention several factors that can give contribution for its success, 
that is the factor of business environment used as a basic of strategic planning arrangement. 
The aims of this study are to: 1) examine and analyze if the business environment influences 
over the performance of SME in Sidoarjo district, 2) Examine and analyze if the strategic 
planning influences over the performance of SME in Sidoarjo district. Object of study of 
featured product produced by SME in Sidoarjo included in the area of tourism market is; Jetis 
batik village in Sidoarjo, home-based shoe and sandal manufacturers in Mojosantren village, 
Krian sub district, prawn cracker village in Kedungrejo village, Jabon sub district, Small 
scallop cracker village in Candi sub district, Leather craft industry in Kludan village, 
Tanggulangin sub district, and smoked fish village in Penatarsewu village, Sedati sub district. 
The results show that, firstly, environment business does not significantly influence on the 
performance of featured product produced by SME in Sidoarjo district, secondly strategic 
planning significantly influence the SME performance in Sidoarjo district. 
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Small enterprises sector has a big role in the economics development of a nation 
(Karjantoro, 2010). However, the improvement of small enterprises competitiveness often 
find obstacles since the economics scale and the resources are smaller than large business. 
In relation to the competitiveness at micro level (company or firm level), competitiveness is 
commonly defined as a capability of a company in a basic mastery, establishing and 
maintaining marketing position, overcoming change and market competition , and capacity to 
sell products in an advantage way. To have a competitive advantage, a business person or 
an entrepreneur need to create a quality product so as it can be a featured product of a 
region. Sidoarjo district has a featured potential in the industrial sector spread over several 
regions that most of them are tourism market area. In this study, the writer take an object of 
study on the featured product produced by SME which is included in the area of tourism 
market, they are: Jetis batik village in Sidoarjo, home-based shoe and sandal manufacturers 
in Mojosantren village, Krian sub district, prawn cracker village in Kedungrejo village, Jabon 
sub district, Small scallop cracker village in Candi sub district, Leather craft industry in 
Kludan village, Tanggulangin sub district, and smoked fish village in Penatarsewu village, 
Sedati sub district. There are several reasons why this study is conducted on the SME, one 
of them are the performance of SME is tending to be better in term of producing productive 
manpower. As a part of its dynamics, SME often reaches the improvement of productivity 
through investment and technological development, as well as having superiority in term of 
flexibility compared to a larger business (Berry et al, 2001). External business environment 
has a big role to influence the managerial decision-making process and organizational 
structure (Keats & Hitt, 1988), thus external environment business is important to be 
monitored and analyzed. A company has to be able to adapt to the environmental change, it 
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is like a theory proposed by Hopkins & Hopkins (1997) and Miller and Cardinal (1994) that a 
company has to be able to overcome and adjust the change of turbulent environmental 
condition. 

According to the studies conducted by some of experts, strategic planning defeats non-
strategic planning. It means that a company having a formal plan is more excellent than 
informal plan as the planning process require embodying ideas and goals to be taught 
maturely (Hopkins & Hopkins, 1997). 

SME has to be able to make a strategic step as a basic of the right decision-making 
process so as being able to survive and having a high competitiveness. The rapidly 
environmental change will affect the arrangement of strategic planning becomes harder. It is 
as proposed by Glaiser and Buckley, 1996; small enterprises need to keep the flexibility to 
adapt over the environmental change. 

The performance of manufacture is influenced by three factors, namely company 
affectivity, growth, and profitability (Alfred, 1997). The effectiveness of company are 
comprising product, the success of new product, and always maintaining customers. While 
the growth or portion comprise the target of market portion, the growth average, and sales 
improvement. Profitability comprises equity, gross profit, and return of investment. Musran 
Munizu (2010) explained that through the use of descriptive analysis data and structural 
equation modeling, it can be concluded that external factors have a significant and positive 
role at the micro, small and medium enterprises. However, Yan (2010) found a different result 
by using a survey methodology of structured questionnaires and regression analysis which 
measures the level of relationship of environmental change by using an indicator of condition 
of economic, production, business improvement, and performance which uses an indicator of 
sale growth and profitable growth. The result of this study concludes that environmental 
change is not significantly related to the performance of SME. The same statement was 
proposed by Hafsah (2004) in that she said that a problem commonly faced by SME was an 
unhealthy competition and inadequate facilities and infrastructure as well as not integrated 
development. SME trying to improve its business performance has to pay attention several 
factors which are able to give contribution for the success that is business environment factor 
used as a basic of strategic planning arrangement like theory proposed by Prevos (2005) 
that strong planning relationship and profitability appears when a company faces the 
environmental change. 

According to the background and ideas which has been explained above, it becomes a 
beneficial and important need to analyze and examine if business environment and strategic 
planning significantly affects over the performance of SME in Sidoarjo district. 
 

LITERATURE REVIEW 
 

Several results of study have shown that there are relationship between business 
environment and company performance like a result of study conducted by Cohen (2001) in 
Rofiaty stating that environment positively affected over the performance. The result are 
supported by the study conducted by Handayani (2013) and Aldehayyat (2011), the result 
shows that macro environment consisted of the power of political and legal environment, 
economics environment, technological environment, and socio-culture environment are 
significantly affected over the performance of SME. It was different with the study conducted 
by Willie and Shirley (1997) in Rofiati that environmental factor (complexity and change) is 
not positively affected over the performance. The same opinion in the journal of "Competitive 
Strategy and Business Environment: The Cass of Small Enterprises in China" Yan (2010), 
stated that environmental change did not significantly connected to the construction of 
performance of SME. Li & Atuahene-Gima (2001) also stated that environmental factor was 
not connected with SME performance. 

According to Arasa & K'Obonyo (2012), there was strong relationship between strategic 
planning and company performance. Another study conducted by Anders mellquham-
Schmidt (2010) stated that through statistical procedure called meta-analysis can be stated 
that strategic planning factor has positive effect in the company performance. The result 
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above supports a conclusion which has been stated in the study conducted by 
Balasundaram (2009), strategic planning has a significant contribution in its relationship with 
small enterprises performance. Besides, Kraus (2006) found that formality of strategic 
planning has a positive and high significant influence over the profitability. 

According to Wright et al. (1996:4), Wheelen and Hunger, (2000:8), and Hitt et al 
(1995:6), business environment or organizational environment could be divided into two 
parts, namely internal environment and external environment. Internal business environment 
comprise: structure, culture, and resources (Wheelen & Hunger, 2000). Strategic planning is 
a method which involves a thought through a creation, the invention of managerial function is 
the appearance of planning expert. Planning system is a good strategy as a stage of strategy 
that will be implemented by busines person and manager of a company to direct to not make 
a mistake (Mintzberg, 1994). Main strategic or long term strategic has to be based on main 
idea of how a company can compete in a market. The main idea is a popular business 
strategy widely known as Generic strategy which was created by Michael Porter. To reach a 
performance that might be the highest, each of strategy selection need to be connected with 
the right resource (Booch et al., 1999). 

 
CONCEPTUAL FRAMEWORK 

 
The study being conducted focuses on business environment variable, strategic 

planning, and the degree of influence into the variable of SME performance. The researcher 
is interested to analyze the level of relationship between each of variable which is based on a 
condition in the industrial sector of featured product in Sidoarjo district, in which there is still a 
sale of production result that is not optimally absorbed yet by market. 
 
 
 
 
 
 
 
 
 
 

 

Figure 1 – Relationship between Variables 
 

Hypothesis: The relationship of Business Environment over the SME Performance. 
According to the study conducted by Vijfvincle, Bouman, and Hessels (2011), it showed that 
environmental dynamics significantly affected in a positive way toward the performance of 
SME. The same result was also proposed by Cohen (2001) that environment is positively 
influenced over the performance, so as this study propose the same hypothesis. 

H1: The higher the change of business environment, the higher the performance of 
SME. 

According to the study conducted by Falshaw and Glaister (2005), strategic planning 
has a positive relationship over the performance of company. In this case Schwenk and 
Shrader (1993) also stated that strategic planning has a positive effect over the performance 
of small enterprise. According to Arasa and K'Obonyo (2012), there is a tight relationship 
between strategic planning and company performance. In reference to the study conducted 
by Aldehayyat and Twaissi (2011), there is tight positive relationship between strategic 
planning and company performance. 

H2. The increasing of strategic planning process will decrease the performance of 
SME. 

Operational definition: 
Business Environment. Business environment uses a dimension that comprises: 

Business 
Environment 

(X1) 

Planning 
Strategic (X2) 

SME 
Performance 

(Y1) 
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a. External environment is an environment outside the organization that need to be 
analyzed to determine opportunities and threat which will be faced by company. To measure 
the external business environment it uses an indicator developed by Crijns and Ooghi 
(2000), Zhang (2001), Wilkinson (2002) and Pelham (1999). There are 3 indicators used in 
this study, they are: 

 Customers; 
 Suppliers; 
 Competitors. 

b. Internal environment is an environment inside the organization and it needs to be 
analyzed to know the strength and the weakness faced by a company. To measure the 
internal business environment, it uses an indicator developed by McCommick et al (1997), 
Laceiva (2014), and Maupa (2004). Indicators used in this study are: 

 Human resources aspect; 
 Financial aspect; 
 Technical aspect; 
 Market and marketing aspect. 

Strategic planning. According to Kaye (2005) strategic planning is a systematic process 
agreed by organization and to build involvement between the main stakeholder about the 
intrinsic priority for its mission and being responsive to the operational environment. 
According to the study conducted by Baringer & Buedorn (1999) through the use of four 
indicators from the implementation of strategy planning, those which is considered to have 
the most relevant in encouraging the act of entrepreneur are: 

 Competition intensity; 
 Locus of planning; 
 Planning flexibility; 
 Horizon planning. 

Performance. Performance can be defined as a benchmark of success and 
development of small, medium, and large enterprises. The measurement of the return of 
investment, growth, volume, profit, and manpower of company is generally performed to 
know the company performance (Kaplan and Morton, 1992). According to the literature and 
empirical study which have been available, there are several indicators used in this study to 
measure the company performance, namely: 

 Sales growth; 
 Profitable growth; 
 Asset growth. 

 
RESEARCH METHODS 

 
This was explanatory research, meaning to give explanation of causality relationship of 

each variable through hypothetical experiment and performing explanation at once. This 
study used quantitative method. It was undertaken in several sub districts of Sidoarjo district, 
namely, Jabon, Sidoarjo, Tanggulangin, Sedati, Candi, Krian, Prambon. This study was 
conducted for six months. The data analysis method used in this study was Partial Least 
Square by using SmartPLS 2.0 M3. program (Ghozali, 2011). An analysis through this 
approach was quantitative analysis. 
 

RESULTS AND DISCUSSION 
 

Hypothesis 1: The higher the change of business environment, the lower the 
performance of SME. Correlation coefficient of 0.091 having positive mark and t-statistic 
value of 1.255>1.960 or p-value of 0,210<0.05 indicates that analysis result between 
business environtment and SME performance is proven to have positive but not significant 
correlation. The higher the value of business environment, the lower the performance of 
SME. For that reason, the sixth hypothesis proposed for this study can not be accepted or 
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supported by empirical fact. 
Hypothesis 2: The higher the strategic planning process, the higher the performance of 

SME. Correlation coefficient of 0.275 having positive mark and t-statistic value of 
3.420>1.960 or p-value of 0,001<0.05 indicates that analysis result between strategic 
planning and SME performance is proven to have positive and significant correlation. It 
means that the value of strategic planning which becomes higher can increse the 
performance of SMEs. So that, the seventh hypothesis proposed in this study is acceptable 
or supported by empirical fact. 

SMEs in Sidoarjo do not have yet strong competitiveness to face the competition since 
the low entrepreneurism chiefly to make innovation. Secondly, the lack of level of expertise in 
facing the organizational and management problem so as it is not able to efficiently create a 
flexibility product which has a competitive value. Thirdly, the lack of networking so as there is 
limited access of information, market, and input compared to small enterprises in other cities. 
Fourthly, the limited linkage causes inability to exploit well, regional and national market. The 
last, access of financial which is less favorable to the SME owner will be hard to quickly 
develop. The result of this study support the study conducted by Shirley (1997), Li & 
Atuahene-Gima (2001), and Yan (2010) stating that environmental factor was not positively 
influenced over the construction of SME performance. 

Strategic planning system of SME in Sidoarjo resulting in coherent strategy target will 
promise the augmentation of long-term financial performance. It happens because 
manpower are motivated to find a strategic initiative that functions to realize a strategic target 
in the perspective of financial, customer, internal business process, learning, and growth. The 
coherence of strategic target promising an augmentation of financial performance is 
extremely needed by company to be put on the competitive business environment. The 
balance of strategic target produced by strategic planning system is important to result in 
long-term financial performance. The result of this study support the finding of Kraus (2000), 
Balasundaram (2009), Arasa & K'Obonyo (2010), Aldehayyat & Twaissi (2011), Glaister 
(2005), Mellquham-Schmidt (2010) stating that strategic planning factor has a positive 
influence in the company performance including small and medium enterprises. 
 

CONCLUSION 
 

From the findings, the conclusions can be made: 
Business environment which is measured from suppliers, competitors, aspect of human 

resource, marketing aspect and marketing indirectly give an influence in improving the 
performance of featured product produced by SME in Sidoarjo district; 

Strategic planning measured from the intensity of planning, planning of locus, planning 
flexibility, and planning horizon is directly able to influence to increase the performance of 
featured product produced by SME in Sidoarjo. 
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