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Abstract. Adapting to environmental turbulence is mandatory for every player in
the banking sector. They need to develop rational strategies and respond
effectively.  Environmental Turbulence especially market turbulence and
technological turbulence, which happen lately in banking industry, require firms
to review their strategies continuously. Strategic agility with its dimensions:
strategic sensitivity, resource fluidity, and collective commitment, is a capability
of a firm that has been identified as a key to succeed in a highly competitive and
rapidly changing environment. Strategic agility is also known as a source of
competitive advantage which will also enhance performance of the firm. This
study tries to examine strategic agility and its dimension and reveal its
importance in the banking sector in order to gain competitive advantage in
environmental turbulence. Furthermore, this study explores the application of
strategic agility and its potential to improve unit performance through
competitive advantage. The population of this study is managers in one of
private bank in Indonesia. This study uses Structural Equation Modelling (PLS-
SEM) to analyze the data. Findings of this study suggest that strategic agility has
a role to gain competitive advantage by taking advantages from environmental
turbulence specifically in market and technological turbulence which in turn will
also improve firm performance.

Keywords: Strategic Agility, Environmental Turbulence, Competitive
Advantage, Performance.

1. Introduction

Competition in the era of globalization is a huge challenge for companies but it also can
be an opportunity. Companies are required to have a strategy to improve their position in this
tight competition. Even for organizations at its peak of its life cycle that is at its mature stage
still require to continue innovating. Moreover, technological innovation, and rapid change of
customer preference requires high interaction between company and the customer.

In today’s business environment, organization need to actively observe every
opportunities and challenge to be able to survive or even become the leader in the competition.
Fundamental changes in technology, market conditions, and customer demand create a fast-
changing and uncertain environment. To deal with this, many companies try to differentiate by
adopting different procedures and instruments to improve their organization competitive
position.

In the latest market conditions, organizations are faced with a variety of changes that
often occur simultaneously and unpredictable which forces organizations to revise their work

SU-AFBE 2018, December 06, Jakarta, Indonesia

Copyright © 2019 EAI

DOI 10.4108/eai.6-12-2018.2286279



methods continuously in order to adapt quickly. In this context, strategic flexibility known as
strategic agility shows the ability of an organization to manage market change through rapid
proactive responses to threats and market opportunities [1]. Dreyerand and Gronhaug (2004)
mention the importance of increasing strategic agility as a source of excellence in competitive
markets in recent years [2]. Therefore, in a turbulent environment, one of the important
features of organization's key success factors is strategic agility.

Many businesses are not sure how to deal with turbulent environments. They believe that
identifying the causative relationship between environmental variables and actions taken by
the management team can help to overcome this dynamic situation. Organizations shape their
environment by influencing their industry or collaborating with each other, thereby gaining
control of some parts of their environment. Such environment are not fully determined by
external forces, but is also influenced by the company itself.

Building strategic agility in the era of dynamic environment is currently a challenge for
banks in Indonesia. Even some bank in Indonesia cannot maintain their strategic agility so
they need to merge with the other or be acquired. Therefore, organizations need to continue to
give more attention to their strategic agility as dynamic capabilities through proper
performance appraisal.

With this increasing competition in the Indonesian banking system, each bank tries to
make various ways to increase or at least maintain their market share. Banks are supported by
their competitive advantage to strengthen their position and guarantee their success in
competition. Change of customer preferences and rapid development of technology greatly
influences the banking business. This environmental turbulence faced by bank makes banking
as one of the industry that need strategic agility the most.

The purpose of this study is to empirically investigate the mediation of competitive
advantage [3] on the relationship between strategic agility [4] in order to achieve
organizational performance in the environmental turbulence [3]. The context of this study is
bank in Indonesia.

2. Literature Review

This section will discuss about the variables which consist of: strategic agility; competitive
advantage, environmental turbulence, and performance.
2.1 Strategic Agility

Strategic agility is defined as organization's ability to ensure itself to be flexible to adapt in
any environmental condition [4], as well as the organization's ability to continually adjust their
strategic direction and develop innovative ways to create value. However, even though the
idea of "renewal” and "adaptation™ can be seen from various perspectives, focus of strategic
agility are for various factors and strengths; including new ideas, technology, socio-economic
variables, and various organizations and non-government in them.

Strategic agility provides the ability to connect insights about the external business
environment with internal capabilities and convert it into actions. According to [4], such
organizations are built to be able to survive themselves. This kind of organization have an
awareness, structure and process that keeps them alert, and adaptive.

Organizations that have strategic agility aware of environment changes and can respond
to it quickly and, ultimately, determine their own future. They predict the future and allocate
significant resources for future development so that they can maintain their sustainable
competitive advantage. They operate in capacities that are more than just survival: they lead in
their own markets. Continuous self-renewal is a way of life for these organizations and their
members.



Strategic agility consists of three capabilities, such as strategic sensitivity, collective
commitment, and resource fluidity [4]. All three capabilities must support each other to
achieve success, we cannot choose only one capability, but it must have a combination of the
three capabilities. If collective commitment is not supported by the ability to move resources
from a business unit because the individual motives and the main objectives of the business
unit are not aligned, then strategic agility will have a negative impact [4].

[4] characterize Strategic Agility consists of three main capabilities: (1) Strategic
sensitivity, includes the focus of the organization's attention and the level of intensity in which
the company perceives and interprets the reality of market conditions (2) Collective
Commitment, how company management can makes quick and right decisions and without
take organizational politics as consideration , (3) Resource Fluidity, the ability to adjust and
renew business system and relocate resources quickly according to needs and circumstances.
They argue that innovation and constant development of new capabilities are the only sources
of excellence for sustainable competitiveness.

The first ability in strategic agility is strategic sensitivity which is defined as the ability to
predict markets and become a leader in the industry [4]. Many previous studies presented this
capability, because this ability is the basis for subsequent strategic decision-making and
action. Usually it takes a long time for the organization to realize the need for change. The
environment often provides some sign of change, but many organizations are not alert and
ready to make changes if the signs of change have not been felt strongly [5]. Therefore
organizations must have a higher level of awareness, sustainable awareness including honest
and open strategic discussions among leaders, managers, and other stakeholders, so that there
will be different opinions and inputs in an effort to make changes further [4].

Strategic sensitivity depends on accepting and analyzing various types of information to
understand the environment to decide on effective actions [6]. Reading the environment
effectively, analyzing and managing market information, and understanding the market
environment are very important in order to be flexible and achieve success. Strategic senitivity
is very important to create a shared vision among leaders. Collaborating with consumers
enables leaders to increase market needs and strategic sensitivity.

Collective commitment requires managerial leadership to work together in making
important decisions and avoiding political conflict and self-interest. [4] The faster leaders can
make important decisions, the faster organizations can take advantage of opportunities [7].
Establishing strong shared goals strengthens trust among leaders for more committed and
united teams [8].

Looked at how organizations with organizational leaders work together, especially in
developing markets, achieving the possibility of success, especially when operating quickly.
Speed, conflict, and cooperation allow the organization's leadership team to create effective
strategies in a dynamic environment and ambiguity [9]. Furthermore, he also noted that
formulating simple rules increased the ability of the organization's leadership team to act fast
based on overall market knowledge. The importance of healthy market understanding to plan
proactively in anticipating potential environmental turbulence [10].

Resource fluidity is the organization's internal ability to relocate resources quickly to
capture opportunities and distance themselves from failures [4]. Examples of resources that
move toward opportunities arise in several studies. [11] propose resource fulidity to create and
manage adaptive and anticipatory flexibility. Furthermore, [12] ambitious organizations
control flexible, varied and easy-to-use resources that allow flexibility. The ability to move
resources to opportunity areas is very important to create competitive advantage [4].



2.2 Environmental Turbulence

Environmental turbulence is defined as environmental conditions with high level of
uncertainty and risk. Environmental turbulence is an important construction that captures
volatility in the corporate environment. Environmental turbulence is made up of a competitive
business environment and risks that come up from the company, and the complexity and
heterogeneity of the supply chain. Tan et al. (1999) suggest a environment turbulence that is
conceptualized in terms of the time and resources that needed to compete with the
competitors.

Uncertainty produce risks faced by companies. For example, the more uncertain the
customer demand is, the greater risk of running out of stock and the excess stock faced by the
company. Lee (2002) classifies the supply chain in terms of supply and demand uncertainty.
The uncertainty of demand is due to the short product life cycle, the number of product types,
the seasonal nature of the product, demand and high obsolescence costs. In other hand,
technological uncertainty will also cause product age faster than the time it should. [13]
categorizes uncertainty based on three levels of the supply chain planning hierarchy: strategic,
tactical and operational.

Environmental turbulence is also characterized by uncertainties arising from unexpected
changes in market demand, consumer preferences, new technological developments, and
technological breakthroughs [14]. They found that in a turbulent environment there are three
types of capabilities that will produce strategic advantage such as: (1) operational (the ability
to carry out processes), (2) dynamic (planned capabilities to reconfigure operational
capabilities), and (3) improvisational (the learned ability to spontaneously reconfigure
operational capabilities). The last two abilities can be seen as dynamic capabilities in general.
Therefore, there is a relationship between dynamic ability and competitive advantage in a
turbulence environment.

2.3 Competitive Advantage

Competitive advantage is one of famous studies in modern strategic theory. Competitive
advantage is a keyword in organizational space as the main method for creating a successful
business. Some scholars have focused on the relationship between competitive advantage and
organization success. However, it is hard to determine and measure competitive advantage
[15]. [16] notice that it is important for managers to use analytics to understand internal and
external environments of the organization. Linking business models to identify competitive
advantage enables managers to identify areas of differentiation to achieve competitive
advantage [16]. A typical measure for analyzing the effectiveness of competitive advantage is
performance.

The creation of competitive advantage consists of inter-relationships within organizations
on technology, innovation, human resources, and overall organizational structure [17]. [18]
defines competitive strategies as the company's efforts to create positive competitive positions
in certain industries. The aim of developing competitive positions is to create profitable long-
term positions through the application of three general strategies (cost, differentiation, and
focus). Developing a competitive position to create competitive advantage is the basis of
several modern seminal theories.

[19] argues organization can be different among other competitors if they have a
competitive advantage as the organization’s distinctive competencies, thus giving them a place
in the marketplace. These differences must relate to some product/service attributes which is
the key buying criteria for the customer. Key buying criteria are variables and criteria that
customers use while making their purchase decisions. The key buying criteria are different



between industries, and between market segments. Competitive advantage is an advantage
gained over competitors by offering customers greater value, either through lower prices or by
providing additional benefits and services that justify similar or possibly higher prices. A
competitive advantage is meaningful if it is related to attributes valued by the market. Some
examples of such attributes are product quality, price and after-sales service. Competitive
advantages can be created through first mover advantage, environmental adaptation, new
ideas, operating efficiency, quality, and customer responsiveness.

The creation of competitiveness excellence consists of inter-relationships within
organizations on technology, innovation, human resources, and overall organizational
structure. [18] defines competitive strategies as organizational efforts to create positive
competitive positions in certain industries. The aim of developing competitive positions is to
create profitable long-term positions through the application of three general strategies (cost,
differentiation, and focus). Developing a competitive position to create competitive advantage
is the basis of several modern seminal theories.

Competitiveness is one of the most important topics in strategic management. [20]
Sustainable competitive advantage as a source of sustained superior performance of
organizations. The advantage of competitiveness itself is the comparison of the relative
performance of an organization among its competitors in the product market [21].

Using a structural approach, [18] suggests an industry analysis framework (five forces)
that explains profit sustainability through the interaction between bargaining power in a
particular industry. While [21] defines an organization that has competitive advantage as an
organization that can produce more economic value than competitors. Economic value is the
difference in perceptions of value seen by customers with actual economic costs for buying
products or services.

In order to have a sustainable competitive advantage, organizations must have resources
that meet the following attributes: valuable, rare, imperfect, and irreplaceable. [20] Resources
include tangible assets, and intangible assets, for example: assets, capabilities, competencies,
organizational processes, attributes, information, and knowledge possessed by the
organization. The four attributes of the resource are suggested by assuming that the resource
market is heterogeneous and does not move to make it a 'durable’ advantage [21].

2.4 Organizational Performance
Although the concept of organizational performance is very common in the academic
literature, to define it is difficult because of it has many meanings. Because of that, there isn’t

a universally accepted definition of organizational performance. Achieving the success of

strategy implementation, according to [22], is when the organization called to have a

successful performance.

Provide a set of definitions the concept of organizational performance:

» Performance has an indicator of a set of financial and nonfinancial within offer
information on the degree of achievement of objectives and results [23], [24].

» Performance is dynamic, requiring judgment and interpretation.

» Performance may be illustrated by using a causal model that describes the future result that
affected by current actions.

» Performance may be understood differently depending on the person who involved in the
assessment of the organizational performance (e.g. performance can be understood
differently from a person within the organization compared to one from outside).

« To define the concept of performance is necessary to know its elements characteristic to
each area of responsibility.



» To report an organization's performance level, it is necessary to be able to quantify the
results.

3. Hypotheses

Agility consists of three main capabilities: (1) Strategic sensitivity includes the focus of the
organization's attention and the level of intensity in which the company perceives and
interprets the reality of market conditions (2) Collective Commitment is how company
management makes quick and brave decisions without limited by organizational politics, (3)
Resource Fluidity is the ability to adjust business systems and relocate resources quickly
according to needs and circumstances. They argue that innovation and constant development
of new capabilities are the only sources of excellence in sustainable competitiveness.
Hypotheses 1: Strategic agility has positive impact on competitive advantage.

It has been established that in the environmental turbulence condition organizations
should have the value chain engage in collective action to reduce the impact of environmental
turbulence [25]. Therefore, firms with a greater level of strategic agility, having greater level
of re-configurability and market acuity. If organization could arise competitive advantage they
would show better achievement of competitive operations capabilities and competitive
financial performance as they will be able to better adapt and more flexible adjust to the fast-
changing environment compared to their competitors. This happens as the strategically agile
firms can reconfigure their resources to fit the requirements of emerging change better
according to the literature off strategic agility dimensions (strategic sensitivity, collective
commitment, and resource fluidity

Dynamic capability of strategic agility will help the firms with strategic option to exploit
the opportunities and aware of the threats as they emerge [26]. The greater the environmental
turbulence the more will be the beneficial effect of strategic agility [27]. The reverse scenario
will emerge if the environmental turbulence is low as there will be no added value in being
strategically agile because the exploitation of existing competencies will lead to better results
[28]. Thus, it appears that environmental turbulence would impact on strategic firm agility on
competitive advantage and financial performance of a firm. Therefore, the proposed
hypothesis is:

Hypotheses 2: Environmental Turbulence has positive impact on strategic Agility.

Competitive advantage has been so popular in strategic studies, but it reveals that though
the subject has received substantial attention, in most empirical studies it is not measured
directly. On the contrary, performance indicators such as profit, productivities, etc are used as
proxies. [29] addresses the differences between a firm's performance, and competitive
advantage. This separation can also hela to have a better understanding of how competitive
advantage relate to performance, and how this relationship enhances performance of the
organization [30].

[31] found that even though there is a lot of literature about the interaction of competitive
advantage and organizational topic but the relationship between competitive advantages and
performance in has been insufficiently explained and much research in strategy literatures tend
toward speculation.

Literature on competitive advantage in many industries in terms of customer-based
dimensions of retention, satisfaction, and growth rather than in financial terms. Accordingly, it
is suspected that developing competitive advantages will help organization to make a better
satisfy customers relative to rivals. Indeed, the dynamic capabilities examined here enable
firms to sense and seize on any opportunities and reconfigure/transform resources to address



market needs. Thus, based on the literature performance will rise as a result of developing
competitive advantages:

Competitive Advantage refers to competition as a result of the obtainable scheme of the
company [32]. Organization that can arise competitive advantage when they can outperform
better than any other rivals. [33] are purposes that the organization have to utilize of the
competition by looking for an opportunities and awareness of threat for the best support
operations to perform exceed the competitors. [34] refers to the value of strategy which helps
the companies succeed in performing businesses and achieve excellence operations and
companies’ improvement. By this result, the following hypothesis is:

Hypotheses 3: Competitive advantage has positive impact on strategic Agility.
The next section outlines the research design and methodology of this research.
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Fig. 1. Structural Model.
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4. Method

The main objective of this study is to empirically investigate the mediating roles of
competitive advantage on the relationship between strategic agility and performance in the
turbulence environment. To analyze the hypotheses above, this research conducted at one of
private bank in Indonesia, using 41 samples from the manager levels. We use questionnaire
consist 48 items with Likert scale indicator from 1 (strongly disagree) to 6 (strongly agree).
The use of scale 1 to 6 is aimed to avoid the tendency of respondents choosing neither agree or
disagree in order to speed up the time of filling questionnaire.

Measurement was taken from previous studies. Strategic agility was measured with 19
indicators that represent strategic sensitivity, collective commitment and resource fluidity
from [35]. Environmental turbulence was measured with ten indicators that represent market
turbulence and technological turbulence, from [36]. Competitive advantage five indicators that
represent from [36]. Unit Performance were measured with eight indicators that represent
productivity, growth, satisfying rate, and reputation from [35].

5. Result

Sample of this study consisted of 15% female and 85% male respondent; with the average
age of the respondent was between below 30 and above 50 in the second place. Majority level
of respondent education was Bachelor, and majority of the number of subordinate in their unit
is up to 10 people. The details demography of the participants is presented on Table 1 below.



Table 1. Demography Data.

Criteria Count Percentage
(%)
Gender
Male 35 85
Female 6 15
Age
<30 14 34
31-40 10 24
41-50 4 10
> 50 13 32
Education
S1 26 63
S2 14 34
S3 1 3
Tenure
0-4 12 29
5-10 13 31
11-20 4 10
> 20 12 30
Number of
Subordinate 1 27
<5 11 27
5-10 19 46
>10

To analyze the research data, various analyses are used. Such as convergent and divergent
validity and coefficient of correlation between variables of the research are examined. Then, to
examine the validity of the question we can use confirmatory analysis. | use PLS to test the
hypotheses.

Table 2 consist of item to show validity and reliability of the research. For Cronbach’s
Alpha has normally value above 0.7 to ensure convergent validity. The values obtained show
the convergent validity CR (strategic agility) = (0910+0871+0.851)° =0.936 of the

(0.910+0.871+0.851)2+(0.171+ 0.241+0.275)2

measurement instrument is acceptable. Composite Reliability coefficients are also above 0.7,
supporting the appropriate fit of the measurement models. For the second-order latent variable
“strategic agility, CR, and AVE are calculated as follows




Convergent validity is tested with AVE variables and it shown in the table, all of
variable’s AVE is above 0.5 After confirming validity and reliability of measures of the
constructs, the reukt of the structural model ae evaluated, which shows how latent variables

are connected to each other.

In the table 3, will show the overall effect of the exogenous constructs is indicated on unit

performance and other latent variables.

Table 2. Validity and Reliability Indicators.

Composite Cronbach's
AVE Reliability R Squared Alpha Shared Value
Strategic Agility 0.504 0.934 0.663 0.924
Strategic Sensitivity 0.513 0.513 0.828 0.766
Collective Commitment 0.512 0.878 0.758 0.836
Resource Fluidity 0.691 0.87 0.724 0.775
Environmental Turbulence] 0.532 0.898 0 0.869
Competitive Advantage 0.581 0.873 0.639 0.82
Unit Performance 0.601 0.922 0.509 0.903

Table 3. Significance Test of Structural Model Results.

Path Path t-values Error Significanc
Coefficient Probability e

Strategic Agility -> Strategic Sensitivity 0.91 26.203 0.000% P<0.01
Strategic Agility -> Collective Commitment 0.871 16.343 0.000% P<0.01
Strategic Agility -> Resource Fluidity 0.851 13.966 0.000% P<0.01
Strategic Agility -> Competitive Advantage 0.799 11.506 0.000% P<0.01
Environmental Turbulence -> Strategic 0.814 12.194 0.000% P<0.01
Agility
Competitive Advantage -> Unit 0.714 8.844 0.000% P<0.01
Performance
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Fig. 2. SEM in the Case Path Coefficient.
Table 3 confirms the relationship between constructs of the model and hypotheses of the

research are supported. As data of table show, all of hypotheses has a relationship with the
level of confidence 90%.
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Fig. 3. Hypotheses Result (T-Value).

6. Discussion and Conclusion

The main purpose of the present research was to analyze the causal role of strategic agility
to competitive advantage in order to enhance unit performance in environmental turbulence
and determine its dimensions. For this purpose, general dimensions of strategic sensitivity,
collective commitment, and resources fluidity were introduced as meta-capabilities of strategic
agility [4].

Finding of the research show that respondents agree on the issue that the capabilities of
strategic sensitivity, collective commitment, and resource fluidity is equivalent to capabilities
in agility at the strategic level. Hence, hypotheses related to dimensions of strategic agility are
supported. In other words, if a bank want to achieve competitive advantage in order to



increase the unit performance, Bank must apply certain capabilities of the three dimensions of
strategic agility that mentioned above.

The three meta-capabilities (strategic sensitivity, collective commitment, and resource
fluidity) were statistically significant predictors of organizational performance. These findings
supported [4] theory that all three meta-capabilities must be applied together to predict
organizational performance.

The results of the study show that the most important dimension to achieve strategic
agility is strategic sensitivity and the next rank belong to collective commitment and strategic
sensitivity, even though all three capabilities must support each other to achieve success, we
cannot choose only one capability, but it must have a combination of the three capabilities. If
strategic sensitivity is not supported by the ability to move resources from a business unit
because the individual motives and the main objectives of the business unit are not aligned,
then strategic agility will have a negative impact [4].
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