International Journal of Advanced and Applied Sciences, 4(9) 2017, Pages: 61-69

W ‘3@@% Contents lists available at Science-Gate

& \ B International Journal of Advanced and Applied Sciences

LA
H JJ‘&:):I

External environment impact on business performance in digital creative
industry: Dynamic capability as mediating variable

Journal homepage: http://www.science-gate.com/IJAAS.html -

Romat Saragih I *, Agus Rahayu 2, Lili Adi Wibowo 2

1Faculty of Communication and Business, Univesitas Telkom, Bandung, Indonesia
2Faculty of Economics and Business Education, Universitas Pendidikan Indonesia, Bandung, Indonesia

ARTICLE INFO ABSTRACT

All companies face the challenge on how to create a sustainable competitive
advantage, especially in the rapidly changing business environment, which is
dynamic and highly turbulent. Digital creative industry is an industry that
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contents. This study aims to explore the impact of dynamic capability as a
mediator of business performance in the face of external environment
changing in the digital creative industries in Indonesia. A total of 96
respondents participated in this study. This study used a quantitative
method with survey approach. The analysis technique used is structural
equation modeling (SEM) to test the hypothesis and SmartPLS 3.0 Program
as a tool in data processing. This study looked at the dynamic capability as
the emerging paradigm of modern business that drive sustained high
performance in the rapidly changing environment. The limitation of this
research is the scope of research which only covers some areas in Indonesia,
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so it is expected that further research can expand the area coverage.
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1. Introduction

Nowadays, the development of business
environment takes place in a fast, dynamic and
turbulent way. The dynamism of technological
change and product innovation also affect the
development of various industrial fields. The
environment changing conditions draw attention for
researchers to better understand the role of strategic
management discipline in contributing to the
improvement of business performance
(Venkatraman and Ramanujam, 1986; Deshpandé et
al,, 2013; Gunter et al,, 2016). Business performance
is the key factor to survive in global competition.
Continuous strategy adjustment is the process in
response to dynamic and turbulent business
environment (Dess et al., 2006).

Digital creative industry is one of the creative
industries which should have the ability to respond
rapidly changing business environment. According
to data from the Ministry of Tourism and Creative
Economy, creative industries contributed an average
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of 7.13% of gross domestic product in the period
2010-2014. Meanwhile, the creative industries in
2015 contributed IDR 642 trillion to GDP, with
employment reaching 11.8 million people or 10.7
percent of the national workforce. Digital creative
industries generate creative information technology
products and become the solution of people's daily
lives (Mangematin et al, 2014). Digital creative
industry consists of: 1) Software and Application
Industry, 2) Education Software Industry, 3) Game
Industry, 4) Animation Industry, and 5) Digital Music
Industry. The industry is also optimizing various
creative fields such as art and music with the
intermediary of information technology.

The number of companies in the digital creative
industry in recent years experienced the highest
growth of up to 16% per year (MIKTI, 2016). Based
on information from the Deputy of Research
(TEMPO.CO, 2016)), the industry's competitive
position which is relatively low with growth of
8.81% compared to growth at the global level, which
reached 16%. One of the causes for low growth was
because of the tendency of customer preferences in
Indonesia, which is still oriented to imported
products. They think that foreign products have
better quality than domestic products. MIKTI (2016)
showed that 93% of the domestic software industry
actors feel their software production are not
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appreciated by their own country, 52% complained
of inadequate availability of human resources, 12.5%
related problems: piracy, lack of capital, corruption
and lack of innovation in making software (MIKT]I,
2016).

Based on data from the BPSI (2016), the number
of MSMEs (Micro, Small and Medium Enterprises) in
Indonesia reached 56.5 million units. The large
number of MSMEs is a potential market for the
digital creative industries because at present only
small number of MSMEs use information technology
(IT) to support their business activities. This
condition is supported by the rising of Internet users
from year to year. Based on data from AP]JII (2016),
Internet users in Indonesia in 2016 amounted to
102.8 million and increased in 2017 to reach 112.6
million. In addition, based on the same data source
shows that smartphone penetration in Indonesia
amounted to 40.4% in 2016 and increased to 43.2%
in 2017.

Business performance is the end result of all
business activities in a particular period. According
to Walker et al. (1996), there are three main
attributes used in the performance measurement
include effectiveness, efficiency, and adaptiveness.
One of the factors that determine the success of
business performance is the company's ability to
adapt to environmental changes dynamically
(Lofsten, 2014). According to Nieves and Haller
(2014), dynamic capability is the ability to utilize
internal resources owned, adapted to the demands
of external dynamics, which in turn will improve the
organization's business performance. Strategy
implementation of dynamic capabilities can be
conducted by sensing, reconfigure, integrate and
coordinate resources / internal capabilities of the
company, including operational capability, financial
capability, marketing capability, employees
capability, and innovation capability, which is
adapted to the dynamics external environment, both
industrial environment and the macro environment,
so as to create a competitive advantage (Felier and
Teece, 2014).

The study that considers the dynamic capabilities
within an organization are still limited, therefore this
research tried to overcome the gap by exploring the
impact of dynamic capability as a mediator of
business performance in the face of external
environment dynamics in the digital creative
industry in Indonesia.

According to Saragih and Anggadwita (2016), the
company must have the dynamic capability and
distinctive competence in achieving a sustainable
competitive advantage as a strategy in the face of
competition in the digital creative industry,
especially software development. The results of this
study are expected to contribute in delivering
information, knowledge and stakeholders associated
with the digital creative industry, including
Indonesian government, academia, investors,
entrepreneurs, and the community with a focus on
the growth of the digital creative industry in
Indonesia.
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2. Literature review

According to Beamish et al. (2008), the business
environment is consisted of a double layer i.e. the
outermost layer called the macro environment that
consists of the elements: political, technological,
legal, social/cultural, demographic, environmental,
and international. Meanwhile, the inner layer is
called the local environment or the industry
environment, which is also called the Porter's Five
Forces, consisting of components: substitutes,
buyers, suppliers, competitors and new entrants.
Macro environmental issues generally affect many
industries; however, the main concern is the
elements that affect the industry growth. Meanwhile,
the components that should be considered in the
environmental industry are those that can affect
profitability and the company's position in the
competition.

Wheelen and Hunger (2012) gave another term
for macro environment as a social environment
consisting of elements: economic power, the power
of technology, the power of the political-legal, and
the strength of social/cultural. Meanwhile, the
environment industry is termed task environment
consists of components: shareholders, suppliers,
labor/unions, competitors, trade associations,
communities, creditors, customers, specific interest
groups, and Government. Environmental
organizations or internal environment is consisted of
components: structure, culture, and resources.

On the other hand, Hitt et al. (2012) divided
environments into: public environment, industry
environment, and competitors’ environment. Public
environment consists of wider social dimension that
affects an industry or company. The industry
environment is a set of factors that directly influence
the company as well as competitive actions and
responses, namely: the threat of new entrants,
bargaining power of supplier, bargaining power of
buyer, the threat of substitute, and the intensity of
the companies’ rivalry. The competitors’
environment is efforts to understand how other
companies compete, identify goals, strategies,
assumptions, and capabilities. Macro external
environment is sometimes called the spacious
environment if the changing environment may
impact the business widely in almost all industries.
According to Pearce and Robinson (2008), the
factors of external macro environment consist: (1)
economy; (2) social; (3) political; (4) technology; and
(5) ecology.

Dynamic capabilities are the ability of the
company to integrate, build and reconfigure of
internal and external competence to cope with the
rapid changes of environment (Teece et al., 1997).
According to Rothaermel (2015), dynamic
capabilities are a model that emphasizes on the
company's capacity in modifying and improving its
resources to improve and maintain competitiveness
constantly on environmental change. The company
should be able to create, deploy, modify, reconfigure,
and upgrade the existing resources to provide value
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to the customers or make low costs production in the
face of dynamically changing environment.

Based on the process perspective, Eisenhardt and
Martin (2000) proposed a broad definition that
dynamic capabilities are a series of specific
processes and identifiable such as product
development, strategic decision making, and
alliances. Zollo and Winter (2002) from the routine
perspective defined the dynamic capabilities as a
learn pattern and collective activities directed to the
development and adaptation of the organization's
operational routine. Zahra et al. (2006) on the
entrepreneurial perspective, dynamic capabilities
defined as the ability to reconfigure the corporate
resource and routines in decision making.
Meanwhile, Grant (2010) also mentions the term
dynamic capability refers to the ability of companies
in integrating, building, and reconfiguring of internal
and external competence to respond to rapid
environmental change.

Dynamic capabilities are different with RBV for
two main reasons: first, RBV is static, which means
not sensitive to environmental changes, while the
dynamic capabilities are able to handle
environmental changes. Second, the RBV theory
focuses on how to best utilize the company's
resources while dynamic capabilities focus on the
best ways to integrate, renew, reconfiguration, and
create a resource. According to Teece et al. (1997),
from the perspective of RBV, companies create
wealth through rational alternatives selection
between the investment potential (in a set of
resources). The focus of the RBV is the utilization of
the resources of company or asset owned to create
profits. In contrast, dynamic capabilities designed to
create advantages for companies operating in an
environment with rapid technological change, with
the goal of maintaining a competitive advantage.

Business performance is a concept that used to
assess the business performance activities.
According to Wheelen and Hunger (2012), business
performance is the outcome of the implementation
of strategic management. A similar definition is also
presented by Mulyadi (2003) that the performance is
the success of personnel, team, or organization in
realizing the strategic goals that have been set before
with the expected behavior. Business performance
can also be defined as the factor used to measure the
impact of the company strategy.

Periodic performance measurement is required
by every organization, both profit and nonprofit
organizations. According to Jaworski and Kohli
(1993), business performance can be measured from
the financial performance and the market
performance. Similar with that opinion, Deshpandé
et al. (1993) stated that business performance is
measured from profitability, company size, market
share, and sales growth. Meanwhile, according to
Kaplan and Norton (2006) to ensure that the
strategies are executed as planned, the company's
business performance can be measured by the
balance between financial and non-financial factors,
through measurement of aspects: 1) financial
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perspective, 2) customer perspective, 3) internal
process perspective, and 4) learning and growth
perspective. The measurement models known as the
Balanced Scorecard (BSC). Dimensions of
performance measurement using the balanced
scorecard is relatively widely wused in the
performance measurement both in large enterprises
and small and medium enterprises (Pelhalm, 2000).

3. Research method

This study used quantitative methods with the
descriptive and verificative approach. Descriptive
research is used to obtain an overview of the
business in the digital creative industries in
Indonesia, as well as analyzing the characteristics
and conditions of empirical research variables which
includes business performance, dynamic capability,
and the external environment. Verification research
used to test the hypothesis and analyze how the
relationships between variables, and to identify the
influence between variables. SmartPLS program is
used for SEM analysis of data processing in order to
test the feasibility of measurement models and
structural models.

The population of this study is all companies
engaged in digital creative industries spread
throughout Indonesia with products and services:
software and applications, education software, game
industry, animation industry, digital music, and
maintenance services. However, the focus of
research is the cluster areas of Jakarta and Bandung.
Based on data from ASPILUKI (2017), 83% of the
total 254 listed digital creative industries are located
in Jakarta and Bandung. Primary data was obtained
from the questionnaire given to the respondents
directly.

Individuals who became the respondents selected
were: the CEO, senior leader, owner and senior staff
who understand the creative digital industries.
Meanwhile, the secondary data obtained from the
BPSI (2016), business incubator unit of PT. Telkom,
the report of the Ministry of tourism and the creative
industries, Creative Economic Agency, and others.
The sampling technique used in this research is
simple random sampling. According to Silalahi
(2012), the number of samples for the population
below 1000, the researchers need a large sample
ratio (approximately 30%), then the number of
samples from 254 companies is 76 samples of the
company. Meanwhile, according to Ghozali (2008),
data processing with PLS method requires a
minimum sample of 50 samples (can also range from
30 to 100 samples). Thus, the number of samples in
this study set as many as 96 respondents to get a
higher level of accuracy in data processing.

The study consists of three variables include
external environment as an independent variable,
dynamic capabilities as a mediating variable, and
business performance as dependent variable. The
external environment variable in this study consists
of macro environment and industrial environment
dimensions, where the macro environment consists
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of the following factors: (1) technological change, (2)
economic change, (3) regulation change, and (4)
social/cultural change, and industrial environmental
consists of the following factors: (1) bargaining
power of buyers, (2) bargaining power of suppliers,
(3) threat of substitute products, (4) threat of new
entrants, and (5) rivalry among competing firms in
the industry. Meanwhile, the dynamic capabilities in
this study consist of dimensions: (1) sensing
capabilities, (2) reconfiguration capabilities, (3)
integration capabilities, and (4) coordinating
capabilities. Furthermore, the business performance
variables in this study are set by four perspectives,
namely: (1) financial perspective, (2) customer's
perspective, (3) internal process perspective, and (4)
learning and growth perspective. The hypothesis of
this study is “the dynamic capability has major
influence as mediator to the external environment
impact on business performance.”

4. Result and discussion
4.1. Respondents profile

Digital creative industries experience rapid
development, both at the global, regional and
domestic. This development is also driven by the
development of technology that is getting better and
faster. The rivalry between digital creative industry
is also very high, so that every company engaged in
the field of digital creative industry is always trying
to innovate in various fields, including attracting
potential customers in accordance with the
dynamism of the changing environment, both the
changes of technological and lifestyle. The survey
was conducted for 96 companies engaged in the
digital creative industry with profile as shown in
Table 1.

Profile of respondents based on the position
showed that 66% as a manager or senior leader,
21% as director of the company, 7% as senior staff
employees, respectively 3% as a supervisor and
owner/commissioner. It shows that the respondent
is people who have competence and a good
knowledge of digital creative industries in Indonesia.
Based on the work experience of respondents in the
digital creative industry, 34% have work experience
over 15 years, 26% have work experience 5-10
years, 22% have work experience 11-15 years, and
18% have a work experience of less than 5 years.
Based on the expertise in the field of IT, 90% of
respondents have IT expertise, while the remaining
10% of respondents have expertise in other fields,
such as accounting software, administration, graphic,
operational, and others.

Based on the results of the study showed that
22% are Incorporated Companies (Inc.), and 24%
are Comanditaire Venotschap (CV). Meanwhile, most
of companies in the digital creative industries in this
study as much as 54% are not a legal entity both CV
and Inc. The data illustrates that there are still many
digital creative company in Indonesia that only has
the status of individual businesses. The majority of
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the company's digital creative industries as much as
60% operational in 1999-2010, respectively 20%
operational before 1999 and after 2010. Based on
the number of employees, 45% of companies have
employees between 11-20 people, 33% of companies
have fewer than 10 employees, and 22% of
companies have more than 20 employees. It shows
that the majority of the company's digital creative
industry in Indonesia is still categorized in small and
medium scale enterprises.

Table 1: Respondents profile

Description Total (%)
RESPONDENTS’ PROFILE

Respondents’ Position:

Owner/Commissioner 3
Director 21
Manager 66
Supervisor 3
Senior Staff 7
Working Experiences:

< 5years 22
5-10years 26
11 - 15 years 18
> 15 years 34
Expertise:

Information Technology 90
Others 10
BUSINESS PROFILE

Business Legal Entities:

Commanditaire Vennootscha (CV) 24
Incorporated Company (Inc.) 22
Others 54
Operating Years:

<1999 20
1999 - 2010 60
>2010 20
Number of Employees:

<11 people 33
11 - 20 people 45
> 20 people 22
Marketing Coverage:

Local 6
National 71
International 5
Local dan National 2
National dan International 1
Local, National, dan International 15
Products/Services Offered:

Digital Music 2.1
Game/Entertaint 3.1
Maintenance Service 6.3
Education Software 10.4
Animation 79.2
Software and Application 80.2
Others 16.7
Growth of Profit:

0% -10% 7
10% - 20% 69
20% - 30% 15
>30% 9

Based on the marketing coverage, 71% of
companies have national marketing areas;
respectively 6% and 5% of companies that have
marketing areas locally and internationally; while
15% of companies have a marketing area locally,
nationally and internationally; and only 2% that
marketing includes local and national area. This
showed that the majority of the company's digital
creative industry in Indonesia operate and have the
same market area in the domestic market. The
identification based on products/services being
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offered shows that 80.2% of companies offer
software and application product, 79.2% of
companies also offer digital animation product,
10.4% of companies offer education software
product, 6.3% of companies only offer maintenance
service, 3.1% of companies only offer games product,
and 2.1% offer digital music products, while 16.7%
offer other products or services. Over the past three
years by 69% company profit growth between 10% -
20%, and 15% experienced growth of between 20%
- 30%. The remaining 7% only grow below 10%, and
9% experienced growth above 30%. Most of
company profit growth above 10%, which indicates
that the growth of digital creative industry in
Indonesia is still promising.

4.2. The results of hypothesis testing

Data analysis techniques to test the hypothesis of
this research use Structural Equation Modeling
(SEM) with Partial Least Square (PLS) approach,
which is assisted by using the application software of
SmartPLS version 3.0. Stages of the analysis
conducted in the PLS is a model measurement (outer
model) and structural model (inner model). Model
measurement model describes the proportion of
variance of each manifest variable (indicators) that

can be explained in a latent variable. Through this
model measurement can also be known which
indicators are more dominant in the formation of the
latent variables. After the model measurement, each
latent variable described, followed by a structural
model that will assess the effect of each latent
variable independent (exogenous latent variable) to
the latent variable dependent (endogenous latent
variable), to determine the influence of dynamic
capabilities as mediator/intervening variable.

4.2.1.
model)

Model measurement analysis (Outer

Model measurement analysis conducted in this
study uses a reflective structure, which is obtained
by weighting factors that can be assessed by the
validity of each indicator, and tested the construct
reliability of the variables studied. There are 13
latent variables in this study, consisting of 3 latent
variables in the second order and 10 latent variables
in the first order, and consist of 34 manifest
variables (indicator) as Table 2 below. Indicators
that have loading factor of less than 0.50 will be
reduced or dropped from the model, while the
Composite Reliability (CR) is considered satisfactory
is greater than 0.70.

Table 2: Loading factor measurement of second order confirmatory

Variable Latent Var. Manifest Var. Load. Factor t-value CR AVE
. . Y1 0.931 36.090
Financial (PKU) Y2 0934 5659
ey oW T
Business Perf (BIS_PERF) ’ ’ 0.882 0.485
Internal Process (PPR) Y5 0.920 50.534
Y6 0916 40.402
. Y7 0865 32.108
Learning and Growth (PBL) v8 0868 30.862
. 71 0.906 37.964
Sensing Cap. (IDR) 72 0.881 18262
Reconfig. Cap. (KNF) ;31_ 832? ?;88?
Dynamic Cap. (DIN_CAP) ' ' 0.939 0.659
Integrat. Cap. (ITG) 75 0.923 47.214
grat. Lap. 76 0.927 54.984
77 0.943 66.862
Coord. Cap. (KRD) 78 0.937 54.846
X1 0.772 17.611
X2 0.740 15.738
X3 0.779 17.278
, X4 0.751 9.613
Macro Env’t (EXT) X5 0180 1515
X6 0.683 12.612
X7 0.721 12.787
X8 0.653 11.804
, X9 0.682 10.324
Ext Env’t (EXT_ENV) X10 0.786 20166 0.907 0.397
X11 0.743 15.882
X12 0.739 15.391
, X13 0.079 0.500
Industry Env’t. (IND) X14 0.115 0.723
X15 0.805 18.173
X16 -0.080 0.534
X17 0.748 16.236
X18 0.725 11.926

Table 2 shows that the loading factor on the
measurement of the first order for the latent variable
of financial perspective (PKU), customer perspective
(PKL), internal process perspective (PPR), and the
learning and growth perspective (PBL) is already
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valid and reliability in reflecting on these variables.
This is indicated by the value of the loading factor for
each manifest variable is greater than 0.5, and the t-
value > 1.96. The indicators used are significantly
able to reflect on the first order and second order in
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the construct of business performance. The value of
the CR on the business performance construct is
0.882 above 0.7. The value of the Average Variance

Extracted (AVE) is 0.485 showed that 48.5% of
the information contained in the manifest variable
(eighth indicators) can be reflected through the
dimensions of the financial perspective (PKU),
customer perspective (PKL), internal process
perspective (PPR), and learning and growth
perspective (PBL).

Furthermore, the value of the loading factor on
the measurement of first order for latent variable of
sensing capability (IDR), reconfiguration capability
(KNF), integration capability (ITG), and coordination
capability (KRD) shows that for each manifest
variable is greater than 0.5, and t-value > 1.96. The
indicators used are significantly able to reflect on the
first order and second order in the construct of
dynamic capability. The value of CR on the construct
of capability is 0.939. The value of AVE is 0.659
showed that 65.9% of the information contained in
the manifest variable (eighth indicators) can be
reflected through the dimensions of the sensing
capability (IDR), reconfiguration capability (KNF),
integration capability (ITG), and coordination
capability (KRD)

Meanwhile, the external environment variables
indicate that there are several indicators which have
a loading factor below 0.5, the indicator X5, X13, X14,
and X16. The fourth indicator is then excluded from
the subsequent analysis (drop-in) because it does

@

0.839

0.819

KNF

0.905

\\

03< 0.689
e
T 0.239
EXT_ENV
0.968

y

IND

not qualify for further analysis. The measurement of
external environment latent variable indicated that
the value of CR is 0908 and the value of AVE is 0397
< 0:50. Thus, the recalculation of the measurement
model without these four indicators (drop-in) to
obtain the value of CR and the AVE better.

After being dropped, the rest of the manifest
variables in the external environment are 14
indicators comprising seven indicators of macro
environment dimension (EXT) and seven indicators
of industry environment dimension (IND). Based on
the results showed that the loading factor for the
manifest variable is greater than 0.5, and the t-value
> 1.96. This means that the indicators used are
significantly able to reflect the macro environment
(EXT) and the industrial environment (IND) in the
first order and construct the external environment
(LNK_EKT) in the second order. The external
environment has a CR value of 0935. The value of
AVE is 0.506 showed that 50.6% of the information
contained in the manifest variables (14 indicators)
can be reflected through the dimension of macro and
industry environment.

4.2.2. Structural model analysis (Inner model)

Based on the analysis results of using SmartPLS
version 3.0 obtained the structural model as shown
in Fig. 1. Table 3 gives an overview of the influence
between variables.

()
0.826

Q@

KRD

0909 M6 ggs7

BIS_PERF

Fig. 1: Structural model

Table 3: The result of structural model measurement

Path Path Coef.
EXT_ENV — DIN_CAP 0.689
DIN_CAP - BIS_PERF 0.501
EXT_ENV - BIS_PERF 0.239

t-value  F? Q2 R
14.405 3.428 0225 0475
4236 1.449
2411 1014 0400 0475

The assessment of Good of Fit (GOF) in the
structural model based on the criteria of the path
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coefficient, t-test, R-square, F-square, and Q-square.
R-square is an endogenous variable with a value of
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0.67 is categorized as "good", the value of 0.33 is
categorized as "moderate”, and a value of 0.19 is
categorized as "weak". F-square value of 0.35, 0.15,
and 0.02 respectively interpret whether latent
variable predictor influence "large", "medium", or
"weak". The criterion of Q-square value and path
coefficient is positive and the t-test should be
significant (Ghozali, 2008). Based on the test results
indicate that the t-value > 1.96 or all paths is
significant, it can be concluded that this study has
good inner model or good fit models. The R-square
value shows that the external environment variable
(EXT_ENV) gives the effect on dynamic capabilities
(DIN_CAP) amounting to 47.5%, while 52.5% the
rest is the influence of other factors which are not
observed. Furthermore, external environment
(EXT_ENV) and dynamic capabilities (DIN_CAP) also
exert influence jointly amounting to 47.5% on the
business performance (BIS_PERF), while 52.5% are
influenced by other factors not observed. The results

showed that the value of R2 on the three variables is
the same; it is possible because of the similarity of
the characteristics of each variable so that indicates
that each variable has the same effect.

4.2.3. Testing of verificative hypothesis

Based on the hypothesis proposed in this study
that the dynamic capabilities play a role as mediator
towards the external environmental impact on
business performance. The results showed that the
dynamic capability is proven to have a greater
influence as a mediator compared to the relationship
of external environment directly to business
performance as shown in Table 4 below. It is proved
that the dynamic capabilities play an important role
to improve business performance in the face of
external environment changes.

Table 4: Relationship between variables

Relationships Between Variables Direct Rel.
EXT_ENV - BIS_PERF 0.239
EXT_ENV - DIN_CAP - BIS_PERF 0.239

Indirect Rel.  Total Infl % Total Infl.
0.239 13.98
0.346 0.585 29.87

Results showed that external environment is
consisted of sub-variables macro environment and
industry environment, significantly influence the
success of the business performance. Theoretically it
can be concluded that the external environment has
a significant impact in determining the company’s
business performance. The results of this study are
consistent with results from studies Guo and Wang
(2014) who found that the external environment
changes tend to improve the company’s perception
about environmental turbulence. The proper
management in handling the external environment
changes will provide a positive effect to the
development of digital creative industry as a whole.

The study also shows that the dynamic
capabilities as a mediator between the external
environment and business performance are proven
to deliver greater influence. Dynamic capabilities are
the ability of the company in carrying out the
strategy of aligning with the turbulent external
environment change. Company management must be
able to ensure that the dimensions of dynamic
capabilities can be realized properly to support the
achievement of business performance exceeds its
competitors. Fernandez-Mesa et al. (2013) found
that the dynamic capability is obtained by studying
the environment changes and enable the company to
adapt to that change. Business performance is
largely determined by the dynamic capabilities
possessed, to capture the business opportunities
arising from environmental changes. Based on the
study of Wu et al. (2012) found that the dynamic
capability enables the company to monitor the
changing needs of various stakeholders, business
opportunities, and reconfigure existing functional
capabilities to the company’s growth.

67

Digital creative industry should be able to
capitalize when the macro environment condition
continues to change dynamically, either of
technological change, economic change, regulatory
change, or social/cultural changes. Similarly, in
addressing the industry’s environmental change,
especially on the threat of new entrants. The high
level of incoming new entrant’s due to the low entry
barrier on the digital creative industries, the relative
does not require huge initial costs, as well as the
need for investment costs and fixed costs are
relatively low. These conditions cause the
businessman can easily leave the business because
the exit barrier is also low. According to Evers
(2011), dynamic capabilities for adapted and
reorganized the product diversification strategy is a
competitive advantage in an industry which is very
competitive and turbulent. Business people in the
digital creative industry should also be able to
compete on various levels with other companies,
where the company should be able to differentiate
their products to produce a unique product, so as the
products have a high difficulty to be imitated by
competitors, and hard to be substituted with other
products.

5. Conclusion and recommendation

The company's business performance is the
outcomes of all business activities. Dynamic
capabilities provide significant influence as a
mediator between the external environment and
business performance. It is indicated that
organizations must manage dynamic capabilities to
cope with changing external environment to
business performance. The companies must be
dynamically sensitive to perform sensing of
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environmental changes that occur either identified
as threats or opportunities.

Based on this research, the digital creative
industry in Indonesia is suggested to strengthen the
dynamic capability management as a competitive
advantage. Companies are advised to strengthen the
ability to recognize changes in external environment,
both macro environment consists of: political,
economic, regulatory, and social/ cultural; and
industry environment that include factors:
bargaining power of buyers, bargaining power of
suppliers, threat of new entrants, threat of
substitutes, and the level of competition in the digital
creative industry. In addition, the collaboration of
actors in the quadruple helix model (academia,
business, government, and communities) can
improve the competitiveness strategy of creative
content applications in Indonesia (Anggadwita et al.,
2016). Governments and other stakeholders
involved are expected to play a role in stimulating
the MSMEs to get to know the business management
digital-based, in addition to the MSME is a potential
market for digital creative company in Indonesia,
MSMEs performance will be more efficient and
competitive with the use of digital technology.
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