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Abstract 

This study analyzes the impact of cost leadership strategy, differentiation strategy, and 

innovative capability on the organizational performance of Indonesian National Military 

Hospitals (TNI Hospitals), with strategy flexibility serving as a mediating variable. Utilizing a 

quantitative approach, data were collected from 210 respondents across seven Type B military 

hospitals in Indonesia through purposive sampling. Analysis was conducted using Structural 

Equation Modeling (SEM) with Partial Least Squares (PLS), and the validity and reliability of 

the indicators were confirmed. 

 

The findings indicate that cost leadership strategy, innovative capability, and strategy flexibility 

directly affect organizational performance. In contrast, the differentiation strategy does not 

significantly influence performance. Furthermore, the study illustrates how strategy flexibility 

enables TNI hospitals to effectively implement various strategies—cost leadership, 

differentiation, and innovation—thereby enhancing performance while maintaining their unique 

identity as military healthcare providers. This suggests that TNI AD hospitals can pursue these 

strategies without compromising the quality of care and while adhering to relevant regulations. 

 

Keywords: Indonesian Army Hospital, cost leadership, differentiation, innovation, strategy 

flexibility. 
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1. Introduction 

As healthcare institutions, hospitals play a vital role not only in providing medical services but 

also in effectively executing managerial and business functions. In this context, service quality is 

a crucial factor in determining patient satisfaction, loyalty, and the hospital's reputation. 

However, maintaining consistent service remains a challenge, including limited resources, 

varying medical personnel competencies, and demands for compliance with evolving 

regulations. One serious challenge emerging globally and nationally is antimicrobial resistance 

(AMR), a phenomenon where bacteria become resistant to commonly used antibiotics, 

increasing the risk of death, prolonging hospital stays, and increasing healthcare costs. 

 

The Lancet Global Burden of Disease report , AMR caused more than 1.27 million deaths in 

2019 and is expected to cause 10 million deaths per year by 2050 if there is no significant 

intervention (Kompas, 2024; WHO, 2024). In Indonesia, the Ministry of Health recorded a 

significant mortality rate of sepsis patients due to AMR, reaching 25.38% in 2022. In response, 

Indonesia has issued various policies, including Coordinating Minister for Human Development 

and Culture Regulation Number 7 of 2021 and the inclusion of the Antimicrobial Resistance 

Control Program (PPRA) as part of hospital accreditation standards (Kemenkes, 2020). In the 

military environment, Minister of Defense Regulation Number 22 of 2020 emphasizes the 

importance of implementing PPRA in Indonesian Army hospitals as part of efforts to improve 

service quality and operational readiness. 

 

Despite being stipulated in policies and regulations, the implementation of PPRA in Indonesian 

Army hospitals, particularly in the Army, still faces various obstacles, such as limited 

microbiology laboratories, a shortage of specialist doctors, and the affordability of examination 

costs. Furthermore, Indonesian Army hospitals have unique characteristics because they operate 

in a hierarchical system, serve both military and civilian patients, and are under a centralized 

command structure. This requires an adaptive and integrated organizational strategy so that the 

antimicrobial resistance control program is not merely an administrative obligation but also part 

of the organization's overall performance improvement strategy. 

 

In a managerial context, hospitals can adopt strategic approaches such as cost leadership, 

differentiation, and innovative capability to address the AMR challenge. A cost leadership 

strategy enables hospitals to reduce antibiotic costs without compromising service quality 

(Nathwani et al., 2019; Wilhem & Sinha, 2017), while a differentiation strategy enables the 

creation of added value through superior digital technology-based services such as electronic 

medical records and antibiotic restriction systems (De With et al., 2017; Saenz et al., 2020; 

Irmawanti & Andriani, 2025). On the other hand, innovative capability enables hospitals to 

develop solutions such as digital surveillance and the discovery of new vaccines (Patrick, 2025; 

Elbehery, 2025). However, all of these strategies require support from strategic flexibility, the 

organization's ability to respond to environmental changes quickly and effectively (Diaz & 

Escoval, 2014). 
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This study focuses on the relationship between organizational strategies of cost leadership, 

differentiation, and innovative capability with organizational performance in Indonesian Army 

hospitals, mediated by strategic flexibility. PPRA is not only viewed as a clinical program, but as 

part of an organizational strategy that impacts operational performance (LOS, BOR), financial 

performance (cost efficiency), and patient satisfaction (Krishnamoorthy et al., 2025). This study 

fills a gap in the literature that has not yet extensively examined the integration between 

organizational strategy and PPRA, particularly in military hospitals with unique managerial and 

operational characteristics. Therefore, this study is expected to provide conceptual and practical 

contributions to improving the quality of military healthcare services and sustainably controlling 

antimicrobial resistance. 

 

2. Literature Review 

2.1.  Cost Leadership Strategy 

Cost Leadership Strategy is a generic strategy developed by Porter (1985) to gain competitive 

advantage by reducing production and operational costs as low as possible compared to 

competitors. This strategy focuses not only on cost efficiency but also on maintaining optimal 

service quality. In the hospital context, the implementation of this strategy can be seen in the 

Rational Antibiotic Use Control (RAP) program, which aims to reduce inappropriate antibiotic 

use, thereby achieving cost efficiency without compromising clinical quality. A study by 

Karanika et al. (2016) found that RAP can reduce antibiotic use by up to 34% and length of stay 

by 8.9%, which means direct efficiency in treatment costs and improved hospital performance. 

This was also confirmed by Ruis Ramos et al. (2017) who stated that RAP is concrete evidence 

of the implementation of a cost leadership strategy in a modern healthcare system. 

 

2.2. Differentiation Strategy 

Differentiation strategy is an approach adopted by an organization to create unique value that is 

difficult for competitors to imitate, whether through innovation, service quality, or a personalized 

approach (Porter, 1985). This strategy allows a company to charge premium prices because it is 

able to meet consumer needs in a way that is different from competitors (Wright, 1987). In 

healthcare services, especially hospitals, differentiation strategy is reflected in a commitment to 

quality and patient safety, for example in the implementation of the PPRA program which not 

only reduces antimicrobial resistance but also serves as an indicator of the hospital's seriousness 

in maintaining service quality (Dellit et al., 2007). The advantages of this strategy lie in high 

customer loyalty and control over market prices (Ketchen, 2012). However, Porter (2006) also 

warns of risks, such as changes in consumer preferences and the potential for imitation by 

competitors, which can erode the uniqueness of the product or service offered. 

 

2.3. Focus Strategy 

According to Porter (1985), a focus strategy emphasizes competitive advantage in a narrow 

market segment with a low-cost (cost focus) or high differentiation (differentiation focus) 

approach. This strategy is effective for organizations that excel in serving very specific market 
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needs. In the hospital context, this strategy can be applied by focusing on specialized services 

such as the ICU or NICU, where antibiotic use is more critical. Dellit et al. (2007) stated that a 

PPRA program focused on high-risk patient groups has been shown to reduce antimicrobial 

resistance and improve patient safety. However, in the context of an Indonesian Army hospital, 

this strategy is less relevant because military hospitals have a broad service mandate, making a 

narrow segmentation approach incompatible with comprehensive operational objectives. 

 

2.4. Innovative Capability 

Innovative capability refers to an organization's ability to create and implement new ideas to 

improve operational effectiveness and efficiency. Lawson and Samson (2001) state that 

innovative capability is a form of dynamic capability that enables organizations to continuously 

develop and adapt to change. The dimensions that shape innovative capability include sensing 

capability, combination capability, learning capability, and networking capability (Madanmohan, 

2003; Lin et al., 2016). In the hospital context, innovative capability includes the ability to 

digitize medical data, implement advanced diagnostic technology, and establish innovative 

antimicrobial stewardship teams (Baur et al., 2017). These innovations contribute to improved 

service quality, reduced costs, and enhanced patient safety. 

 

2.5. Strategy Flexibility 

Strategic flexibility is an organization's ability to adapt to rapid and uncertain environmental 

changes. Hitt et al. (1998) state that strategic flexibility encompasses the ability to alter policy 

direction, organizational structure, and technology utilization according to external dynamics. 

Lau (2019) divides strategic flexibility into three stages: attention, assessment, and action. In the 

hospital context, strategic flexibility allows hospitals to adapt treatment guidelines, modify 

PPRA policies, and implement diagnostic innovations responsive to local resistance patterns. 

This strategy is considered capable of improving organizational competitiveness and 

performance, particularly in highly dynamic sectors such as healthcare (Nadkarni & Narayanan, 

2007; Li et al., 2018). 

 

2.6. Organizational Performance 

Organizational performance is a multidimensional concept that reflects an organization's 

effectiveness in achieving its goals. Initially focused on efficiency and productivity (Taylor, 

1911), it later expanded to include behavioral aspects and individual satisfaction (March & 

Simon, 1958), and finally to include financial and non-financial indicators (Kaplan & Norton, 

1992). In the hospital context, organizational performance encompasses not only cost efficiency 

and service quality, but also patient satisfaction, safety, and institutional reputation (Casisini et 

al., 2019). The threat of antimicrobial resistance is a global challenge that directly impacts 

organizational performance. Therefore, strategies such as PPRA and sustainable performance- 

based approaches are crucial in maintaining competitiveness and service sustainability, 

including in military hospitals. 
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3. Framework 

A conceptual framework is a conceptual foundation used to explain the logical flow of a research 

study or scientific paper. It describes how relevant theories, concepts, and empirical findings are 

integrated to answer the research problem or achieve the research objectives. The following is a 

conceptual framework used in research: 

 

 
              Figure 2.3. Framework. 

 

This diagram illustrates the relationship between Cost Leadership Strategy, Differentiation 

Strategy, and Innovative Capability on Hospital Organizational Performance, both directly and 

indirectly through Strategy Flexibility as a mediating variable. 

 

4. Research Methodology 

4.1. Research Design 

This study uses an associative quantitative approach , which aims to examine the relationship 

between variables by collecting and analyzing numerical data. The focus of the study is to 

analyze the influence of Cost Leadership Strategy, Differentiation Strategy, and Innovative 

Capability on Organizational Performance, with Strategy Flexibility as a mediating variable. 

 

4.2. Research Variables and Measurement Indicators 

Independent Variable: 

▪ Cost Leadership Strategy (X1): Measured through the dimensions of cost, efficiency, 

innovation, and culture (9 indicators). 

▪ Differentiation Strategy (X2): Measured through the dimensions of uniqueness, value, and 

retention (6 indicators). 

▪ Innovative Capability (X3): Measured through 3 indicators of innovation capability. 

 

Mediating Variable (Z): 
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Strategy Flexibility: Measured through the flexibility of products, technology, structure, and 

people (8 indicators). 

Dependent Variable (Y): 

▪ Organizational Performance: Measured through work quality, work quantity, knowledge, 

and cooperation (9 indicators). 

▪ Measurement of all variables using a 5-point Likert Scale. 

▪  

4.3. Population and Sample 

The population in this study were employees at seven Level II Indonesian Army Hospitals with a 

total population of 210 people, consisting of management and non-management categories. The 

research sample used non-probability sampling with a purposive sampling technique. The sample 

was selected based on criteria of involvement in strategic decision-making or use of hospital 

services. 

 

4.4. Data Collection Techniques 

Data were collected through a closed-ended questionnaire structured based on indicators for 

each variable. The questionnaire was distributed online (Google Form). Each statement was 

measured using a Likert scale ranging from 1 (Strongly Disagree) to 5 (Strongly Agree). 

 

4.5. Data Analysis Method 

4.5.1. Descriptive Statistics: 

Used to describe the characteristics of respondents and describe perceptions of each variable. 

 

4.5.2. Partial Least Square - Structural Equation Modeling (PLS-SEM) : 

Used to test the relationship between latent variables. Software: SmartPLS 3.0. The analysis 

stages include evaluation of the outer model (validity and reliability of indicators) and evaluation 

of the inner model (testing the relationship between constructs, direct and indirect effects). 

 

5. Research Results and Discussion 

5.1. Analysis of Research Results 

The processing results for testing the research hypothesis are shown in the Hypothesis Testing 

table which consists of 10 hypothesis tests. 
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           Hypothesis Testing Table 

Hypothesis 
Coefficie

nt 

t 

statistics 

p -

value 

Conclusio

n 

H 

1 

There is a positive and 

significant influence of Cost 

leadership strategy on the 

organizational performance 

of the Indonesian Army 

Hospital. 

0.341 1.420 0.000 

Hypothesi

s 

Supported 

H2 There is no positive and 

significant influence of 

differentiation strategy on 

the organizational 

performance of the 

Indonesian Army Hospital. 

-0.042 0.571 0.284 

Hypothesi

s not 

supported 

H3 There is a positive and 

significant influence of 

Innovative capability on the 

organizational performance 

of the Indonesian Army 

Hospital. 

0.449 5,150 0.000 

Hypothesi

s 

Supported 

H4 There is a positive and 

significant influence of 

Strategy Flexibility on the 

Organizational 

Performance of the 

Indonesian Army Hospital. 

0.388 3,829 0.000 

Hypothesi

s 

Supported 

H5 There is a positive and 

significant influence of the 

Cost Leadership Strategy on 

the Strategy Flexibility of 

the Indonesian Army 

Hospital. 

0.324 5,657 0.000 

Hypothesi

s 

Supported 

H6 There is a positive and 

significant influence on the 

differentiation strategy of 

the Indonesian Army 

Hospital. towards Strategy 

Flexibility 

0.279 3,328 0.000 

Hypothesi

s 

Supported 

H7 There is a positive and 

significant influence of 

Innovative capability on the 

Strategy Flexibility of the 

0.431 7,998 0.000 

Hypothesi

s 

Supported 



    International Journal of Economics, Business and Management Research 

Vol. 9, No.11; 2025 

ISSN: 2456-7760 

www.ijebmr.com Page 277 

 

Hypothesis 
Coefficie

nt 

t 

statistics 

p -

value 

Conclusio

n 

Indonesian Army Hospital 

H8 There is a positive and 

significant influence of Cost 

leadership strategy on 

Organizational performance 

of the Indonesian Army 

Hospital mediated by 

Strategy Flexibility 

0.126 2,982 0.001 

Hypothesi

s 

Supported 

H9 There is a positive and 

significant influence of 

Differentiation strategy on 

Organizational performance 

of the Indonesian Army 

Hospital mediated by 

Strategy Flexibility 

0.108 2,780 0.003 

Hypothesi

s 

Supported 

H1

0 

There is a positive and 

significant influence of 

Innovative capability on 

Organizational performance 

of the Indonesian Army 

Hospital mediated by 

Strategy Flexibility 

0.167 3,120 0.001 

Hypothesi

s 

Supported 

           *=alpha 10% **=alpha 5%. Source: Processed Research Data 2025 

 

The results of the first hypothesis test (H1) show that cost leadership strategy has a positive and 

significant effect on the organizational performance of the Indonesian Army Hospital, with a 

coefficient value of 0.341 and a p-value of 0.000. This indicates that increasing cost efficiency 

and resource management has an impact on improving hospital performance. Meanwhile, the 

second hypothesis test (H2) shows that differentiation strategy does not have a significant effect 

on organizational performance, even a negative coefficient of -0.042 indicates the direction of 

the relationship that is opposite to the initial hypothesis, indicating that the implemented 

differentiation strategy has not been effective in improving performance. 

 

In the third hypothesis (H3), it was found that innovative capability has a positive and significant 

effect on organizational performance with a coefficient of 0.449 and a p-value of 0.000. This 

indicates that the hospital's ability to create new innovations directly drives performance 

improvements. Furthermore, the results of testing the fourth hypothesis (H4) showed that 

strategic flexibility also has a significant effect on organizational performance, with a coefficient 

of 0.388 and a p-value of 0.000. This indicates that the more flexible a hospital's strategy is, the 

higher its performance in responding to environmental changes. 
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The fifth hypothesis (H5) tested the effect of cost leadership strategy on strategic flexibility, and 

the results showed a positive and significant effect with a coefficient of 0.324 and a p-value of 

0.000. This means that an effectively implemented cost control strategy can increase the 

hospital's strategic flexibility. Similarly, the sixth hypothesis (H6) found that differentiation 

strategy also has a positive effect on strategic flexibility, with a coefficient of 0.279 and a p-

value of 0.000, indicating that differentiation strategy, although not directly improving 

performance, can strengthen the hospital's strategic flexibility. 

 

The seventh hypothesis (H7) proves that innovative capability has the strongest influence on 

strategic flexibility, with a coefficient of 0.431 and a p-value of 0.000. This indicates that the 

higher the innovative capability a hospital possesses, the more flexible the strategies it can 

develop to face challenges. Furthermore, the eighth hypothesis (H8) shows that strategic 

flexibility mediates the effect of cost leadership strategy on organizational performance with a 

coefficient of 0.126 and a p-value of 0.001, which proves that strategic flexibility strengthens the 

relationship between cost efficiency and hospital performance. 

 

The ninth hypothesis (H9) also shows that strategy flexibility is able to mediate the effect of 

differentiation strategy on organizational performance , with a coefficient of 0.108 and a p-value 

of 0.003. This means that although differentiation strategy does not directly affect performance, 

its positive impact can be felt when integrated with strategic flexibility. Finally, in the tenth 

hypothesis (H10), it was found that innovative capability also affects organizational performance 

through the mediation of strategy flexibility, with a coefficient of 0.167 and a p-value of 0.001. 

This confirms that innovation capability accompanied by a flexible strategy plays a significant 

role in improving overall hospital performance. 

 

5.2. Discussion of Research Results 

5.2.1. The Influence of Cost Leadership Strategy on the Organizational Performance of the 

Indonesian Army Hospital 

 

The results of the study indicate that cost leadership strategy has a positive and significant effect 

on the organizational performance of the Indonesian Army Hospital (estimated coefficient 0.341, 

p-value 0.000). This confirms that an effectively implemented cost-cutting strategy can improve 

efficiency and service quality in military hospitals. This strategy plays a crucial role in creating 

operational efficiency, reducing waste, and maximizing the use of available resources. 

 

These findings are consistent with previous theory and research stating that a cost leadership 

strategy provides a competitive advantage through operational efficiency (Porter, 1980; Hill, 

1988; Hansen et al., 2004). In the hospital context, this strategy even allows for improved service 

quality without increasing costs (Almehwari et al., 2024; Amin et al., 2013). Hammond et al. 

(2024) and Ghazali et al. (2015) emphasize that this strategy not only impacts financial aspects 

but also impacts service quality and human resource management. Geberetekle et al. (2021) also 

show that efficiency strategies such as antimicrobial stewardship can reduce the burden of care 
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costs while improving health outcomes, relevant to hospitals with limited resources such as the 

Indonesian Army. 

 

5.2.2. The Influence of Differentiation Strategy on the Organizational Performance of the   

Indonesian Army Hospital 

 

The findings indicate that differentiation strategy has no significant effect on organizational 

performance (coefficient -0.042, p-value 0.284), and the relationship is even negative. This 

indicates that the implementation of differentiation strategy at the Indonesian Army Hospital has 

not been able to significantly improve performance. 

 

Unlike the private sector, military hospitals face limitations in terms of budget flexibility, 

internal bureaucracy, and non-profit objectives. Research by Trinh (2020) and Peng et al. (2020) 

shows that excessive service differentiation actually increases costs and decreases patient 

satisfaction due to complexity and inefficient coordination. In the context of Indonesian Army 

Hospitals, investment in superior services such as automatic stop orders is hampered by budget 

constraints and prioritization of needs. 

 

Thus, the differentiation strategy commonly used to create unique services in the private sector 

has not been optimally implemented within the military organizational structure. This makes it 

ineffective in improving the organizational performance of Indonesian Army hospitals. 

 

5.2.3. The Influence of Innovative Capability on the Organizational Performance of the 

Indonesian Army Hospital 

Research shows that innovative capability has a positive and significant impact on the 

organizational performance of the Indonesian Army Hospital (coefficient 0.449, p-value 0.000). 

This indicates that the higher the hospital's innovation capability, the better the performance 

achieved. 

 

Saunila (2017) stated that organizational structure, participatory leadership, and knowledge 

development are the foundations of innovation capabilities. Ozgun et al. (2022) added that 

innovative capabilities not only increase efficiency but also strengthen reputation and patient 

satisfaction. Moreira et al. (2017) also emphasized that integrating innovation into business 

strategy results in better organizational performance in both financial and non-financial aspects. 

In the context of the Indonesian Army Hospital, the ability to innovate for example, in 

addressing antimicrobial resistance is key to cost efficiency, reputation, and service quality. 

 

5.2.4. The Influence of Strategy Flexibility on the Organizational Performance of the 

Indonesian Army Hospital 

The results of the study showed that strategic flexibility had a positive and significant impact on 

organizational performance (coefficient 0.388, p-value 0.000). Indonesian Army Hospitals that 

were able to adapt to environmental changes were shown to have better performance. 
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This is in line with Volberda (1996), Nadkarni & Narayanan (2007), and Combe & Greenley 

(2004), who stated that organizations with high flexibility are able to survive and thrive in 

dynamic environments. Flexibility allows for adjustments to changes in patient demand, medical 

technology, and regulations. Sushil (2005) and Awais et al. (2023) also support that the ability to 

respond quickly increases resource efficiency and strengthens service performance. Flexible 

strategies are particularly relevant for Indonesian Army Hospitals operating in various regions of 

Indonesia with complex and changing operational challenges. 

 

5.2.5. The Influence of Cost Leadership Strategy on the Strategy Flexibility of the Indonesian 

Army Hospital 

The findings indicate that cost leadership strategy has a positive and significant effect on strategy 

flexibility (coefficient 0.324, p-value 0.000). The cost efficiency achieved through this strategy 

provides the hospital with room to be more adaptive and responsive to change. 

 

Porter (1980) and Hitt et al. (2007) emphasize that cost control allows organizations to have 

more resources to support innovation and strategic flexibility. Slack & Lewis (2011) and Cousins 

et al. (2008) state that this efficiency creates a strategic buffer to face external challenges. 

Furthermore, Ghemawat (1991) and Zahra & George (2002) show that cost efficiency supports 

process innovation and faster service adjustments. In the context of the Indonesian Army 

Hospital, which has limited resources and bureaucracy, cost leadership provides a strong 

foundation for building sustainable strategic flexibility. 

 

5.2.6. The Influence of Differentiation Strategy on the Strategic Flexibility of the Indonesian 

Army Hospital 

The results showed that differentiation strategy had a positive and significant effect on flexibility 

strategy with a coefficient of 0.279 (p-value = 0.000). Differentiation strategy enables hospitals 

to create unique and high-value services, which increases adaptability to patient needs and 

changes in the external environment. 

 

Literature supports that a differentiation strategy strengthens adaptive capabilities through 

innovation, personalization of services, and flexibility in strategic decision-making (Porter, 1980; 

Hitt et al., 2007; Grant, 1996; Prahalad & Hamel, 1990). This flexibility helps hospitals adapt to 

the complex dynamics of the healthcare industry. 

 

5.2.7. The Influence of Innovative Capability on the Strategic Flexibility of the Indonesian 

Army Hospital 

The results show that innovative capability also has a positive and significant effect on strategic 

flexibility (coefficient 0.279; p-value = 0.000). Innovative capability enables organizations to 

respond quickly and effectively to market changes and encourages flexibility in strategy 

implementation. 

 

Previous research has shown that innovation not only improves organizational performance but 

also directly strengthens strategic flexibility (Purwati et al., 2020; Al-Taweel & Al-Hawary, 



    International Journal of Economics, Business and Management Research 

Vol. 9, No.11; 2025 

ISSN: 2456-7760 

www.ijebmr.com Page 281 

 

2021; Chanu & Dhir, 2016). In the hospital context, this is particularly important in addressing 

challenges such as antimicrobial resistance, which require innovation-based service adaptations. 

 

5.2.8. The Effect of Cost Leadership Strategy on Organizational Performance Mediated by 

Strategy Flexibility 

The findings demonstrate a positive and significant effect of cost leadership strategy on 

organizational performance through the mediation of strategy flexibility (coefficient 0.126; p-

value = 0.001). This strategy enables hospitals to control costs and remain competitive, as well as 

responsive to environmental changes. 

 

A cost leadership strategy provides room for innovation and efficiency, which strengthens 

organizational flexibility and ultimately improves performance (Porter, 1980; Hitt et al., 2007; 

Ghemawat, 1991). With high flexibility, hospitals are able to allocate resources optimally to 

meet changing needs. 

 

5.2.9. The Effect of Differentiation Strategy on Organizational Performance Mediated by 

Strategy Flexibility 

Differentiation strategy was shown to have no direct effect on organizational performance, but it 

became significant when mediated by flexibility strategy (coefficient 0.108; p-value = 0.003). 

This demonstrates the importance of flexibility in realizing the added value of differentiation 

strategy. 

 

Flexibility allows hospitals to customize complex and expensive unique services, such as 

automatic stop orders, so that they can be implemented efficiently and have a real impact on 

reducing medical complications. Thus, the combination of differentiation and flexibility is 

crucial for improving hospital performance (Zahra & George, 2002; Miller, 1992). 

 

5.2.10. The Effect of Innovative Capability on Organizational Performance Mediated by Strategy 

Flexibility 

The findings show that innovative capability has a positive and significant effect on 

organizational performance through strategic flexibility (coefficient 0.167; p-value = 0.001). 

Innovations without flexibility tend to fail to be implemented optimally. 

 

Strategic flexibility allows hospitals to adapt innovation to resource constraints, regulations, and 

field conditions. This combination of innovation and flexibility drives improved performance, 

service efficiency, and patient satisfaction (Yeboah & Amponsah, 2025; Altawel, 2021). 

 

6. Conclusion 

In general, the results of this study indicate that of the ten hypotheses proposed, nine hypotheses 

have been proven to have a positive and significant influence on organizational performance, 

both directly and through the mediating role of strategy flexibility. Three variables, namely Cost 

Leadership Strategy, Innovative Capability , and Strategy Flexibility, have been proven to 

directly improve organizational performance. In addition, these three variables also have a 
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significant influence on strategy flexibility, which then acts as a mediator that strengthens the 

relationship between the main strategies and organizational performance. Thus, strategy 

flexibility plays an important role in increasing the effectiveness of strategies implemented by 

hospitals. Meanwhile, one hypothesis, namely the direct influence of Differentiation Strategy on 

organizational performance , has not been proven significant. This shows that although 

differentiation strategy has not directly affected organizational performance, its influence can 

still be felt through the mediating role of strategy flexibility. 

 

Based on the research objectives, it can be concluded that Cost Leadership Strategy has a 

positive and significant influence on organizational performance , indicating that cost efficiency 

is an important factor in improving the performance of the Indonesian Army Hospital. 

Conversely, Differentiation Strategy does not have a significant direct influence, indicating that 

differentiation strategy has not been able to provide a direct impact on organizational 

performance. Meanwhile, Innovative Capability is proven to have a significant influence on 

organizational performance, which confirms the importance of innovation capability in creating 

added value and hospital competitiveness. Furthermore, Strategy Flexibility also has a significant 

influence on organizational performance, indicating that flexibility in strategy is key to adapting 

to environmental dynamics. On the other hand, both Cost Leadership Strategy, Differentiation 

Strategy, and Innovative Capability are all proven to have a positive influence on strategy 

flexibility. In its role as a mediating variable, strategy flexibility strengthens the influence of the 

three strategies on organizational performance. Thus, although Differentiation Strategy does not 

have a direct influence, through the mediation of strategy flexibility, this strategy still contributes 

to improving organizational performance. The same thing also applies to Cost Leadership 

Strategy and Innovative Capability, whose influence on organizational performance is 

strengthened through the role of strategy flexibility. 
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