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Abstract

Small and Medium Enterprises (SMEs) is one of several activators that drives the economy of Indonesia because SMEs provide jobs,
increase Gross Domestic Product (GDP), and assure the delivery of products and services. However, Indonesian SMEs are not very
competitive in the industrial world, and one of the causes is the low quality of products that undermine customer satisfaction. There
are several factors presumed as influencing customer satisfaction, which among others include product knowledge, service quality, and
competitive advantage. The objective of this research is to reveal the contribution of product knowledge and service quality to customer
satisfaction with competitive advantage as the mediation variable. This research used a quantitative approach. The causal relationship across
variables was examined with Structural Equation Modeling-Partial Least Squares (SEM-PLS). The sample of this research involved 140
respondents. Data was collected through a questionnaire and the items in the questionnaire were processed with a software called SmartPLS
version 3.3.2. Results of this research indicate (1) product knowledge and service quality can increase competitive advantage and customer
satisfaction in East Java SMEs; (2) competitive advantage can act as a mediator in the effect of service quality on customer satisfaction (3)

product knowledge can increase customer satisfaction but the increase is not significant statistically.
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JEL Classification Code: A12, A2, B16, B21, P13

1. Introduction

One activator that drives Indonesia’s economy is Small
and Medium Enterprises (SMEs) (Akhmad et al., 2018;
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Yanah et al., 2018). The presence of SMEs can accelerate
economic growth because SMEs provide jobs, increase
Gross Domestic Product (GDP), and assure the delivery of
products and services (Lapian, 2018; Tobing et al., 2018).
Therefore, as one of the vital objects that drive Indonesia’s
economy, SMEs have absorbed more than 70% of workers in
Indonesia (Ratnawati, 2020).

However, Indonesian SMEs are not competitive in the
industrial world, and one of the causes is the poor quality of
SMESs’ products, which make those products overpowered by
the products from large industry (Rahadi, 2016; Sudarmiatin,
2016). The consequence of less competitive products is
that customers are no longer satisfied with the enterprises
(Lekhanya & Dlamini, 2017; Tulung et al., 2017).

Customer satisfaction is one factor that determines
business performance (Naveed et al., 2017). Customers
who are satisfied with the company will be loyal and
willing to contribute to the long-term profitability of the
company (Azigwe et al., 2016). Current profits are usually
used to reduce production costs, and in the future, low-cost
production can deliver more profits (Gure & Karugu, 2018).
Production financing structure at SMEs must always be
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underlain by business strategies to ensure that SMEs get a
competitive advantage (Gaio & Henriques, 2018).

Previous researches confirmed that less competitive
products cause low customer satisfaction (Lekhanya &
Dlamini, 2017; Tulung et al., 2017). Indonesian SMEs’
products are usually not popular with Indonesian people
(Rahadi, 2016). The products offered by SMEs always
lose to the products from large industries, which are often
imported from abroad (Sudarmiatin, 2016). Customers and
employees of SMEs do not have strong knowledge about the
products (low product knowledge) (Rahadi, 2016).

Low customer satisfaction emanates from poor service
quality (Atiyah, 2017; Jamaluddin & Ruswanti, 2017). The
quality of services provided by Indonesian SMEs is not
better than the services given by large industries (Ismoyo et
al., 2018). If the services are provided less satisfying, then it
badly impacts customer satisfaction (Wijetunge, 2016).

There are three factors influencing customer satisfaction
in Indonesia SMEs, respectively product knowledge, service
quality, and competitive advantage. Taking this statement
into consideration, the objective of this research is to reveal
the contribution of product knowledge and service quality
on customer satisfaction with competitive advantage as the
mediation variable in the context of Indonesian SMEs.

2. Literature Review

2.1. Product Knowledge

Product knowledge is the customer’s perception of a
certain product based on their previous experience in using
that product (Sanggor et al., 2018). Product knowledge
summarizes how customers feel about the product including
every direct or indirect experience they have had with the
product. Product knowledge can change customer opinion
of a certain product and the way he/she uses that product;
however, it does not make the customer shift to alternative
products (Salazar-Ordofiez et al., 2018). Customers with
high product knowledge have better memory, recognition,
and analysis of products than customers with low product
knowledge (Sanggor et al., 2018). If individuals have more
knowledge of certain products, then they will purchase the
products (Le et al., 2017).

2.2. Service Quality

Service quality is defined as a set of decisions made
by customers after they have experience with a product or
service over time (Ismail & Yunan, 2016). Service quality
is defined as the difference between customer expectation
and performance experience after using the service (Joudeh
& Dandis, 2018). Service quality is also seen as customer
perception regarding the overall impression on the relative

strength or the inferiority of a certain enterprise and its service
delivery (Neupane & Devkota, 2017). The focus on service
quality and providing customers with exceptional quality
service is the stepping stone to convince customers to use
service repeatedly (Ismail & Yunan, 2016).

2.3. Competitive Advantage

Competitive advantage is possessed by SMEs only if its
profitability is higher than the average profitability level of
relevant industries, and SMEs are considered successful in
maintaining competitive advantage only if they can maintain
a high profitability level for several years (Hosseini et al.,
2018). Competitive advantage is a constant pursuit in SMEs.
The benefits of this constant pursuit include giving SMEs
an advanced position, enabling SMEs to introduce unique
features in their products and services, helping SMEs to
increase and maintain its position in the industrial sector,
and strengthening the relationship with the other SMEs
(Guimaraes et al., 2017).

2.4. Customer Satisfaction

Customer satisfaction is an assessment made by
the customer on a product or service to attain favorable
consumption (Mensah & Mensah, 2018). Customer
satisfaction is also defined as a psychological condition of
a customer that involves feeling or attitude on experience
or several specific aspects of it after receiving a product or
service (Neupane & Devkota, 2017). Customer satisfaction
is associated with customer demand, and a customer is
satisfied only if the demand is fulfilled (Joudeh & Dandis,
2018). Better income can be attained through customer
satisfaction and this surely helps the business in getting more
promising long-term profitability (Veloso et al., 2017). It is
necessary for SMEs to maintain loyal customers and to look
for new customers by delivering satisfying services (Rizan
et al., 2020).

2.5. Other Relevant Researches

Koh et al. (2016) investigated customer satisfaction as a
vital factor in SME survival and in helping to maintain the
overall health of the economy. They found that the Singapore
service sector is dominated by SMEs. Customer satisfaction
with SMEs came from the fulfillment of customer demand
for high service quality. Product knowledge of employees
at SMEs has enabled them not only to respond to demand-
related questions of customers in a faster way but also to
provide information to customers, which improves customer
satisfaction.

Aftab et al. (2016) researched fast-food restaurants in
Pakistan where it was discovered fast food business (SMEs)
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has become a high revenue generated industry. Service
quality plays a vital role to make the customers happy and
insists them to revisit the restaurant. Service quality has a
positive effect on customer satisfaction and to enhance
customer satisfaction and make them loyal as well as to
increase revenue, fast-food restaurants must improve service
quality.

Gheorghe et al. (2018) conducted research on private
ophthalmology services in Romania where it was found
that competition in healthcare services is considered as
a core component in the consumer value mechanism. In
Romania, the emergence of private ophthalmology services
focuses on the prevention, diagnosis, and treatment of eye-
related diseases and disorders and improved value. They
concluded that the key to gain a competitive advantage
stands in providing meaningful value to consumers using
differentiation features. This focus enables the provider to
increase service value. In principle, a competitive advantage
can increase customer satisfaction.

Orga et al. (2018) examined the role of knowledge
management on the competitive advantage of food and
beverage firms in Nigeria. They explained that SMEs
in the food & beverage sector in Nigeria must attain a
competitive advantage to survive in a tight competition. To
attain a competitive advantage, the SMEs must know how
to make, share, and use their knowledge about products
(product knowledge) through the company and align it to
the company strategy and process as well. It was found that
product knowledge affects competitive advantage

Ngwenya (2017) stated that the sustainability of South
Africantelecommunications firmsisunderthreat. Such threats
are due to the new regulations that permitted an influx of new
entrants in the form of ISPs (Internet Service Providers) and
the emergent of OTT (over-the-top) applications in recent
years. This research sought to understand the factors that
influenced a sustained competitive advantage. The research
explained the relationship that exists between service quality
and sustained competitive advantage.

3. Method

This research uses a quantitative approach. The causal
relationship across variables is examined with Structural

Equation Modeling-Partial Least Squares (SEM-PLS). The
research investigates two kinds of variables, respectively
latent (construct) variable as the unobserved variable and
indicator variable as the observed variable of each latent
variable. The latent variable consists of exogenous latent
variables and endogenous latent variables. The exogenous
latent variables in this research comprise Product Knowledge
(PK) and Service Quality (SQ), whereas endogenous latent
variables comprise Competitive Advantage (CA) and
Customer Satisfaction (CS). Research design is illustrated
in Figure 1.

By taking into consideration of research design in
Figure 1, several alternative hypotheses are proposed as
following:

H1: Product Knowledge has a positive and significant
contribution to Competitive Advantage in East Java SMEs.
H2: Service Quality has a positive and significant
contribution to Competitive Advantage in East Java SMEs.
H3: Product Knowledge has a positive and significant
contribution to Customer Satisfaction in East Java SMEs.
H4: Service Quality has a positive and significant
contribution to Customer Satisfaction in East Java SMEs.
H5: Competitive Advantage has a positive and significant
contribution to Customer Satisfaction in East Java SMEs.

3.1. Population and Sample

The research population is Small and Medium
Enterprises (SMEs) in East Java Province. The sample
is taken with purposive random sampling where one
criterion is used, which is, SMEs must be located in East
Java Province. The sample size is determined using the
Malhotra Technique (Malhotra et al., 2017), which requires
the sample to be at least five to ten times the number of
questionnaire indicators. This technique is used for two
reasons, one because the actual population of East Java
SMEs is unknown since the number of SMEs is always
increasing, and two, many SMEs are not covered yet in
data of the Department of Cooperative and SMEs for East
Java Province. 14 indicators must be measured, and the
minimum number of samples is 70 SMEs. The research
sample involves 140 respondents.

Ol

Figure 1: Research Design
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3.2. Research Instrument

The questionnaire type used by this research is closed-
questionnaire with Likert Scale consisting of four intervals.
The scoring system comprises four alternative answers that
must be chosen by respondents, and those answers are:
(1) strongly agree/very compatible; (2) agree/compatible;
(3) disagree/incompatible; and (4) strongly disagree/very
incompatible.

The grids of the questionnaire instrument are explained
as follows:

1. Product Knowledge, which is measured with
two indicators, and those indicators are (a) actual
knowledge and (b) self-perceived knowledge
(Salazar-Ordoiiez et al., 2018).

2. Service Quality, which is measured with five
indicators, and those indicators include (a)
dependability, (b) responsiveness, (c) assurance,
(d) empathy, and (e) tangible (Neupane & Devkota,
2017; Saghier, 2015).

3. Competitive Advantage, which is measured with four
indicators, and those indicators are (a) innovation,
(b) quality, (c) efficiency, and (d) accountability
(Hosseini et al., 2018).

4. Customer Satisfaction, which is measured with three
indicators, respectively (1) product, (2) service, and
(3) purchase (Palit et al., 2016).

Journal of Asian Finance, Economics and Business Vol 8 No 1 (2021) 927-938

3.3. Analysis of Research Data

Data analysis was conducted using Structural Equation
Modeling-Partial Least Squares (SEM-PLS), which is useful
in any research that examines the relationship between the
exogenous latent variables and endogenous latent variables.
Data analysis is conducted with SmartPLS version 3.3.2.
The research model comprises four latent variables, and each
variable has an indicator. This model is depicted in Figure 2.

4. Results

Hypotheses are tested using the goodness-of-fit test on
the outer model and inner model (Jogiyanto, 20113). The
process of the test is facilitated by SmartPLS version 3.3.2.

4.1. Goodness-of-Fit Test on Outer Model

Goodness-of-Fit Test on the outer model involves
measuring three items, respectively (1) convergent validity,
which is indicated by (a) loading factor value and (b) AVE
value; (2) discriminant validity, which is explained through
cross-loading value; and (3) reliability, which is shown by
Composite Reliability (CR). The result of the convergent
validity test by loading factor is shown in Figure 3.

Results of both goodness-of-fit tests of outer and inner
models are summarized in Table 1.
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Figure 2: Path Diagram of Research Model
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Figure 3: Result of Loading Factor Calculation
Table 1: Summary of Goodness-of-Fit Test
Goodness-of-Fit Parameter Rule of Thumbs Decision
Outer Model Convergent Loading factor Loading factor of all indicators must | The condition of
Validity be > 0.7 convergent validity is met.
AVE AVE of all indicators must be > 0.5
Discriminant Cross loading The loading factor of all indicators in | The condition of
Validity one latent variable must be greater | discriminant validity is
than the other latent variable. met.
Reliability Composite Composite Reliability must be > 0.7 | The model is reliable.
Reliability
Inner Model R? Evaluation R? Value R? must be > 0.25 Model is fit.

Table 1 shows that all criteria of goodness-of-fit are met,
including goodness-of-fit for the outer model (Hair et al.,
2017,) and goodness-of-fit for the inner model (Hair et al.,
2017, p. 186). The result of the goodness-of-fit test shows
that the research model is considered fit and therefore, the
model can be used for the hypothesis test.

4.2. Hypothesis Test

The hypothesis test is done based on values obtained
from the bootstrapping process, and this process is facilitated
by SmartPLS 3.3.2. The alternative hypothesis (Ha) is
accepted if t > 1.96 (Hair et al., 2017). The summary of

the t-statistic calculation (t_ ) for the direct effect test is
presented in Table 2.

AsshowninTable 2, variable SQ has a direct and significant
effect on variable CS, while variable PK does not have a direct
and significant effect on variable CS. Therefore, referring to
Baron & Kenny’s Norm (Hair et al., 2017), which requires
the mediation or moderation effect to be tested only if a direct
effect is significant, then it can be said that (1) hypothesis test
on the mediation effect of variable CA in the effect of variable
SQ on variable CS can be conducted, and (2) hypothesis test
on the mediation effect of variable CA in the effect of variable
PK on variable CS cannot be executed. Hypothesis test for the
indirect effect involves processing values from bootstrapping
formulation, and the processing is facilitated by SmartPLS
3.3.2. The result of the t-statistic summary (t,_ ) for the
mediation effect test is shown in Table 3.

The summary of bootstrapping calculation for t-statistic
(t. ) of the hypothesis model is elaborated in Figure 4.

count:
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Calculation for Direct Effect Test

. Hypothesis - :

No Direct Effect ” ” Path Coeff. | t_ . Decision Explanation

0 a

1. PKon CA Hoy V4= 0 | Hypi vy #0 0.420 9.508 H, is rejected; | The effect is positive and
(PK—CA) H_ is accepted. significant.

2. SQon CA Hoo Y= 0 | Hp v, #0 0.594 14.982 | H,isrejected; | The effectis positive and
(SQ—CA) H, is accepted. significant.

3. PKon CS How V2= 0 | Hoa) Vo #0 0.113 1.832 | H,is accepted; The effect is negative
(PK—CS) H, is rejected. and not significant.

4. SQon CS How: Y= 0 | Hopi v, #0 0.242 3.214 H, is rejected; The effect is negative
(SQ—CS) H, is accepted. but significant.

5. CAon CS HO(S): B,=0 Ha(s): B, #0 0.553 5.742 H, is rejected,; The effect is positive and
(CA—>CS) H, is accepted. significant.

Table 3: Summary of t_ Calculation for Mediation Effect Test
Hypothesis
No | Indirect Effect yp Path Decision Explanation
Ho Ha Coeff. count
1. | SQonCS Hog Voot B 270 | H, e Vot B 70 0.328 4.809 | H,isrejected; | The effectis positive
through CA H, is accepted. and significant.
(8Q - CA—- CS)

(Source: Result of Analysis with SmartPLS at a significance level of 5%)
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Figure 4: Summary of Hypothesis Model
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5. Discussion

5.1. Contribution of Product Knowledge on
Competitive Advantage

The result of the research shows that product knowledge
in East Java SMEs can significantly increase competitive
advantage. This result signifies that product knowledge in
East Java SMEs has a positive contribution to competitive
advantage. This result is consistent with the result of
previous research, which indicated that product knowledge
has a positive effect on competitive advantage (Suchanek &
Kralova, 2019)

Product knowledge is one factor that determines SMEs’
success in competing with other businesses (Butuner,
2019). Product knowledge is the initiator of intellectual
transformation that involves activities such as establishing
a knowledge-based enterprise, determining implementation
strategy, and changing business behavior (Raguz et al.,
2015). Product knowledge is one driving force that enables
SME:s in drafting a business strategy and then applying this
strategy in a competitive economical environment.

Moreover, product knowledge is considered important
because it helps any enterprise to survive in market
competition, where product knowledge is used to generate
competing ability that suits the business strategy (Orga
et al.,, 2018). Good business strategy always needs good
resources and excellent workers who can manage resources
properly. Workers with product knowledge can manage the
resources to develop a sustainable competitive advantage.
These workers strengthen corporate activity by focusing
on competition and the customer, and also in coping with
the global challenge (Rahimli, 2012). Product knowledge
enables workers to build capacity and capability from
customers’ reflections and global challenges - the output of
this process is a competitive advantage.

Furthermore, product knowledge is a meaningful concept
to SMEs. The implementation of this concept can help SMEs
to develop competing ability and performance (Nuryanti &
Andreas, 2017). Customers who have good understandings
of product knowledge are those who will be loyal to the brand
image constructed by the producer, and this customer loyalty
helps the producer to develop a sustainable competitive
advantage (Sanggor et al., 2018). Loyal customers usually
repurchase the product or repeat their purchase. The activity
to repurchase or reuse certain products signifies that
customers already have strong product knowledge and this
gives assurance that the product has won the competition
over the other product of other SMEs (Suchanek & Kralova,
2019).

5.2. Contribution of Service Quality to
Competitive Advantage

The result of research indicates that service quality in East
Java SMEs can increase competitive advantage significantly.
Regarding this result, it can be said that service quality has a
positive contribution to competitive advantage. This result is
in line with the result of previous research (Syapsan, 2019),
which asserted that service quality has a positive effect on
competitive advantage.

Service quality is an important concept for SMEs where
SMEs must deliver service quality in a way that customer
expectation relates to the company’s marketing strategy
(Syapsan, 2019). High service quality will put SMEs in a
competitive advantage, which enables SMEs to maintain
customer satisfaction to ensure sustainability and to develop
the capability to understand customers (Eldejany, 2016).
Service quality must be used by SMEs as a business strategy
to satisfy customers and to produce market orientation.

Using service quality as a business strategy not only helps
SMEs to serve customers in a positive way, which later leads
to customer satisfaction but also facilitates SMEs to develop a
competitive advantage that is surely needed for SMEs’ viability
(Atiyah, 2017). SMEs have been emerging in huge numbers,
resulting in intense and fierce competition among SMEs.
Service quality affects SMEs’ capability in competing with one
another (Syapsan, 2019). It is difficult for SMEs to survive in
a competitive environment unless SMEs give better service
quality to their customers (Al-Ababneh et al., 2018). In essence,
service quality is a concept that must be taken into consideration
by any enterprise for its survival in a competitive situation.

In this matter, SMEs must learn about customer taste,
market pressure, and competitor maneuver, and all these
knowledge help SMEs to deliver service properly (Ratny
et al., 2017). Service quality is another factor besides
service innovation that determines competitive advantage
(Martinovi¢, 2018). It is suggested that SMEs not only
improve service quality but also focus on solving the
customer’s problem, deliver defect-free products, and
convince the customer that the service will be given promptly
(Eldejany, 2016). Competitive advantage can be attained
holistically through a synergy between service quality and
the related aspects such as the innovation in service delivery
and the perfection of the problem-solving method.

5.3. Contribution of Product Knowledge to
Customer Satisfaction

The result of the research revealed that product knowledge
in East Java SMEs can increase customer satisfaction but
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the increase is not significant statistically. According to this
result, product knowledge has a positive contribution to
customer satisfaction but the contribution is not significant.
This result corresponds to the result of previous research
(Suchanek & Kralova, 2018), who discovered that product
knowledge does not have a significant effect on customer
satisfaction.

Product knowledge is one aspect that influences customer
satisfaction. It is said so because product knowledge
determines customer inclination to decide whether to buy or
reject a certain product (Rossanty et al., 2018). Therefore,
it can be said that the decision to buy a product comes from
product knowledge, and this relationship is determined by
how customers are treated and how customers see the way
the product is packed and delivered (Singh et al., 2020).
Employees and customers of SMEs must know about
products but the current research emphasizes more on the
customer perspective. When customers do not have new
knowledge about the product, they may still be loyal and
satisfied, but their satisfaction is dormant (Singh et al., 2020).

The decision to buy a product depends on product
characteristics. If the product has a unique characteristic,
then this characteristic not only supports the brand image
of the product but also increases customer satisfaction
(Subaebasni et al., 2019). Product knowledge in East Java
SMEs affects customer satisfaction positively but the
effect is not significant. This is related to the fact that the
products offered by East Java SMEs are less competitive
to the imported products or the products offered by larger
enterprises.

Previous research found that one of the problems faced
by Indonesian SMEs is poor product quality (Rekarti &
Doktoralina, 2017). If the quality of products from SMEs is
below customer expectation, then the customer is not satisfied
(Fawzeea et al., 2019). Concerning this matter, what SMEs
must do is improving product quality or at least offering
products that suit the market taste but at a competitive price.
Indeed, price is always a factor that determines customer
satisfaction and has become one of many parts that constitute
product knowledge (Subaebasni et al., 2019). Thus, it can be
said that product knowledge has a positive contribution to
customer satisfaction but this contribution is not significant.

5.4. Contribution of Service Quality to Customer
Satisfaction

The result of the research explains that service quality
in East Java SMEs can increase customer satisfaction
significantly. Referring to this result, it can be said that service
quality has a positive contribution to customer satisfaction.
This finding conforms with the result of previous research
(Rahayu et al., 2019), which said that service quality has a
positive effect on customer satisfaction.

Service quality affects customer perception of the service
that the customer has accepted. Customer perception of
optimum service delivery will strengthen the relationship
between service quality and customer satisfaction (Rahayu
et al., 2019). Friendly customer service and the betterment
of service infrastructure will persuade customers to access
the product, and this easy access can increase customer
satisfaction (Octabriyantiningtyas & Suryani, 2019). Good
service quality might convince the customers to use the
product again at another moment (Octabriyantiningtyas &
Suryani, 2019). Satisfied customers tend to have a behavioral
intention that emphasizes trusting in products offered by
SMEs and repurchasing products in the future (Sundaram et
al., 2017, p. 66).

Reliability and responsibility of SMEs are important
dimensions that affect the trust of potential buyers in SMEs
before they become loyal customers (Octabriyantiningtyas
& Suryani, 2019; Sundaram et al., 2017). Loyal customers
are those who have strong commitment and trust (Sundaram
et al., 2017). Commitment and trust of the customers must
be considered by SMEs in their business strategy because
both can affect brand image and help SMEs to improve
customer satisfaction (Hsieh et al., 2018). Customer trust
will increase public trust in SMEs, and such trust is built
through positive perception and positive experiences during
the transaction (To et al., 2020). Consequently, customers
with high customer satisfaction will surely continue their
purchases in the future. They do not care whether the offered
product is new or just a modification of the old product and
they are always willing to praise the product (Vikaliana &
Evitha, 2019).

5.5. Contribution of Competitive Advantage to
Customer Satisfaction

The result of this research shows that competitive
advantage in East Java SMEs can increase customer
satisfaction significantly. This result signifies that
competitive advantage has a positive contribution to
customer satisfaction. This result is consistent with previous
research (Gheorghe et al., 2018) that found the positive effect
of competitive advantage on customer satisfaction.

Competitive advantage is the capability to cope with
competitors based on customer perception (Rcardianto et
al., 2019). Customer perception is affected not only by the
characteristic of the product that makes it competitive with
other product but also the quality of the product that makes
the customer satisfied (Rahayu et al., 2019).

It must be noted that customer satisfaction is like a
road that SMEs must pass on to maintain customer loyalty
(Harryani & Gunadarma, 2017). One way to go through that
road is by developing market orientation to keep the product
competitive (Herman et al., 2018). Besides developing
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market orientation, it is also necessary for SMEs to build
competitive advantage by taking into account local values,
the culture of buyers, and the importance of efficiency and
effectiveness (Herman et al., 2018). Another way toward
customer satisfaction involves improving worker quality,
strengthening job motivation, giving job opportunities, and
initiating product innovation (Rcardianto et al., 2019).
Nonetheless, competitive advantage enables SMEs to
control market share, and their performance will surely
increase after they successfully maintain the quality of
their product at a competitive price affordable by customers
(Herman et al., 2018). The marketing rank of SMEs can
ascend only when they care about how to increase customer
satisfaction in a competitive market (Leninkumar, 2017).

5.6. Contribution of Service Quality to Customer
Satisfaction with Competitive Advantage as
the Mediation Variable

The result of this research shows that service quality in
East Java SMEs has an indirect and significant contribution
to customer satisfaction through competitive advantage. It
can also be said that service quality has a positive effect on
customer satisfaction if competitive advantage is involved.

Competitive advantage is a factor that must be considered
in improving service quality, and this factor is associated with
the capability of SMEs to set a competitive price to supply
the demanded products and to provide a warranty for the
products (Lestari et al., 2020). Service quality helps SMEs
to understand the expectation and demand of customers, and
those understandings must be used by SMEs to maximize the
good experience and minimize customers’ bad experience in
using the products (Octabriyantiningtyas & Suryani, 2019).
Service quality is one of the key procedures that enable
SME:s to survive in the competition (Vikaliana & Evitha,
2019). The capability to survive in the competition will
strengthen the competitive advantage of SMEs.

The survival in business competition is attained by SMEs
by implementing competitive advantage to produce positive
customer perception (Rcardianto et al., 2019). Positive
perception of customers on SMEs will hold out if the aspects
of tangible, reliability, responsiveness, and assurance are
fulfilled by giving the customer a better experience in
using the products, and this surely will increase customer
satisfaction (Andrew et al., 2019). Based on this position, it
can be said that customer satisfaction is affected by service
quality and competitive advantage.

6. Conclusion

This research has arrived at several conclusions. Among
these conclusions is that product knowledge and service
quality can increase competitive advantage and customer

satisfaction in East Java SMEs. The next conclusion is that
competitive advantage can act as a mediator in the effect of
service quality on customer satisfaction. It is also concluded
that product knowledge can increase customer satisfaction
in East Java SMEs, but the increase is not significant
statistically. As a consequence, competitive advantage
cannot act as a mediator in the effect of product knowledge
on customer satisfaction.
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