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Abstract: The current debate between external strategy and a resource-based approach as a driver of competitiveness is 
rarely investigated in a developing region. This study investigates whether an external focus or a resource -based strategy is 

better for leveraging the hotel industry's competitiveness and performance in a developing area in Indonesia. The authors 
obtained saturated responses from 204 managers and analyzed them with PLS-SEM's two-stage and repeated indicator 
approach while interviewing some of them. This study developed a formative model in PLS-SEM as a better method for 
investigating an organization's performance than a reflective approach. Quantitative analysis revealed the resource -based 
view as a better basis for supporting hotels' competitiveness and performance; however, the interview revealed considerable 
concerns over arising externalities. This paper suggests that hotel managers improve their internal core competence instead 
of wasting resources and worrying about external issues. 
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*  *  *  *  *  *  

 

INTRODUCTION 

The debates over strategic management center on two concepts, or the inward-outward "pendulum swing" (Hoskisson et 

al., 1999). The first was Michael Porter advocating the importance of external focus, advancing the industrial-organization 

view (I/O), with five forces and generic strategy (Lewis, 1981; Porter, 1979). The second was the Birger Wernerfelt 

resource-based view (RBV), promoting internal excellence (Grant, 1991; Wernerfelt, 1984). This study extends the 

discussions of both streams in the hospitality business context. 

Several studies conduct this debate in service terms, e.g. (Rodríguez-Victoria et al., 2017; Tsai et al., 2009). However, 

their proposed models mostly attribute resource advantages to competitive or destination factors but do not test these 

factors independently of one another. Thus, this study extends their papers by comparing these prominent strategic theories 

to establish whether either set of circumstances can leverage hotels' competitive advantages and performance. This paper 
also contributes to the discussion of this topic from its locus of assessment (Kalnins, 2016).  

Most studies testing the empirical evidence of the two schools of thought take place in economically advanced areas. 

Rarely have researchers taken the experience of a recently growing region in the context of tourism activities of the 

hospitality business. Hence, this study aims to investigate the topic through the experience of Makassar, South Sulawesi, 

and for specific reasons. It is geographically located in Indonesia's centre and has experienced growing popularity as the 

hub of East and West Indonesia. Old hotels were having a hard time fighting the newcomers, equipped with new facility 

offers and innovation (Campo et al., 2014). This study extended previous studies with the added factors of service quality 

and infrastructure as the foundation of hotel competitiveness (Chang and Sokol, 2020; Ray et al., 2004; Sánchez-Pérez et 

al., 2020). We also contributed by designing a formative measurement to reflect the ideal presentation of the proposed 

relationships, an element inadequately addressed in past studies (Becker et al., 2012; Sarstedt et al., 2019). This paper also 

presents hotel managers' perceptions in a simple interview to provide extra arguments for this research's statistical findings.  

 

STRATEGIC SERVICE COMPETITIVENESS 

This study raises the issue of performance measurement through services management in the hospitality business. 

Hotels as a service business need a measurement system that considers a service business's nature instead of using 

efficiency scales developed for manufacturing companies. Grönroos (1994) argues that service management is a concept 

involving various interactions, and the use of scientific management in its assessment is insufficient to dissect the breadth 

of dimensions of this topic. Another reason is that service companies face competition in the service sector; hence, it is 
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critical to understand and manage service elements in relationships with customers to achieve competitive advantage 

(Mody et al., 2019; Salguero et al., 2019). Service business knowledge differs from manufacturing companies (Martinez-

Martinez et al., 2019; Sayangbatti, 2021), so measuring hotel competitiveness needs to be fine-tuned to appreciate the 

sector's core nature and competence. Debates over the concept of competitiveness are very diverse in the academic realm. 

Factors deemed as sources of strategic advantage are resources (Grant, 1991; Wernerfelt, 1984), organizational structures 

(Peters, 2011), competitive environment (Lewis, 1981; Porter, 1979), the balance of systems (Mintzberg and Waters, 1990), 
suitability of the internal structure and its environment (Powell, 1992a), system intelligence (Ghoshal and Kim, 1987), and 

added value (Kogut, 1985). These different criteria provide a glimpse of perceptions about how different goal settings and 

types of organizations yield different assumptions about competitiveness. One of the hotel industry faces its customer 

service; thus, the quality of customer service would be the crucial factor in service offerings (Hanzaee and Mirvaisi, 2011; 

Kashif et al., 2018). Differentiation also emerged in the ways good hotels serve their customers and how factors proposed 

as tangible – e.g., room and front desk, food and recreation, or security (Chu and Choi, 2000; Lee, 2015) – can please the 

eyes. This study then posits service quality and infrastructure as essential elements to make a hotel stand out from the 

competition. Hotel competitiveness would ultimately become the foundation to achieve better corporate performance 

(Campo et al., 2014; Mashika et al., 2021; Rodríguez-Victoria et al., 2017; Tavitiyaman et al., 2011), and thus: 
 

H1: Service competitiveness significantly boosts the performance of hotels. 

 

External Forces 

Taking its lead from structure-conduct-performance (SCP) Broude and Bain (1957) and Mason (1939), the external 

focus approach was the first to put the spotlight on strategic management (Hoskisson et al., 1999). This thought was led by 

Michael E. Porter's seminal article, in which he conceptualizes five vital forces in competitive firms, namely: (1) threat of 

newcomers; (2) customer bargaining power; (3) distributors' bargaining power; (4) the threat of substitutive products; and 

(5) rivalry between existing companies (Porter, 1980:4). He believed that the organization that possessed the most 

exceptional ability to control its external environment would be the one that potentially emerged victorious over the 

competition. Critiques of this concept came from at least two streams: firstly, the challenge from internal-excellence 

proponent theories (Grant, 1991; Wernerfelt, 1984); secondly, the advancement of digitalization, globalization, and 

deregulation has granted more convenient channels to establish customer bases by cheaper means. This access development 

is contrary to (Lewis, 1981) notion that suppliers' and customers' bargaining powers were challenging to manage. As the 

access to technology opened up, customers were more informed about what they wanted, and they became better able to 
express their preferences. This more efficient information led to a more stable selection of brands and decreased customer 

bargaining; being more knowledgeable made them more ready to make decisions. Customers bargain more when they want 

to negotiate further, but the increased supply of digitalised information contributed to minimising this constraint. 

Globalisation and digitalisation have also provided more accessible ways to obtain resources from around the globe. It has 

been getting easier to shift from one supplier to another, or even to open factories abroad. Outsourcing jobs overseas has 

also potentially reduced demand from domestic suppliers (Garetto, 2013). These situations have further reduced the 

bargaining power of suppliers, as access to resources has been significantly reconfigured. 

Porter originally designed the five forces in the context of manufacturing firms; however, the hotel industry context 

requires adjustment. External forces in the hospitality business include the competition phenomenon. Intense competition 

among hotels, threats of new hotel establishments, or the capability of hotel customers to bargain for services offered are 

considered to affect the competition factor for hotels significantly. This study eliminated two of Porter's forces due to their 
minimum – or less significant – effect on the hotel industry: substitution threats and distributor bargains. The hotel does not 

have a substitute offering a similar service, and the nature of the hotel industry reduces the need for suppliers, unlike among 

its manufacturing counterparts (Tavitiyaman et al., 2011). These considerations led to an adjustment in Porter's five forces, 

as used in external factor measurement. Several studies have explored these issues in their investigations. A study by 

(Schmalensee, 1985) was the first to empirically assess and support the impact of external factors on a firm's performance 

(Wernerfelt and Montgomery, 1988). Rumelt (1991) was an early contender to Schamalansee's work by comparing his 

results to those based on firm-specific elements. He found the industry effect to be positively associated with profitability, 

but the result was relatively small compared to internal factors. Further studies discovered varied results in support of both 

theories (Hawawini et al., 2005; Tavitiyaman et al., 2011) and thus: 
 

H2: Hotels with substantial control over their external forces would improve competitiveness. 

H3: Hotels able to administer their external forces would achieve higher corporate performance. 
H4: The relationship between external forces, competitiveness, and hotels' performance would follow indirectly. 

 

Service-Based Resources 

The resource-based view theory (RBV), the seminal work of Wernerfelt (1984), was first introduced as the contender to 

Porter's external focus. Initially, the inspiration came from Chester Barnard in 1983, Philip Selznick in 1959, or Edith 

Penrose in 1959 (Hoskisson et al., 1999). This theory focused on the effort to possess strategic resources to create a hard-

to-get advantage over competitors (1984). The possession of hard-to-imitate human resources, skills, or marketing would 

present as the key to achieving distinctive competencies, leading to competitiveness (Bolívar-Ramos et al., 2012; Martín-

Rojas et al., 2017; Palacios-Marqués et al., 2019). The service-based resource was a construct developed to represent RBV 

but in the hospitality business. Given the different natures of service and manufacturing, the need to rearrange the 
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investigation in the industrial context must not be compromised. The proposal of RBV also lay in the product development 

conversation; thus, the service realm required a different approach. Barney (1991; 2001) divided excellent resources into a 

range of characteristics, such as valuable, rare, inimitable, and non-substitutable (Barney, 1991; Barney, 2001). In the 

context of the hotel business, the potential of excellent resources is visible in terms of room cleanliness or the professional 

appearance of employees (Nieves et al., 2014; Silva et al., 2017). This study follows the contextualization of excellent 

service, as measured by how hotels create a continuous climate for providing exceptional service (He et al., 2011) and 
investment to enrich their customer service offerings (Ray et al., 2004). It is expected that these two dimensions could lead 

to competitiveness and corporate performance (Mashika et al., 2021). The resource-based view has become a leading 

approach to discussing the competitiveness of companies. The argument is based on the empirical evidence proving its 

effectiveness as a more reliable source of competitive advantage and excellent performance than the external focus 

approach in hotel competition (Leonidou et al., 2013; Molina-Azorín et al., 2015). Thus, we proposed these hypotheses: 
 

H5: Hotels possessing excellent resources would be positively related to hotel competitiveness 

H6: Excellent service-related resources would be positively associated with hotel performance 

H7: A hotel's excellent resources would lead to hotel performance indirectly through hotel competitiveness  

 

MATERIALS AND METHODS 

Sample 
This study used a quantitative method to answer research questions to accept or reject the proposed hypotheses. To 

obtain strategic perception, the respondents had to be managers. Thus, we arranged to request letters from the faculty to 

confirm the study's legitimacy and avoid suspicion from the firms. This measure was imperative in meeting the firms' need 

for formality and the perception that firms' strategies were highly classified. By this means, this study managed to record 

responses from 204 hotel managers in Makassar from 62 out of 71 hotels. This sample size was slightly smaller than the 

indicator rule (Hair et al., 2010), but large enough, given that the responses were more extensive than the 200 cut-off point 

for structural-equation-modeling analysis to obtain generalization (Boomsma, 1985; Kline, 1998). No data went missing, as 

this study used Google Forms to ensure precision. The description of the samples is set out in Table 1. 

 

Measures 
This study employs the two-stage approach of partial-least-square structural equation modeling (PLS-SEM). This non-

parametric tool aims to analyze the data and achieve a parsimonious model by repeating the indicators' use in the 
dimensions to obtain the latent variable score (Sarstedt et al., 2019). The latent variable became the single factor data in the 

final analysis. The structural model uses higher-order components (HOC) comprising ten dimensions containing 22 

indicators on a six-point Likert scale. This study also utilizes the formative-reflective HOC model. Specifically, the high-

order construct of strategic entrepreneurship is reflective, while the other variables are formative (Figure 1). 

This study follows previous research to construct the items and translate them into Indonesian to assure readability. The 

variable of external forces follows Porter's five forces (1979) but deletes the dimensions of distributor bargaining power 

and the threat of substitutes because both have little effect on the hotel industry. These deletions leave rivalry, customer 

bargaining, and new entrants as the external forces (Tavitiyaman et al., 2011).  

The following construct is service-based resources. It follows the resource-based-view approach (Barney, 1991; Grant, 

1991; Wernerfelt, 1984) modified to appreciate the different nature of the service industry compared to the manufacturing 

sector. Misspecification of measurements between manufacturing and service could lead to what Shostack (1977) calls a 
"myopic" response. Thus, some critical dimensions of service firms' resources are the service climate, investment in 

customer service, and technical support for customer service (He et al., 2011; Ray et al., 2004). 

 

 
 Figure 1. Conceptual Framework 

Table 1. Descriptive Backgrounds 
 

Descriptions n % Descriptions n % 

        Sex        Positions 

Male 112 54.9 GM 24 11.8 

Female 92 45.09 Accounting 27 13.2 

        Age HRD 32 15.7 

18-30 49 24.01 Marketing 25 12.3 

31-45 123 60.02 Division Manager 38 18.6 

46-60 32 15.6 Supervisor 49 24 

60>   other 9 4.400 

  Education          Tenure 

High school 32 15.6 1-3 years 41 20.1 

D1 10 4.9 3-6 years 37 18.1 

D3 42 20.5 7-10 years 37 18.1 

Bachelor 120 58.8 > 10 years 89 43.6 
 

 

To measure competitiveness, we still follow the work of (Ray et al., 2004) in employing the quality of customer service 

as one of its essential factors. However, that work investigated the insurance sector, while this study is on the hotel 

industry. Therefore, it was decided to add dimensions to leverage the measurement. As hotels' profitability is the function 
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of their services, they must provide excellent service in every part of their business to add value to their parent companies 

(Kim and Oh, 2004). Hence, this study adds service quality as another competitiveness factor (Choi and Chu, 2001). 

Competitive firms have to be dynamic enough to assimilate significant changes. By that reasoning, this study also employs 

the dynamic capabilities in its measurements (Teece et al., 1997). Finally, this paper adds another critical factor in hotels' 

competitiveness, i.e., their infrastructure or a hotel's ambiance (Choi and Chu, 2001). A study using big data also supports 

infrastructure in the measurements (Xiang et al., 2015). Measuring the hotels' performance was slightly tricky. Most hotels 
were self-owned and reluctant to share financial or strategic data with the authors, so the study collected performance data 

from the perspective of hotel managers. This paper assesses how managers perceive their efficiency, growth, and profit to 

measure performance (Li et al., 2009), and compiled in the conceptual framework in Figure 1.  

 

RESULTS AND DISCUSSION 
This study approached 71 hotels in Makassar and obtained 204 good return questionnaires. These managers vary in 

their positions, with the descriptive information in Table 1. This study uses combinations of formative and reflective 

variables and dimensions, as shown in Figure 1. Most of them are formative, meaning the arrows of relationships point 

towards the variables and do not covary or correlate, as is usually accepted in covariance-based structural equation 

modeling (CB-SEM) like AMOS or Lisrel. Thus, this study employs SEM-PLS, as this technique allows the combination 

of formative and reflective measurements (Lowry and Gaskin, 2014). All items, dimensions, and constructs in this study 

are formative types, as their forms cause the variables' presence. 
In the analysis, this study constructs higher-order components (HOC) in the model. Hair defines this process as 

summarising the lower-order indicators into a single multidimensional higher-order construct (Sarstedt et al., 2019). The 

first variable, external forces, follows Porter's five forces but is slightly modified to employ only rivalry, new entrants, and 

customer bargaining. This paper does not use distributor bargaining or substitutes, as the hotel industry lacks minimum 

exposure to those forces (Tavitiyaman et al., 2011). Thirdly, resource-based service is a construct developed by (Ray et al., 

2004) to capture potential strategic resources in a service setting, such as service climate, investment in customer service, 

and technological support for customer service. There are two endogenous variables, competitiveness, and performance. 

Competitiveness takes the role as a mediating variable between the previous three exogenous variables and hotel 

performance. This study recognizes competitiveness in terms of several conditions, particularly the quality of customer 

service – following the Harvard Business School survey that places customer service at the top of pushing firms' success 

(Garrad and Chamorro-Premuzic, 2016). Secondly, service quality is necessary for every service firm, as it becomes the 
fundamental factor in every operation (Parasuraman et al., 1985). The next is an infrastructure that ensures service firms 

provide appropriate tangible offerings to customers (Choi and Chu, 2001). Finally, this study proposes dynamic capabilities 

as an essential competitive factor that enables a company to incorporate internal competencies and external conditions into 

strategic decision-making (Hodgkinson and Healey, 2011; Teece, 2019; Teece et al., 1997). Finally, this study follows (Li 

et al., 2009) to measure service firms' performance through managers' perceptions of profitability and growth. In the 

analysis, we conduct lower and higher measurement models separately, aware of the consequences of employing the two-

stage and repeated-indicator approach (Sarstedt et al., 2019). The results of the lower model assessment are in Table 2. 
 

Table 2. Measurement Specifications 
of Lower-Order Components 

 

Formative 
LOC 

indicators 
rho_
A 

VIF 
loading 
/weight 

t-
value 

Customer 

bargaining 

CB1 
1.000 

1.066 0.882/0.761 8.234 

CB2 1.066 0.675/0.486 4.255 

New Entrants 
NE1 

1.000 
1.161 0.885/0.697 5.738 

NE2 1.161 0.762/0.502 3.375 

Rivalry 
RI1 

1.000 
1.101 0.616/0.493 2.684 

RI2 1.109 0.873/0.797 6.114 

Service 
climate 

SC1 
1.000 

1.080 0.851/0.703 12.129 

SC2 1.080 0.737/0.545 7.720 

Investment in 
Cust. Service 

ICS1 
1.000 

1.005 0.815/0.456 4.589 

ICS2 1.005 0.922/0.681 7.661 

Quality of 
Cust. Service 

QCS1 
1.000 

2.685 0.953/0.622 7.459 

QCS2 2.435 0.907/0.449 5.240 

Service 
Quality 

SQ1 
1.000 

2.056 0.883/0.444 5.711 

2Q2 2.343 0.946/0.643 8.996 

Infrastructure 
INF1 

1.000 
1.381 0.797/0.638 9.415 

INF2 1.356 0.787/0.625 8.852 

Profit 

PR1 
1.000 

2.302 0.846/0.314 7.146 

PR2 2.773 0.834/0.310 6.840 

PR3 
1.000 

2.037 0.887/0.316 7.562 

PR4 1.544 0.742/0.263 6.496 

Growth 
GT1 

1.000 
1.387 0.809/0.513 6.543 

GT2 1.503 0.889/0.658 8.983 
 

Table 3. Measurement Specifications of High Order Components 
 

HOC 
Constructs 

LOC 
rho 
_A 

VIF loading Weight 
T 

Statistics 

External 
Forces 

Customer 
Bargaining 

1000 
1.366 0.801 0.438 3.206 

New Entrants 1.266 0.823 0.552 4.579 
Rivalry 1.143 0.600 0.324 2.526 

Service-based 
Resources 

Investment in CS. 
1000 

1.737 0.789 0.262 1.955 
Service Climate 1.737 0.980 0.809 7.468 

Competi- 
tiveness 

Quality of CS.t 
1000 

2.147 0.885 0.389 4.445 
Service Quality 1.882 0.852 0.379 4.657 
Infrastructure 1.712 0.842 0.395 5.571 

Perfor-mance 
Growth 

1000 
1.519 0.829 0.689 7.244 

Profit 1.519 0.938 0.426 3.839 
 

Table 4. The Summary of Significance and Relevance Tests 
 

Relationship T Statistics P Values Effect Size 
Competitiveness -> Hotel Performance (H1) 6.828 0.000 0.571 
External Forces -> Competitiveness (H2) 8.427 0.000 0.382  
External Forces -> Hotel Performance (H3) 1.559 0.119 0.102 
External Forces -> Competitiveness -> 
Hotel Performance (H4) 

4.982 0.000 0.218 

Resource-based Services -> 
Competitiveness (H5) 

11.421 0.000 0.531 

Resource-Based Service -> Hotel 
Performance (H6) 

0.826 0.409 0.061 

Resource-Based Service -> 
Competitiveness -> Hotel Performance (H7) 

5.644 0.000 0.304 

Adjusted R2 to Competitiveness: 0.526; Adjusted R2 to Performance: 0.439 
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This study anticipates potential common method bias by observing all items' variance inflation factors (VIF) (Podsakoff 

et al., 2003). The calculation finds no presence of such a problem, as all scales are lower than 3 in the VIF (Kock, 2015, 

2017). As this study uses several dimensions, comprising indicators in each variable, higher-order constructs (HOC) in 

SEM-PLS are the selected statistical assessment in this article. HOC allows the generalization of lower and complex 

indicators into single dimensions and increases theoretical parsimony (Hair et al., 2019). This study employs formative 

constructs in all of its higher- and lower-order components. Thus, the model specification has to report the convergent 
validity, collinearity, and significance and relevance of the outer weights (Sarstedt et al., 2019). The statistical analysis in 

Table 2 demonstrates that the model meets all requirements. The data is valid convergent with ρA 1, indicating perfect 

composite reliability. The VIF is above 0.2 and lower than 3, implying no multicollinearity. The loading, weight, and t-

value are very substantially above the threshold. This discovery supports the use of LOC and could proceed to the HOC 

model specification. Running the HOC model in this study requires two approaches. Firstly, this study runs the repeated 

indicator approach, where we reassign all low-order indicators to their HOC. For instance, the external forces' variable 

comes from three lower-order constructs: customer bargaining, rivalry, and new entrants. These three dimensions contain 

six items from six formative indicators. These six items are then formed as the data in its HOC of external forces. The 

process is the initial step in obtaining the latent scores of all LOC. This single-item score represents all LOC. Secondly, the 

two-stage approach uses that single factor in the path analysis. The analysis of HOC in PLS-SEM has the exact 

requirements as its LOC counterpart, i.e., convergent validity, collinearity, weight, and the significance and relevance of 

the model (Sarstedt et al., 2019). The specifications of high-order components are visible in Table 3. 
Table 3 reveals that our model is valid convergent, as seen from its ρA of 1, indicating perfect composite reliability. The 

collinearity is higher than 0.2 and lesser than 3 to support the absence of multicollinearity. The loading factors are also 

higher than 0.6, with substantial weight as well as a t-value. Only investments in customer service are slightly lower than 

the cut-off value of 1.96; however, its loading is above 0.7, where retainment in the model is advisable (Hair et al., 2019). 

All these results confirm the model's usability so that it can proceed to the structural model evaluation. The Smartpls 

software also provides a tool of the goodness of fit in its results, despite using a variance instead of covariance-based 

structural equation modelling (CB-SEM) in AMOS or Lisrel. Thus, we also report the standardized root mean square (SRMR) 

of 0.046, lower than 0.05, and the normed fit index (NFI) of 0.928, higher than the expected threshold of 0.90. The quality of 

all statistical outer model requirements provides confidence in the model fit. Despite Henseler and Sarstedt (2013) stating that 

the goodness of fit function in PLS-SEM only explains the different data set as all pre-tests meet the requirements, the analysis 

shifts to the path coefficients and the bootstrapping results. The summary of statistical tests are in Table 4. 
The competition in providing excellent service to customers is essential to every hospitality business, even more so in 

the hotel industry. A developing region's experience provides a framework for understanding the reality of strategy debates 

from another perspective. This study finds that the competitiveness of hotels in service quality, the quality of that, and 

infrastructure are the most critical drivers of hotel performance. This result confirms Hypothesis 1 that the competitiveness 

of hotels is the most pivotal driver of performance. This finding aligns with previous studies highlighting the importance of 

identifying firms' competitive advantage (Chi, 2018; Pradana et al., 2020). The very reason is that competitive advantage lies 

in adding value to a customer's experience (Vo and Chovancová, 2019; Wang et al., 2020). The impact of strong customer 

perception leads to substantial financial performance in the long run, despite obscured outcomes in the short term (Bernhardt 

et al., 2000). This finding supports the use of different competitiveness constructs to appreciate the service industry. 

This study confirms the second hypothesis on the effect of external focus strategy in achieving competitiveness. This 

finding corresponds with Schmalensee's (1985) seminal empirical research and other studies, which examined the industry's 
impact on the creation of corporate competitiveness (Molina-Azorín et al., 2015). Further study in SMEs and the hotel industry 

supports this competitive strategy (Wang et al., 2012). Hotels that manage to control their superior bargaining power against 

customers while adaptable to their rivals and newcomers will yield a better position in the competition. It is clear that customer 

demands are costly; the ability to negotiate them while not compromising the service offered would be a strong basis of 

external adaptability. Readjusting the position against rivals or newcomers is also crucial in saving fortunes (González-

Rodríguez et al., 2018). New hotel establishments and competition among old competitors demonstrate the pressures of the 

external environment. Old hotels find themselves having a hard time landing a business contract for meetings, incentives, 

conventions, and exhibitions (MICE), despite the considerable market potentiality of Makassar as an essential hub at the 

center of Indonesia. These findings are in line with the concerns of some managers of old hotels who state:  

"The hardest thing in the hotel business today is the competition between hotels in the region. All hotels have provided 

equal services because the service procedures are standardized and alike. We are lucky to be located near a shopping 

center. It is even worse with the hotel association ruled by big hotels designing the rules to their benefits in the 
establishment of new hotels" (general manager of three-star hotel A). 

"The hotel association does not play a positive role. New hotels with high star categories but applying rates nearly 

equivalent to small hotels are eroding our revenue streams. The hotel association that was supposed to tackle this issue was 

ambiguous because the head of the association also widened its market share by establishing a new big hotel with a rate 

equivalent to our small hotel" (general manager of three-star hotel B). 

These two managers concurred on the current competition that has grown into a price war. The classifications of 

starred hotels in terms of their rates are vague, with five-star hotels at the price of three-star hotels. Porter (1979) argues 

that this kind of rivalry is not a stroke of bad luck but suggests it as a way for businesses to find the best point to 

safeguard their position in the competition. The opinions of hotel managers reinforce Porter's concepts and support the 

findings of this study around Hypothesis 2. The third hypothesis, concerning the direct relationship of external forces to 
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hotel performance, is not endorsed by its critical value. Several studies highlight the mediation mechanism of other 

variables towards implementation and provide reasons for rejecting the third hypothesis (O’Cass and Ngo, 2012; Ray et 

al., 2004; Tavitiyaman et al., 2011). Despite being significant, the relevance of external forces is still below the focus on 

internal excellence. This study finds support for the fifth hypothesis. Internal excellence in the form of service-based 

resources significantly increases hotels' competitiveness. However, the sixth hypothesis, regarding its direct relationship 

with performance, is not supported. These findings indicate that the exact mechanism of external and internal strategies 
signifies a mediation channel. The output of PLS-SEM reveals significant indirect relationships between predictors and 

predicts variables as in Hypotheses four and seven. Internal factors are also the most relevant factors in achieving good 

performance through competitiveness rather than external forces. 

Despite the managerial concerns over external competition, statistical testing provides evidence of the superiority of 

internal excellence. Starting from Rumelt (1991), many empirical works support the critical role of possessing valuable, 

rare, and unique resources (Grant, 1991; Martín-Rojas et al., 2017). This study's statistical tests follow these predecessors 

in establishing that internal excellence is the best strategy among the rapidly growing competition. Firms must allocate 

their resources wisely to strengthen their core competence (Dudney, 1997), to obtain distinctive competencies (Hitt and 

Ireland, 1985; Smart and Conant, 2011). The appreciation of the nature of service must be the strategic priority instead 

of using manufacturing efficiency measurements to secure future performance (Dogru and Sirakaya-Turk, 2016; 

Kurniansyah et al., 2021). Shostack (1977) argued that wrong measures of the service industry could lead to a "myopic" 

view of its true nature. The service-dominant logic that followed this proposition suggests a different treatment between 
service and ethical selling by identifying core competencies and potential customers, enhancing specific relationships 

with those customers, and evaluating performance feedback (Alwi et al., 2021; Grönroos, 2006). Strengthening the 

service logic based on competitive resources would ultimately lead to human resources' critical value, acting as a 

distinctive variation (Palacios-Marqués et al., 2019; Smart and Conant, 2011). The study follows the propositions by 

measuring service-based resources based on service climate and customer service investment. Firms with a healthy and 

positive service climate require a specific human-resource investment to enhance their service offers (Ehrhart et al., 

2011). These behaviors appear as innovation, risk-taking, and employees' proactive attitude toward providing excellent 

service (Alwi et al., 2021; Jawabreh, 2020; Pourfakhimi et al., 2020). They ultimately lead to a better response to 

customer attitude, service quality, and other competitiveness (Biswas et al., 2020). As a developing region, Makassar 

supports the resource-based approach to obtain competitiveness in the service industry. In addition to their statistical 

importance, the interviews reveal a different perspective towards focusing on internal excellence strategy:  
"As a chain hotel, we always create a traditional ambiance in the hotel atmosphere. Another thing, I always carried a 

razor to inspect my employees. Those with long beards would get a cut. Eventually, they would follow the service 

standards in the hotel, and thus creating service quality. These rules and images have supported our hotel to secure higher 

than 80% of occupancy rate" (female assistant of the human resources manager on a three-star hotel C). 

The focus on internal excellence has the upper hand in securing the occupancy rate of the old hotel, as what the 

female supervisor implies. This continuous effort to standardize the service offers provides support for the internal 

excellence strategy. An organization will achieve its targets if it can satisfy its customers to maximize efficiency and 

effectiveness compared to competitors (Kurata and Nam, 2010). Appreciating the nature of the service industry in the 

specific manners outlined above would provide a better narrative to foster knowledge enrichment. This study strongly 

advises service firms to focus on developing their internal excellence rather than excessively scrutinizing their external 

focus (Fadli et al., 2021; Wahab et al., 2020). Furthermore, this essential strategy would release more capital towards 
increasing service firms' capacity for inner excellence (Mahmoud et al., 2021). Another implication is that service firms 

developing both the region and a competitive environment must stay true to their core excellence and sustainable 

internal resource (Hemmonsbey and Tichaawa, 2019; Nair and Choudhary, 2016). Either directly or indirectly, all 

strategies lead to organizational performance or financial performance with different side effects.  

 

Limitations and Recommendation for Further Studies 

This study came with certain limitations. Firstly, the data set was only in one developing region, so generalization 

must be addressed carefully. Thus, future studies could gain further insight through increasing the area under 

observation. Secondly, this study encountered issues of collecting more extensive data, as the number of managers is 

limited. Future studies could gain more information by engaging in a comparison between developing and developed 

regions. Service competitiveness is a loose term; hence, upcoming articles could further suggest other definitions and 

measurements of this construct, specific within particular service or hospitality businesses. These explorations will 
positively enhance the discussion of strategic, more progressive interaction in the hospitality business. 

 

CONCLUSION 

This study indicated that competition in a developing region creates confusion among managers. They exhibit a vital 

concern over externalities, although internal excellence has been inherently proved to be the crucial factor. This study's 

findings imply a recommendation for managers to focus more on shaping the core strengths inside their firms, as the 

statistical findings support this strategic choice. Increasing competitiveness in the quality of service on offer is more 

crucial than compromising income streams to monitor or anticipate rivals' strategic moves actively. The state tourism 

agency is also recommended to provide a clear differentiation of hotels' fees relative to their grades as an over -

competitive price war may jeopardize the future of the business and the workforce. 
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This article contributes to the debates in the strategic management views by applying it to one of tourism's crucial 

actors, the hotel industry. This study designs a formative model to measure the managerial responses, bringing further 

improvement, as previous studies mostly employ reflective measurement.  

The second-order measurements applied in the statistical formulation enhance the discussions and add the 

comparative importance of each dimension to light. The statistical and interview findings reveal a potentiality of 

confusion of the managers in dealing with competition. This issue may be leveraged in further studies ahead.  
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