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Abstract: The Indonesian defence sector continues to encounter considerable obstacles in attaining a sustainable competitive advantage, despite
concerted efforts by both the government and industry stakeholders. In response to these persistent challenges, the present study investigates the
strategic significance of alliance strategy in strengthening competitive advantage within the Indonesian defence sector. Particular attention is given to
the mediating influence of innovation capability and the moderating role of the regulatory environment. A quantitative methodology was adopted,
utilising a 5-point Likert scale to gather responses from actors within the defence industry. Data collection was conducted through both physical
distribution and digital platforms, including email and Google Forms, to ensure broad participation. A total of 170 completed questionnaires were
obtained and employed for hypothesis testing. The findings reveal that alliance strategy positively impacts competitive advantage through the
enhancement of innovation capability. However, the regulatory environment does not exhibit a moderating effect. This study offers both theoretical
advancements and practical recommendations, supporting defence firms and policymakers in their pursuit of enduring competitiveness within a

complex and evolving security landscape.
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1. Introduction

The defence industry holds a critical position in upholding national
sovereignty, sustaining economic resilience, and fostering technological
advancement, particularly within the context of an increasingly complex
global security landscape [1]. Similar to other nations, Indonesia
considers the establishment of a robust, autonomous, and internationally
competitive defence sector to be a matter of national importance [2].
Nevertheless, the Indonesian defence industry continues to encounter
persistent barriers in its pursuit of sustainable competitive advantage [3].
Despite multiple initiatives, including the establishment of Defend ID,
many firms within the sector remain hindered by operational
inefficiencies, limited innovation capacity, reliance on foreign
technologies, and an inadequate integration of strategic alliances.
Consequently, although substantial efforts have been made to
strengthen the national defence sector, various structural and strategic
constraints persist.

A recurring and practical challenge involves the inability of
Indonesian defence firms to capitalise on collaborative partnerships, or
alliance strategies, to achieve a distinctive edge over regional and global
competitors. In the context of the defence sector, such collaborations
involve coordinated efforts among diverse stakeholders, including
government agencies, military institutions, and private enterprises, aimed
at attaining shared strategic objectives [4]. When formulated and
executed effectively, strategic alliances are recognised for fostering
innovation, facilitating knowledge exchange, and enhancing operational
productivity [5]. However, many defence firms in Indonesia lack the
organisational infrastructure, absorptive capacity, and innovation
capabilities required to transform alliance strategies into tangible
performance gains. According to this study, such alliances may take the
form of joint research, technology sharing, co-production agreements, or
broader strategic collaborations. In the absence of these capacities, firms
demonstrate limited agility, fail to maximise technological potential, and
respond inadequately to evolving market and security demands, thereby
undermining their competitiveness. Strategic alliances, if properly
leveraged, may mitigate several of these systemic issues.

Although alliance strategies have gained increasing prominence
across global defence sectors [5; 6; 7], their utilisation within Indonesia
remains relatively fragmented and insufficiently conceptualised. These
strategies aim to enhance capabilities, reduce operational costs, and

stimulate innovation by pooling resources and knowledge. Nonetheless,
the lack of a clearly articulated alliance strategy model tailored to the
Indonesian context, particularly within the scope of Defend ID, has led to
inconsistent implementation and missed opportunities in areas such as
joint ventures, resource sharing, and collaborative development. This
theoretical and practical gap forms the basis for the present study, which
investigates the contribution of alliance strategies to the Indonesian
defence sector. In the absence of a coherent framework, these strategies
often fall short in generating long-term value or fostering innovation-led
growth. To address this issue, the current study introduces innovation
capability as a mediating factor between alliance strategy and
competitive advantage.

Previous research has largely overlooked the mediating function of
innovation capability. While alliances are generally assumed to
contribute positively to organisational performance, the role of internal
capacities, particularly innovation capability, has received limited
attention. Although innovation capability has been extensively examined
within the defence sector [8; 9; 10], its specific mediating role remains
underexplored. The formation of strategic alliances alone is insufficient;
firms must also cultivate internal mechanisms that enable effective
knowledge absorption and application. Furthermore, the regulatory
environment plays a critical role in advancing the defence sector.
Although this aspect has been discussed in prior literature, its moderating
influence on the relationship between alliance strategy and competitive
advantage has not been examined. The disconnect between strategic
design and expected outcomes highlights a broader issue of
misalignment, where alliance strategies do not consistently translate into
improved competitiveness. Therefore, this study seeks to examine the
strategic role of alliance strategy in strengthening competitive advantage
in the Indonesian defence sector, with particular emphasis on the
mediating role of innovation capability and the moderating effect of the
regulatory environment. Achieving this aim is expected to offer insights
that can support the sector in enhancing its competitive position.

2. Theoretical Framework of the Study

The Resource-Based View (RBV) offers a robust theoretical
framework for understanding the interconnections among alliance
strategy, organisational capability, and competitive advantage. RBV

© 2024 By the Authors. This Open Access Article Was Published Under a Creative Commons Attribution License
(http://creativecommons.org/licenses/by/4.0/).



http://creativecommons.org/licenses/by/4.0/
mailto:edwin.adrian@ui.ac.id
mailto:r.kusumastuti@ui.ac.id
mailto:nugrohoyuliarto@gmail.com
mailto:edwin.adrian@ui.ac.id

Alliance Strategy Model Design on Defend ID in Creating Competitive Advantage in Indonesian Defence Industry

posits that a firm’s sustained competitive advantage stems primarily from
its possession and strategic utilisation of valuable, rare, inimitable, and
non-substitutable internal resources, rather than solely from external
market dynamics [11; 12; 13]. The theory underscores that a firm's ability
to outperform competitors is contingent upon both the ownership and
effective deployment of distinctive competencies and assets. In this
context, alliance strategies serve as a critical means through which firms
can access valuable external resources, including cutting-edge
technologies, expert knowledge, and skilled personnel [7], all of which
can be leveraged to strengthen competitive positioning.

Nevertheless, merely acquiring these external inputs is insufficient.
Firms must develop internal capabilities—particularly organisational and
innovation-oriented competencies—to assimilate and operationalise
such resources effectively. Alliance strategy, as an intangible strategic

asset, constitutes a key internal resource that can be instrumental in
achieving competitive advantage. These capabilities function as
mediating mechanisms that convert alliance-based resources into
superior organisational performance. Within this framework, innovation
capability is also recognised as a vital internal resource that enhances a
firm’s competitiveness, in line with the core tenets of RBV [14].
Additionally, the regulatory environment may serve as a moderating
factor, affecting the extent to which firms can access and utilise
resources, or develop capabilities efficiently. Therefore, RBV supports
the proposition that strategic alliances foster competitive advantage in
the defence sector by enhancing organisational competencies, while
external contextual factors, such as regulatory conditions, influence the
strength of this relationship. As illustrated in Figure 1, the conceptual
model developed in this study is firmly grounded in the RBV framework.

Regulatory
Environment

Alliance Strategy
Strategic partnerships
Technology sharing

Innovation
Capability

Competitive
Advantage

e International cooperation

Figure 1: Theoritical Framework of the Study
Source: Developed by the Author

3. Literature Review

3.1 The Role of Alliance Strategy in Competitive Advantage

In an increasingly dynamic and competitive global landscape,
organisations are progressively adopting alliance strategies as a means
to bolster their market position and secure a competitive advantage [15].
A strategic alliance refers to a formalised collaboration between two or
more independent entities aimed at achieving mutually defined
objectives. Such strategies typically involve the joint utilisation of
resources, competencies, or technologies to realise shared strategic
goals [16]. Within the defence sector, where access to advanced
technologies, cost-effectiveness, and continuous innovation are critical,
these alliances hold particular strategic importance. Given the resource
constraints facing the Indonesian defence industry, the integration of
innovative technologies presents substantial challenges, thereby
rendering alliance strategies especially vital.

Through alliance strategies, firms gain access to complementary
assets, mitigate operational uncertainties, and expedite the development
of products or services without shouldering the entire burden of
innovation-related costs. These collaborations are designed to
accomplish strategic outcomes that individual firms might find
unattainable independently. Frequently, they involve the joint allocation
of resources, shared risk, and mutual reward. Strategic partnerships also
enable firms to expand into new markets, benefit from economies of
scale, and enhance their knowledge base through cooperative learning
[4]. Such partnerships play a pivotal role in organisational learning and
capability enhancement, particularly when the collaboration involves
technologically advanced or internationally experienced counterparts. As
such, strategic partnerships are fundamental in advancing competitive
strength within the defence sector. Therefore, alliance strategies
transcend the role of simple cooperative arrangements; they represent
essential components within a firm’s strategic toolkit, enabling superior
performance in complex, capital-intensive sectors such as defence.

H1: Alliance strategy has a positive effect on competitive advantage.
3.2 The Role of Alliance Strategy in Innovation Capability

Alliance strategy serves as a crucial mechanism for strengthening
innovation capability across various sectors, particularly in technology-
intensive and resource-demanding fields such as the defence industry
[17]. Innovation capability refers to an organisation’s ability to generate,
refine, and implement novel ideas, products, services, or processes by
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effectively harnessing knowledge, expertise, and technological assets
[18]. This capability reflects the firm’s capacity to translate innovative
concepts into value-generating outputs. Within this framework, strategic
alliances offer a vital pathway through which firms can access external
sources of innovation, reduce the financial burden of research and
development, and expedite product development cycles. In the context
of the Indonesian defence sector, examining the link between alliance
strategy and innovation capability is especially relevant, as the industry's
progression is constrained without external collaboration and support
from more technologically advanced nations.

Alliances facilitate collaboration with partners possessing
complementary competencies, such as advanced technologies, industry-
specific expertise, or in-depth market knowledge. However, such
collaboration cannot vyield effective results in the absence of robust
innovation capabilities within the local defence industry. These
partnerships promote resource sharing, knowledge exchange, and joint
learning, all of which are essential for stimulating innovation [19]. The
development of innovation capability in the defence sector is generally
contingent upon the presence of well-structured strategic alliances. Such
collaborations expose firms to diverse perspectives and novel practices
stemming from varied organisational cultures, industrial backgrounds, or
international contexts [16]. Cultivating innovation capability entails
establishing the necessary skills, infrastructures, and processes to
support continuous innovation and sustainable growth. In the Indonesian
context, fostering innovation is imperative to reduce dependency on
imported technologies and to promote the development of indigenous
defence solutions. Innovation capability encompasses the generation
and systematic evaluation of new ideas, as well as the implementation of
structured innovation processes [20], which are often enabled through
strategic partnerships. Engagements with global defence corporations,
research institutes, or regional allies can help Indonesian firms bridge
technological gaps and gain access to frontier innovations. In conclusion,
alliance strategies function as key enablers of innovation capability,
empowering organisations to remain adaptive, competitive, and
technologically advanced amid increasingly volatile and complex
operational environments.

H2: Alliance strategy has a positive effect on innovation capability.

3.3 The Role of Innovation Capability in Competitive
Advantage

Innovation capability constitutes a fundamental element in
achieving competitive advantage, particularly within the context of a
rapidly evolving, technology-driven global marketplace [21]. It signifies
an organisation’s capacity to consistently generate and implement novel
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products, services, processes, or business models that align with shifting
customer demands and fluctuating market conditions. An organisational
environment that encourages creativity, calculated risk-taking, and
collaborative engagement is vital for fostering innovation. Firms equipped
with robust innovation capabilities tend to exhibit greater adaptability and
resilience, enabling them to distinguish themselves more effectively from
their competitors. Empirical research, including that of Sulistyo and Ayuni
[14], has demonstrated that innovation capability contributes positively to
the attainment of competitive advantage.

Innovation within the defence sector enables firms to deliver unique
value propositions [22], enhance operational effectiveness, lower
production and development costs, and improve the overall experience
for stakeholders. Technological innovation, in particular, introduces novel
approaches to strengthening national security, offering a significant
competitive edge that is often difficult for rivals to emulate. The
advancement of defence technologies relies heavily on continuous
innovation, making it an indispensable component of strategic
development in the sector [23]. Given the critical importance of
technological progress and strategic capability in the defence industry,
innovation capability ensures that firms remain both responsive to
evolving defence requirements and aligned with national security
objectives. As such, robust mechanisms for the development and
implementation of innovative solutions are essential to translate
conceptual ideas into tangible outcomes. Innovation capability, therefore,
extends beyond technological progress to encompass strategic renewal
and the generation of long-term organisational value.

H3: Innovation capability has a positive effect on competitive advantage.

H4: Innovation capability mediates the relationship between alliance
strategy and competitive advantage.

3.4 The Role of the Regulatory Environment between
Alliance Strategy and Innovation Capability

The regulatory environment serves as a critical moderating factor
influencing the relationship between alliance strategy and innovation
capability. Government regulations, legal systems, and institutional
policies can either facilitate or constrain the effectiveness of strategic
collaborations aimed at fostering innovation. The term "regulatory
environment" encompasses the legal statutes, policy directives, and
administrative controls governing how firms operate within specific
industries or jurisdictions [24]. In highly regulated sectors such as
defence—where security concerns, compliance obligations, and export
restrictions are paramount—these external conditions play a decisive
role in determining how alliances are structured and implemented. This
environment is particularly consequential in the Indonesian defence
industry, where governmental policies regarding international
partnerships have a direct impact on firms' ability to enhance innovation
capability [25].

A supportive regulatory framework can significantly improve the
effectiveness of collaborative ventures [26] by offering incentives such
as tax relief, research funding, and streamlined procedures for joint
initiatives or technology-sharing agreements. This framework consists of
both the legislative infrastructure and the regulatory bodies responsible
for enforcement, which together determine how businesses engage with

Table 1: Variable Measures

stakeholders, competitors, and regulatory constraints [27]. An enabling
regulatory climate promotes international cooperation, reduces
administrative burdens, and fosters mutual trust among alliance partners.
Therefore, effective cross-border collaboration is largely dependent on
the extent to which governmental policies support such engagements.
Conversely, restrictive, ambiguous, or overly complex regulations may
generate uncertainty, restrict access to foreign technologies, and
dissuade firms from entering alliances due to legal risks or bureaucratic
impediments. The general regulatory environment thus defines the
parameters within which the defence industry functions and engages in
external collaborations [24]. In the Indonesian context, transparent and
proactive regulatory support is essential for promoting strategic alliances
that strengthen indigenous innovation. Consequently, the regulatory
environment can either serve as a key enabler or a substantial obstacle
in converting alliance strategies into measurable innovation outcomes.

H5: Regulatory environment moderates the relationship between alliance
strategy and innovation capability.

4. Method

This research adopted a quantitative methodology, which aligns
appropriately with the study's objectives. A structured questionnaire
survey was utilised as the primary tool for data collection. To investigate
the relationships among alliance strategy, innovation capability,
competitive advantage, and the moderating influence of the regulatory
environment within the Indonesian defence sector, a cross-sectional
research design was applied. The study hypotheses were examined
through analysis of primary data obtained via the survey instrument. Data
were collected using a 5-point Likert scale ranging from 1 (Strongly
Disagree) to 5 (Strongly Agree). Given that prior studies had not
specifically explored the interplay among these variables within the
context of the Indonesian defence industry, the present study developed
a bespoke survey instrument. The measurement of alliance strategy was
based on six items reflecting strategic partnerships, technology
exchange, and international cooperation. Similarly, six items were
employed to assess both innovation capability and competitive
advantage. The regulatory environment was also measured using six
items, which captured the perceived influence of governmental policy on
organisational strategies within the defence sector. Table 1 presents the
scale items developed and utilised in this study.

The survey was disseminated through both physical copies and
online platforms, including email and Google Forms, to maximise
respondent reach and data collection efficiency. Prior to full-scale
distribution, a pilot test was conducted with 30 participants to assess the
instrument’s reliability and clarity. For the main data collection, purposive
sampling was employed. As a non-probability sampling method,
purposive sampling involves the deliberate selection of respondents
based on predefined characteristics. Since the subject of strategic
alliances pertains to a specialised domain, only individuals with relevant
knowledge and experience were deemed suitable participants.
Accordingly, the target respondents included senior managers,
engineers, researchers, and policy officials from the defence industry.
Out of 400 distributed questionnaires, a total of 170 valid responses were
received and used for analysis.

Variable

Measures

Source

Competitive
Advantage

Alliance
Strategy

Capability

Regulatory
Environment
(Moderating

1
2

3

4

5

6

1

2

3

4

5
6.
Innovation 1.
2

3

4

5

6

1

2

3
Variable) 4
5

6

Our organization offers superior defence products/services compared to competitors.
We have a strong market position due to our unique capabilities.

Our cost efficiency provides us with a competitive edge.

We consistently outperform our competitors in terms of quality and innovation.

Our brand is well-recognized and trusted in the defence industry.

We maintain long-term relationships with key stakeholders due to our performance.
Our organization actively forms strategic alliances with domestic or international defence partners.
We share resources and capabilities with our alliance partners to achieve mutual goals.
Alliance partnerships help us access new technologies and innovations.

We engage in joint research and development activities with our partners.

Our strategic alliances are guided by clear, long-term objectives.

Knowledge and experience gained from alliances are integrated into our operations.
Our organization continuously invests in research and development activities.

We are able to adapt and implement new technologies effectively.

Employees are encouraged to generate and share innovative ideas.

We regularly introduce new products, services, or solutions.

Our firm is quick to respond to technological changes in the defence sector.

We have structured processes in place to manage innovation projects.

Government policies support strategic collaboration in the defence sector.
Regulations facilitate knowledge and technology transfer between firms.

Our alliances benefit from government incentives and funding support.

The regulatory environment encourages innovation in defence manufacturing.

Policy frameworks are clear and promote international collaboration.

Regulatory compliance does not hinder alliance formation or innovation.

Developed by
the Current
Study

Developed by
the Current
Study

Developed by
the Current
Study

Developed by
the Current
Study
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5. Data Analysis

Table 2 presents the descriptive statistics derived from the dataset,
including assessments of missing values, mean, median, outliers, and
normality. These statistics were generated following a comprehensive
data screening procedure. The data screening process encompassed

Table 2: Data Statistics

the identification of missing values, detection of outliers, and evaluation
of the distributional characteristics to assess normality. A limited number
of missing values were observed within the variables related to the
regulatory environment and innovation capability. These were addressed
using the mean substitution method. Apart from this, no significant data
irregularities were identified.

Mean Median Min Max SD Kurtosis Skewness
AS1 3.19 3 1 5 1.381 -1.169 -0.185
AS2 2.637 3 1 5 1.151 -0.701 1.177
AS3 3.157 3 1 5 0.954 -0.675 0.294
AS4 2.55 2 1 5 1.203 -0.871 0.32
AS5 3.263 3 1 5 0.997 -0.811 1.315
AS6 3.377 4 1 5 1.312 -1.166 -0.241
IC1 2.933 3 1 5 0.93 -1.101 -1.244
IC2 3.247 3 1 5 1.321 -1.115 -0.148
IC3 2.937 3 1 5 1.32 -1.076 -0.254
IC4 2.817 3 1 5 1.287 -1.022 -1.249
IC5 3.227 3 1 5 0.931 -0.915 -0.213
IC6 2.797 3 1 5 1.123 -0.6 0.294
RE1 2.803 3 1 5 1.11 -0.733 0.189
RE2 3.2 3 1 5 1.291 -0.969 -1.284
RE3 2.963 3 1 5 1.313 -1.03 -0.278
RE4 3.023 3 1 5 1.292 -0.974 -0.053
RE5 3.04 3 1 5 1.219 -0.846 -0.088
RE6 2.997 3 1 5 1.26 -0.949 -0.123
CA1 3.36 3 1 5 1.272 -0.963 -0.3
CA2 3.39 3 1 5 1.282 -0.989 -0.292
CA3 2.853 4 1 5 1.355 -1.135 -0.306
CA4 3.383 4 1 5 1.318 -1.092 -0.303
CA5 3.29 3 1 5 1.314 -1.049 -0.211
CA6 3.067 3 1 5 1.195 -0.844 -0.164

Note: AS = Alliance Strategy: CA = Competitive Advantage: CA = Innovation Capability: RE = Regulatory Environment.

Table 3 outlines the results from the initial phase of the structural
equation modelling, specifically focusing on the assessment of individual
item reliability. In accordance with established literature, factor loadings
must exceed 0.5 to confirm the reliability of each measurement item used
in the analysis [28; 29]. In the present study, all measurement items met

Table 3: Individual Iltem Reliability

or exceeded the minimum acceptable threshold for factor loading. The
majority of items demonstrated loadings above 0.7, indicating strong
reliability. However, one item related to alliance strategy exhibited a
factor loading below the acceptable level and was subsequently
excluded from further analysis.

Construct Items Questions Level of Reliability
Alliance AS2 We have a strong market position due to our unique capabilities. 0.822
Strategy AS3 Our cost efficiency provides us with a competitive edge. 0.755

AS4 We consistently outperform our competitors in terms of quality and innovation. 0.828

AS5 Our brand is well-recognized and trusted in the defence industry. 0.815

AS6 We maintain long-term relationships with key stakeholders due to our performance. 0.718

Competitive CA1 Our organization offers superior defence products/services compared to competitors. 0.876
Advantage CA2 We have a strong market position due to our unique capabilities. 0.89
CA3 Our cost efficiency provides us with a competitive edge. 0.921

CA4 We consistently outperform our competitors in terms of quality and innovation. 0.906

CA5 Our brand is well-recognized and trusted in the defence industry. 0.891

CA6 We maintain long-term relationships with key stakeholders due to our performance. 0.769

Innovation IC1 Our organization continuously invests in research and development activities. 0.884
Capability IC2 We can adapt and implement new technologies effectively. 0.902
IC3 Employees are encouraged to generate and share innovative ideas. 0.899

IC4 We regularly introduce new products, services, or solutions. 0.903

IC5 Our firm is quick to respond to technological changes in the defence sector. 0.878

IC6 We have structured processes in place to manage innovation projects. 0.565

Regulatory RE1 Government policies support strategic collaboration in the defence sector. 0.647
Environment RE2 Regulations facilitate knowledge and technology transfer between firms. 0.853
(Moderating RE3 Our alliances benefit from government incentives and funding support. 0.855
Variable) RE4 The regulatory environment encourages innovation in defence manufacturing. 0.856
RES5 Policy frameworks are clear and promote international collaboration. 0.873

REG6 Regulatory compliance does not hinder alliance formation or innovation. 0.844

Table 4 and Figure 2 were developed to assess construct reliability
(CR) and convergent validity. In this study, construct reliability was
evaluated using Cronbach’s alpha, with a minimum threshold of 0.7,
alongside composite reliability, which is also expected to exceed 0.7. As
shown in Table 4, all reported values met the required standards,
indicating acceptable reliability. Furthermore, convergent validity was

Table 4: Construct Reliability and Validity

assessed through the average variance extracted (AVE), which must
surpass 0.5 to be considered satisfactory [30; 31; 32]. The results
confirmed that these conditions were fulfilled, thereby establishing
convergent validity. This suggests that all measurement items for each
construct exhibit strong inter-item correlations, confirming that they
reliably reflect the intended latent variables.

Alpha rho A CR AVE

Alliance Strategy 0.852 0.876 0.891 0.622
Competitive Advantage 0.939 0.94 0.952 0.769
Innovation Capability 0.916 0.928 0.937 0.718
Regulatory Environment 0.904 0.911 0.927 0.681
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Figure 2: Construct Reliability and Validity

Discriminant validity was established through two analytical
approaches: the square root of AVE (see Table 5) and cross-loading
analysis (see Table 6), in line with accepted guidelines [33; 34]. The
outcomes from both methods confirmed that the constructs measured
were empirically distinct. Specifically, each item's association with its
corresponding construct exceeded its correlations with other constructs,

Table 5: AVE Square Root

thereby indicating adequate separation among variables. This lack of
overlap demonstrates that the items used to measure each construct are
unique and not interchangeable across constructs. As a result, the
dataset is deemed suitable for subsequent analysis of the hypothesised
relationships.

Alliance Strategy

Competitive Advantage

Innovation Capability Regulatory Environment

Alliance Strategy 0.789
Competitive Advantage 0.724 0.877
Innovation Capability 0.722 0.814
Regulatory Environment 0.713 0.806

0.847

0.802 0.825

Table 6: Cross-Loadings

Alliance Strategy Competitive Advantage

Innovation Capability Regulatory Environment

AS2 0.822 0.505
AS3 0.755 0.47
AS4 0.828 0.492
AS5 0.815 0.502
AS6 0.718 0.711
CA1 0.637 0.876
CA2 0.659 0.89
CA3 0.642 0.921
CA4 0.591 0.906
CA5 0.64 0.891
CA6 0.635 0.769
IC1 0.663 0.739
IC2 0.64 0.737
IC3 0.636 0.698
IC4 0.633 0.714
IC5 0.656 0.697
IC6 0.399 0.526
RE1 0.453 0.5

RE2 0.612 0.723
RE3 0.582 0.737
RE4 0.625 0.646
RE5 0.613 0.687
RE6 0.63 0.666

0.489 0.499
0.427 0.435
0.446 0.504
0.447 0.488
0.628 0.634
0.707 0.721
0.698 0.692
0.743 0.732
0.725 0.706
0.721 0.7

0.685 0.683
0.884 0.725
0.902 0.717
0.899 0.692
0.903 0.704
0.878 0.677
0.565 0.539
0.546 0.647
0.729 0.853
0.716 0.855
0.641 0.856
0.664 0.873
0.653 0.844

Table 7 presents the findings from the hypothesis testing. The
analysis focused on evaluating the relationships among alliance strategy,
innovation capability, regulatory environment, and competitive
advantage. To assess these associations, both t-values and beta
coefficients were examined. The path from alliance strategy to innovation
capability yielded a significant result, with a t-value of 7.906. Similarly,
the effect of alliance strategy on competitive advantage was also
statistically significant, recording a t-value of 6.572. Furthermore,
innovation capability demonstrated a strong and positive influence on
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competitive advantage, supported by a t-value of 15.073. These
outcomes confirm that all three direct relationships are both positive and
statistically significant. In contrast, the moderating effect of the regulatory
environment on the relationship between alliance strategy and
competitive advantage was found to be statistically insignificant, with a t-
value of 1.544. However, the mediating role of innovation capability in
the link between alliance strategy and competitive advantage was
confirmed as significant, as reflected by a t-value of 7.077. Detailed
results pertaining to the mediation analysis are presented in Table 8.
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Table 7: Direct Effect and Moderation

B Mean SD T Statistics P Values

Alliance Strategy -> Competitive Advantage 0.284 0.286 0.043 6.572 0

Alliance Strategy -> Innovation Capability 0.321 0.323 0.041 7.906 0

Innovation Capability -> Competitive Advantage 0.609 0.608 0.04 15.073 0

Moderating Effect 1 -> Innovation Capability -0.076 -0.077 0.049 1.544 0.123
Table 8: Indirect Effect

B Mean SD T Statistics P Values

Alliance Strategy -> Innovation Capability -> Competitive Advantage 0.195 0.196 0.028 7.077 0

6. Discussion

This study examined the interrelationships among alliance strategy,
innovation capability, regulatory environment, and competitive
advantage within the Indonesian defence sector. The primary objective
was to investigate how alliance strategy and innovation capability
contribute to enhancing competitive advantage. Five hypotheses were
formulated, including three assessing direct effects: alliance strategy on
innovation capability, alliance strategy on competitive advantage, and
innovation capability on competitive advantage. Additionally, one
hypothesis was developed to test the mediating role of innovation
capability in the relationship between alliance strategy and competitive
advantage, while another explored the moderating effect of the
regulatory environment on the link between alliance strategy and
innovation capability.

The empirical findings confirm that alliance strategy exerts a
significant positive influence on both innovation capability and
competitive advantage in Indonesia's defence industry. These results
suggest that strengthening alliance strategies can directly improve the
innovation capacity of domestic defence firms. Conversely, limited
engagement in strategic alliances may hinder the industry's ability to
innovate effectively. Strategic alliances enable access to advanced
technologies, international expertise, and global standards, which are
often challenging to cultivate internally. In a technologically advanced
and competitive era, securing such resources through international
partnerships becomes essential. Previous research has similarly
identified a strong link between alliance strategies and innovation
outcomes [6; 7; 35]. Moreover, this study demonstrates that alliance
strategy contributes not only directly to competitive advantage but also
indirectly through the enhancement of innovation capability. The
presence of both direct and indirect effects reinforces the argument that
innovation serves as a key transmission mechanism through which
strategic alliances influence competitiveness. The direct impact of
alliance strategy on competitive advantage aligns with earlier findings
[36; 371, underscoring the importance of international collaboration, joint
research initiatives, and co-development in strengthening domestic
capabilities. Such partnerships enable the local adaptation of foreign
technologies and foster innovation through shared knowledge and co-
creation efforts.

Furthermore, the study confirmed a direct positive relationship
between innovation capability and competitive advantage. For firms
operating in the Indonesian defence industry, innovation capability is
critical for reducing reliance on imported technologies and promoting
self-sufficiency in defence solutions. These findings are consistent with
existing literature that recognises innovation capability as a significant
contributor to competitive advantage across various sectors [38; 39].
Finally, the investigation into the moderating role of the regulatory
environment revealed that it does not significantly influence the
relationship between alliance strategy and competitive advantage. This
outcome diverges from existing research, likely due to contextual
differences in regulatory frameworks. The limited regulatory oversight
and involvement of the Indonesian government in the defence sector
may explain its minimal moderating effect, thereby reducing its influence
on firms' strategic activities.

7. Conclusion

In an era characterised by rapid technological advancement,
defence firms are under mounting pressure to modernise operations,
reduce reliance on foreign technologies, and develop indigenous
capabilities. Within this context, strategic alliances represent a valuable
mechanism for acquiring essential resources, facilitating knowledge
exchange, and accelerating innovation processes. The success of such
alliances, however, largely depends on a firm's capacity to assimilate and
utilise external knowledge effectively. Innovation capability serves as the
essential intermediary linking strategic collaboration with the
achievement of sustained competitive advantage. Consequently,
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fostering innovation capability through alliance strategies plays a pivotal
role in the modernisation of defence systems and the enhancement of
competitive positioning within the industry. Conversely, the anticipated
moderating effect of the regulatory environment on the relationship
between alliance strategy and innovation capability was not supported
by the findings. This indicates that regulatory structures do not
significantly shape or enhance the impact of alliance strategies on
innovation within the current setting. The lack of influence may reflect
inherent limitations within the Indonesian regulatory framework, which
appears to be either overly rigid, weakly enforced, or insufficiently
tailored to promote innovation through strategic partnerships. The
absence of targeted incentives, policy clarity, and institutional support
may prevent regulations from effectively guiding firms toward innovation-
led outcomes via alliances.

7.1 Implications, Limitations and Recommendations for
Future Studies

The relationships explored in this study offer meaningful
implications for the Indonesian defence industry. Specifically, the findings
provide practical insights for policymakers seeking to strengthen national
defence capabilities. The results underscore the importance of
establishing regulatory frameworks that are clearly defined, supportive,
and conducive to innovation, particularly those aimed at facilitating
strategic alliances involving technology transfer and joint research and
development (R&D). Encouraging R&D initiatives through alliance
strategies is essential for the adoption of advanced technologies. To this
end, policymakers are encouraged to reduce administrative hurdles and
introduce incentive mechanisms such as tax relief, research grants, and
expedited approval procedures to promote effective collaboration
between domestic and international defence organisations. These policy
measures can enhance innovation capability, which in turn can be
fostered through strategic alliances. Strengthening both alliance strategy
and innovation capability offers a pathway for achieving sustained
competitive advantage and reinforcing Indonesia’s defence sector.

Although the current study contributes significantly to both
theoretical understanding and practical policy in the field of defence
industry development, certain limitations must be acknowledged. The
research employed a quantitative, survey-based approach, which, while
effective for hypothesis testing, may not fully capture the intricate nature
of alliance dynamics or the complexities involved in innovation
processes. Future research would benefit from incorporating qualitative
methods, such as interviews or case studies, to provide deeper
contextual insights. Moreover, this study is focused exclusively on the
Indonesian defence industry, which may restrict the broader applicability
of its findings to contexts with differing regulatory systems or strategic
priorities. As such, future investigations are encouraged to adopt a
comparative approach by examining similar relationships across defence
industries in other developing nations. This would enhance the practical
relevance of the findings and provide a more comprehensive
understanding of how different environmental contexts shape the
interplay between alliance strategies, innovation capability, and
competitive advantage.
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