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 This study explains the role of institutional performance and new product development (NPD) 
value chain strategies to enhance entrepreneurial competitive advantage. The analysis was based 
on survey data on 125 entrepreneurial households, taken using the multi-stage random sampling 
technique in Central Java and Yogyakarta. The path analysis model is used to explain the role 
and strategy used quantitatively. It was supplemented by a value chain analysis (VCA) model 
based on a supply chain management (MSC) approach in a more classical, linear, complex, and 
descriptive sub-sector analysis. The results show that the NPD factors significantly contribute to 
increasing the entrepreneurial competitive advantage. Furthermore, the NPD value chain 
strategy, apart from benefiting managers, provides employment opportunities and new markets 
to the community holistically. Its chain strategy changes the role and atmosphere of people's 
lives more humane. 
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1. Introduction 

A smart and connected product requires a fundamental design rethink (Porter, 2015). According to Michael E. Porter (2015), 
at the most basic level, new product development (NPD) shifts from mechanical to true interdisciplinary system engineering. 
The new capabilities of this product change every activity in the value chain (Porter, 2015; Abdullah & Senan, 2019). 
However, economic geography in the era of global competition involves paradox (Porter, 2000). Clusters may represent 
new ways of thinking about national, state, and local economies. There is a need for companies, governments, and other 
institutions to enhance competitiveness. Therefore, every organization requires an Augmented Reality strategy (Porter, 
2019). Technology is the best way to produce new products (Prasetyo, 2020a). NPD is the output produced by technological 
advancements. Innovation and institutional performance can be used in managerial decisions for sustainable entrepreneurial 
competitive advantage and quality economic growth (Prasetyo, 2020a, 2020b, 2020c, 2019b). A competitive advantage in 
the global economy is increasingly dependent on local matters, knowledge, relationships, and motivation unmatched by 
global rivals, (Porter, 1998, 1985). The role of entrepreneurship and institutional performance in a region is critical for the 
prosperity of workers and the socio-economic community. Therefore, entrepreneurships should pay attention to the supply 
and value chains, economically and socially, to achieve competitive advantage and shared prosperity. In general, managers 
have the responsibility to ensure workers' welfare throughout the product supply chain, and that marketing meets the 
expected standards. Furthermore, institutional performance and entrepreneurs have a shared duty and responsibility to carry 
out all value chain activities to create an entrepreneurial competitive advantage for society's welfare. This study focuses on 
how the NPD value chain activity strategy can be conducted to improve the entrepreneurial competitive advantage 
continuously. It is based on empirical problems and the basis of strategy theory, which stated that to be successful, 



 754

companies should create special value propositions that fulfill the needs of selected customers (Porter, 2011). NPD is 
considered to have a special value that can be developed from total product growth. 
 

This study academically explains the changing role of supply chains for an entrepreneurial competitive advantage strategy. 
Its novelty and originality focus on the sub-strategy of creating value chains through managerial decisions, which is 
integrated with the institutional economic performance of local communities. The study's general purpose is to determine 
how the connected NPD intelligence changes the way managers work. It assesses how related institutional performance 
should be integrated to have the best strategy and collaboration. Furthermore, the value chain analysis model aims to achieve 
entrepreneurial competitive advantage in a region. This work provides a unique insight into the value creation in NPD, 
especially in the local entrepreneurship sector. It focuses on new ways of thinking about growth and competitiveness from 
small companies and networks in some regions (Asheim, 2018; Di Maria, 2019).  
 

2. Literature Review 
 

The basic concepts of the value chain and competitive advantage were first introduced by (Porter, 1985). The value chain 
analysis (VCA) explains the activity of a product's movement from the initial to the final production process to the consumer 
with many central values and supporters (Porter, 1985). Value chains are potential sources of product or service 
differentiation offered by organizations, and can be used to formulate the best and effective strategies from various testing 
interactions between entrepreneurs to gain competitive advantage (Ensign, 2001; Grigorescu, 2015; Zamora, 2016). The 
VCA model explains the globalization of the production paradigm (Ridley, 2009). Developing countries need to integrate 
SMEs into the Global Value Chain (GVC) and acknowledge the importance of governance in assessing industry 
performance from a value chain perspective (Gereffi, 2016, 2013; Zhang, 2014). This move can be referred to as a global 
commodity chain, global production network, or international supply chain (Gereffi, 2016, 2013).  

The value chain provides an excellent framework for assessing opportunities for the poor in the livestock market 
(McDermott, 2010).  The value chain is holistically useful in examining the potential market opportunities for small farmers 
and highlighting various technical, economic, and institutional constraints needed to be addressed by public policy 
(McDermott, 2010).  According to OECD (2013), the value chain is a series of company activities involved in bringing 
products to the market from conception to end-use, including design, production, marketing, logistics, and distribution. 
Various companies use this VCA approach to understand segments, distribution channels, price points, product 
differentiation, sales propositions, and value chain configurations with the most significant competitive advantage (IMA, 
1996). Entrepreneurships conduct VCA by examining each step of production needed to make products superior. The aim 
is to optimize all activities that lead to competitive advantage and high-profit levels. Companies need to recognize their 
position in the value chain and opportunities to create value in a more competitive environment (Simatupang, 2017). In the 
current market, supply chains compete with the value chain for competitive advantage. Therefore, it is vital to include 
competitive strategies in the company's value chain (Vijayan, 2016). This transcends product differentiation into operational 
differentiation and strategies (Porter, 2019; Vijayan, 2016; Doan, 2020).  The NPD value chain strategy is chosen to fulfill 
customer needs since it improves employees’ welfare. This is achieved through shared value activities created between 
entrepreneurial managers and related institutional performance. 

According to strategy theory, companies should create special value propositions that fulfill the needs of selected customers 
to be successful (Porter, 2011).  According to Michael E. Porter (2011), a company gains competitive advantage by 
configuring a series of activities to create, produce, sell, deliver, and support its products or services. Furthermore, (Porter, 
2011), established that for decades, entrepreneurs have studied positioning and the best way to design activities and their 
integration. However, opportunities to fulfill basic community needs have been ignored. The community impacts and 
weaknesses affecting the value chain have also been misunderstood (Porter, 2011). Business model innovation is a source 
of sustainable competitive advantage (Bashir, 2017). The VCA model can be adapted to include additional perspectives that 
combine shared values and look beyond internal value chain stakeholders with collaboration for sustainable competitive 
advantage (Porter, 2011).  The basic concepts of the value chain and competitive advantage theory is well established and 
can be used as a theoretical basis in this study. Meanwhile, the relationship between economic institutions and social 
progress still depends on the aspect of social progress being analyzed (Porter, 2019). Neoclassical institutional economics 
explains how and why individuals obtain social characteristics without the help of social relations or structures (Agboola, 
2015; Madra, 2017; Steinhauser, 2014). However, the theory has a different concept in the market, institutional failure, 
transaction costs, information asymmetry, diversity of motivations, cognitive limitations, strategic behavior, and evolution 
(Madra, 2017). Economists have tried to change concepts and methodologies to complement and improve this theory 
(Madra, 2017; Madra, 2017; Prasetyo, 2020b). They are attracted to the fate of neoclassical traditions and continue to look 
for the leading causes of fundamental differences, through the role of institutional performance in NIE. This is essential for 
better economic development between states, regions, or locales in the world (Bashir, 2017; Madra, 2017; Prasetyo, 2020c). 
Furthermore, some economists claim that institutions play a critical role in economic development (Bider, 2018). 

Human capital and social resource factors are keys to creating institutional performance and developing new products, 
which subsequently encourage economic growth and entrepreneurial business competitiveness (Prasetyo, 2020c, 2019c). 
To strengthen competitive advantage, four pillars of capacity are needed, including human capital, social capital, 
institutions, and entrepreneurship, (Prasetyo, 2020b, 2019b). Productivity is the key to entrepreneurial competitiveness and 
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economic growth (Prasetyo, 2020d, 2020f, 2019a). However, in the era of globalization and during the Covid-19 pandemic, 
research on social entrepreneurship and the creation of social value chains has become increasingly important. There is a 
need to investigate strategies for enhancing the real role of social entrepreneurship to achieve a greater economic 
contribution and prosperity (Kassim, 2020; Prasetyo, 2020e; Ali & Haseeb, 2019). The initial insight and opportunities for 
evaluating and validating social value chains through research design and other study settings are critical (Kasim, 2020).   
 
3. Research Method 

3.1.  Design and data source 

This research was developed on both qualitative and quantitative descriptive models based on the VCA method and path 
analysis. It also used a multi-stage random sampling method for entrepreneurial households. The sample data sources 
included 125 entrepreneurial households covering various types of handicrafts, bamboo, batik, embroidery, shuttlecock, 
doormat, water hyacinth, food, hair, and startup businesses. This technique is quite expensive and complex because it 
includes special sampling clusters. However, since this research is demanding, the benefits of the technique remain 
enormous. Specifically, this study explains the changing role of supply chains in value chain strategies to gain an 
entrepreneurial competitive advantage. The novelty and urgency of this analysis method are more focused on describing 
the creation of value chains in the supply chain through managerial decisions that integrated and collaborated with the role 
of related institutional performance. Furthermore, the VCA model aims to obtain higher profits through efficient use of 
resources and achieving entrepreneurial competitive advantage. The originality of the research method provides a unique 
insight into the creation of the NPD value chain, particularly in the local entrepreneurial business sub-sector. In general, the 
VCA method can be both qualitative and quantitative. There are no strict rules about how this should be carried out (Hellin, 
2006; Zamora, 2016). A qualitative approach is used before a quantitative inquiry. In this study, the VCA dimension is 
based on the supply chain management (MSC) approach in a more complex and qualitative descriptive sub-sector. This 
method was used during data survey activities in a strict, thorough, and careful manner through observations, semi-
structured interviews, and focus group discussions (FGD). The questionnaire was tested and found to be valid. Hence, there 
is a need to build an understanding of the structure of path analysis more quantitatively. The purpose of value chain 
management is to add value by segmenting markets from a variety of different NPDs, designed to increase the profitability 
and competitive advantage of entrepreneurship based on local wisdom. 

In this study, a quantitative aspect of VCA was integrated into the path analysis when the data survey and observation were 
conducted; therefore, the technique cannot be scientifically used again. Methodologically, the dimension of this work is 
more descriptive qualitative. Path analysis explains various factors that influence entrepreneurial competitive advantage 
both in a pathway strategy, directly and indirectly, as well as the total influence.  

 
3.2. Empirical analysis model 

The primary analysis model used in this study is path analysis, along with the VCA method. The approach explains the 
strategic path of institutional performance on the NPD value chain to improve entrepreneurial competitive advantage. The 
basic framework for this path analysis method uses three main resource factors, including human capital (X1), social capital 
(X2), and NPD (X3). These factors affect product growth (Y1) generated by entrepreneurship. Furthermore, the contribution 
of institutional performance (Y2) in the local area emerged and collaborated with managers to improve entrepreneurial 
competitive advantage (Z). Before describing the path analysis diagram model, its structural basic model equations need to 
be developed first. The model is made based on the standard linear regression equation of ordinary least squares (OLS), as 
shown below.  
 𝑌ଵ =   ଵ.𝑋ଵ + ଵ.𝑋ଶ + ଵ.𝑋ଷ +  ԑଵ (1) 𝑌ଶ =   ଶ.𝑋ଵ +  ଶ.𝑋ଶ + ଶ.𝑋ଷ +  ଶ.𝑌ଵ +  ԑଶ (2) 𝑌ଶ =    .𝑋ଵ +  .𝑋ଶ + .𝑋ଷ +   .𝑌ଵ +  .𝑌ଶ + ԑଷ (3) 
 
The description of a path analysis strategy is shown in Fig. 1. 
 

 
4. Results and Discussion 

The path analysis results have been used as reference material for discussion include standardized coefficients beta values, 
as shown in Table 1. In model-1, the positive and significant role of the human capital (HC) resource factor provides the 
first largest contribution to entrepreneurial product growth (PG). The results are in line with previous research, which stated 
that human capital is the main determinant in local economic development (Azmi et al., 2018). This means that the existence 
and success of regional entrepreneurial businesses are still dependent on human capital resources. Furthermore, the NPD 
resource factor has the second-largest contribution to product growth. However, the existence of the NPD factor makes it 
unique. Although its existence is, on average, less than 50% of the total products produced, the growth value of this new 
product tends to be more progressive with the most significant increase. 
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Fig. 1. Method of path analysis model with correlations in multiple path recursive form 

 

In most studies with the VCA model, progressive growth provides a primary positive signal to entrepreneurial managers 
and related institutional performance in the local area to segment the product market separately. Consequently, related 
institutions in the region carry out effective policy interventions and collaborate with entrepreneurial managers to identify 
the new product. The aim is to increase the competitiveness of entrepreneurial businesses and their regions. This is because 
the progress and competitiveness of the regions depend on the capacity of the entrepreneurial industry. Furthermore, the 
effects of institutional policy interventions have a positive socio-economic impact on the local community. Critical notes 
and quantitative empirical evidence from the research on the surrounding community can be compared to the contribution 
value of social capital resources increasing from model-1, 2, and 3. This assertion is in line with previous research, which 
stated that the value chain provides job and market opportunities holistically for the poor, and small scale farmers. Model-
2 shows that positive and significant NPD resource factor has the first and largest contribution on institutional performance 
with 41.0%. These results provide tangible evidence of the NPD value chain strategy adopted by entrepreneurial managers 
with institutional performance. The NPD has increased the value of social and economic life in the local community. It has 
also improved profits and has encouraged entrepreneurs to continue running their businesses. Furthermore, a combination 
of these two benefits can be pursued to achieve an entrepreneurial competitive advantage. The results also show there is a 
causal relationship between institutional performance and NPD in increasing entrepreneurial competitiveness. 

Table 1 
The multiple linear regression analysis results of the path analysis model in the form of OLS 

Model Unstandardized Standardized t-stc. Sig. B Std. Error Beta 

1 

(Constant) -.027 .030  -.922 .358 
Human Capital (HC) .501 .062 .485 8.040 .000 
Social Capital (SC) .193 .068 .171 2.820 .006 
New Product Development (NPD) .342 .060 .349 5.661 .000 

Product Growth = 0.485(HC) + 0.171(SC) + 0.349(NPD) + Ԑ1  &   R2
 = 0.846 ; Dw = 2.176 

2 

(Constant) .143 .019  7.320 .000 
Human Capital (HC) .286 .051 .353 5.659 .000 
Social Capital (SC) .290 .046 .326 6.254 .000 
New Product Development (NPD) .315 .044 .410 7.085 .000 
Product Growth (PG) .039 .060 .050 .648 .518 

IP = 0.353(HC) + 0.326(SC) + 0.410(NPD) + 0.050(PG)  + Ԑ2. & R2 = 0.897 ; Dw = 2.110 

3 
 

(Constant) -.107 .029  -3.706 .000 
Human Capital (HC) .152 .070 .152 2.164 .032 
Sosial Capital (SC) .173 .066 .158 2.636 .010 
New Product Development (NPD) .286 .065 .302 4.378 .000 
Product Growth (PG) .172 .073 .178 2.343 .021 
Institutional Performance (PI) .309 .113 .250 2.741 .007 

ECA = 0.152(HC) + 0.158(SC) + 0.302(NPD) + 0.178(PG) + 0.250(PI) + Ԑ3.  & R2 = 0.898 ; Dw = 1.726 
Source: Primary survey data.  
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The NPD value chain strategy increases the role of the social capital resource factor, which initially contributed only 17.1% 
to 32.6%. This leads to an increase in business profits. The comparison between models-2 and -3 with model-1 shows that 
the NPD contribution is the most dominant effort for achieving entrepreneurial competitive advantage. Since NPD factors 
in models-2 and 3 had the first and largest contribution of 41% and 30.2%, respectively, the value chain strategy increases 
the profits and the entrepreneurial competitive advantage. However, product growth factors do not play significant roles in 
the institutional performance, though they have a positive effect on the entrepreneurial competitive advantage. The existing 
entrepreneurial business products are often imitated by rivals, making them less attractive and cheaper. The value chain 
strategy is focused only on NPD market segmentation. Although product growth has a positive role, its contribution is 
reduced and insignificant. When the product market situation is quiet, entrepreneurial managers often carry out a survival 
strategy with the system of “tuna satak bathi sanak”(Prasetyo, 2019d; Ngabalin, 2020). This is an appropriate aspect of 
local wisdom cultures in several research location areas. The survival culture supports the NPD value chain strategy 
developed when the business is facing many problems. 

 

 
Fig. 2. The results of the path analysis model with the correlation of multiple path recursive forms 

 

Table 1 in model 3 shows the positive and significant contribution of each resource factor towards the achievement of 
entrepreneurial competitive advantage in sequence from the largest as NPD, institutional performance, product growth, 
social capital, and human capital. The results of model-3 show that NPD has the first and the largest contribution to 
entrepreneurial competitiveness. However, the role of human capital resource factors is the smallest. The study shows that 
the NPD value chain strategy provides a change in the new role of resource use. Social capital is increasingly replacing the 
human capital factor. Therefore, there is a shared social responsibility from the integration and collaboration of supply and 
value chains between local entrepreneurial managers and related institutional performance. This is meant to improve the 
welfare of workers and the social community in their regions. Therefore, the NPD value chain changes the role and 
atmosphere of community life in the local area to be more humane.  

In Fig. 2, the greatest correlation value between NPD and social capital is 54.1%. This shows a strong, positive, and 
significant correlation between NPD and social capital resource factors. Likewise, there is a significant and positive 
relationship between NPD and human capital in supporting entrepreneurial competitive advantage. This shows that NPD is 
a smart product and connected throughout the value chain. However, it is still quite complex, hence there is a need for a 
new and compatible supporting technology infrastructure. 

Table 2   
Description of direct, indirect and total influence on entrepreneurial competitiveness  

Variable Direct 
Influence 

Indirect Influence Sub Total Total 
Influence HC SC NPD PG IP 

HC 0.023  0.012 0.025 0.013 0.013 0.063 0.086 
SC 0.025 0.012  0.026 0.005 0.013 0.044 0.069 

NPD 0.091 0.025 0.026  0.019 0.031 0.076 0.167 
PG 0.032 0.013 0.005 0.019  0.002 0.039 0.071 
IP 0.063 0.013 0.013 0.031 0.002  0.059 0.122 

Total 0.234  0.281 0.515 
Source: Primary data processed 
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Table 2 shows that the NPD and institutional performance factors have a greater direct contribution to the achievement of 
the entrepreneurial competitive advantage. The magnitude of the first total influence is obtained from the NPD factor, which 
is 16.7% of the model's total effect by 51.5%. The best value chain strategy can be formulated based on total influence 
value. Therefore, the best strategy should be initiated to manage NPD as a smart new product before other strategies. 

The NPD value chain strategy has a role shifting effect. The increasing contribution of social capital factors has an impact 
on the diminishing role of the human capital resource. Empirically, this phenomenon is characterized by increasing 
opportunities for joint work and new markets in society. However, the human capital factor's total role is still the primary 
determinant, along with NPD and institutional performance in the model. There is a shift in function and role from direct to 
indirect influence without changing the structure and reducing the role of total influences from the human capital factor. 
Based on the new institutional economic theory (NIE), the institutional intervention policy carried out through the NPD 
value chain strategy model is effective.  

 
5. Conclusions and Recommendations 
 
The presence of intelligent new products that develop progressively challenge managers and related institutions to redesign 
and create the best strategy to remain effective. The role of value chains with a competitive advantage is well established. 
However, there is a need for new institutions, and various effective, efficient, and intelligent strategic alternatives for policy 
interventions. This is because the doctrine of neoclassical institutional economics is still considered inappropriate in 
conducting intervention for efficient social characteristics without changing existing social relations and structures. The use 
of NPD value chain strategy models makes new institutional theoretical contributions as a choice of progressive policy 
interventions. This is achieved by carrying out the NPD value chain strategy and identifying different market segments. 
These policy choices increase profits for managers and the community without changing the structure of resources that 
harms the role of existing human capital factors. Furthermore, the value chain strategy model provides new work 
opportunities for social communities in a holistic and humanistic manner.  
 
It mutually supports efforts to achieve entrepreneurial competitiveness. Through NPD value chain strategy activities, 
entrepreneurial managers can still get additional benefits and better comfort. Therefore, the institutional intervention policy 
by carrying out NPD value chain strategy activities is the best and effective choice. The VCA research model is limited and 
tends to be qualitative, traditional, and linear, which is a major weakness in this study. Additionally, the study focuses more 
on forward linkages than backward linkages, specifically on the value chain rather than the supply chain. This means that 
even though the NPD value chain strategic model can be declared effective, it is scientifically inefficient. This research 
model still provides many new benefits and advantages for managers to improve their business competitiveness. To 
overcome this weakness, broader and more comprehensive research needs to be carried out with new approaches such as 
Value Grid. This enables managers to move beyond traditional linear thinking and map new opportunities and threats (Pil 
& Holweg, 2006; Basheer et al., 2019). 
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