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Abstract  

Small and Medium Enterprises (SMEs) are the main drivers of the economy in developing countries, one of which 

is Indonesia. Several SMEs still need to be developed in Indonesia, especially for the 3T region (lagging, leading, 

and outermost). Sumbawa is one of these areas. The majority of SMEs in the Sumbawa area are weaving SMEs. 

Weaving SMEs in this region still have problems in terms of SME competitiveness, innovation, and SME 

creativity. Therefore, they have not been able to compete with SMEs outside the 3T area. Thus, the importance of 

competitive strategy and knowledge management can encourage the management of information into knowledge 

that can be used for strategic decision-making, especially the competitive strategy of SMEs. This study will 

examine the application of knowledge management to SMEs in Sumbawa and whether the applied knowledge 

management can encourage the creation of a competitive strategy for Sumbawa SMEs. The research was 

conducted by census/saturated sampling to produce accurate results. The results show that the application of 

knowledge management in Sumbawa SMEs is proven to influence SMEs' competitive strategy. The study also 

contributes to new research on the role of organizational design that can affect knowledge management's influence 

on competitive strategy. 

 

Keywords: Knowledge Management, Competitive Strategy, Cost Leadership Strategy, Differentiation Strategy, 

Organizational Design, Weaving SMEs, Sumbawa Regency 
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1. Introduction 

 

1.1. Background 

 

Empirical evidence shows that regions or countries that are successful in the socio-economic field are supported 

by developing innovation systems. The national innovation system is defined as a systems approach, which 

understands the construction from the objects, as well as examines issues and their innovation policy. The national 

innovation system can't stand alone, which in practice is like a cube with three different sides but mutually supports 

the structural innovation system and the regional innovation system. 

 

Small and Medium Enterprises (SMEs) are the main drivers of the economy in Indonesia, which contribute 61.7% 

of GDP and are able to absorb labor up to 97% of the total national workforce. However, access to financial 

institutions is still very limited, at only 27%. In 2020, the number of SMEs in Indonesia reached 34 million, of 

which 98.9% are micro-enterprises. Along with the high growth of cooperatives and SMEs, it is hoped that it will 

have a positive impact on decreasing unemployment and poverty in Indonesia (Probosari et al., 2022). 

 

The trend of SME development also occurs in West Nusa Tenggara Regency. In 2020, there were 48,091 SME 

units spread across 10 regencies/cities; one of the areas with the fairly rapid development of SMEs is Sumbawa 

Regency, with a total of 1009 SME units (Probosari et al., 2022).  

 

One of the SMEs that developed in Sumbawa Regency and became one of the superior regional products is 

Sumbawa Weaving. However, the development of weaving SMEs tends to be stagnant due to various problems, 

such as the declining interest of the younger generation to become weaving entrepreneurs, the scarcity of raw 

materials for weaving SMEs, and the competitiveness of weaving products from other regions which are better in 

terms of the selling price, innovation, and creativity in motifs and product quality. 

 

The research conducted by Ngah & Wong (2020) about the relationship between the dimensions of knowledge 

management on cost leadership and differentiation strategies has been carried out, and empirical results show that 

knowledge management has a positive effect on competitive strategies, both for cost leadership strategy and 

differentiation strategy. Likewise, a lot of research on organizational design. In this study, the researcher tries to 

link the articles by making the organizational design moderating the role of knowledge management on the 

improvement of cost leadership and differentiation strategies that focus on Sumbawa weaving SMEs. 

 

Therefore, the research objective and theoretical implication of this study are to find out the positive influence of 

knowledge management on cost leadership and differentiation strategies in Sumbawa weaving SMEs and the 

influence of organizational design as moderating the role of knowledge management on the improvement of cost 

leadership and differentiation strategies in Sumbawa weaving SMEs.  

 

1.2. Importance of the Problem 

 

The researcher chose this topic because the topic can provide new insight into the positive influence of knowledge 

management on cost leadership and differentiation strategies in Sumbawa weaving SMEs. So that later it is hoped 

that the researcher can provide recommendations for selecting the right competitive strategy (cost leadership 

strategy or differentiation strategy) for Sumbawa weaving SMEs that have various problems, such as the declining 

interest of the younger generation to become weaving entrepreneurs, the scarcity of raw materials for weaving 

SMEs, and the competitiveness of weaving products from other regions which are better in terms of the selling 

price, innovation, and creativity in motifs and product quality. It is also important for the researcher to be able to 

analyze the influence of organizational design as moderating the role of knowledge management on the 

improvement of cost leadership and differentiation strategies in Sumbawa weaving SMEs so that the level of 

accuracy in this study becomes better. 

 

1.3. Research Questions 
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Based on the problems above, the research questions of this study are as follows: 

1. What knowledge management has a positive role in cost leadership and differentiation strategies in 

Sumbawa weaving SMEs? 

2. How is organizational design moderate the role of knowledge management in improving cost leadership 

and differentiation strategies in Sumbawa weaving SMEs? 

  

1.4. Research Objectives 

 

Based on the research questions above, the research objectives of this study are as follows: 

1. To find out the relationship between knowledge management has a positive role on cost leadership and 

differentiation strategies in Sumbawa weaving SMEs. 

2. To find out the relationship between organizational design moderates the role of knowledge management 

in improving cost leadership and differentiation strategies in Sumbawa weaving SMEs.  

 

1.5. Research Limitations 

 

In order to answer the research objectives above, the researcher makes sure to make the research limitation. The 

research limitation in this study focuses on data collection obtained from the top-level management (C-level) in 

48 (all) weaving SMEs in Sumbawa Regency. C-level here is Founder of SMEs. 

 

2. Literature Review 

 

2.1. Knowledge Management 

 

Knowledge management has gone through many phases and iterations across disciplines, so giving rise to many 

interpretations. Knowledge management is defined as a systematic approach or strategy to find, understand, and 

use knowledge to create value that can increase the efficiency and productivity of internal resources (Gholami et 

al., 2013). Although there are many interpretations of knowledge management, it is agreed that knowledge is the 

core of knowledge management. 

 

2.2. Competitive Strategy 

 

There are 3 generic competitive strategies as proposed by Porter (1985), namely cost leadership strategy, 

differentiation strategy, and focus strategy. The three strategies are pursuing competitive advantage in various 

segments (Gibcus & Kemp, 2003). Rao & Holt (2005) suggest that the competitiveness of SMEs can be measured 

only after the adoption of better knowledge management practices. For this study, only two strategies were chosen, 

namely, cost leadership strategy and differentiation strategy, usually done by SMEs. 

 

2.3. Cost Leadership Strategy 

 

In a cost leadership strategy, organizations will seek efficiency by focusing on cost minimization (Kaya, 2015). 

The main focus of the cost leadership strategy is to lower costs against competitors without compromising on 

quality, service, and other related areas (Merono et al., 2004). 

 

2.4. Differentiation Strategy 

 

In the differentiation strategy, the organization focuses on superior quality and reputation (Varadarajan, 1998). 

Positioning using a differentiation strategy can help organizations to be unique and different from competitors. 

This unique is compensated with a premium price. 

 

2.5. Relationship between Knowledge Management and Competitive Strategy 
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Knowledge management can be used as a business strategy (Scurtu and Neam'u, 2015; Halawi et al., 2006). The 

available knowledge is quite important to develop and maintain a strong competitive position for the organization 

(Rahimli, 2012). The challenge for SMEs is to be able to capture knowledge and utilize it throughout the 

organization (Alawneh et al., 2009). 

 

2.6. Organizational Design 

 

Based on the literature study, it is assumed that aligning the company's organizational design and knowledge 

management will increase the company's overall profitability (Evanschitzky et al., 2011; Johansson & Olhager, 

2004). 

 

This study tries to link two main articles, and one book: (1) Linking knowledge management to competitive 

strategies of knowledge-based SMEs (Ngah & Wong, 2020), (2) The environment-strategy-structure fit and 

performance of SMEsal serviced SMEs (Ambroise & Prim-Allaz, Teyssier, & Peillon, 2018), and Sumbawa 

weaving SMEs development strategy (Probosari et al., 2022). This study entitled "Relationship between 

Knowledge Management with Cost Leadership and Differentiation Strategies: The Moderating Role of 

Organizational Design" focuses on Sumbawa Weaving SMEs as the object of research.  

 

2.7. Conceptual Framework and Hypotheses 

 

In conducting this research, it is necessary to have a conceptual framework that aims to provide a conceptual 

description of the research hypotheses. The conceptual framework is shown in Figure 1. below. 

 

 

       H1 

 

 

H3 

H2 

H4 

 

  

 

 

Figure 1: Conceptual Framework 

Source: (Researcher, 2022) 

 

From the conceptual framework above, there are 4 hypotheses of this study: 

H1 : positive relationship of knowledge management with cost leadership strategy in Sumbawa weaving 

SMEs. 

H2 : positive relationship of knowledge management with differentiation strategy in Sumbawa weaving 

SMEs. 

H3 : the relationship of organizational design moderates the role of knowledge management in improving 

cost leadership strategy in Sumbawa weaving SMEs. 

H4 : the relationship of organizational design moderates the role of knowledge management in improving 

differentiation strategy in Sumbawa weaving SMEs. 

 

3. Method 

 

3.1. Research Stages 

 

In conducting this research, it is necessary to have a research stage that aims to ensure that all the procedures 

carried out run in their entirety. The research stage includes problem identification, problem formulation and 

Knowledge Management (X) 
 

Cost Leadership Strategy (Y1) 

Organizational Design (M) 
 

Differentiation Strategy (Y2) 
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objectives, hypotheses, theoretical review, population and sample determination, data collection, data analysis, 

results, and conclusions (Sugiyono, 2017). 

 

3.2. Participant Characteristics 

 

The researcher obtained data from primary data and secondary data. Primary data were obtained from participants 

who are 48 SMEs with focused characteristics in Sumbawa weaving SMEs. Meanwhile, secondary data was 

obtained from the literature study. 

3.3. Sampling Procedures 

 

3.3.1. Population and Sample 

 

The population in this study is 48 (all) weaving SMEs in Sumbawa Regency, and the sample of this study is 48 

(all) weaving SMEs in Sumbawa Regency. This study uses the independent variable: Knowledge Management 

(X), the dependent variable: Cost Leadership Strategy (Y1) and Differentiation Strategy (Y2), and the moderating 

variable: Organizational Design (M). This research was conducted for half a year, from February to August 2022. 

 

3.3.2. Measurement 

 

1) Collecting Data Method 

According to Silalahi (2017), data collection is a process of obtaining data using certain methods from 

the subject or respondent. The data collection techniques used in this study used questionnaires and a 

literature study. Questionnaire data in this study was obtained from the distribution of questionnaires 

conducted on 48 weaving SMEs in Sumbawa Regency. Meanwhile, the literature study in this study 

uses basic theories obtained from books, national and international articles, previous research, and 

internal data from 48 weaving SMEs in Sumbawa Regency. 

2) Data Analysis Method 

With a positivism perspective, this study uses the Structural Equation Model-Partial Least Squares 

(SEM-PLS) data analysis technique to test the hypothesis developed to examine the relationship 

between Knowledge Management with Cost Leadership and Differentiation Strategies in Sumbawa 

weaving SMEs with the moderating role of Organizational Design. 

According to Abdillah & Jogiyanto (2015), there are two stages to analyzing PLS data, namely the 

measurement model (outer model) and the structural model (inner model). The outer model describes 

the relationship between indicators and latent variables. This model is used to test the validity and 

reliability of the instrument. Meanwhile, the inner model aims to determine the causality relationship 

between latent variables, which is built based on the theory. 

3) Measurement Scale 

The measurement scale used in this study is the Likert scale. According to Sugiyono (2018), the Likert 

scale is used to measure the attitude, opinion, and perception of an individual or organization regarding 

social phenomena. In this study, the social phenomenon in question is the entire research variable. By 

using the Likert scale, the variables in the study will measure to become indicators. Then the indicators 

are used as a benchmark for compiling instrument items and statements. 

4) Validity and Reliability Test 

In testing the validity of the instrument, the researcher used 48 weaving SMEs in Sumbawa Regency 

as respondents. Likewise, in testing the reliability of the instrument, the researcher used 48 weaving 

SMEs in Sumbawa Regency as respondents. 

 

3.3.3. Research Design 

 

This research is research that uses quantitative methods. The quantitative method, according to Sugiyono (2018), 

is a research method based on the philosophy of positivism, where this method is used to conduct research on 

certain populations or samples with the aim of getting an overview and testing predetermined hypotheses. 
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This study uses a causal approach. According to Sugiyono (2017), quantitative research in looking at the 

relationship of variables to the object under study is more causal with the aim of describing the cause of a problem, 

whether carried out through experiments or non-experiments, by paying attention to the independent variable and 

dependent variable. Based on the time dimension, this research is classified as a cross-sectional study. According 

to Indrawati (2015), cross-sectional research is data collection carried out in one period, then the data is processed, 

analyzed, and then a conclusion can be drawn. 

 

4. Results 

 

Based on data collected from 48 Sumbawa SMEs, it was found that the majority of respondents were female, over 

30 years old, Muslim, and had a high school education level. Data were collected using research instruments. The 

results of the research instrument test can be seen in table 1 Results of Instrument Validity Test and table 2 Results 

of Instrument Reliability. Based on table 1 of the results of the instrument validity test, it can be seen that all the 

question items in the research questionnaire have a significance value of p-value <0.05. So, it can be said that all 

the question items in the research questionnaire are valid Furthermore, the research instrument was also assessed 

for its reliability. The results of the reliability test of this research instrument can be seen in table 2 of the results 

of the reliability of the instrument. The results of the instrument reliability test show the value of Composite 

reliability and Cronbach's alpha score above 0.7, so it can be concluded that all question items that measure 

research constructs are reliable and consistent in measuring research constructs and have good reliability. 

 

Table 1: Instrument Validity Test Results 

      

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Source: (Researcher, 2022) 
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Table 2: Instrument Reliability Test Results 

 

 

 

 

 

Source: (Researcher, 2022) 

 

Furthermore, the researchers also tested the goodness of fit on the research model. The results of the goodness of 

fit test of the study resulted in the following scores: 

 

Table 3: Research Fit Model 

Indicator Indicator Value Indicator P Value Conclusion 

APC 0.963 P<0.001 Received 

ARS 0.928 P<0.001 Received 

AVIF 1.000  Ideal 

Source: (Researcher, 2022) 

 

Based on table 3 above, it can be seen that the P APC and PARS values have a P value 0.05 and an AVIF value of 

5. Thus, it can be said that the model used in this study has good goodness of fit. 

 

Table 4: Results of Model Regression 

 R2 Beta Significance 

Knowledge Management -> Cost Leadership  0.807 0.898 0.000 

Knowledge Management -> Differentiation 0.567 0.753 0.000 

Source: (Researcher, 2022) 

 

Based on table 4 above, we get R2, beta coefficient, and their respective significance, 0.807, 0.898, and 0.000, for 

the effect of knowledge management on cost leadership. This means that knowledge management has a significant 

effect on cost leadership and has a positive influence on cost leadership. This is because the significance value of 

the influence of knowledge management on cost leadership is <0.05 and has a positive beta of 0.898. Furthermore, 

testing the effect of knowledge management on differentiation also produces a positive beta coefficient value and 

a significance value of <0.05. Thus, it is also proven that knowledge management has a significant effect on 

differentiation and has a positive influence. Then, based on the data, it can also be concluded that the influence of 

knowledge management is greater on the cost leadership strategy than differentiation. This is because the resulting 

R2 value is higher for the cost leadership strategy compared to the differentiation strategy. 

 

Table 5: Moderation Test Results 

 P Value 

Int_1 Knowledge Management x Organizational Design (Outcome Cost Leadership 

Variable) 
0.000 

Int_1 Knowledge Management x Organizational Design (Outcome Differentiation 

Variable) 
0.000 

Source: (Researcher, 2022) 

 

Based on the table above, the p-value for the effect of moderation shows the p-value < 0.05. Thus, it can be said 

that organizational design moderates the relationship between knowledge management and cost leadership 

strategy, as well as for organizational design also moderates the relationship between knowledge management and 

differentiation strategy. The moderating effect of organizational design on the relationship between knowledge 

management and cost leadership has a negative effect; namely, when an organizational design is low, the 

relationship between knowledge management and cost leadership will be higher. Conversely, when the 

organizational design is high, the relationship between knowledge management and cost leadership will not be as 

large as when the organizational design is low. This can be seen in Figure 2 below. 
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Figure 2. Organizational Design Moderation Chart on the relationship between Knowledge Management and 

Cost Leadership Strategy 

Source: (Researcher, 2022) 

 

Furthermore, the moderating effect of organizational design on the relationship between knowledge management 

and differentiation is also negative. This can be seen in Figure 3 below. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Figure 3: Organizational Design Moderation Chart on the relationship between Knowledge Management and 

Differentiation Strategy 

Source: (Researcher, 2022) 

 

5. Discussion and Conclusion 

 

This study aims to determine the positive influence of knowledge management on cost leadership strategies and 

differentiation strategies in Sumbawa weaving SMEs and the influence of organizational design as a moderating 

role of knowledge management on increasing cost leadership strategies and differentiation strategies in Sumbawa 

weaving SMEs. 
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From the statistical data obtained, this study provides several findings that, first, knowledge management is able 

to have a positive effect on cost leadership strategies in Sumbawa weaving SMEs. This is because if knowledge 

management of SMEs in the Sumbawa weaving SMEs is managed properly, it will provide information and 

knowledge that can be used to determine cost leadership strategies for weaving SMEs in Sumbawa. 

 

Second, the research also produces findings that knowledge management has a positive effect on differentiation. 

This is because, if knowledge management is implemented properly by SMEs in the weaving SMEs in Sumbawa, 

it will be able to provide useful information and knowledge in making strategic decisions in the form of 

differentiation, both in products and in other innovations. 

 

Third, this study resulted in the finding that organizational design is able to influence the relationship between 

knowledge management and cost leadership. This is because the organizational design has implications for the 

process of adopting knowledge management in SMEs. Thus, if SMEs adopt better knowledge management, the 

process of determining the cost leadership strategy for SMEs will be more precise. The findings also found that 

the influence of organizational design on the relationship between knowledge management and cost leadership has 

a negative effect. This is because if the organizational design applied to SMEs is simpler, then the process of 

obtaining information will be faster and easier, so that information management for strategic decision-making in 

the form of cost leadership will be faster. 

 

Fourth, this study produces findings that organizational design is able to influence the relationship between 

knowledge management and differentiation. This is because the organizational design has implications for the 

process of adopting knowledge management in SMEs. Thus, if SMEs adopt better knowledge management, the 

process of determining differentiation strategies in SMEs will be more appropriate. The findings also found that 

the influence of organizational design on the relationship between knowledge management and differentiation has 

a negative effect. This is because if the organizational design applied to SMEs is simpler, the process of obtaining 

information will be faster and easier, so information management for strategic decision-making in the form of 

differentiation will be faster. 

 

Fifth, the results also show that the biggest influence of knowledge management is on the cost leadership strategy. 

This is because knowledge management is widely used by Sumbawa SMEs in terms of finding information about 

the prices of woven fabrics between SMEs. 

 

This finding provides practical implications for SMEs in Sumbawa, that knowledge management is important to 

implement and manage for SMEs because they are able to manage information, both internally and externally, to 

become knowledge that can be useful for determining competitive strategy decisions among SMEs in Sumbawa. 

This study also contributes theoretically by providing an update on the relationship between knowledge 

management and competitive strategy, namely organizational design. 
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