3rd INTERNATIONAL CONFERENCE ON BUSINESS AND ECONOMIC
%l RESEARCH ( 3rd ICBER 2012 ) PROCEEDING

12 - 13 MARCH 2012. GOLDEN FLOWER HOTEL, BANDUNG, INDONESIA
ISBN: 978-967-5705-05-2. WEBSITE: www.internationalconference.com.my

THE EFFECTS OF DISTRIBUTION CHANNEL INNOVATION AND
EFFICIENCY ON INDONESIAN SMALL AND MEDIUM ENTERPRI SE’S
PERFORMANCE

Ferri Kuswantoro
PhD Candidate
University of Malaya
bumi_organik@yahoo.com

M. Mohd Rosli
University of Malaysia Kelantan
mrosli @umk.edu.my

Radiah Abdul Kader
University of Malaya
radiah@um.edu.my

ABSTRACT

It has been debated at length that SVIEs are crucial for generating employment, reducing poverty, adding value
and contributing to Gross Domestic Product. As businesses are more exposed to the globalised world, promaotion
strategy, without proper innovation in distribution channel, is insufficient for SMEs to enhance their performance.
Unfortunately, studies on the relationship between distribution channel innovation and firm performance,
especially among export-oriented SMEs are hardly found. As such, this study attempts to examine how
distribution channel innovation affects Indonesian SVIEs. Using the regression analysis on 126 samples collected
from agricultural-based, export-oriented SMEs in the Special Province of Yogyakarta and the surrounding areas,
this study found that innovation in distribution channel was positively associated with distribution channel
efficiency, which in turn positively enhanced the SME performance. This finding indicates that innovation in
distribution channel should improve the efficiency of distribution channel without which firm performance would
not be enhanced. This could be a great challenge for SVIES to manage their innovation in distribution channel
activities.

Keywords: Distribution channel, innovation, efficiency, performance, SMEs, Indonesia

1. Introduction

It has been agreeable that small and medium eigespfSMES) are crucial for the development of @nemy.
In most developing countries, SMEs are able to iggaeemployment opportunities, improve Gross Doinest
Product(Meghana, 2005), alleviate poverty (Vandegmb2006), and add value (Mukhamad Najib, 2011jelya
with the globalization process, there was an irgsrganumber of SMEs adopted an export-orientedcgmbr for
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greater participation in the global market. Alohg twway, many studies found that distribution chaasepart of
marketing has become a crucial factor for SMEsnprove their export performance (Zou & Stan, 1998;
Shoming, 1998). In contrast, empirical studies ptbthat failure in export market often resultedrfromproper
distribution channel (Ogbeuhi & Long, 1994).

One of the characteristics of a distribution cl@na that once established, it is usually diffictd
change. As such, many past studies found thatutaibns, activities and members of distributioarutel would
affect distribution channel performance. With regp® the functions, many activities are involvddng the
distribution channel linking suppliers, manufactirand end consumers. However, most activities are
concentrated in logistics, which can be classifirtd inbound and outbound logistics. Inbound oranaviogistics
move materials from suppliers into an organisatiwhereas outbound or outward logistics move mdseoa
products from an organisation out to customerss lmportant to note that the inbound and outbolagistics
systems share common activities or process, siogeibvolve decisions related to transportationrelausing,
materials handling, inventory management and chraral packaging, as well as some other activitidisthe
activities are not free, but involve costs. Outliblmgistics for example incur transportation caghrehousing
and inventory cost, order processing cost and mmétion cost (Somuyiwa, 2010).

Realising the importance of distribution channelawation for firm performance, many studies can be
found in this topics. Despite the case, empiriceidences on the distribution channel innovatiomfir
performance relationship are mixed. Some studieg lsaown that innovation is closely associated viitm
performance (Pla-Barber & Alegre, 2007; Moini, 1895ome other studies, however, found that thecefhé
process innovation gave different results to firerfprmance (Geroski & Machin, 1993), whereas, sothers
found that process improvement in distribution cterdid not explain sales growth of the small fir(dgolff &
Pett, 2006). This mixed result is due the failufeast studies to see the mediating role of distiim channel
efficiency in the relationship between distributicimannel innovation and firm performance. To filé tliterature
gap, this study attempts to examine the mediatffecteof distribution channel efficiency on the agbnship
between the distribution channel innovation andpsgormance of export-oriented SMEs in Indonesia.

2. SMEs and the Indonesian Economy

The 1997 financial crisis did not spare any econanthe East Asian region. Commencing in Thailas@ aesult
of the floating of its currency on the second dfJu997, it quickly transmitted to other neighbimgr countries -
Indonesia, Malaysia and the Philippines. This eatinalownturn occurred because all the countrieggeagheir
currency to the U.S dollar and at the same timeived a substantial amount of short-term foreigpiteh In
Indonesia, the crisis caused the Indonesian Rugeaheciated sharply from around 2,500 to 10,000i&kuper
U.S.dollar, whilst its Gross Domestic Product (GPppped by 13 per cent in 1998 (Wengel & Rodriguez
2006). Interestingly, large enterprises, and smatl medium enterprises (SMES) in Indonesia couldlide to
respond differently to the crisis. The capabilifyledonesian SMEs to survive from the crisis wafidvethan
those of the larger firms. With low local markengand for its products, Indonesia SMEs switchetthéoglobal
market. On the contrary, the larger enterpriseeweder performed because of the high import costartheir
products (Berry, Rodriguez & Sandee, 2002).

The role of SMEs in the Indonesian economy has@td the interest of many scholars since then. As
Indonesian SMEs are mostly involved in agro-basgi/iies and located in rural areas, the existeatthe
sector in the economy and their ability to proveleployment and add value are strongly felt. In 200@
number of SMEs totaled 52.7 million or 99.9 pertcehall establishments in the highly populous doynin
terms of job creation, Indonesian SMEs providedual®®.2 million employment or 97.3 per cent of théal
employment; and generated value added amountifg8 2,91 billion Rupiahs or 56.5 per cent of thalteidded
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value (Mukhamad Najib, 2011). Despite the favowratmntribution of the sector, Indonesian SMEs wasein
other parts of the world, hampered with variouspms.

Most of the problems were associated with intefaetiors, such as marketing and promotion, techryplog
and human capital (Antonius,2005; Nurul IndartiD0Tambunan, 2009); and some external factorselyam
capital access and legality issues (Nurul Ind2A08). On the part of the Indonesian Governmentynedforts
have been taken to mitigate the problems facingéutor. One of the efforts was to facilitate tlsvfof SME’s
products in the domestic or foreign markets. Havethe product distribution channel is still icel issue for
local SMEs, especially from the rural area, duggbt customs procedures and trade regulationsefisas weak
infrastructure (Tambunan, 2009). Given such coimdgathe Indonesian SMEs have to improve distidout
channel themselves so that the flow of goods to emmksumers can be smoother. This paper focuses on
distribution channel innovation among SMEs, singehsa study is hardly found in the Indonesianditere.

3. Conceptual Framework

3.1 Distribution channel innovation and efficiencyand firm performance

Distribution channel is a critical success factor SMEs whose products are exported to the glokmaket
(Ramaseshan & Patton, 1994). Innovation in distidibuchannel could enhance coordination capalslitimong
channel activities, which enables firms to avoidsfdpctional operational performance and other megat
consequences, such as higher inventory costs, dothejevery times, higher transportation costs, ailder
disadvantages (Lee, 1997). Nada (2008) arguegetblabology as part of innovation devices will dedirm to
promote organisational coordination and hencestahpositive impact on performance.

According to Bowersox, Closs & Helferich (1986)stibution channel should be designed to fulfiiefi
basic functions; namely adjusment or assortmeartster or transportation, storage, handling andneconication.
In the meantime, Walters (1977) asserts that bigion channel operations or activities are classifnto two
general groups, i.e. assortment and logistics. Aynother functions or activities of distribution cimel are
assortment, order handling, information sharingeimory, warehousing, packaging and transportation.

Assortment is “a collection of two or more typesgafods, which either complement each other directly
or in total possess some degree of potency fordutontingencies” (Walters, 1977: p.199). It wagplied that
the purpose of assortment is to give benefit fatigaar market. Diehl & Poynor (2010) found thatnsumers
may be less fulfiled when choosing an option framarger compared to a smaller assortment. Thexefor
innovation in assortment is expected to improvéciefficy in distribution channel. For instance, imation in
product configurator technology with the ability tmstomise product into various assortments in liith
customers’ preference will successfully improveesdbecause it turns out to be an efficient wayresenting
products to the customers (Salvador, 2004). A fasseg demand for new products in assortment cam k@ing
decision making the whole new level of efficiensythe key to determine an optimal assortment fighe right
demand characteristic for each product (Juin, 2009)

Order fulfillment process or order handling is kmoas one of the crucial factors for business pseEses
in most profit-oriented company (Kritchanchai & Maarthy, 1999). Order handling is the main logistitivity
that accelerates product movement and serviceattgl(Bowersox, Closs & Helferich, 1986). Previousdges on
order handling found the significant impact of imation in distribution channel on firm’s distribati efficiency
and performance. For example, the application dfirtelogical support, such as radio-frequency idieation
and global positioning system, improved real-timgeking information for products and replacememnlieos along
the chain (Gaukler, 2008). Other forms of innovatisuch as re-engineering or the application oukition in
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order processing added more value along the disimitv chain, which likely improves distribution cireel
performance (Zhang et al, 2009). The use of enserpesource planning solution (ERPS) in order ggemg is
also capable of improving operational efficiencymder delivery (Bendoly, 2004).

Effective information sharing is significant forsttibution channel performance (Zhou & Benton, 2007
Coordination among independent firms including raaterial suppliers, manufacturers, distributors @atdilers,
is the key for attaining the necessary flexibiliyhich enables them to improve logistic proceseagsponse to
the rapid changing market conditions (Lee, Padmiaaral& Whang, 1997). The use of information techgplm
information processing, transfer and collection magroved market knowledge of firms and their rielaship
with clients and suppliers or other firms withireteame value chain (Fern’andez, 2006). Heide (1224)d the
significant success factors for export-oriented SMiependent upon the ability of the firms to mantggr
relationship with foreign importer. Using the infioation technology (the internet) in distributionadnel was
found to be able to facilitate the internationdii@a process of SMEs as well as to improve thetigeiahip with
other firms within the same value chain (Fern’an@&06).

Inventories form a significant portiaf the current asset of any business enterprisegétr 2005).
Inaccuracies in an inventory management would eraatange of problems, including loss of produttjvihe
manufacturing of unwanted items, a reduction inlévels of customer commitment, the accumulatiocasitly
physical inventories and frustration; thus, thet @@vings that accumulate from improved practicesventory
management are substantial (Meyer, 1991). Innavationventory management and control are cruoia firm
because mismanagement of inventory threatens &sfiviability (Sprague & Wacker, 1996). Using a ityad
management method is significant for any entergresgause it allows an enterprise to minimize inegntosts
and avoids direct consequences that come with dagjeoof material resources. Chikan (1990) obseitvaisa
sound inventory management system is a decisiverfac a firm's success. Natarajan (1991) discsigbe
linkages between inventory management and comgetilvantage, with the focus on integrated stratagd
competitive factors, such as cost, delivery andityua

Warehousing creates time utility for prospectivestomer (Koyle, 1976). Finished goods or material
handling in the logistic system is concentratednd around the warehouse facility. The absenceodlgin the
warehouse means the interruption of the goods flawsch will add costs to transactions. To avonist
interruption, some technologies can be adoptedh $echnologies could improve distribution performarin
warehousing and finished good handling, which im tieads to firm performance (Koyle, 1976). Fortanse,
automation and simulation in warehousing and matéandling in terms of computerized hardware afthare
could be a solution for improving efficiency in thperation. In fact, simulation program can be lser@ative for
to improving the existing system in the warehousind material handling (Diaz, 1988). The use offinetogy,
such as autonomous vehicle storage and retriestdrsg (AVS/RS) and web-based design conceptualizédpl
for AVS/RS in warehouse permits firms to controstsp extend capacity and improve their servicedtsumers
(Heragu and Xiou, 2008).

Packaging serves as a tool for product promotiahueme. While packaging engineers see packaging only
as a protective device, distribution managementgrees packaging more broadly and any changessigre
size, media of transportation and so on would doumie to the efficiency of the distribution syst€ivalter,
1977). A recent study by Young in Lacroix (200T) &0 U.S. shoppers eight product categories detnaded
that innovation in new packaging systems directfgated price expectation and product selection ragnine
shoppers. The study found that if packaging chamgesdone properly, it is very likely to providepasitive
return on investment (ROI) through increased maskate or the ability to raise prices to coverenoental costs.

The role of transportation system is crucial aiild provide better logistic efficiency, reducestgtion
cost, and promote service quality. According to IthéL988), transportation costs, on average, ateduor 6.5
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per cent of market revenue and 44 per cent of tiogicosts. Hence, a well-operated logistics systennd
increase both the competitiveness of enterpriseend, 2005). In line with this argument, Stefans&609)
found that transportation coordination modificatimethod using three major elements of smart tratesjon
management (smart goods, smart vehicles and smfasistructure) brings positive impact on supply icha
performance. In contrast, poor coordination of litgistic system would lead to higher costs, londelivery
times, higher levels of loss and damage, and |ladvemstomer service (Lee, Padmanabhan & Whang, 1997)

All the argument above ushers to the conclusiat ®MEs, which do innovation in the identified
distribution channel will improve their distributioefficiency and hence it has positive effect omirth
performance. In other words, the distribution cl@refficiency mediates the relationship betweertrithstion
channel innovation and SME’s performance.

3.2 Control Variables and Firm Performance

Acknowledging possible impact of firm size, firmeagndustry and competitive environment hostility farm
performance as identified in other studies, thegeviercorporated in this study as control variabliésn size does
has impact on firm performance, but the degreedimedtion of its impact is diverse from one sampl@nother.
While some studies (see for example Ozgulbas, Koygih & Yilmaz, 2006; Orser, Hogarth-Scott & Riding
2000); other studies found otherwise (Moreno & Ta&si2007; Shanmugan & Bhaduri, 2002).

Impact of firm age on firm performance is mixed.tdgristiansen, Furuholt & Wahid (2003) found that
the length of time in operation was significant§saciated with business success. Similar posithgct of firm
age can also be found in Shanmugam & Bhaduri (2868)Birley & Westhead (1990) due to vast socigiteh
owned by older firms. In contrast, other studiegckier & Goldmark, 2009) found that new firms gréaster
than the older ones.

Significant influence of different types of industn firm performance can be found in Gadenne (1999
and Humphreys & McClung (1981), among others dugifferent marketing strategies and managementipesc
(Gadenne, 1999). Pertinent to competitive enviramntestility and firm performance, a study by Mill&
Friesen (1982) is interesting.

Considering the relationship among the variables/apthe conceptual framework of this study is show
in Figure 1.

5. Methodology
5.1 Sample and Data

Concomitant to the Ministry of Cooperatives andaBrand Medium Enterprises and the Republic of hetia
and Central Statistic Agency (BPS), this study mkdi an SME as a business unit employing less tio@n 1
workers. Using a self-administered questionnalega for this study were gathered by survey frod 4@mples

of SMEs export oriented in Yogyakarta Speciavitrce and the surroundings Indonesia (Jogja, SigBaantul,

and surroundings). A pilot survey had been coratlitd validate and test the constructs and iterad ursthe
guestionnaire, before an actual survey was donewavieeks later. Different from the pilot survey waHi
employed face-to-face interviews, a “drop and abligprocedure was chosen for the actual surveynsue a
high response rate for the study. Before beingectdld, the questionnaire was cross-checked to erduthe
qguestions had been answered. As SMEs in Indonssiaostly concentrated in agro-based industries, the
respondents surveyed were mainly in export-oriemtedd, clothing and food-based industries. Ownenagars
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of the SMEs were asked to fill up the questionnéire they had the best knowledge for management and
operation of their firm, particularly regarding tlisution channel and firm performance.

Innovation in distribution channel

> Assortment Firm performance

> Logistic :

SMEs
Performance

Distribution
Order handling Channel Efficiency
Information system
sharing

Inventory
Warehousing
Packaging
Transportation

o O

O o0o0oo

Control Variables

Firm Size

Age of company
Industry

Competitive environment
hostility

Figure 1: Conceptual framework of the study

5.2 Measures

SME Performance. In agreement with Kongmanila & Takahashib (20@8)d Murphy, Trailer & Hill (1996),
variables for firm performance in this study inadddexport sales volume, export intensity, and finafitability.
The respondents were asked to indicate the levéheif present business performance in the threablas
compared to their closest competitor in the sardastry using a 7-point scale, ranging from “1 = éstV to “7 =
the highest”.

Innovation in distribution channel. Besides research and development (R&D) activitiegpvation in
distribution channel in this study comprised thelmation of new technologies or modification ofiging
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methods as defined by Kongmanilaa & Takahashibqp0th each function of the distribution channel
(assortment, order handling, information sharingyentory, warehousing, packaging, and transportatio
coordination). Items for each distribution channelre derived from Bowersox, Closs & Helferich (1p&®hd
Ballou (1978). The respondents were asked to italittee level of their emphasis on each item basethe 7-
point scale, i.e. “1= the least emphasised” to tifeemost emphasised”. Number of items for eaclaller of the
distribution channel innovation and its reliabiligst (Cronbach’s alpha) is shown in Table 1.

Table.1: Variables, iand the reliability test

No. Variables Items Cronbach’s Alpha
1. | Innovation in assortment 5 0.910
2. | Innovation in inventory 5 0.935
3. | Innovation in information sharing 5 0.968
4. | Innovation in packaging 5 0.922
5. | Innovation in order process handling 5 0.967
6. | Innovation in warehousing 5 0.886
7. | Innovation in transportation coordination 5 119
8. | Distribution channel efficiency 3 0.829
9. | Competitive environment hostility 4 0.820
10. | Firm performance (economic indicator) 3 0.843

Source: Based on thearsurvey.

Distribution channel efficiency. Modified fromUlaga (2003) the three items used to measure this variable were
faster time to market the product, punctual dejivene, and cost efficiency. Using the 7-point sclabm “1= the
least efficient” to “7= the most efficient”, the sgondents were requested to compare their perfaenan
distribution channel as compared to their closesipetitor in the same industry.

Control Variables. Firm size and age were measured by total numbeorkers and year of operation of each
enterprise respectively. Industry was measureddoyimal scale; whilst competitive environment hosliily was
measured in the 7-point scale, ranging from “1= ldeest hostile” to “7= the most hostile”. The fotems
regarding demographic change, rate of obsolescangaroduct technology, market change, governmental
regulatory change and market conditions were addpten Miller & Friesen (1982).

Table 1 shows Cronbach’s alpha for all the vadgfivhich fell within the acceptable range of mibiamn
0.7, which indicates the reliability of the sca{Pallant, 2005).

6. Results and Discussion

Table 2 demonstrates basic information on eachabfrior factor and correlations among them. Pasitiv
correlations among almost all distribution effiggnand firm performance variables, and innovation i
distribution channel variables are consistent Withliterature.

The relationship between each distribution channebvation and distribution channel efficiency is
shown by the regression results in Table 3. Inriomatin information sharingd(= 0.064),p < 0.01), Inventory £
= 0.003,p < 0.05) and transportation coordinatigh=0.047,p < 0.05) were found to be significantly related to
distribution channel efficiency. This finding isrestent with the first condition of a mediator rebdTable 4
displays the results of four regression modelsmiodel 1, the control variables were first includedthe
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estimation. It can be seen that firm age= 0.178,p < 0.01) had significant relationship with SME’s
performance. In Model 2, the relationship betwedeuaaiables of the distribution channel innovati@nd the firm
performance was examined. With respect to disiobuthannel innovation, three variables were sigaift, i.e.
information sharing4 = 0.115,p < 0.001), inventoryA = 0.095,p < 0.05), transportation coordinatiofi £
0.014,p < 0.05).

Controlling for firm size, firm age, industry andrapetitive environment hostility, Model 3 demonttsa
a significant relationship between distribution whel efficiency and SME’s performangg £ 0.830,p < 0.001).
Based on Baron and Kenny's (1986) approach, thetVas steps displayed in Model 2 and Model 3 have
supported the study on mediator effects. The g is to include all the variables and controbgdlistribution
channel efficiency. If the inclusion of distributiochannel efficiency reduces or eliminates the ceffeof
distribution channel innovation on SME’s performand can be said that the distribution channeicieificy
mediates the relationship between distribution oehmnovation and SME'’s performance. As shown ookl 4,
distribution channel efficiency had significantlidnce on SME’s performancg € 0.698 p < 0.001) and did
eliminate the significance of the distribution chahinnovation for predicting SME’s performance.

Table 2: Correlations among variables

Variables 1. 2. 3. 4. 5. 6. 7. 8. 9. 10. 11. 2.1
1. Assortment - - - - - - - - R R N N
2. Order processing 0.18* - - - - - - - - - R R
3. Information Sharing 0.40**  0.51* - - - - - - - - - -
4. Inventory 0.36** 0.13 0.43** - - - - - - - - -
5. Warehousing 0.30**  0.36*  0.33** 0.42** - - - - - -
6. Packaging 0.47*  0.22*  0.38*  050%* 0.48%* - - . . i
7. Transportation coord. ~ 0.35**  0.27**  0.35** 3®*  0.33** 0.42* - - - - - -
8. Environment hostility  0.10 -0.03 0.03 0.38* .20* 0.40**  0.23* -
9. Firm Size 0.11 -0.12 -0.19* -0.07 0.07 0.06 0.07 -0.03 - - - -
10. Firm Age 0.11 0.08 0.11 0.05 -0.03 -0.01 0.04 -0.05 0.16
11. Industry 0.03 -0.04 0.14 0.11 -0.05 -0.09 -0.08 -0.12 0.16 0.21*

12. Distribution
channel efficiency  0.30** 0.17 0.39*  0.25*  0.22* 0.22* 0.33** -0.01 0.16 0.24* 0.15 -
13. Firm Performance 0.32** 0.17 0.39** 0.13 0.20* 0.28** 0.21* 0.08 -0.01 0.25** 0.10 0.52**

* Correlation is significant at the 0.05 leveltg@led).
** Correlation is significant at the 0.01 leveH@iled).
Source: Based on the sample survey.

Table 3: Resultsiwé Multiple Regression Analysis
(Depentieariable, distribution channel efficiency)

Independent Variables (Innovation in) Coefficients
Assortment 0.030
Order process handling -0.017
Information Sharing 0.064**
Inventory 0.003*
Warehousing 0.017
Packaging -0.013
Transportation coordination 0.047*

Constant 8.857***
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R 0.213
AdjustedR? 0.166
F 4.560%**

Note: px0.05; ** p<0.01; *** p<0.001
Source: Based on thrapda survey.

Table 4: Results of the Multiple Regression Anialys
(Dependent variabl®ESperformance)

. Model
Independent Variables 1 > 3 4

Firm Size -0.018 -0.013 -0.036 -0.038
Firm Age 0.178** 0.154** 0.107 0.108
Industry 0.274 0.230 0.083 0.156
Competitive environment hostility 0.073 0.048 .06B 0.071
Assortment - 0.065 - 0.056
Order processing handling - -0.034 - -0.021
Information sharing - 0.115%** - 0.068
Inventory - 0.095* - 0.101
Warehousing - 0.038 - 0.028
Packaging - 0.060 - 0.064
Transportation coordination - 0.014* - 0.024
Distribution channel efficiency - - 0.830*** 0.698***
Constant 10.863*** 9.159*** 3.408* 32+

0.076 0.263 0.302 0.386
AdjustedR? 0.046 0.192 0.273 0.321
AR 0.076* 0.187*** 0.054* 0.084*
F 2.493* 3.703** 10.404*** 5.927***

Note: * p<0.05; ** p<0.01; *** p<0.001
Source: Based on the sample survey.

The results of this study supported the notiont ttligtribution channel efficiency mediated the
relationship between distribution channel innovatemd SME’s performance. This indicates that intiomain
information sharing, inventory, and transportatmmordination can improve distribution channel efficy in
terms of time to market the product, delivery tiared cost efficiency, which would positively afféBME’s
performance. The concept and practice of distriouthannel is not new as it can be traced backdanhcient
Egyptian; the only new is the way it is done (Glaskky, 1970; Waidringer and Eng, 2001). In comsistvith
Geroski & Machin (1993) and Wolff & Pett (2006),nmvation in distribution channel is found to impact
positively on firm performance. Innovative infornmat sharing among channel members, such as rawdialate
suppliers, manufacturers (including SMESs), distidios, and retailers is the key for achieving tlexithility need
that enables firms to improve logistic processesesponse to the rapid changes in the market, wihicbrn
significantly improve distribution channel efficepn and firm performance (Zhou & Benton, 2007; Lee,

Padmanabhan & Whang, 1997).

As evident in this study, inventory innovation enbes distribution channel efficiency and finally BN
performance. It should be noted that it is almogiassible for any firm to deliver their productght from the
production line to their customers. At any levedstribution channel, materials and product alzillties must
be sufficient all the time, either to support protion lines or consumer’s demand. Therefore, ithe tind cost
savings accumulated from improved practices inntwgy management is important (Meyer, 1991) andsaut
to be a decisive factor for firm’'s success (Chike®90).
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As the role of transportation improves physicaltriisition efficiency (Tseng, 2005) and it is well
appreciated (Somuyiwa, 2007, 2010) in the liteegtuhis study provides new evidence to the coroicti
Innovative transportation coordination was foundirgprove distribution channel efficiency, which etitly
influenced the SME performance. This finding isuive as about one- to two-thirds of the entasgpgxpenses
on logistic costs are spent on transportation (Gha898). It is also consistent with Stefansso2G)0) argument
that the use of technology in transportation worddult in more effective transportation coordinatidor
instance, in selecting goods, vehicles and infuatitre, which brings about positive impact on disttion
channel and firm performances.

7. Conclusion

Motivated by the mixed results of the past studieslistribution channel innovation and firm perfamae, this
paper investigated the mediating role of distrimutchannel efficiency in the relationship betwedstrithution
channel innovation and firm performance. Based 26 éxport-oriented SME samples in Indonesia, thisys
confirms the notion that distribution channel effitccy mediated the association between distributioannel
innovation and the SMEs performance. In other wofdsn the theoretical perspective, distributioraichel
efficiency can be achieved only by doing innovatioistribution channel activities, particularly information
sharing, inventory and transportation coordinatighich finally enhances SME's performance. More amtantly
for the Indonesian SMESs, since the government tassis could not much help the sector to improvér the
distribution channel (goods flows from the SME®tml consumers), they themselves must find waysnovate
their own distribution channel, so that the chanmeuld be more effective and the firm performanoeld be
enhanced.

Based on the findings in this paper, several recentations could be made for future research. Finste
samples should be collected from export-orientedEShh the same and other manufacturing industBesond,
similar SMEs from other regions, especially fromdt/eCentral and East Java as well as Sumatera ance®
should be included in the sample. Finally, othentaa variables, such as entrepreneurial and orgéional
factors should be included in the model so thabrétical foundation of SME'’s performance could Imelerstood
better.

Acknowledgement

Data for this study were drawn from the datasetluse the first author in his PhD study at the Facuolf
Economics and Administration, University of Malay&@jala Lumpur, Malaysia. Special thanks to the Gane
Directorate of High Institution, Jakarta, Indonefsiaproviding scholarship for the study.

References
Badan Statistik Nasional. (2009), Jakarta,Indonesia

Ballou,.R. H. (1978). Basic Business Logistic, Bpaartation, Materials management Physical DistitioutNew
York Prentice Hall.

Baron, R. M., & Kenny, D. A. (1986). The moderatoediator variable distinction in social psychol@gic
research: Conceptual, strategic, and statistiaadiderationsJournal of Personality and Social Psychology,
51, 1173-1182.



3rd INTERNATIONAL CONFERENCE ON BUSINESS AND ECONOMIC
YAl RESEARCH ( 3rd ICBER 2012 ) PROCEEDING

12 - 13 MARCH 2012. GOLDEN FLOWER HOTEL, BANDUNG, INDONESIA
ISBN: 978-967-5705-05-2. WEBSITE: www.internationalconference.com.my

Berry, A., E. Rodriguez and H. Sandee. (2002). Famd Group Dynamics in the Small and Medium Entsepr
Sector in Indonesi&@mall Business Economics, 18(1-3), 141-161.

Berry, A., Rodriguez, E. & Sandee, H. (2001). Fiamd group dynamics in the small and medium entapri
sector in Indonesia. The International Bank for étestruction and Development/The World Bank,1818ti¢e3,
N.W. Washington, D.C. 20433, U.S.A.

Birley, S. & Westhead, P. (1990). Growth and perfance contrast between ‘types’ of small firnfrategic
Management Journal, 11(7), 535-557.

Bowersox D.J., ClossD.J. & Helferich, O.K. (1986). Logistical Management: yst®@m Integration of Physical

Distribution. Manufacturing Support, and Materi&ésocurement. Farmington Hills. Michigan. Macmill&ub
Co.US.A.

C.Glenn Walters,Ph.D.(1977). Marketing Channels.od@year Publishing Company, Inc.Santa Monica,
California.

Chikan, A. (1990). Characterization of productioméntory systems in the Hungarian industBngineering
Costs and Production Economics, 18, 285-92.

Chang, Y.H. (1998) Logistical Management. Hwa-TabBstore Ltd., Taiwan.

Chen, H.K. & Hsueh, C.F. (2009). Production schiguand vehicle routing with time windows for pérble
food productsComputers & amp Operations Research, 36(7), 2311-2319.

Diaz, Ismael, Jr and Lezman, Steven J.(1998). Wtédandling Simulation: Minimizing Bottlenecks.
Industrial Engineering, 20( 6), 40.

Elliot Bendoly, F. R. J. (2004). ERP architecturpHrational alignment for order-processing perforoea
International Journal of Operations & Production Management, 24(1), 99-117.

Fabricio salvador, C. F. (2004). Effective Prod@éissortment Communication: Overcoming The Produetriaty
Paradox On the NeéE Working Paper.

Fern"andez, M. 1. J. N. Z. (2006). The role of infiation technology in corporate strategy of smatl anedium
enterprises. J Int Entrepreneurs. (3) 251-262.

Gadenne, D. (1998). Critical success factons dmall business: An inter-industry comparidoter national
Small Business Journal, 17(1), 36-51.

Geroski, P. and Machin, S. (1993). Innovation, ipabflity, and growth over the business Cydeypirica, 20, 35
-50.

Gary M. Gaukler, O. O., Warren H. Hausman (2008jde® Progress Information: Improved Dynamic
Emergency Ordering Policies. Production and OpamatManagement, 17(6), 599-613.

Gunnar Stefansson, K. L. (2009). Performance issti8snart Transportation Management systdnisrnational
Journal of Productivity and Performance Management, 58(1), 58.



3rd INTERNATIONAL CONFERENCE ON BUSINESS AND ECONOMIC
Yyl RESEARCH ( 3rd ICBER 2012 ) PROCEEDING

12 - 13 MARCH 2012. GOLDEN FLOWER HOTEL, BANDUNG, INDONESIA
ISBN: 978-967-5705-05-2. WEBSITE: www.internationalconference.com.my

Glaskowsky, N. (1970). The Computer as a Logistiosl, Second Logistics Forum. Department of
Transportation and Logistics. Chalmers Universftfechnology. Goteborg. Sweden

Heragu, S. S and Xiao, C. (2008). Striving For ause excellencendustrial Engineer |IE 40(12), 43-47.

Heide, J. (1994). Interorganizational Governandelamketing Channelsloumal of Marketing, 58(1), 71- 85.

Humphreys, M. A. and McClung, H. (1981).Wometrepreneurs in OklahomB&eview of Regional Economics
and Business, 6(2), 13-22.

Juin-Kuan Chong, T.-H. H. (2009). Determining OmlmMssortment: Forecasting Demand of New Produuts a
Estimating Substitution Pattern Comment on Roclke¢r®e Retailing by Marshall Fishedperation Research
(Online Forum Commentary), 57, 1526-5463.

Jan ter Wengel and Edgard Rodriguez.(2006). SMEo&ExPerformance in Indonesia After the Crissaall
Business Economics, 26,.25-37.

James A. Wolff and Timpthy L. Pett.(2006). SmalirriPerformance : Modeling the Role of Product and
Process Improvementdournal of Small Business Management, 44(2), 268-284.

John J Koyle.(1976). Pennsylvania State UnivelSdyrard J. Bardi. West Publishing Co. St.Paul. The
Management of business Logistics. New York. LoslasgSan Fracisco.

Juin-Kuan Chong, T.-H. H. (2009). Determining OminAssortment: Forecasting Demand of New Produutk a
Estimating Substitution Pattern Comment on Rocketer&e Retailing by Marshall FisheOperation
research(online forum), 57, 1526-5463.

Kongmanilaa, Xayphone, and Takahashib Yoshi. (Rd@8ovation, Export Performance and Profitability of
Lao Garment Exportersnt. Journal of Economics and Management, 3(2), 225 — 236.

Kritchanchai, D. and MacCarthy, B.L. (1999), Resgigeness of the order fulfillment process, Inteiorval
Journal of Operations & Production Management, 1 {82-33.

Kruger, G.A. (2005). A statistician looks at invent management. Quality Progress, 38(2), 36.

Diehl, K. and Poynor, C. (2010). Great Expectat®sssortment Size, Expectations, and Satisfaciournal of
Marketing Research, XLVII, 312-322.

Kristiansen, S., Furuholt, B., and Wahid, F. (200Bjternet cafe entrepreneurs: pioneers in infoionat
dissemination in Indonesi@he International Journal of Entrepreneurship and Innovation, 4(4), 251-263.

Lee, S.-S. and Y. Kim (2010). The impact of effratg parameters on firms' innovative activities:d&nce from
Korean firm-level datannovation: Management, Policy & Practice. 12(3), 283-297.

Lee, H., Padmanabhan, P., and Whang, S. (199@tnhation Distortion in a Supply Chain: The Bull Whi
Effect, Management Science, 43.

Leonidou, L.C. (1989). Behavioral Aspects of the@nter-Importer Relationship: The Case of Cyprigp&rters
and British ImportersEuropean Journal of Marketing, 23(7), 17-33.



3rd INTERNATIONAL CONFERENCE ON BUSINESS AND ECONOMIC
Yl RESEARCH ( 3rd ICBER 2012 ) PROCEEDING

12 - 13 MARCH 2012. GOLDEN FLOWER HOTEL, BANDUNG, INDONESIA
ISBN: 978-967-5705-05-2. WEBSITE: www.internationalconference.com.my

Leonidou, Leonidas C. and Constantine S. Katsik@886), The Export Development Process: An Integgat
Review of Empirical Modelslournal of International Business Sudies, 27 (3), 517-51.

Linda L. Zhang, R. J. J., and Qinhai, M. (2009¢cduntability-based order fulfillment process reeegring
towards supply chain managemeldurnal of Manufacturing Technology Management 21(2), 287-305.

Manginsela, A. (2005). The role of Indonesian Ratyinic on SMEs Development. Between Efforts &
Challenges. -Paper presented on the Internationafe@ence on Facilities and Financing of Entrepuestap
Training. 4 — 5 April 2005. Queen Anne Court, Umsiyy of Greenwich Business School. London, United
Kingdom.

Meyer, H. (1991). An eight-step approach to inventccuracy: a case study at leviton manufactucmmgpany.
Production and Inventory Management Journal, 32(2) 40-2.

Meghana Ayyagari, Thorsten Beck, and Asli Demiréfint, (2005). Small and Medium Enterprises actbss
Glob.

Moini, A.H. (1995) An inquiry into successful expiog: An empirical investigation using a three-gtagodel,
Journal of Small Business Management, 33, 9 — 25.

Moreno A. M. and Casillas J. C (2007). High-grov8BMEs versus non-high-growth SMEs: A discriminant
analysis Entrepreneurship and Regional Development, 19 January, 69-88.

Miller, D., and Friesen, P. (1982a). Innovatiorconservative and entrepreneurial firms: Two modékstrategic
momentumStrategic Management Journal, 3(1), 1-25.

Miller, D., and Friesen, P. (1982b). The longinali analysis of organizations: A methodologicalspective.
Management Science, 28(9), 1013-1034.

Miller, D., and Friesen, P. (1982c). Structural mipa and performance: Quantum versus piecemealriecrial
approachesAcademy of Management Journal, 25(4), 867-892.

Mukhamad Najib and Akira Kiminami. (2011). Innowatj cooperation and business performadoacnal of
Agribusiness in Developing and Emerging Economies,1(1), 75-96.

Murphy, G. B., Trailer, J. W, & Hill, R. C. (1996Measuring performance in entrepreneurship reseaoohnal
of Business Research, 36(1), 15-23.

Nada R, S. (2008). Pattern of information technplege: The impact on buyer—suppler coordination and
performanceJournal of Operations Management, 26(3), 349-367.

Natarajan, R. (1991). Inventory management — tigepiiture, Production and Inventory Management rdalyr
32(4) 29-31.

Nichter, S. & Goldmark, L. (2009). Small Firm Grdwh Developing Countries. World Development 37(9)
1453-1464

Nurul Indarti and Marja Langenberg.(2008). Factdkffecting Business Success Among Smes: Empirical
Evidences From Indonesia.



3rd INTERNATIONAL CONFERENCE ON BUSINESS AND ECONOMIC
v RESEARCH ( 3rd ICBER 2012 ) PROCEEDING

12 - 13 MARCH 2012. GOLDEN FLOWER HOTEL, BANDUNG, INDONESIA
ISBN: 978-967-5705-05-2. WEBSITE: www.internationalconference.com.my

Ogbeuhi, A.O. and Long fellow, T.A. (1994). Perdéeps of U.S. manufacturing SME’s concerning expaytia
comparison based on export experiedoernal of Small Business Management, 32(4), 37-50.

Orser, B., Hogarth-scott, S. & Riding, A. (200®erformance, Firm size, and Management Pmobkolving.
Journal of Small Business Management, 38 (4), 42-58.

Ozgulbas, N., Koyuncugil A. S. & Yilmaz, F. (2006)dentifying the Effects of Firm Size on Financial
Performance of SMEJhe Business Review, Cambridge, 6 (1), 162-167.

Pallant, J. (2005). SPSS Survival Manudl, &dition. Chicago : Open University Press.

Pla-Barber, J.P. and Alegre, J. (2007). Analyzhmg ltnk between export intensity, innovation andhfisize in a
science-based industryter national Business Review, 16, 275 — 293.

Ramaseshan, B. & Patton, M. A. (1994). Factorsueriting international channel choice of Small Besi
Exporters. International Marketing Review, 11(4), 19-34.

Reynolds, P. D. (1999). New and Small firms in Ehgiag Markets : Small and Medium-Sized Enterprigghe
Global Economy, Ann Arbor: The University of Miclaig Press.

Rialp, A. Axinn, C. and Thach, S. 2002. Explorindgpa@nel Internationalization among Spanish Exparters
International Marketing Review, 19(2), 133-155.

Ruijgrok, J.C. (2001) .Advanced Logistics and ICJonference Proceeding World Conference of Trarispor
Research Society, July,Soul, South Korea.

Scot Young in Jean-Pierre Lacroix, R. G. D. (20Phckaging Performance . Is your packaging meagup?
White paper.

Sprague, L.G and Wacker, J. (1996), Macroeconormalyaes of inventories. learning from practice.
International Journal of Production Economics,285L-7.

Slater, S. F., & Narver, J. C. (1994). Does contpetenvironment moderate the market orientatioriggmance
relationship? Journal of Marketing, 58(1), 46-55.

Shaoming Zou, S. S. (1998). The determinants obeperformance: a review of the empirical literatbetween
1987 and 1997 nternational Marketing Review, 14(5), 333-356.

Shanmugam, K. R. & Bhaduri, S. N. (2002). Sage and firm growth in the Indian manufacturingector.
Applied Economics Letters, 9 (9), 607-613.

Stern, L.W. and El-Ansary, A. (1988)larketing Channels, Prentice-Hall, Englewood Cliffs, NJ.
Somuyiwa, A.O (2007).The Relationship between thecepts of Logistics and Distribution in Nnadi, K.&hd
Ogwude I.C (ed) . Transportation in Nigeria: EcoimanPolicy and Management. Reliable Publisherg®iv

Nigeria.

Somuyiwa, A. O. (2010). Modeling Outbound Logistitsst Measurement System of Manufacturing Compganie
in Southwestern, Nigeria, European Journal of $&teences, 15 (3), 382-395.



3rd INTERNATIONAL CONFERENCE ON BUSINESS AND ECONOMIC
Yl RESEARCH ( 3rd ICBER 2012 ) PROCEEDING

12 - 13 MARCH 2012. GOLDEN FLOWER HOTEL, BANDUNG, INDONESIA
ISBN: 978-967-5705-05-2. WEBSITE: www.internationalconference.com.my

Tambunan, T. (2009). Asia-Pacific Trade Econon@xiaference Trade-Led Growth in Times of Crisis.

Ulaga, W. (2003). Capturing Value Creation in Bes#® Relationships: A Customer Perspectivelustrial
Marketing Management, 32, 677 - 693.

Varimna Singh, G. N. P. (2009). Integrated Modelfigupply Chain for Perishable Items.
Vandenberg, P. (2006). Poverty reduction througallsemterprisesSEED Working Paper (75).
Waidringer, J. and Eng, L. (2001). A Conceptual Aygeh to complexity in Logistics system.

Williamson, O. E. (1989). Transaction cost econamia R. Schmalensee & R. Willig (Eds.), Handbodk o
Industrial Organization, 1, 135-182.

World Bank, 2003b. Decentralizing Indonesia: A Regil Public Expenditure Review. Economic Report,
(26191).

World Bank, 2003d, Indonesia: Beyond Macro-econoBtiability. A World Bank Brief for the Consultative
Group on Indonesia, Report (27374)-IND.

Zhou, H. and W. C. Benton Jr (2007). Supply chaiacfice and information sharindournal of Operations
Management, 25(6), 1348-1365.

Zou, S. and Stan, S. (1998).The determinants obrexgerformance: a review of the empirical literatbetween
1987 and 19971nternational Marketing Review, 15(5), 333-356.

Yung-yu Tseng, W. L. Y. and Michael A P TaylorO@). The Role of Transportation in Logistics Chain
Proceedings of the Eastern Asia Society for Transportation Sudies. 5. 1657-1672.




