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ABSTRACT

In Indonesia with a population of 242 million, and the World, telecommunications is a huge industry
that grows dynamically. In the world market, this sector contributes 3% of the total global economy. The
telecommunications sector could contribute up to 1.8% of gross domestic product (GDP). For the last ten
years though, Indonesia’s telecommunication industry, after experiencing a high growth period and after
reaching a penetration of above 100% thank’s to the deregulation of opening the market for foreign
investment, more affordable handset prices and changes in technology, now faces the tough and difficult
period as a result of heavy competition in this beginning of saturated market. The performance became
slower as indicated by slowing growth of revenues and ebitda amid the significant growth of penetration
resulted from the entry of new and aggressive telecommunication companies, especially in the beginning
period of their emergence which is the last 8 years.

This research aims to examine and analyze how the telecommunication company in order to remain
competitive builds Value Creation through the utilization of Resources, New Product Development and
Competitive Strategy to Increase Business Performance.

The research is conducted using strategic management science approach with the Stratified
Proportional Random Sampling for all nine telecommunication companies in Indonesia. It is conducted with
verificative method. The unit of analysis in this research is 55 business units of all 9 telecommunication
companies. The unit of observation is the managers of each business unit. Data were obtained from the
observations, the distribution of questionnaires and interviews. Analysis and hypothesis testing is run using
the Partial Least Square (PLS) method.

The conclusion of the research shows that the resources, new product development and competitive
strategy affects business performance through value creation. Value creation affects business performance.
The research shows that value creation developed thru utilization of resources, development of new products
and implementation of proper business strategy pose a significant and positive influence on business
performance.

Key words: Business Performance, Competitive Strategy, New Product Development, Resources, Value
Creation.
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1. INTRODUCTION

Telecommunication business in Indonesia has grown significantly in the past 10 years, mainly driven
by the deregulation of the industry which opened the industry and issued new licenses for new entry. As a
result, the number of operators had once jumped from four to ten operators, operating in fixed line, cellular
using both gsm and cdma technology. The market which has a large population base of around 240 millions
people at the end of 2011 was very attractive and it encouraged investors to this telecommunication business.
The entry of new players which tried to attract new subscribers and to grab market share has driven the
tariff deep down, declined for more than 70% for cellular industry and the same pattern for fixed line, in the
past 5 years, and started a trend of commoditization of the business. The number of subscribers has grown
very significantly. Heavy investments in developing new infrastructures, wider coverage to reach the
population, ever declining handset price and declining tariff have made the growth in subscribers and market
penetration jumped high and reaching around more than 260 millions subscribers at the end of 2011, more
than 100% of the number of population from around 35% five years earlier.

At the same time of those development, the external and internal environment of ICT industry also
experienced a big change. It involves changes in technology, telecommunication and information technology
become more mobile more digital and more internet based, changes in consumer behavior and then changes
in the regulatory front. All of those changes, added by entry of new players, had made telecommunication
business while growing rapidly also becoming very competitive and tough for operators. Company’s efforts
to anticipate those changes had become a paramount importance in order to reduce the capability gap
required to improve the business performance. As stated by Pearce and Robinson (2012) that if a company
able to anticipate change in its business environment then it can improve its business performance.

In reality, after experiencing the fast growth period, business performance of telecommunication
companies in Indonesia tends to slow down as indicated by the slowing down growth of its revenues, ebitda
and declining average revenue per user (arpu). Meanwhile, at the same time we see that the cost of
operations keeps rising. This trend, makes the margin declines.

The telecommunication industry is now facing the new period and beginning to enter saturation.
While the growth in the past 10 years was mainly based on the growth driven by the development of
infrastructure (tangible assets), other resources have not been optimally utilised. These resources consist of
both the telecommunication technology based and information technology based.

While coverage and capacity, driven by infrastructure development, are important, the competition
in telecommunication business in Indonesia is not only based on the infrastructure, but also in the
development of new products which serve customers needs. In the middle of this period, an execution of the
right competitive strategy is also an important factor in facing the competition. The key success factor is how
these factors wrapped together to create value for the customers. The growth of telecommunications and 1T
infrastructure just made the products offered differs in terms of capacity and coverage while other features
and new products resulted from insfrastructure development have not really been developed. The
convergence of telecommunications and IT industry and its synergy had opened a new converged products in
information technology and media using both of the technology, and it had not really been exploited to
develop new products in order to create value for the customers.

In this highly competitive environment, the telecommunication company should have several factors
that can create value and have an impact to the business performance either directly or indirectly. The failure
of the company in creating value will impact negatively on the customers preference towards the company
which will negatively impact the company’s performance. Therefore, the choice of a right competitive
strategy along with product differentiation by developing new product and the utilization of its resources will
make the company more competitive in the industry.

This study is conducted based on the fact that after a period with high growth in subscribers base and
revenue until the end of 2007, then slowly but steady the telecommunication business is slowing down while
penetration is high and now entering 100%. There are only 4 out of 9 companies showing a profit, positive
bottom line while the remaining companies experienced negative bottom line and growth has been slowing
down. However, despite this slow market growth and the negative trend of profitability, there still is a
believe of the telecommunication operators on their continuous operations.
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With the huge market opportunity with this large number of population, while already having more
than 100% penetration, which is mainly served only using the telecommunication infrastructure, it is an
interesting phenomenon to observe how the telecommunication companies can really optimize its resources,
developing new products coming from the convergence of telecommunication and information technology,
and implementing the right competitive strategy to create value in order to improve its business performance.

Based on the above explaination, | intend to observe how building value creation through the
resources, new product development and competitive strategy increase the business performance of
Indonesian telecommunication industry.

2. PROBLEM FORMULATION AND HYPOTHESIS
Based on the identification of the problems as explained above the scope of variables in this research
consists of resources, new product development, competitive strategy, value creation and business
performance. The object under study is a telecommunication industry located in Indonesia. The time of the
study was scheduled in 2011.
Based on the formulation of the problem and research paradigms that have been described, the
hypothesis of this research are as follows :
1. Resources, new product development and competitive strategy has direct influence to value
creation
2. Value creation influences business performance
3. Resources, new product development and competitive strategy influences business performance
directly or indirectly through value creation.

3. REASEARCH METHODOLOGY

The research is conducted using strategic management science approach with the Stratified
Proportional Random Sampling for all nine telecommunication companies in Indonesia. It is conducted using
verification method. Verification method is used to test the hypothesis through field data collection. It is used
to examine the relationship between variables, which is the influence of resources, new product development
and competitive strategy on value creation and its implications on business performance of
telecommunication industry in Indonesia. By using this research method, a significant relationship between
the variables studied to produce conclusions that will clarify the picture of the object under study will be
found.

The unit of analysis in this research is 55 business units of all 9 telecommunication companies in
Indonesia. The unit of observation is the managers and directors of each business unit. Each unit of analysis
is represented by 5 respondents to avoid unwanted bias. The total number of units of observation is 275
people, consists of directors and managers of the business units.

Data were obtained from surveys through distribution of questionnaires and interviews. The research
instrument uses questionnaires to collect primary data from managers and directors of telecommunication
company. Observation is carried out to obtain more accurate information and to obtain other information
which can not be predicted in advance. Observations are made by examining, reviewing records or reports
regarding resources, new product development, competitive strategy, value creation and business
performance of the telecommunication companies under study. Analysis and hypothesis testing is run using
the Partial Least Square (PLS) method.

4. RESEARCH FINDINGS

The Verification method is designed to examine the influence of telecommunication companies
resources, new product development and competitive strategy on value creation and its implications to the
business performance by using multiple relationship model among variables, so that the analysis techniques
quantitatively uses Structural Equation Modeling (SEM). The structural equation modelling consists of two
types namely covariance-based SEM which is often called SEM (Structural Equation Modeling) and variabt-
based SEM or a component which is often called PLS (Partial Least Square). This PLS statistical technique
is used to verify the relationship among the research variables.
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4.1. The influence of resources, new product development and competitive

strategy on value creation

The relationship between resources and value creation is 0.154, the t value obtained is 3.876 which is
greater than 1.96 so that it is significant. The relationship between new product development and value
creation is 0.282, the t value obtained is 4.687 which is greater than 1.96 so that is significant. The
relationship between competitive strategy and value creation is 0.420, the t value obtained 7.703 which is
greater than 1.96 so that is significant.

The influence of resources, new product development and competitive strategy to value creation is
significant. The influence formed simultaneously by the resources, new product development and
competitive strategy on value creation is 49.8%. The results of the above analysis prove that first hypothesis
is accepted, that the resources, new product development and competitive strategy influence value creation
either partially or simultaneously.

This is in line with the opinion of Palmberg and Martikainen (2006) which states that value creation
can be implemented through utilization of the unique resources owned by the company, while Duysters and
John Hagedoorn (1998) argues that company competitiveness is a result of value creation using the company
resources.

Companies must do, among others, new product development in order to create value to customers
as in the opinion of Broring & Cloutier (2008), while Palmberg and Martikainen states that new product
development supported by the right usage of resources will create value for customers.

Companies must identify a suitable competitive strategy to create consumer value. Customer value
consists of benefits and cost. In this case, Boyman and Ambrosini (2000) states that value creation can be
achieved through the competitive strategy. Companies, telecommunication companies in Indonesia, must
identify a suitable ingredients of resources, new product development and competitive strategy to create
consumer value.

4.2. The influence of Value Creation to Business Performance

The relationship berween value creation and business performance is 0.640, the t value obtained is
11.195 which is greater than 1.96, so that it is significant. The results of the above analysis proves that the
second hypothesis is accepted that the value creation gives influence to the business performance.

In telecommunication industry, the value chain is quite complex, the development is very fast and a
big infrastructure development which means a big capital investment is needed in order to serve customers in
their location so that giving the better value for the customers compared to other companies. This value
creation, would enhance the competitiveness of the company and making it to be the customers preference
which would then provide a better business performance.

The result of the study supports the statement of Wendy (2004) that value creation can result a
competitive advantage which can increase the business performance, Sucherly (2008) states that superior
business performance can be improved through the positional advantage resulted from competitive
advantage as a result of value creation. Robu and Ciora (2012) states that in the business world full of
uncertainty, management understanding towards value creation and performance is a necessity in the context
of increasing competitiveness in dealing with global market.

4.3.The influence of resources, new product development and competitive strategy on business
performance through value creation.

The relationship between resources and business performance through value creation is 0.399, the t
value obtained is 3.86 which is greater than 1.96, so that is significant. Relationship between new product
development and business performance through value creation is 0.517, the t value obtained is 5.067 which
greater than 1.96, so that is significant. Relationship between competitive strategy and business performance
through value creation is 0.666, the t value obtained is 6.507 which is greater than 1.96, so that is significant.
On the other hand, when measured on this study, the direct relationship between resources and business
performance is 0.059, the t value obtained is 0.593 which is lower than 1.96, so that it is not significant. The
direct relationship between new product development and business performance is 0.036, the t value
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obtained is 0.275, which is lower than 1.96, so that it is not significant. The direct relationship between
competitive strategy to business performance is 0.534, the t value obtained is 4.997 which is greater than
1.96, so that it is significant.

The influence of resources, new product development and competitive strategy to business
performance through value creation is significant. The influence formed simultaneously by the resources,
new product development and competitive strategy to business performance through value creation is 57.8%.
The results of the above analysis prove that third hypothesis is accepted, that the resources, new product
development and competitive strategy influence business performance through value creation.

The company that can formulate the value creation using the resources it has, develop new product
which create value, all of that combined with a right strategy in competing in the market will improve the
business performance. The study also reveals that, in the highly competitive environment and high
penetration market as in the Indonesia’s telecommunication industry, competitive strategy is the most
significant variables influencing value creation and business performance. The application of the right
competitive strategy would differentiate it as compared to the competitors.

The company that uses differentiated strategy attempted to gain a competitive advantage based on
the uniqueness of the products offered. The company develops different goods and services from competitors
utilizing its resources. Success of this strategy relies on the consumer’s value creation for the quality and
uniqueness of the company products. As a whole, the company that uses differentiation strategy to compete,
develops new and different products and/or services from competitors using its unique resources is expected
to create value for the customers and this value will improve the business performance.

5. CONCLUSIONS
Based on the objectives of the study, the results of this research can be summarized as follows :

Telecommunication industry in Indonesia has seen that value creation coming from its products and
services are achieved through implementing the right competitive strategy by optimally utilizing its resources
and consistently developing new products suitable to customers needs. These, are useful tools in order to
create value for a better performance of the company. It also prove conformance to the theory, and can be
explained because in a highly competitive market which is also entering a saturation period like in Indonesia,
a company can have a better business performance if it created value better than its competitors.

Competitive strategy has the utmost influence for the business performance of telecommunication
company in this market, marked by heavy competition and very high penetration of subscribers, whether
directly or indirectly through the value it created for the customers. This influence is even higher than the
influence coming from the resources the company owned and from the development of new products.

The company should continuously build value because value creation would improve business
performance, and this can be done through the resources, new product development and implementation of
the right competitive strategy.

Referring to result of this research, telecommunication company is suggested to do some of the followings:

1. In the current environment, telecommunication company should always monitor changes in the the
market, technology and customers behavior and determine the appropriate competitive strategy to apply,
which among others are cost leadership strategy, differentiation or focus strategy.

2. Keep and always develop new products that suits customers’ needs, using the resources including the
telecommunication and information technology infrastructure it had built.

3. Having built the network and resources it has, it should further perform efficiency of its resources
throughout business processes chain to improve competitiveness.

4. Keep on improving service quality to increase customer loyalty, and continue performing customer value
creation process as a basis for a better business performance.
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TABLES and FIGURES

Figure 1. The influence of resources, new product development and competitive
strategy on value creation
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Figure 2. The influence of Value Creation to Business Performance
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Figure 3. The influence of resources, new product development and competitive
strategy on business performance through value creation.
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Table 1. Relationship among variables

Hypothesis Coefficient | t-values | Description
Relationship between resources and | 0.157 1.965 Significant
value creation

Relationship between new product | 0.275 2.282 Significant
development and value creation

Relationship  between  competitive | 0.424 4.432 Significant
strategy and value creation

Relationship between value creation | 0.242 2.086 Significant
and business performance

Relationship between resources and | 0.059 0.593 Not significant
business performance

Relationship between new product | 0.036 0.275 Not significant
development and business

performance

Relationship  between  competitive | 0.534 4.997 Significant
strategy and business performance

Relationship between resources and | 0.399 3.86 Significant
business performance through value

creation

Relationship between new product | 0.517 5.067 Significant
development and business

performance through value creation

Relationship  between competitive | 0.666 6.507 Significant
strategy and business performance

through value creation

Relationship between resources, new | R2 =0.578 Significant

product development and competitive
strategy to business  performance
through value creation
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