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Abstract: The purpose of this study is to empirically examine the influence of firm characteristics
(size, age, industry type, and ownership) on a firm’s strategic orientation. The business environment,
namely market uncertainty and competition intensity, is also analysed in association with the firm’s
strategic orientation. Furthermore, the implication of strategic orientation for performance is tested.
The study used 1024 data sets of 128 manufacturing firms listed on the Indonesia stock exchange from
2014 to 2021. Data panel regression and independent t-tests were employed for statistical analysis.
Adopting Miles and Snow’s strategy typology framework, the findings indicated that the firm size,
industry type, and competition intensity significantly influence the firm’s strategic orientation. Small
firms preferred to adopt a proactive strategic orientation (prospector and analyser). Firms in the
fast-moving consumer goods (FMCG) industry tended to adopt a proactive strategic orientation
(prospector and analyser). Strategic orientation was found to positively and significantly influence
firm performance. Firms that adopt a proactive strategic orientation (analyser and prospector) showed
better performance than defensive ones (reactor and defender).

Keywords: firm characteristics; business environment; strategic orientation; performance; manufacturing

1. Introduction

Business organisations need a strategy to achieve their goals. Miles and Snow’s
strategy typology is one of the business strategy classifications most frequently cited
among scholars in business and management research. According to Miles and Snow
(1978), strategies are classified into reactor, defender, analyser, and prospector. The reactor
and defender strategies emphasise production efficiency (Anwar et al. 2021). Firms that
adopt the reactor and defender strategies are typically passive in responding to market
opportunities and prefer to be involved in a stable market (Chereau and Meschi 2019;
Grimmer et al. 2017). Meanwhile, the analyser and prospector strategies focus on product
innovation (Daft et al. 2020). Firms with prospector and analyser strategies consider a
dynamic change in the market as an opportunity. Aggressive product promotion, research
and development, and innovation are characteristics of prospector and analyser firms.
Therefore, prospectors and analysers are frequently associated with proactive strategic
orientation (Bentley et al. 2013). Meanwhile, reactors and defenders are classified into
defensive strategic orientation (DeSarbo et al. 2005).

Organisational behaviour has gotten more attention lately due to the dynamic change
in the business environment. Each business organisation has a uniqueness that differentiates
management practice from one to another. However, questions about why firms adopted
different strategic orientations still need to be clarified. The factors determining strategic
orientation adoption still need to be better understood. To enrich the body of knowledge in
business, management, and organisation, it is essential to understand a firm’s behaviour
and activities to achieve its goals (Peng et al. 2016). Therefore, studying the factors affecting
a firm’s strategic orientation adoption is relevant to understand this matter. Furthermore,
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the implication of adopting a particular strategic orientation for a firm’s performance needs
to be investigated to reveal the most effective strategic orientation.

Business organisation theory posits that organisational behaviour is affected by inter-
nal and external factors (Jones 2013). Internal factors are closely associated with a firm’s
characteristics. Firm size, firm age, industry type, and resources (ownership) are typical
firm characteristics most frequently studied. Meanwhile, the business environment is one
of the external factors recognised as a significant determinant affecting firm behaviour
(Vecchiato 2012). The business environment can be identified from the customer perspective
(market demand uncertainty) and competitor perspective (competition intensity). A firm’s
behaviour regarding adopting a typology business strategy needs to be studied from inter-
nal (firm characteristics) and external points of view (market uncertainty and competition
intensity) to obtain a better understanding.

Firm characteristics distinguish one firm from another in terms of its functions and
operations (Nkundabanyanga et al. 2019). They describe a firm’s physical dimensions (size
and resource) or inherent identity (age and type). Different firms have different strengths
and weaknesses that affect the choice of competitive strategy (Aranda 2002). Firm charac-
teristics (size, age, industry type, ownership) are associated with resources, accumulation
of experiences, and the nature of the business. A large firm is associated with superior
resources compared to a small firm. Mature firms are expected to have more accumulation
of experience than young firms. Industry type affects the way organisations are managed
following the nature of the business. Different ownership (foreign vs. domestic) implies the
disparity of resources, knowledge, and technology. The literature suggests that resources,
capability, and constraints influence the organisation’s management approach, including
the business strategy (Jiang et al. 2011; Ozer and Markóczy 2010).

The contingency theory hypothesises that the effectiveness of business strategy de-
pends on fitness with the external environment (DeSarbo et al. 2005). In a turbulent
and dynamic business environment, a flexible business strategy is the most suitable
(Helmig et al. 2014). It is because a strategy needs to be adjusted and adapted continuously
to the business environment field changes (Ghofar and Islam 2015). To succeed, organisa-
tions should have different strategies, behaviours, and structures following the environmen-
tal condition (Saraç 2019). Market competition demands that organisations respond appro-
priately to threats and opportunities in the competitive environment (Mia and Clarke 1999).
The efficient structure hypothesis posits that competition intensity forces firms to be more
efficient (Casu and Girardone 2009; Özgen Narcı et al. 2015). Firms in a more competitive
environment will likely adopt a business strategy to improve the internal business process
(Chang and Gurbaxani 2013).

Miles and Snow’s strategic orientation’s impact on firm performance has been stud-
ied frequently. Miles and Snow’s strategic orientation postulates that each type would
yield comparable results (Anwar and Hasnu 2017). It means there is no superiority of
one type of strategy over another. However, the study results have been mixed and in-
conclusive (Otache 2019). The findings indicated divergence and did not wholly follow
the theory. Some findings agreed with Miles and Snow’s strategy typology assumptions
(Navissi et al. 2016; Peljhan et al. 2018), while others did not agree with the assumptions
(Andrews et al. 2009; Anwar and Hasnu 2017). This implies the existence of a theoretical
gap. Therefore, further study to understand the relationship between a firm’s strategic
orientation and performance is still relevant.

The purpose of this study is to empirically examine the influence of firm characteristics
(firm size, firm age, industry type, and ownership) and business environment (market
uncertainty and competition intensity) on firm behaviour in adopting a particular strategic
orientation (defensive or proactive strategy). In addition, the study also analysed the
implication of strategic orientation adoption (defensive or proactive strategy) for firm
performance. This study proposes different model analyses in understanding a firm’s
behaviour regarding strategic orientation adoption. Unlike previous studies, where firm
characteristics were proxied as a control variable, this study proposes firm characteristics as
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active variables influencing strategic orientation adoption. Furthermore, analysis involves
internal (firm characteristics) and external (business environment) factors. By combin-
ing analysis using internal and external factors, this study offers a more comprehensive
approach to understanding a firm’s behaviour regarding its strategic orientation.

This study contributes to three aspects: academic, managerial, and government policy.
From an academic perspective, findings in this study may enrich business and management
literature, especially on organisational behaviour and strategic management. Each country
has differences in economic, political, national cultural, and social values (Djajadikerta and
Trireksani 2012). Research with the same variables and methodology may yield different
results if conducted in different countries. Given that the study was conducted in an
emerging country (Indonesia), the findings are expected to be useful for comparative study
purposes, such as with advanced countries. From a managerial perspective, the findings
in this study give valuable information for business managers to decide which strategic
orientation should be adopted to give better performance impact for business organisations.
Lastly, considering that the study focuses on manufacturing firms, this study’s findings
may give government agencies insight into formulating an industrialisation policy.

2. Literature Review and Hypothesis Development
2.1. Firm Size and Strategic Orientation

Firm size is a typical attribute that potentially affects a firm’s behaviours and strategic
orientation decisions (Jiang et al. 2011; Park and Luo 2001). Different firm sizes and industry
types will respond to a given situation differently (Moss et al. 2013). It is because firms
have different emphases regarding their strategic positions (Bishop and Megicks 2002).
Large companies tend to adopt a defensive approach due to their established systems and
resources, allowing them to make profitable decisions with less risk. In contrast, small
companies must take on more risks to achieve profits and success. Essentially, large firms
prioritize long-term stability, while small firms seek a significant opportunity for growth.
Yannopoulos (2011) argues that large firms tend to take part in business opportunities
that give high margins only. Meanwhile, small firms with a growing orientation tend to
involve any business opportunities regardless of low or high margins. Therefore, large
firms are expected to adopt a defensive strategy and small firms a proactive one. Chen
and Hambrick (1995), who studied US airlines, found that small airlines were quick to
initiate competitive challenges and were discreet in their execution. Even though they were
slower to respond when attacked, their responses were more noticeable than their larger
competitors’ (Chen and Hambrick 1995). Dean et al. (1998) compared firms’ responses
to environmental context between large and small firms in US manufacturing firms. The
findings indicate that small businesses have certain resources that enable them to surmount
barriers that present greater challenges for larger businesses and allow them to capitalize
on certain industry opportunities more easily than larger businesses (Dean et al. 1998).

Hypothesis 1 (H1). Firm size significantly influences a firm’s strategic orientation.

Hypothesis 2 (H2). There are significant size differences between defensive and proactive firms.
Large firms are more likely to adopt a defensive strategic orientation, while small firms are more
likely to adopt a proactive one.

2.2. Firm Age and Strategic Orientation

Firm age is associated with accumulating knowledge and experiences (Hannan et al.
1998). Knowledge, experiences, and reputation are typically developed over time, and the
accumulation level aligns with the length of the firm existence (Shinkle and Kriauciunas
2009). Therefore, older firms tend to have more accumulation of experience and reputation
than younger firms. One factor that makes younger firms tend to have poor performance is a
lack of experience (Hannan et al. 1998). Firm age may indicate experience-based capabilities,
adaptation capabilities, reliability, and market credibility (Shinkle and Kriauciunas 2009).
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Hence, firm age is an essential determinant of firm dynamics (Anić et al. 2009) and the
firm’s survival (Nkundabanyanga et al. 2019). Research indicates that firm age is associated
with firm survival and failure probability (Yasuda 2005). Accumulation of experiences
is a contributing factor toward the enhancement of firm performance (Ismail et al. 2010).
Therefore, older firms with more accumulation of experiences should perform better
than younger firms with fewer experiences (Ismail et al. 2010). Older firms have more
accumulation of information regarding market behaviour. Therefore, they behave more
prudently and passively toward market opportunities. Older firms respond to market
opportunity only if the business risks are perceived as low. Meanwhile, due to growth
orientation, young firms tend to seek market opportunities actively. In general, young
firms are relatively more careless about business risks than older firms.

According to the theory of knowledge spillover entrepreneurship, start-up firms
(young firms) are more likely to absorb external knowledge faster than older firms because
they act as a conduit for ideas and knowledge to growth (Audretsch and Keilbach 2007).
Lechner et al. (2016) argue that young and small firms obtain benefits from interaction
with large and mature firms. Large and mature firms have a proven track record of
understanding consumer demand and effectively marketing their products. Conversely,
small and young firms may lack this experience and can benefit from working with more
experienced firms to develop quickly and market relevant products (Lechner et al. 2016).
With external knowledge obtained from large and mature firms, young and small firms
proactively respond to market opportunities to achieve firm growth (Lechner et al. 2016).

Hypothesis 3 (H3). Firm age significantly influences a firm’s strategic orientation.

Hypothesis 4 (H4). There are significant age differences between defensive and proactive firms.
Older firms are more likely to adopt a defensive strategic orientation, while younger firms are more
likely to adopt a proactive one.

2.3. Industry Type and Strategic Orientation

Firms select and apply particular strategic orientations depending on their charac-
teristics, including industry type (Varma et al. 2006). Ozer and Markóczy (2010) found
that industry structure and firm characteristics significantly impact corporate strategy and
innovation. Firms develop and implement a particular strategy to respond to external and
internal forces (O’Cass and Julian 2003). Fast-moving consumer goods (FMCG) is a specific
industry that is very dynamic (Arafat et al. 2014). The FMCG industry has high product
demand, innovation, massive marketing investments, product variety, and a short life
cycle (Bilgen and Günther 2010; Diehl and Spinler 2013). In line with the increasing world
population, FMCG is one of the industries with the highest business growth (Feimianti and
Anantadjaya 2014). Despite offering great market opportunities, competition in FMCG is
also intense (Alhakimi and Baharun 2010). Hence, marketing has played a more critical role
in FMCG than in other industries (Alhakimi and Baharun 2010). Furthermore, new product
development and innovation are necessary for survival in FMCG (Derqui et al. 2022). Its
strategic orientation is characterised by intense research and development, innovation, and
market expansion. FMCG’s typical strategic orientation is intended to develop and exploit
market opportunities. Therefore, a proactive strategy is more suitable for this industry than
a defensive strategy for maintaining firm performance (Alhakimi and Baharun 2010).

Hypothesis 5 (H5). The industry type significantly influences a firm’s strategic orientation.

Hypothesis 6 (H6). There is a significant industry-type difference between defensive and proactive
firms. The fast-moving consumer goods (FMCG) industry is more likely to adopt a proactive
strategic orientation, while a non-FMCG industry is more likely to adopt a defensive one.
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2.4. Ownership and Strategic Orientation

Ownership implies an organisation’s control and directional power (Chen and Hua
Tan 2013). Firms with different types of ownership have different human resource avail-
abilities and financial resources (Douma et al. 2006). It is believed that ownership has
implications in terms of the way an organisation is managed, and it is expected to in-
fluence its strategic orientation (Douma et al. 2006; Mahajan et al. 2018). Differences in
ownership structure and resource endowments affect organisational decisions and action
policies (Chen and Hua Tan 2013). The ownership structure is associated with resource
endowments among owners that determine their power and ability to manage business
organisations (Douma et al. 2006). From the perspective of developing countries, firms
with foreign ownership are associated with greater technological skills, good management
practices, sufficient financial resources, better innovation capability, and higher economies
of scale (Mahajan et al. 2018; Wiwattanakantang 2001). Firms with greater levels of foreign
ownership are typically more capital-intensive (Chhibber and Majumdar 1999). Superior
production technology and management know-how enable foreign-owned firms to produce
more efficiently than domestically owned firms (Ramstetter 1999).

The company’s ownership type plays a significant role in shaping its internal pro-
cesses and guiding its strategic direction (Peng et al. 2020). Firms with majority foreign
ownership are, in general, multinational companies. Their market network is not only
limited to the domestic market but also the international market. Therefore, the strate-
gic direction of the majority of firms with foreign ownership is market expansion. They
are actively seeking market opportunities by investing in local firms. A study in Italy
found that a higher level of human capital and the presence of foreign shareholders in
small and medium-sized enterprises (SMEs) positively impact the internationalisation
of these businesses (Cerrato and Piva 2012). A study on 46 African countries by Narteh
and Acheampong (2018) shows that the involvement of foreign entities in businesses has
been found to positively impact the internationalisation level. Empirical findings from
studies in China show that foreign ownership greatly enhances multinational entities’
financial performance and export activity compared to those acquired by domestic entities
(Wang and Wang 2015).

Investment by foreign investors in local firms is normally also followed by a trans-
fer of knowledge, technology, and human resources (Guadalupe et al. 2012). A study in
China found that when foreign equity control is higher, product differentiation capability
increases due to the technology transfer (Chen et al. 2014). Empirical findings from Spanish
manufacturing firms indicate that there is a strong correlation between foreign ownership
and innovation capabilities (Guadalupe et al. 2012). Foreign investors expect a high return
from their investment in local firms. Therefore, the strategic orientation of multinational
firms is more actively seeking market opportunities rather than waiting for opportunities.
Therefore, international marketing, research and development, and product innovation
are expected to be more intensive in firms with foreign ownership than domestic ones.
Pan (1996) studied influences on foreign equity ownership levels in joint ventures in China.
He found that advertising intensity increases in line with the level of foreign equity owner-
ship. With foreign investors’ higher equity control, the firm’s strategic orientation is more
likely to seek market opportunities actively.

Hypothesis 7 (H7). Ownership significantly influences a firm’s strategic orientation.

Hypothesis 8 (H8). There are significant ownership differences between defensive and proactive
firms. Firms with majority ownership by foreign investors are more likely to adopt a proactive
strategic orientation, while domestic investors are more likely to adopt a defensive one.

2.5. Business Environment and Strategic Orientation

Organisational performance is determined by its strategic choice and adaptive capabil-
ity, in which strategic choice interacts with environmental forces such as market uncertainty
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(Dominguez et al. 2015). In an uncertain market environment, firms face challenging ef-
forts to adapt to change and remain stable to control uncertainty and simultaneously to
maintain their competitive position (Anwar and Hasnu 2017). In an unstable and uncertain
environment, organisations are forced to constantly adapt to new conditions requiring a
more flexible, less formalised structure (Jaffee 2001; Lawrence and Lorsch 1967). Strate-
gic management literature suggests that the firm’s performance is primarily influenced
by a concomitant consideration of environmental conditions (Aghajari and Senin 2014).
Changes in environmental conditions considerably and structurally affect firms’ perfor-
mance (Sternad 2012). Strategic orientation should be different in stable and uncertain
market conditions. Strategic orientation should be adjusted following the market condition
to obtain optimal performance.

Market competition demands that organisations respond appropriately to threats and
opportunities (Mia and Clarke 1999). Intense competition forces firms to decrease costs
and streamline operations to maintain competitiveness (Ax et al. 2008). Firms operating
in highly competitive environments must ensure their cost structures are low enough to
help them maintain their returns (Ramaswamy and Renforth 1996). The intense competi-
tion motivates firms to adopt productive technology and increase cost awareness through
cost control and management (Ax et al. 2008; Chupradit et al. 2021; Guilding et al. 2005;
Ramaswamy 2001). Meanwhile, in uncompetitive markets, firms tend to emphasise cost
control and efficiency less since the impact of market forces is minimal (Ramaswamy
and Renforth 1996; Schaeck and Cihak 2008). Firms exposed to more intensive competi-
tion are expected to be more efficient due to tight screening and monitoring procedures
(Petersen and Rajan 1995). Under intense business competition, firms are more likely to
adopt a strategic orientation focusing on improving an internal business process.

Hypothesis 9 (H9). Market uncertainty significantly influences a firm’s strategic orientation.

Hypothesis 10 (H10). Competition intensity significantly influences a firm’s strategic orientation.

2.6. Strategic Orientation and Performance

Studies suggest a link between business strategy and a firm’s performance (MacKin-
non et al. 2012; Stone-Romero and Rosopa 2010). Firms with proactive strategic orientation
(prospector and analyser) tend to adopt the latest technology to achieve their competitive
advantage (Chang et al. 2003). As an innovator, proactive firms will have the advantage
of charging skim prices (Wheelen et al. 2018) and turning them into high-profit margins
(Chang et al. 2003). The study indicates that market orientation and innovativeness were
positively related to firm performance (Frishammar and Åke Hörte 2007). Since prospec-
tors and analysers are typically market-oriented, they tend to have aggressive marketing
approaches. Therefore, proactive firms have broader market coverage and higher poten-
tial revenues and profitability than defensive firms. Proactive firms have a better chance
of growth by taking advantage of market opportunities. Therefore, a proactive strate-
gic orientation (prospector and analyser) is positively associated with the performance
(Aragon-Correa et al. 2008; Grimmer et al. 2017). Firms with a proactive strategic orien-
tation are more likely to be more successful than a defensive one (Pleshko and Heiens
2011). It is simply because defender firms would not be able to take advantage of the
many opportunities available in the market (Jaworski and Kohli 1993). Proactive firms
persistently search for market opportunities and will be more likely to adapt their strategy
to achieve better performance (Khan et al. 2010). Zahra and Pearce (1990) argued that the
adaptive strategy (prospectors and analysers) would outperform the non-adaptive strategy
(defenders and reactors).

Hypothesis 11 (H11). A firm’s strategic orientation significantly influences performance.
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Hypothesis 12 (H12). There are significant performance differences between defensive and proac-
tive firms. Firms with a proactive strategic orientation are more likely to perform better than those
with a defensive one.

3. Research Model

This study is designed to examine the influence of firm characteristics (size, age, indus-
try type, and ownership) and business environment (market uncertainty and competition
intensity) on a firm’s strategic orientation (defensive or proactive). The implication of
the firm’s strategic orientation (defensive and proactive) for performance is also analysed.
Furthermore, firms that adopt a defensive and proactive strategic orientation are compared
in terms of size, age, industry type, ownership, and performance. Graphically, the research
model proposed in this study is presented in Figure 1.

Adm. Sci. 2023, 13, x FOR PEER REVIEW 7 of 23 
 

 

Hypothesis 11 (H11). A firm’s strategic orientation significantly influences performance. 
Hypothesis 12 (H12). There are significant performance differences between defensive and 
proactive firms. Firms with a proactive strategic orientation are more likely to perform better than 
those with a defensive one.  

3. Research Model 
This study is designed to examine the influence of firm characteristics (size, age, in-

dustry type, and ownership) and business environment (market uncertainty and compe-
tition intensity) on a firm’s strategic orientation (defensive or proactive). The implication 
of the firm’s strategic orientation (defensive and proactive) for performance is also ana-
lysed. Furthermore, firms that adopt a defensive and proactive strategic orientation are 
compared in terms of size, age, industry type, ownership, and performance. Graphically, 
the research model proposed in this study is presented in Figure 1.  

 
Figure 1. Research model. 

4. Research Methods 
4.1. Sample and Data  

The sample in this study consists of manufacturing firms listed on the Indonesia stock 
exchange (IDX) from 2014 to 2021. In total, 128 listed manufacturing firms were involved 
in the study. Only manufacturing firms consecutively listed were selected as samples of 
the study. With eight years of financial data (2014–2021), a 1024 data set was obtained. 
Sources of data are generated from financial archives. The data were generated and pro-
cessed from annual reports and supplementary financial information released by the IDX 
and the sample firm’s website.  

4.2. Variable Measurement 
4.2.1. Strategic Orientation Measurement 

The strategic orientation used in this study refers to the construct developed by Miles 
and Snow. To identify a firm’s strategic orientation, a strategy composite measure follow-
ing the works of Ittner et al. (1997), Bentley et al. (2013), and Higgins et al. (2015) was 
adopted. The construct of strategic orientation was proxied with five ratios, namely, (1) 
research and development to sales, (2) marketing expenditures to sales, (3) employment 
to sales, (4) market to book ratio, and (5) property and equipment to total assets (capital 
intensity). We ranked each of the five ratios by forming a quartile to construct the compo-
site measure. The top first quartile was given a score of 4, the top second quartile was 
given a score of 3, and so on. Those in the lowest quintile were given a score of 0. For each 
firm year, the scores across the five ratios were summed up with a maximum score of 20 

Figure 1. Research model.

4. Research Methods
4.1. Sample and Data

The sample in this study consists of manufacturing firms listed on the Indonesia stock
exchange (IDX) from 2014 to 2021. In total, 128 listed manufacturing firms were involved
in the study. Only manufacturing firms consecutively listed were selected as samples of the
study. With eight years of financial data (2014–2021), a 1024 data set was obtained. Sources
of data are generated from financial archives. The data were generated and processed
from annual reports and supplementary financial information released by the IDX and the
sample firm’s website.

4.2. Variable Measurement
4.2.1. Strategic Orientation Measurement

The strategic orientation used in this study refers to the construct developed by Miles
and Snow. To identify a firm’s strategic orientation, a strategy composite measure following
the works of Ittner et al. (1997), Bentley et al. (2013), and Higgins et al. (2015) was adopted.
The construct of strategic orientation was proxied with five ratios, namely, (1) research
and development to sales, (2) marketing expenditures to sales, (3) employment to sales,
(4) market to book ratio, and (5) property and equipment to total assets (capital intensity).
We ranked each of the five ratios by forming a quartile to construct the composite measure.
The top first quartile was given a score of 4, the top second quartile was given a score of 3,
and so on. Those in the lowest quintile were given a score of 0. For each firm year, the scores
across the five ratios were summed up with a maximum score of 20 and a minimum score
of 0. Higher composite scores represent a proactive strategic orientation, while lower ones
represent a defensive strategic orientation (Habib and Hasan 2017). To classify strategic
orientation into proactive or defensive types, we adopt a parameter following previous
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works by Cohen et al. (2014). The scoring system of business strategy typology and scaling
of the data is presented in Table 1.

Table 1. Business strategy scoring.

Strategy Type Range Total Composite
Index Score Strategic Orientation Nominal Type of

Data

Reactor ≥0 < 5
Defensive 1

Defender ≥5 < 10

Analyser ≥10 < 15
Proactive 2

Prospector ≥15

4.2.2. Firm Characteristics Measurement

The firm characteristics in this study consist of the firm size, firm age, industry type,
and ownership. The firm size was proxied with total assets. Meanwhile, the firm age refers
to the length of business operation counted from the firm’s establishment until the period
of investigation (2014–2021). Industry type was defined as the classification of industry
into fast-moving consumer goods (FMCG) and non-FMCG industries. The country origin
of the majority of common stock owners points out ownership. Firms with a common stock
majority possessed by overseas investors were identified as firms with foreign ownership.
Meanwhile, firms with domestic ownership are typical firms with the majority of common
stock possessed by domestic investors.

4.2.3. Business Environment Measurement

The business environment in this study refers to market uncertainty and competition
intensity. Following a previous study by Habib et al. (2011), market uncertainty was
measured using a proxy of the coefficient of variation of sales revenues (CVR). A higher
coefficient of variation indicates fluctuations in sales revenues and, therefore, higher mar-
ket uncertainty and vice versa. The coefficient of variation of sales revenues (CVR) is
formulated as follows:

CVR (SRi) =
∑5

k=1
(SR i−SR)

2

5

SR
where CVR = coefficient of variation of revenues; SRi = firm’s sales revenue at the period of
observation “i”; and SR = firm’s average sales revenues for eight years.

This study defines competition intensity as the degree of competition among firms in
the same business sector. Following works by Chen et al. (2015) and Holm and Ax (2020),
the Herfindahl–Hirschman Index (HHI) was adopted to measure competition intensity.
The formula to determine the HHI is as follows:

HHI =
n
∑

i=1
S2

i

Si =
∑ Sales value of sample firm for eight years

∑ sales value for all firms in one business sec tor for eight years

where HHI = Herfindahl–Hirschman Index; Si = market share of the sample firm; and
n = the number of sample firms in the market.

A higher HHI indicates a low level of competition intensity. It implies that a few
firms dominate the market share of a particular business sector. Meanwhile, a lower HHI
indicates high-level competition intensity. Market share is distributed relatively equally to
all firms in that business sector.

4.2.4. Firm Performance Measurement

Firm performance in this study was measured using the return on assets (ROA). ROA
indicates the performance of the firms measured using a proportion of profitability and
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total assets. ROA can give an objective perspective on performance measurement indicators
compared to other financial indicators. It is because ROA includes total assets to determine
a firm’s performance. By including total assets, the firm’s size effect can be eliminated.
A robustness test is conducted to ensure that the finding regarding the effect of strategic
orientation on performance is robust. Other financial performance indicators, namely
operating profit margin (OPM) and net profit margin (OPM), were adopted during the
robustness test.

4.3. Analysis
4.3.1. Regression Analysis

Regression analysis was adopted to empirically examine the influence of firm charac-
teristics and business environment on a firm’s strategic orientation. In this study, the firm’s
strategic orientation (straor) was proposed as a function of firm characteristics, namely
firm size (size), firm age (age), industry type (type), ownership (own), market uncertainty
(muncer), and competition intensity (comin). Since the data type combines time series and
cross-section, panel data regression analysis was employed. The model estimation of panel
data regression is as follows:

straorit = b0 + b1sizeit + b2ageit + b3typeit + b4ownit + b5muncerit + b6cominit + eit Model 1

The second model analysis examines the causal relationship between strategic orienta-
tion (defensive or proactive) and firm performance. In this model, firm performance (fperm)
is a function of a firm’s strategic orientation (straor). The second model estimation of panel
data regression is as follows:

fpermit = b0 + b1straorit + eit Model 2

The third model analysis includes firm characteristics (size, age, industry type, and
ownership) and business environment in model 3. The firm characteristics and business
environment were set up as a control variable for performance. The purpose of model
analysis 3 is to examine the role of firm characteristics and business environment in affecting
firm performance. The third model estimation of panel data regression is as follows:

fpermit = b0 + b1straorit + b1sizeit + b2ageit + b3typeit + b4ownit + b5muncerit + b6cominit + eit Model 3

4.3.2. Comparative Analysis

An independent t-test was employed to compare the mean differences between the
two groups. For the firms that adopt defensive and proactive strategic orientations, the
differences in size, age, industry type, and ownership were compared. Furthermore, perfor-
mance differences between firms adopting defensive and proactive strategic orientations
were also evaluated.

5. Results
5.1. Firm Characteristics, Business Environment, and Strategic Orientation

Panel data regression analysis requires a preliminary test before determining the
analysis method. A Chow test and Hausman test were performed to determine the suitable
method (common-effect method, fixed-effect method, or random-effect method). The Chow
test is a statistical test used to determine whether there is a significant difference between
the coefficients of two linear regression models (common effect versus fixed effect) fitted to
different subsets of the same data set. The Chow test (Table 2) indicates that the fixed-effect
method is the most suitable model with the data (p < 0.05).
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Table 2. Model fitness to data set test.

Statistical Test Chi-Square Probability

Chow Test 63.070460 0.0000
Hausman Test 0.0000000 1.0000

The Hausman test is a test used to determine whether it is better to use fixed effects
or random effects in a linear regression model. The test compares the difference in the
estimates of the parameters obtained using these two methods and determines whether
the fixed-effect model is consistent, efficient, and more appropriate than the random-effect
model. The Hausman test (Table 2) indicates that the random-effect method (p > 0.05) is the
better method to analyse the data than the fixed-effect method.

The fitness data on model analysis indicate that the random-effect model is the most
suitable one. Therefore, panel data regression with the random-effect method was applied
in this study. The output of the panel data regression analysis of the estimated general
least-squares random-effect model (Panel EGLS—period random effects) is presented in
Table 3.

Table 3. Panel data regression analysis on strategic orientation.

Method: Panel EGLS (Period Random Effects)

Model: Model 1

Dependent Variable: Strategic Orientation

Independent Variables: Coefficient Std. Error t-stat Prob.
Firm size (size) −0.205394 0.055867 −3.676459 0.0002 *
Firm age (age) −0.009053 0.004902 −1.846722 0.0651
Industry type (type) 3.279882 0.196455 16.69535 0.0000 **
Ownership (own) 0.161659 0.180898 0.893645 0.3717
Market uncertainty (muncer) −0.900184 1.928104 −0.466875 0.6407
Competition intensity (comin) 0.377167 0.148696 2.536492 0.0113 *
Constant 6.367366 1.637405 3.888693 0.0001

Model Summary

R-squared 0.238827
Adjusted R-squared 0.234337
S.E. of regression 2.710290
F-statistic 53.18270
Prob (F-Statistic) 0.000000

* p < 0.05, ** p < 0.0001.

H1 proposes that firm size (size) significantly influences a firm’s strategic orientation.
The regression analysis outcome (Table 3) indicates that the probability value of firm size
(size) is significant (p < 0.05). Therefore, hypothesis statement H1 is supported. It implies
that a firm’s scale (whether small-scale or large-scale) significantly affects a firm’s behaviour
regarding its strategic orientation preference.

The study predicts that a firm’s age (age) significantly influences the firm’s strategic
orientation (H3). The result of regression analysis (Table 3) shows that firm age (age) has a
probability value of 0.0651 (p > 0.05). It suggests that proposition statement H3 needs to be
validated further. Whether young or mature, firm age does not affect the firm’s behaviour
regarding its strategic orientation adoption (H3 is not affirmed).

Strategic orientation is also associated with the industry type (H5). The study estimates
that industry type (type), the classification of industries into FMCG and non-FMCG, will
impact the firm’s decision to designate a particular strategic orientation (defensive or
proactive). The output of the regression analysis (Table 3) implies that the probability value
is 0.0000 (p < 0.0001). Therefore, hypothesis statement H5 is statistically proven.
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H7 states that ownership (domestic or foreign ownership) significantly influences
a firm’s decision to select a particular strategic orientation (defensive or proactive). The
result of regression analysis (Table 3) demonstrates that ownership structure (own) has
a probability value of 0.3717 (p > 0.05). It concludes that hypothesis statement H7 is
not backed. Whether domestic or foreign, ownership did not play a significant role in
determining a firm’s strategic orientation (defensive or proactive).

The study predicts that strategic orientation is also influenced by external factors,
namely the business environment (market uncertainty and competition intensity). H9
states that market uncertainty significantly influences a firm’s strategic orientation. The
output of regression analysis (Table 3) indicates that market uncertainty (muncer) has a
probability value of 0.6407 (p > 0.05). It confirms that hypothesis statement H9 is not up-
held. Meanwhile, competition intensity (comin) has a probability value of 0.0113 (p < 0.05).
Therefore, hypothesis statement H10, which concludes that competition intensity (comin)
influences a firm’s strategic orientation, is endorsed.

Regression analysis model 1 estimates that strategic orientation is a function of firm
size (size), firm age (age), industry type (type), ownership (own), market uncertainty
(muncer), and competition intensity (comin). Referring to the regression analysis output
(Table 3), firm size, industry type, and competition intensity have significantly influenced a
firm’s strategic orientation. Analysis model 1 can predict strategic orientation amounting to
23.8% (R-squared = 0.238827). The remaining (76.2%) is determined by the other variables
not included in this study’s analysis.

5.2. Firm’s Strategic Orientation and Performance

The study’s design also examines the influence of strategic orientation (defensive and
proactive) on performance (model 2 and model 3). Model 2 estimates the influence of
strategic orientation on performance. Meanwhile, model 3 estimates the impact of strategic
orientation on performance by including control variables. Control variables in model
3 refer to firm characteristics, namely firm size, age, industry type, and ownership. The
output of regression analysis regarding the influence of strategic orientation on performance
is presented in Table 4.

Table 4. Panel data regression analysis on strategic orientation.

Method: Panel EGLS (Period Random Effects)

Dependent Variable: Performance (ROA)

Model: Model 2 Model 3

Independent Variables: Coefficient Prob. Coefficient Prob.

Strategic orientation 0.007853 0.0000 ** 0.005613 0.0000 **
Firm size - - 0.014254 0.0000 **
Firm age - - 0.001541 0.0000 **
Industry type - - 0.043219 0.0000 **
Ownership - - −0.018079 0.0147 *
Market uncertainty - - −0.020594 0.7940
Competition intensity - - 0.006673 0.2742
Constant −0.010846 0.3391 −0.443198 0.0000

Model Summary

R-squared 0.040949 0.172889
Adjusted R-squared 0.040010 0.167190
S.E. of regression 0.119711 0.111596
F-statistic 43.63621 30.33885
Prob (F-Statistic) 0.000000 0.000000

* p < 0.05, ** p < 0.0001.

H11 proposes that a firm’s performance is significantly influenced by the firm’s strate-
gic orientation preference (defensive or proactive). The outcome of regression analysis
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model 2 (Table 4) indicates that strategic orientation (straor) has a probability value of 0.0000
(p < 0.0001). It justifies that hypothesis statement H9 is confirmed. A firm’s decision to
favour a particular strategic orientation (defensive or proactive) has implications for the
firm’s performance.

Model 3 includes control variables, a firm’s characteristics (size, age, industry type,
and ownership), into regression analysis. The output of regression analysis in model 3
shows that all firm characteristics (size, age, industry type, and ownership) are significantly
associated with performance (p < 0.0001 and p < 0.05). It implies that besides strategic
orientation, a firm’s characteristics also contribute to determining performance.

5.3. Comparative Analysis Results

Before performing an independent t-test, a data normality check was conducted. The
purpose of a data normality test is to determine whether the independent t-test will use a
parametric method or a non-parametric method. A test of data normality was conducted
using the Shapiro–Wilk method, and the outcome of the data normality test is presented in
Table 5. The results in Table 5 imply that the data are not normally distributed (p < 0.05).
Since the type of data is not normally distributed, a non-parametric independent t-test
was performed in this study. Using the Mann–Whitney method, the outcome of the non-
parametric independent t-test is presented in Table 6.

Table 5. Test of data normality.

Dependent Variable Group Variable Shapiro–Wilk Probability

Firm size
Defensive 0.938 <0.001
Proactive 0.937 <0.001

Firm age Defensive 0.761 <0.001
Proactive 0.786 <0.001

Firm type Defensive 0.417 <0.001
Proactive 0.633 <0.001

Ownership Defensive 0.621 <0.001
Proactive 0.627 <0.001

Performance
Defensive 0.678 <0.001
Proactive 0.914 <0.001

Table 6. Independent-samples t-test.

Comparative Mann–Whitney Probability Effect Size

Firm Size Difference:
Proactive versus defensive strategy 143,125.500 <0.001 0.136

Firm Age Difference:
Proactive versus defensive strategy 124,890.000 0.816 −0.009

Firm Type Difference:
Proactive versus defensive strategy 87,659.500 <0.001 −0.304

Ownership Difference:
Proactive versus defensive strategy 123,395.500 0.514 −0.020

Performance difference:
Proactive versus defensive strategy 93,131.500 <0.001 −0.261

Hypothesis 2 estimates a significant size difference between defensive and proactive
firms. Larger firms are expected to adopt a defensive strategic orientation, while smaller
firms adopt a proactive one. The independent-samples t-test (Table 6) shows a significant
size difference (p < 0.05) between proactive and defensive firms. Additionally, the group
descriptive statistic (Table 7) indicates that small-size firms (mean = 21.506) tend to adopt
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a proactive strategic orientation, and large firms (mean = 21.842) adopt a defensive one.
Therefore, the statement in H2 is approved.

Table 7. Group descriptive statistics.

Variable Group N Mean SD * S.E ** CV ***

Firm Size
Defensive strategy 613 21.842 1.571 0.063 0.072
Proactive strategy 411 21.506 1.649 0.081 0.077

Firm Age Defensive strategy 613 40.232 17.837 0.720 0.443
Proactive strategy 411 40.219 18.606 0.918 0.463

Industry
Type

Defensive strategy 613 1.144 0.351 0.014 0.307
Proactive strategy 411 1.448 0.498 0.025 0.344

Ownership Defensive strategy 613 1.398 0.490 0.020 0.350
Proactive strategy 411 1.418 0.494 0.024 0.348

Performance
Defensive strategy 613 0.043 0.127 0.005 2.949
Proactive strategy 411 0.082 0.111 0.005 1.354

* Standard deviation, ** standard error, *** coefficient of variation.

Proactive and defensive strategic orientation adopters have significant age differences
(H4). Independent-samples t-test (Table 6), however, displays an insignificant sign of size
difference (p > 0.05). Therefore, the premise that predicts a firm’s size difference between
proactive and defensive strategic orientation is not supported.

Different industry types (FMCG and non-FMCG) are proposed to have different
strategic orientation implications. The FMCG industry is expected to select a proactive
strategic orientation. Meanwhile, a defensive strategic orientation will be adopted by non-
FMCG (hypothesis 6). The independent-samples t-test (Table 6) gives statistical evidence
that there is a significant difference in the industry type between proactive and defensive
firms (p < 0.05). Since categorisation uses a nominal type of data (FMCG = 2 and non-
FMCG = 1), a higher mean value refers to FMCG, and a lower one refers to non-FMCG.
Group descriptive statistics (Table 7) show that proactive firms have a mean value of 1.398
and defensive firms have a mean value of 1.1418. Therefore, hypothesis statement H6
is justified.

This study predicts that there are significant ownership differences between defensive
and proactive firms. Firms with ownership majority by foreign investors are more likely
to adopt a proactive strategy, while domestic investors adopt a defensive one (H8). The
independent-samples t-test (Table 6) indicates that ownership between defensive and
proactive firms was found to have no significant difference (p > 0.05). Hence, hypothesis
statement H8 is not supported.

The study proposes a significant performance difference between defensive firms and
proactive firms. Proactive firms are more likely to perform better than defensive firms
(H10). The independent-samples t-test (Table 6) shows a significant performance difference
between the defensive strategy and proactive strategy (p < 0.0001). Group descriptive
statistics (Table 7) indicate that the proactive strategy has a performance mean value of
0.045 and 0.045 for the defensive strategy. It confirms that proactive firms have better
performance than defensive firms. Hence, hypothesis statement H10 is upheld.

5.4. Robustness Test

The robustness test in this study was designed to test the consistency of the findings
in model 2. Model 2 estimates that performance is a function of strategic orientation.
Previously in model 2, performance was measured using proxy return on assets (ROA). In
the robustness test, performance was proxied with different financial indicators: operating
profit margin (OPM) and net profit margin (NPM). The output of the robustness test is
presented in Table 8. Using the OPM and NPM as a proxy for performance, the findings
show that strategic orientation did not significantly influence performance (p > 0.05).
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However, when performance was proxied with ROA, strategic orientation was found to
have a positive and significant influence on performance (p < 0.0001).

Table 8. Robustness Test.

Method: Panel EGLS (Period Random Effects)

Dependent Variables: Performance

Dependent Variable: ROA OPM NPM

Independent Variable: Coefficient Prob Coefficient Prob Coefficient Prob

Strategic orientation (straor) 0.007853 0.0000 * 0.026825 0.2640 −3.446398 0.4936
Constant −0.010846 0.3391 −0.306094 0.1759 45.91150 0.3322

Model Summary

R-squared 0.040949 0.001220 0.000460
Adjusted R-squared 0.040010 0.000242 −0.000518
S.E. of regression 0.119711 2.428608 508.7173
F-statistic 43.63621 1.247917 0.469882
Prob (F-Statistic) 0.000000 0.264213 0.493197

* p < 0.0001.

Based on the robustness test findings, strategic orientation is not a consistent predictor
of performance. The influence of a firm’s size may affect the different results regarding the
effect strategic orientation has on performance. ROA considers the size factor of firms in
measuring performance. Meanwhile, the OPM and NPM are relatively neglected firm size
factors for the purpose of performance measurement. Therefore, including firm size as a
control variable in the analysis may explain the inconsistency in the robustness test.

6. Discussion
6.1. Firm’s Characteristics as the Determinant of Strategic Orientation

Firm characteristics distinguish one firm from another (Nkundabanyanga et al. 2019).
They describe a firm’s physical dimensions (size) or identity (age, industry type, owner-
ship). They are related to two aspects, the scale of an organisation’s operations and the
number of resources available (Graubner 2006). This study’s findings suggest that firm
characteristics, namely firm size and industry type, significantly influence firms’ strategic
orientation. Meanwhile, firm age and ownership had no significant relationship with
strategic orientation. The industry type is the most convincing firm characteristic as the
determinant of strategic orientation (p < 0.0001). Meanwhile, the firm size provides mod-
erate estimation power on strategic orientation (p < 0.05). These findings are in line with
previous studies by Anwar and Hasnu (2017), Aranda (2002), and Godos-Díez et al. (2020),
in that firm characteristics contribute to firms’ behaviour regarding strategic orientation.

A firm’s size has been found to positively and significantly influence the firm’s strate-
gic orientation. The findings indicated that small-scale firms are more likely to adopt a
proactive strategic orientation. On the contrary, large-scale firms tend to adopt a defensive
one. The finding is in accordance with the hypothesis proposed. However, this finding
did not comply with the principle of resources-based theory. Anwar and Hasnu (2017)
asserted that resource capacity makes a difference between large and small firms’ strategic
orientation choices. Diversification strategies among firms are closely associated with the
scale of the firms (Godos-Díez et al. 2020). A proactive strategic orientation consumes a
significant number of resources. Large firms are associated with sufficient resources. There-
fore, adopting a proactive strategic orientation is likely for large-scale firms (Ke et al. 2008).
Meanwhile, small firms with limited resources tend to adopt low-resource spending strate-
gies (Bishop and Megicks 2002). A proactive strategic orientation is characterised by intense
competition and a high risk of failure. Due to limited resources, small firms are relatively
prudent in spending resources. Therefore, a strategic orientation with low risks (defensive
strategy) makes sense for small firms. Based on the resources theory, it is expected that
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large-scale firms will adopt a proactive strategic orientation. Given that larger-scale firms
favoured a defensive strategic orientation, it raises the question regarding the linearity of
resource possession and spending. Larger-scale firms with abundant resources are not
necessarily also spending many resources that lead to proactive strategy adoption.

Firm age indicates the accumulation of experiences. Mature firms are expected to
have more accumulation of experience. Based on the RBT perspective, the accumulation of
experiences is a source of competitive advantage. Firm size and age are typical attributes
that strongly influence behaviours and strategic orientation decisions (Jiang et al. 2011).
Older firms with more accumulation of experience are expected to adopt a proactive
strategic orientation. Meanwhile, younger firms with less accumulation of experience tend
to adopt a more conservative approach (defensive strategy). However, findings in this
study show that firm age did not play any role in determining a firm’s strategic orientation.
Furthermore, there were no significant differences in strategic orientation choices between
younger and older firms. These findings leave a theoretical gap that needs to be explained
further. Although the findings are not in line with the theoretical basis used, the findings
are consistent with some previous research. Previous studies by Ke et al. (2008), Aranda
(2002), Godos-Díez et al. (2020), and Panda (2015) found that firm characteristics did not
play any role in determining a firm’s strategic orientation and performance. The findings
expose two issues that need to be addressed. Firstly, the validity of the premise that firm
maturity is associated with the accumulation of experiences. Secondly, the connection
between firm age, accumulation of experiences, and strategic orientation may be affected
by other variables such as the type of industry, firm size, and competition intensity.

Bishop and Megicks (2002) argued that firms emphasise their strategic positions. It is
because each industry has a unique business process and environment. Therefore, each
industry type will respond differently to its business environment (Moss et al. 2013). Each
type of industry has characteristics that affect how the industry reacts to the external
environment (Moss et al. 2013). It implies that firms will emphasise their strategic positions
differently (Bishop and Megicks 2002). There is a particular industry where the market is
stable. Meanwhile, there is also a type of industry characterised by intense competition
and fluctuation of market conditions. The FMCG industry is a type of industry that
dynamically follows market changes. Product innovation is typical in the FMCG industry.
Firms in this category will naturally actively seek out opportunities in the market with
their knowledge and technology. Fast-growing firms adopt flexible (proactive) strategies,
while slow-growing firms adopt a conservative approach by adopting a defensive strategy
(Panda 2015). Findings in this study confirm that industry type (FMCG and non-FMCG) is
significantly associated with a firm’s strategic orientation. The premise that mentions that
the FMCG industry will be more likely to adopt a proactive strategy while non-FMCG will
adopt a defensive approach is also validated.

Ownership (foreign and domestic ownership) is associated with the firm’s resources
and capability. Foreign investors tend to have superior resources and abilities such as
financial, technology, international networks, and know-how (Foster-Mcgregor et al. 2015).
Acquisition of domestic firms by foreign investors, in general, is followed by the transfer
of technology, managerial know-how, and good corporate governance practice (Genthner
and Kis-Katos 2019). Domestically owned firms gain resources and capabilities from
the transformation process of being MNCs. It will enable the domestic to compete in
both local and global markets (Gaur and Delios 2015). Technology transfer from foreign
investors allows domestic firms to conduct better product innovation (Othmani 2022).
MNCs are generally capital-intensive rather than labour-intensive (Chhibber and Majumdar
1999). The utilisation of high technology in the production process enables MNCs to
be more productive and efficient than domestic firms’ counterparts (Greenaway et al.
2014). Firms with majority ownership by foreign investors are expected to adopt a market-
oriented (proactive) strategy. The finding in this study validates the premise that firms with
foreign ownership majority have more tendency to adopt a proactive strategic orientation.
However, statistically, it shows no significant sign (p > 0.05). An unbalanced sample
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between foreign and domestic ownership may cause it. Therefore, the role of ownership
structure (foreign vs. domestic) on strategic orientation needs to be validated further in a
future study.

Whether strategic orientation choice is influenced dominantly by organisational factors
(firm characteristics) or external environmental factors is still an ongoing debate. The
findings in this study confirm that organisational factors (size and industry type) strongly
influence a firm’s strategic orientation. However, this does not mean that external factors
did not play any role in determining organisational behaviour. External factors still have a
notable influence, but their effect may not be as strong as that of internal environmental
factors. If we look at the regression analysis result, it shows that the industry type is solid
to be categorised as statistically significant (r < 0.0001) in influencing a firm’s strategic
orientation. This implies that firm characteristics are essential in determining a firm’s
strategic orientation. Aranda (2002) argued that a typical firm’s operation strategy is closely
associated with firm characteristics in normal business conditions. However, when the
business environment is uncertain, firms will consider the external environment to be the
dominant factor determining the firm’s strategic orientation (Anwar and Hasnu 2017).

6.2. Business Environment as the Determinant of Strategic Orientation

This study proposed that besides internal factors (firm characteristics), strategic orienta-
tion is also affected by an external factor (business environment). The business environment
in this study refers to market uncertainty and competition intensity. Market uncertainty
is a business situation in which probabilities cannot be predicted easily (Chenhall 2003;
Wong et al. 2011). It includes turbulence, hostility, diversity, complexity, ambiguity, and
an uncontrollable business environment (Chenhall 2003; Hatch and Cunliffe 2012). Firms
are affected by significant changes that create uncertainty in their micro and macro en-
vironment (Vecchiato 2012). Business uncertainties may be caused by financial markets,
government regulation, competition, supply chain, and market fluctuation (DeSarbo et al.
2005). The primary force that generates market uncertainty is volatility in the market
demand (Chenhall 2003). Significant fluctuation in terms of sales revenues is an indication
of market uncertainty. Theoretically, firms will respond differently under different business
environment conditions (certain vs. uncertain). The finding in this study indicates that mar-
ket uncertainty did not significantly influence a firm’s strategic orientation. It implies that
a short market demand fluctuation does not necessarily affect strategic orientation in time.
Strategic orientation is not easy to change due to temporary dynamic market fluctuation.

Intense competition is characterised by sharing market share among multiple firms by
offering a competitive price. The more intense competition, the more business organisations
will do their best to enable firms to offer competitive prices. A competitive business
environment forces organisations to maximise their potential, including operating cost
efficiency (Casu and Girardone 2009; Guimaraes and Paranjape 2019; Ramaswamy 2001).
Firms in a more competitive environment will likely improve efficiency by increasing
capital investment (Chang and Gurbaxani 2013). Intense competition compels firms to
minimise resources for profit maximisation (Fernández-Kranz and Santaló 2010). Miles
and Snow’s typology identifies the defender and reactor as types of business strategies
focusing on internal business processes rather than market opportunities. Therefore, firms
are expected to adopt a defensive strategic orientation under intense business competition.
This study confirms that competition intensity significantly influences a firm’s strategic
orientation. The level of competition will determine whether firms will adopt a proactive
or defensive strategic orientation. It implies that strategic orientation is not only affected
by internal factors (firm characteristics) but also external factors (business environment).

6.3. The Implication of Strategic Orientation for Performance

This study found that strategic orientation positively and significantly influences
firm performance (ROA). These findings are in line with previous research conducted by
Anwar and Hasnu (2017), MacKinnon et al. (2012), and Stone-Romero and Rosopa (2010).
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The findings also confirmed that firms with a proactive strategic orientation have better
business performance (ROA) than those with defensive ones. These findings are consistent
with previous studies conducted by Grimmer et al. (2017), Madanoglu et al. (2014), and
Peljhan et al. (2018). Proactive firms typically focus on market opportunities. They can
exploit market opportunities and improve sales revenues and probability in dynamic
market conditions. Meanwhile, a defensive strategic orientation focuses on operational
efficiency. Even though defensive firms have advantages in reducing operating costs, they
must catch up in following dynamic market changes. Firms with a defensive strategic
orientation are losing the opportunity to increase revenues and profitability since they
need to follow dynamic market changes. The positive influence of strategic orientation on
performance needs to be validated for its consistency in the future. The robustness test in
this study indicates that strategic orientation was not found positively significant when
the performance was measured using the NPM and OPM. It implies that the influence
of strategic orientation on firm performance may have different results if performance
indicators are different.

Even though the study’s findings supported the hypotheses, some of the results
needed to be more consistent with previous studies. Blackmore and Nesbitt (2013) and
Parnell et al. (2012) found that a defensive strategic orientation resulted in better per-
formance than a proactive one. Meanwhile, Shoham and Lev (2015) did not find any
performance differences between Miles and Snow’s strategic orientation (defensive and
proactive). Strategic orientation is not necessarily related to superior performance, but
superior performance is a product of an appropriate match between the contingent fac-
tors (Cadez and Guilding 2008). Anwar and Hasnu (2016) argued that the differences in
performance among strategic orientations result from external environments’ influence.
Interactions between strategic orientation and environmental forces affect firm performance
(Dominguez et al. 2015). It implies that the best strategy is not necessarily associated with
optimum performance, but it depends on the external environment, such as the business
conditions (Jusoh and Parnell 2008).

In general, a proactive strategic orientation outperforms a defensive one. However,
in a particular industry, a defensive strategic orientation is superior to a proactive one
(Anwar and Hasnu 2017). Strategic orientation, in some cases, is also associated with
the external environment, such as business uncertainty (Aghajari and Senin 2014). This
implies that firms can change their strategic orientation from proactive to defensive and vice
versa to adjust to the external environment to achieve better performance. Panda (2015)
suggested that small firms with a defensive strategic orientation should move from a
traditional product-focused strategy to a flexible market-focused approach to improve
growth. Empirical evidence in this study overall supports the idea that a proactive strategic
orientation positively impacts a firm’s performance. However, business environment
conditions must be considered to obtain the expected benefits of a proactive strategic
orientation. External business environments such as competition intensity and market
uncertainty must be regarded to determine proper strategic orientation.

Some studies have suggested that firm characteristics are contingent factors of strategic
orientation and performance (Murthi et al. 2013). Using the contingency theory point of
view, an organisation should have a functional fit among the elements of its environment,
strategy, and structure (Luoma 2015). Hence, firm characteristics (structure) are not the only
factors actively affecting a firm’s decision regarding strategic orientation. Barbosa (2013)
found that the geographical location and external environment govern the relationship
between firm growth and size. Strategic orientation should fit the external environment to
attain expected firm performance (Anwar and Hasnu 2017). It implies that the strategic
orientation chosen by firms may be conditional on the business environment (Panda 2015).
Firms with sufficient resources and experience in the industry may choose a defensive
strategy over a proactive approach when the external business environment is uncertain.
Furthermore, the organisation’s internal factors should also be considered when studying
the association between strategic orientation and firm performance. The analysis that
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has been conducted (model 3) proved that firm characteristics (size, age, and type) were
found to have a positive and significant effect on performance. It implies that there is still
expansive room to study the connection between strategic orientation and performance to
understand it comprehensively.

7. Conclusions, Limitations, and Suggestions

The resource-based theory posits that firm characteristics imply resources and capabil-
ities that can influence a firm’s strategic orientation. The study found a significant causal
relationship between a firm’s size and industry type on strategic orientation. However, firm
age and ownership failed to prove to be determinants of the firm’s strategic orientation.
Small firms tended to adopt a proactive strategic orientation, and larger firms tended to
adopt a defensive one. Proactive strategic orientation was closely associated with the
typical firms in the FMCG industry. Meanwhile, a defensive strategic orientation type was
adopted by the non-FMCG industry.

The organisation theory argues that firm behaviour is strongly affected by the internal
and external factors of the organisation. Firm characteristics may not be the only factors
that have a direct causal relationship with strategic orientation. External environments,
such as business uncertainty and competition intensity, may influence a firm’s strategic ori-
entation. The finding in this study indicated that competition intensity played a significant
role in determining a firm’s strategic orientation. However, market uncertainty did not
significantly affect a firm’s strategic orientation.

The implication of strategic orientation for firm performance was also revealed in this
study. The study concluded that strategic orientation played a significant role in determin-
ing performance. However, the positive effect of strategic orientation on performance is
not robust. The findings were inconsistent when measured with different performance
indicators (OPM and NPM). The comparative performance between proactive firms and
defensive firms showed significant differences. Firms that adopted a proactive strategic
orientation tended to perform better than those with a defensive one.

Academically, these findings add to a growing literature on strategic management
and organisational behaviour. Findings in this study may be helpful by adding sources
of information from Southeast Asia country perspectives for comparative research with
other regions. Practically, the results may be useful for the managers regarding strategic
orientation that should be adopted to achieve better firm performance. Since the study
was conducted in the manufacturing industry, findings in this study are also expected to
provide valuable information for policymakers in developing industrialisation policy.

Our work has some limitations that need to be addressed. First, the sample involved
in this study was limited to manufacturing firms only. Therefore, the findings in this study
cannot represent other firms’ categories. Thus, future studies should consider including
also nonmanufacturing firms. Second, the classification of ownership structure should be
more specific. Breaking down ownership categories into foreign ownership, government
ownership, and domestic private ownership is recommended. Third, this study focused
on firm characteristics limited to size, age, industry type, and ownership but neglected
other internal factors such as growth, market capitalisation, and industry sector. Fourth,
the business environment is represented by business uncertainty and competition intensity
only. Adding other macroeconomic conditions into the analysis will provide a more
comprehensive understanding of the firm’s strategic orientation determinants.
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