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Abstract - Although a large number of academic studies carried out in many countries over the years have verified the 
influencing factor of industry structure, empirical evidence of this on industry structure performance remains inconclusive. 
While recognizing the important function that the factor of industry structure plays in driving companies to achieve 
outstanding performances, our theoretical model describes how small and medium-sized enterprises (SMEs) can affect 
corporate performance through their own regulatory mechanisms between dynamic capabilities and environmental factors. 
We tested our points of view on the background of small and medium-sized manufacturers in Taiwan. In this study, 240 
SMEs were found to have adopted prospector strategies and 165 SMEs were found to have adopted reactor strategies. These 
findings provide supporting evidence for an adjusted model of the SME industry structure factor on export performance.  
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I. INTRODUCTION 
 

The impact of globalization on SMEs, including 

technological advances in logistics and distribution, 

has endowed virtually all companies with the ability 

to purchase, sell and cooperate globally. Similarly, 

customers have the opportunity to compare prices 

worldwide in order to find the best offers. In addition, 

even if SMEs have no desire to develop their export 

or import operations, the effect of globalization will 

also indirectly make small-scale and locally-oriented 

SMEs have to see themselves globally. It is difficult 

for a company to place itself outside all this, 
remaining unaffected [27]. Trade liberalization and 

deregulation of national economies has stimulated the 

rise of global production networks. Governments in 

various countries around the world work hard to raise 

economic value for companies within their own 

countries and overseas investors, and at the same time 

they indirectly increase the visibility and cooperation 

opportunities of many enterprises. For this reason the 

current market environment has long since not 

allowed enterprises to stagnate, but rather places 

more emphasis on those SMEs transferring to 
profitable foreign market investment. However, how 

Taiwanese SMEs use investment strategy to respond 

to the complexity of the environment involves the 

corporate enterprise strategy's reaffirmation of 

business scope, as well as re-scaling and re-allocating 

resources [11]. Reference [25] have also pointed out 

that enterprises are able to create economic benefits 

through shared values. This includes three methods: 

firstly by re-adjusting products and markets, secondly 

by redefining the productivity of the value chain, and 

lastly, by constituting an industrial cluster network 

with other suppliers in the operational bases 
established by the enterprise. An economic system of 

shared values is thus constructed. From the above 

discussion, we also find that there is one problem 

SMEs cannot avoid facing. That is the problem of  

 

changes to industry structure brought about by 

globalization. These changes will take into account 

the influence of each country's economies of scale, 

differences in comparative advantage, standard 

market demands, competitive actions, business unit 

integration, and performance. In addition, there is 

more research that indicates that the effects of 

environmental factors and business dynamics will 

create many changes in terms of business strategy 

[20]. We all know that in fact SMEs have very little, 

or even virtually no strategic logic at all to speak of. 
Therefore, what we need to understand now is, how 

will the developmental paths of SMEs change, given 

the fact of globalization and their being effected by 

the drives of industry structure. We may even adopt 

strategic classification perspectives based on Miles 

and Snow to determine what category of strategy 

SMEs belong to, and finally produce relevant results 

and recommendations. 

 

II. LITERATURE REVIEW AND RESEARCH 

HYPOTHESIS 

 

A. Prospector Strategy Enterprises  

This type of enterprise aims to maintain a favorable 

competitive position, through continually searching 

for new market opportunities and expansion of its 

product lines and services. Therefore, it finds itself in 

a highly uncertain environment. These companies 

focus on innovation and development rather than 

efficiency. The method these enterprises use to solve 

business problems is to continuously expand their 

product markets through differentiation and low cost, 
while from a technical point of view they are 

diversified, endowed with flexibility, and less 

standardized. We can hence infer that the SMEs of 

the prospector model are to be found under the 

high-grade dynamic capability and strong 

environmental factor (positive, positive) 

characteristics, as shown in Figure 1. Regarding the 

mode of argumentation, this study proposes the 
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following hypotheses:   

 

 
 

SMEs constitute a basic source of raw materials, 

ideas, processes and services that large enterprises 

cannot or do not want to involve themselves in. As 

large enterprises invest substantial amounts of capital 
in machinery, tools, equipment and labor, they 

implement long-term manufacturing product 

strategies and promote the benefits of economy of 

scale. However, the problem of maintaining 

large-scale investments doesn't exist for SMEs. Due 

to their relatively small economies, they have more 

flexible structures than large corporations [17]. 

Therefore, this study proposes this hypothesis: 1-1, 

business unit integration of SMEs has a significant 

effect on economy of scale and performance.  

Although the governments of various countries have 
already taken initiatives to stimulate and support the 

development of SMEs and reduce poverty, they still 

lack legal support and real administrative procedures. 

For example, SMEs rarely have the opportunity to 

obtain assistance from government agencies and have 

to deal with complicated taxation systems. For these 

reasons, the degree of trust in the judicial system is 

extremely low and a major obstacle is that they may 

even need to resort to bribery to obtain public 

services[12]. Therefore, this study proposes this 

hypothesis: 1-2, business unit integration of SMEs 

has no significant effect on comparative advantage 
and performance. Prospectors will motivate their 

internal staff, and continuously find necessary 

resources in their business network. They then bring 

useful information back to the organization, where 

this knowledge is disseminated, replicated and 

systematized within the enterprise. At the same time 

that this goes on, dynamic capabilities will be 

generated and promoted. In other words, 

environmental awareness will increase, promoting the 

upgrading of corporate and technological flexibility, 

thus paving a way for establishing and raising 
dynamic capabilities [15]. Therefore, this study 

proposes this hypothesis: 1-3, business unit 

integration of SMEs has a significant effect on 

standard market demands and on performance. 

Studies have demonstrated that when SME 

collaborators are market leaders, the positive 

relationship between corporate behavior and 

competitive actions and the speed of action of 

competitors tend to be weaker. This is because of fear 

of retaliation, or because competitors are not so 

willing to take action to deal with leading companies, 
or because action taken by market leaders is more 

difficult for opponents to deal with [4]. Therefore, 

this study proposes this hypothesis: 1-4, SME 

business unit integration has no effect on competitive 

actions and performance. Reference [34] has pointed 

out that the links between enterprises can become an 

important source of controlling and propagating 

technology. Of these, the most effective are the 

forward and backward links between large and small 

enterprises. Reference [21] also pointed out that 

establishing long-term cooperative relationships 

between enterprises and competitive companies is 
done in order to improve their capabilities. Such 

relationships are defined as the ability needed to 

mobilize and deploy organizational resources and 

through utilizing maximized cost reduction, realize 

their own estimated profitability, and increased 

resource sharing. Therefore, this study proposes this 

hypothesis: 1-5, business unit integration of SMEs 
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has a significant effect on performance. In markets 

with a low degree of globalization, although there 
may be great advantages to structural factors like 

barriers to be traversed, the mature global market not 

only needs differentiated products, but will also 

provide enterprises with large enough markets. This 

is why the relative advantages of the economies of 

scale factor may possibly be minimized [14]. 

Therefore, this study proposes this hypothesis: 1-6, 

economies of scale have no significant direct effect 

on SME performance. Trade liberalization has not 

resulted in various national governments attracting 

more SME foreign investment into their countries. 

The main reason is that for SME leaders, the deciding 
factors are their own experience, their networks, 

domestic government and public institutional support 

activities which reduce perceived risk levels for 

entrepreneurs. Entrepreneurs are not gamblers. If 

governments do not provide a reliable and stable 

environment, SMEs will not be willing to take on 

financial, individual country, and operational risks [6] 

[28]. Therefore, this study proposes this hypothesis: 

1-7, differences in comparative advantage have no 

direct effect on the performance of SMEs. The best 

SME performances tend to focus on the innovation of 
products and processes, raising added value [2]. 

Product innovation is the process of improving the 

production of standardized products. Although it is 

defined as using product innovation in different kinds 

of industries, the most commonly seen and the fastest 

usage is when enterprises are able to use product 

innovation to provide faster and better service 

development opportunities than their competitors [10]. 

Therefore, this study proposes this hypothesis: 1-8, 

SME standard market demands have a direct effect on 

performance. Reference [5] believes that in the 

information era when there is the need to adapt to 

rapid change and innovation, small businesses have 
the flexibility that enables them to easily translate 

new ideas into market products and develop new 

technologies, production methods and marketing. 

This ensures that SMEs are able to maintain high 

levels of production in the face of competition and 

continue to develop resources for innovation. 

However, excessively high competition will make it 

necessary for SMEs to increase expenditures and take 

higher risks, and this will lead to an intense increase 

in market competition and have a negative impact on 

the performance of an enterprise [18]. Therefore, this 

study proposes this hypothesis: 1-9, SMEs' 
competitive actions have no effect on performance. 

 

B. Reactor Strategy Enterprises  

Reactor-type SMEs do not have any advance 

planning programs to adapt to competitive markets in 

terms of industry, mechanisms and processes. Studies 

have pointed out that due to the influence of 

competitive pressures, enterprises are forced to 

prevent the loss of important customers or forced to 

maintain profitability. This is why they will 

continually absorb too many policies and procedures, 
which ultimately leads to the company eventually 

being unable to bear the load, resulting in pressure on 

its operational success, which produces a mixed 

reactive result, so they are only able to implement the 

default reactive strategies [32]. Therefore, we inferred 

that reactor-type SMEs are to be found under the 

weak (negative, negative) characteristics of low-grade 

dynamic capabilities and environmental factors, as 

shown in Figure 2. Regarding the mode of 

argumentation of reactive models, this study proposes 

the following hypotheses: 
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Reference [16] [19] believe that economies of scale 

do not apply to every industry. Many Taiwanese 
SMEs establish operational bases in foreign markets. 

The relationships between such enterprises still need 

to be closely integrated with the Taiwan headquarters, 

including as concerns price decisions and quality 

requirements, vertical industry upgrades, expansion 

of product lines, and even brand development, and it 

is only in this way has the success of today's 

Taiwanese IT industry performance been able to be 

created. Therefore, this also implies that there is no 

significant relationship between Taiwan SMEs' 

economies of scale and business unit integration. 

Therefore, this study proposes this hypothesis: 2-1, 
the business unit integration of reactor-type SMEs 

has no significant effect on economies of scale and 

performance. In addition, with globalization, the unit 

integration of SMEs has resulted in inadequate 

upgrading of skills and they have even had to deal 

with intra-industry resource redistribution issues. 

Particularly in countries with low wages, 

globalization has made SMEs, from low-skilled 

intensive industries to highly-skilled intensive 

industries, rarely reconfigure employment and output 

[9] [23]. Therefore, this study proposes this 
hypothesis: 2-2, the unit integration of reactor-type 

SMEs has no significant effect on comparative 

advantage and performance. In globalized markets, 

coordinating the professional assets of corporate 

internal and joint external suppliers and establishing 

valuable brand reputation asset capabilities are 

important corporate features for creating and 

maintaining competitive advantages. At the same 

time, SMEs should focus more on bringing their 

potentials fully into play on stable markets, rather 

than highly turbulent environments, because an 

enterprise is able to correctly predict operational 
processes in stable markets [1]. Therefore, this study 

proposes this hypothesis: 2-3, the unit integration of 

reactor-type SMEs has a significant effect on standard 

market demands and performance. Although 

Taiwanese SMEs stress manufacturing flexibility and 

responding to competitive actions through detached 

corporate activities, the practice of integrating their 

international business operations is not cost-effective. 

Relatively, SMEs involved in highly competitive 

trades may adopt ideas poles apart to those of 

Western transnational corporations, choosing instead 
to respond to the market by limiting the integration of 

their global activities [16] [22]. Therefore, this study 

proposes this hypothesis: 2-4, the business unit 

integration of reactor-type SMEs has no significant 

effect on competitive actions and performance. 

Reference [30] [33] believe that SMEs should 

leverage advantages by using appropriate or 

innovative purchasing strategies and a combination of 

buyer or other supplier relationships to offset their 

respective shortcomings and bring their advantages 

fully into play. Therefore, this study proposes this 

hypothesis: 2-5, the business unit integration of 

reactor-type SMEs has a significant impact on 

performance. With the impact of new technologies 
and globalization, a large number of SMEs have 

reduced the importance of economies of scale in 

many of their activities. At the same time, those 

SMEs unable to keep up with the pace of 

globalization have to deal with many traditional 

problems. These include lack of finances, difficulties 

in technical development, limits on management 

capabilities, low productivity, and regulatory burdens. 

Especially in a global, technology-driven 

environment, these issues have become all the more 

acute [24]. Therefore, this study proposes this 

hypothesis: 2-6, economies of scale have no direct 
effect on the performance of reactor-type SMEs. 

Although certain developing or undeveloped 

countries have specific points of attraction, many 

SMEs still have misgivings about operating in these 

countries. These include not having access to 

adequate credit, inadequate infrastructure, lack of a 

skilled workforce, and technical constraints. These 

are all destabilizing factors that affect whether SMEs 

go forth to set up operational bases abroad [26]. 

Therefore, this study proposes this hypothesis: 2-7, 

comparative advantage has a direct impact on the 
performance of reactor-type SMEs. The advancement 

of information technology has brought about a big 

step forward in the way companies communicate with 

international markets. However, this kind of 

phenomenon has led to a gradual increase in 

commonly shared aspects of global customer demand 

modes and even increased the demand for 

standardization of product suppliers and distribution 

systems. For this reason, there is an inseparable 

relationship between the standardization of market 

demand and the business activities of enterprises, 

which even indirectly creates difficulties for many 
SMEs by giving customers more choice, bargaining 

power, and more information to search for [7]. 

Therefore, this study proposes this hypothesis: 2-8, 

standard market demands have no direct effect on the 

performance of reactor-type SMEs. Reference [10] 

demonstrated that even if there is demand in a market, 

SMEs do not have sufficient capability on their own 

to step in and fill that industry's demands. Innovation 

is the result of the establishment of inventions and 

knowledge. Such inventions and knowledge can be 

attained for the organization by the drive for pursuit 
of competitive advantage through economic influence. 

But not all enterprises have the ability to develop or 

apply this. Competitive actions wear out excessive 

unnecessary resources for SMEs. When competitors 

are at an SME's heels, and the SME doesn't fight back, 

the market will very quickly be occupied by the 

SME's opponents. Therefore, this study proposes this 

hypothesis: 2-9, competitive actions have no 

significant effect on the performance of reactor-type 

SMEs. 
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C. Adjusting Variables 

The hypothesis relationship of the verification model 
construction used by this study is more rigorous than 

the usual one. Hence, dynamic capabilities and 

environmental factors are regarded as regulatory 

variables. The following is an explanation of this: 

Some studies have pointed out that dynamic 

capabilities can bring competitive advantages to 

enterprises, but effects like these depend on the 

degree of turmoil in the external environment of the 

enterprise [29]. This also indicates that the level of 

dynamic capabilities of enterprises and the size of 

environmental factors have a correlative influence on 

the competitive advantages of enterprises. Hence, the 

inclusion of these two constructs in this study's 

framework is considered as a regulatory variable. 

 

III. METHODOLOGY 

 

This study refers to the research model of the scholars 

[3] to understand the influential circumstances of 

Taiwan's small and medium manufacturing industries' 

path with the advent of globalization, to which 

dynamic capabilities and environmental factors are 

added in to adjust variables. On the basis of this, 

Miles and Snow's strategy classification perspective 

is proposed. The architecture of this study is shown in 

Figure 3, below. 
 

 
 

A. Research Targets and Data Collection 

The sampling targets of this study are mostly SME 

manufacturing industry directors in the Taiwan 

Ministry of Economic Affairs Factory Directory. The 

time the survey was carried out was up to March and 
early April 2018. A total of 405 questionnaires were 

issued. With regard to the establishment of the 

manufacturing scale for Taiwanese SMEs, the 

measurement facets and relevant indicators is based 

on relevant literature and newly added aggregations 

in this study. All these facets have already been 

developed and matured in past literature, including 

economies of scale, differences in comparative 

advantage, standard market demands, competitive 

actions, the business unit integration of SMEs, 

corporate performance, dynamic capabilities, 
environmental factors, and so on. Therefore, this 

study refers directly to the facets and measurement 

indexes constructed by [16] [35] [31] [36]. 

 

B. Quantification 

In order to understand whether the collected data has 

reasonable validity and reliability, this study is based 
on Cronbach's α coefficient as an acceptable value 

above 0.5, as demonstrated by [8]. In this study, 

Cronbach's α coefficient value exceeds 0.5. At the 

same time, the average variance extracted (AVE) 

should be greater than 0.5 for them to be acceptable 

values. The AVE values in this study are all in excess 

of 0.5. Finally, a construct reliability (CR) of above 

0.7 is an acceptable value. The CR values in this 

study are all higher than 0.7. Thus it can easily be 

seen from the above figures that all the measurement 

variables in this study conform to a convergence 
validity of internal consistency. The study is 

summarized in Table 1 and Table 2. 
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C. Correlation Analysis 

According to the recommendation of [13], a correlation coefficient must not exceed 0.90; otherwise, the 

problem of collinearity may result. The analysis mainly shows the correlation strength between variable 

dimensions. The results in Table 2 (Prospector strategy) and Table 3 (Reactor strategy) show the correlation 
analysis between the variables. Findings show that the variable dimensions show a significantly positive 

correlation. The conclusion for all the measurement measures above shows that the questionnaire possesses 

structural validity. Based on the reliability and validity analysis, the structural scaling appears to have 

satisfactory measurement quality and is sufficient for measuring the model fit. 
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D. Structural Equation Model and Hypotheses Verification 

In this study, the structural equation model (SEM) was used to verify the overall fits of the model. As shown in 

Table 4, although some of the indicators of the two models did not reach standard values, they were actually 

very close to them. Overall, given the principle of majority indicators decision, the fit of the two single-sample 

models should be regarded as having reached an acceptable level, so the models tested in this study still possess 

good degrees of fit. 

 

 
 

E. Verification & Analysis of this Study's 

Hypotheses 

The bootstrap procedure with 405 samples was used 

to calculate the significance of the path coefficients 

[4]. Fig. 4 shows the prospector strategy structural 

model with the coefficients of the significant paths 

marked with asterisks. As seen in the figure, 
significant paths were found from economies of scale 

(H1, p<.001), standard market demands (H3, p<.05) 

to business unit integration. Furthermore, the path 

from business unit integration (H5, p<.05), standard 

market demands (H8, p<.05) to performance was 

significant. In summary, the results supported H1, H3, 

H5, and H8. At the same time, Fig. 5 shows the 

reactor strategy structural model with the coefficients 
of the significant paths marked with asterisks. As 
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seen in the figure, significant paths were found from 

standard market demands (H3, p<.05) to business unit 
integration. Furthermore, the path from business unit 

integration (H5, p<.05), differences in comparative 

advantage (H7, p<.05) to performance was significant. 

In summary, the results supported H3, H5, and H7. 

 

IV. DISCUSSION OF EMPIRICAL RESULTS 

 

The results of this study are summarized as follows: 

The industry structure development path results for 

those SMEs adopting prospector-type strategies 

reveal that there are four structural determinants in 

the global integration of Taiwan's SME 
manufacturing industries: (1) economies of scale 

towards business unit integration; (2) standard market 

demands and business unit integration; (3) business 

unit integration towards performance; and (4) the 

effect of standard market demands on performance, 

which are all positively related. On the other hand, 

the industry structure development path results for 

those SMEs adopting reactor-type strategies reveal 

that there are three structural determinants in the 

global integration of Taiwan's SME manufacturing 

industries: (1) standard market demands and business 
unit integration; (2) business unit integration towards 

performance; and (3) the comparative benefits of 

each country towards the performance of Taiwan's 

small and medium-sized manufacturing industries, all 

of which are positively related. 
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