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Abstract: 

 

Purpose: The study aims to explain the role of business innovation strategies mediating the 

effect of entrepreneurial orientation on the performance of SMEs.  

Approach/Methodology/Design: The method of determining the sample used is purposive 

sampling, the culinary sector SMEs in Denpasar City. The sample used was 120 culinary 

SMEs represented by the owner/manager as respondents. Data collection is done by 

distributing questionnaires offline and online using Google forms that have been tested for 

validity and reliability. The data analysis technique used is the SEM-PLS Analysis.  

Findings: The results showed that the entrepreneurial orientation variable positively and 

significantly affects business performance. Entrepreneurial orientation has a positive and 

significant effect on business innovation strategies, and business innovation strategies also 

have a positive and significant effect on business performance.  

Practical Implications: Therefore, the culinary sector SMEs in the Denpasar city must 

always improve its entrepreneurial orientation culture, especially in the courage to bear the 

risk, increase innovation in distribution innovation to customers be able to improve their 

business’s performance achievements.  

Originality/Value: The business innovation strategy can significantly mediate the effect of 

entrepreneurial orientation on the culinary sector SMEs' business performance. 

 

Keywords: Entrepreneurial orientation, business innovation strategy, business performance, 

SMEs, culinary sector. 
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1. Introduction 

 

The development of Small and Medium Enterprises (SMEs) is quite rapid in 

Indonesia, especially those that sell food and beverages. SMEs that sell food and 

beverages are included in the culinary sector SMEs. Culinary sector SMEs always 

survive in various economic conditions because the products sold are products that 

meet the basic needs of consumers. Likewise, at present, in the Covid-19 pandemic, 

the number of culinary sector SMEs has increased because workers who used to 

work in the tourism sector switched from employees to culinary business people.  

 

Therefore, the development of the culinary sector SMEs are always growing, which 

has led to increasingly fierce competition conditions. The increasingly fierce 

competition certainly has an impact on the achievement of these SMEs. According 

to the results of an initial survey by conducting interviews with 15 people in the 

Culinary sector SMEs in Denpasar Bali, Indonesia, information was obtained that 

their performance had decreased their sales turnover by an average of around 15 

percent in the past year. Seeing the existing phenomena, it is necessary to think 

about the factors that need to be done so that the culinary sector SMEs' performance 

can survive and can increase. One of them is to develop creative and innovative 

behavior. Creative and innovative behavior is an indicator of entrepreneurial 

orientation variables. Therefore, to maintain and improve its performance, SMEs in 

the culinary sector must always develop their entrepreneurial orientation.  

 

Various studies in entrepreneurship explain the important entre perineurial 

orientation and its impact on business performance (Schever et al., 2014; Pratono 

and Mahmood, 2015; Alvare-Torres et al., 2019). Entrepreneurial orientation is seen 

by the behavior of business people who are always innovative, proactive, dare to be 

independent, dare to compete, and dare to bear risks and business performance 

achieved in terms of sales volume growth, market position, and market growth 

(Setini et al., 2020). Gupta and Gupta (2015) have examined the impact of 

entrepreneurial orientation on business growth as measured by sales growth and 

profit growth, but research from Arshad et al. (2014) showed no significant 

entrepreneurial orientation effect on company performance.  

 

The existence of this research gap needs to be added with mediating variables. 

Variables that are suitable to mediate entrepreneurial orientation towards SME's 

performance are business innovation strategy variables. This is because if the 

entrepreneurial orientation changes, the business strategy that is implemented also 

changes and by existing environmental conditions, and of course, changes in 

business strategy impact improving performance (Corallo et al., 2018). Based on the 

existing phenomena, this study will examine the effect of entrepreneurial orientation 

on business innovation strategies and their impact on culinary SMEs' performance in 

the City of Denpasar Bali, Indonesia. 
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2. Literature Review, Conceptual Framework, and Hypotheses 

 

2.1 Entrepreneurial Orientation 

 

Entrepreneurial orientation is understood as the process of making corporate 

strategy, structure, and behavior characterized by innovation, proactivity, risk-

taking, competitive aggressiveness, and autonomy, facilitating the search for 

opportunities (Anderson et al., 2015). Also, Alvare-Torres et al. (2019) state that 

entrepreneurial orientation can be determined based on proactive, innovative, and 

risk-seeking behavior. In another section, researchers Tseng and Tseng (2019) stated 

that there are five indicators of corporate entrepreneurship that affect company 

performance, namely: autonomy; innovativeness, risk-taking; proactiveness; 

competitive aggressiveness. Entrepreneurial companies that want to improve their 

position need to surpass competitors (Hutahayan, 2019). Autonomy is positively 

associated with the emergence of entrepreneurial activities, creating an 

entrepreneurial environment, and looking for opportunities and exploitative behavior 

(Schepers et al., 2014; Arshad et al., 2014).  

 

2.2 Business Innovation Strategy 

 

Organizations must develop and adapt acceptable alignments to their environment to 

survive and thrive in highly competitive markets (Anwar and Hasnu, 2016). 

Business innovation strategy refers to the ability of entrepreneurs or companies 

related to the analysis of the company's external and internal environment, 

formulation of strategies, implementation of plans designed to achieve goals, and 

evaluation to get feedback in formulating the future of the strategy (Setini et al., 

2020; Yasa et al., 2016; Hutahayan, 2019). Also, contingency theory states that a 

company's success depends on how it can relate to situational factors such as the 

environment (Bahadir et al., 2015). The study shows that Porter's three generic 

strategies are relevant for large companies and SMEs.  

 

According to Anwar and Hasnu (2016), small companies with high strategic 

flexibility index generally perform better in fierce competition than companies with 

low strategy flexibility. Culinary sector SMEs in the COVID - 19 pandemic periods 

is certainly demanded also to have a business strategy with high strategy flexibility. 

One of the high flexibility strategies is to make various innovations in running a 

business in this study using research indicators referring to various innovations 

carried out, including product innovation, service innovation, promotional 

innovation, and distribution innovation. 

 

2.3 Business Performance 

 

Performance is the result of a business that has been done by entrepreneurs in the 

past and is used as a measure of work performance by using certain valuation 

methods (Alvares-Torres et al., 2019). Performance can also be interpreted as an 
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achievement that can be achieved by an organization in a certain period. Business 

performance is generally measured using indicators of financial performance and 

market performance. In this study using business performance indicators, there are 

sales volume growth, market position, and market growth (Hutahayan, 2019). 

 

2.4 Research Conceptual Framework 

 

Entrepreneurial orientation can influence a company's business performance (Arshad 

et al., 2014). This is supported by several studies, such as the same study conducted 

by Gupta and Gupta (2015), Tseng and Tseng (2019). The study shows a significant 

positive relationship between entrepreneurial orientation on business performance. 

The same result is also supported by research conducted by Hutahayan (2019). In 

addition to entrepreneurial orientation, business performance is largely determined 

by the business strategy implemented. Business strategy is an important factor in a 

company's performance due to the evolution of the competitive environment. 

Several studies show the effect of entrepreneurial orientation on business strategies, 

including Pratono and Mahmood (2015), and Corallo et al. (2018).  

 

Furthermore, business strategies determine the achievement of business 

performance. If the business strategy that is implemented is suitable for the existing 

situation and conditions, then the business performance will increase (Anwar and 

Hasnu, 2016). Strategy innovative business will be able to create a new system that 

is unique and accepted by consumers and will increase the success of SME 

entrepreneurs (Putra et al., 2020) 

 

 

 

 

 

 

 

 

 

 

Figure 1. Research Conceptual Framework 
Source: Authors. 

 

2.5 Research Hypothesis 

 

Based on the existing conceptual framework, the research hypotheses that can be 

compiled are as follows: 

 

H1 : Entrepreneurial orientation has a positive and significant effect 

on business performance 

Business 

Strategy 

Entrepreneur 

Orientation 
Business 

Performance 
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H2 : Entrepreneurial orientation has a positive and significant effect 

on business strategy. 

H3 : Business strategy has a positive and significant effect on 

business performance. 

 

 

3. Research Methodology 

 

When viewed from the research purposes, this research is a type of causality 

research. This study aims to examine the causality relationship between the variables 

of entrepreneurial orientation, business strategy, and business performance. This 

research was conducted in the culinary sector SMEs in the city of Denpasar. The 

subjects in this study were the culinary sector SMEs. The object in this study is a 

business-performance that is influenced by entrepreneurial orientation and business 

strategy. 

 

In this study, three types of variable data are examined: independent variables: 

entrepreneurial orientation (X) adoption indicator (Tseng and Tseng, 2009), 

autonomy, innovativeness, proactiveness, competitive aggressiveness. Mediating 

variables: business innovation strategy (Y1) adoption indicator (Yasa et al., 2016; 

2020; Setini et al., 2020) product, service, promotion, distribution. Dependent 

variable: business performance (Y2) adoption from Hutahayan (2019) with indicator 

sales volume, market share, market growth. The research population is the entire 

culinary sector SMEs in the city of Denpasar Bali, Indonesia, with a sample size of 

this study 120 culinary SMEs. Indicator variables measured using a five-level Likert 

scale 1-5 (disagree until strongly agree). The instruments used were tested for 

validity and reliability to measure what they wanted to measure and to know the 

respondents' consistency of responses. Testing the instrument's validity using the 

Pearson product moment correlation technique with a minimum limit of r = 0.3. 

Instrument reliability testing is done by calculating the reliability coefficient of 

Cronbach's Alpha with a minimum limit of Alpha coefficients > 0.6. Both tests use 

the SPSS computer program. This analysis is used to describe the research variables 

without generalizations. The data collected was then tabulated in a table and 

discussed descriptively. The data analysis technique used in this study is the SEM-

PLS Analysis technique.  

 

4. Results and Discussion 

 

After conducting the research, the results can be presented as follows. The 

characteristics of respondents, according to demographic characteristics, are 

presented in Table 2. 
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Table 2. Characteristics of Respondents 

No Variable Classification 
Number of 

people 
Percentage 

1 Gender 
Male 55 45,83 

Female 65 54,17 

Total 120 100,00 

2 Age (years) 

18 – 30 20 16,67 

31 – 43 54 45,00 

44 – 56 31 25,83 

57 – 70 15 12,50 

 Total  120 100 

3 Position 
Owner 100 83,33 

Manager 20 16,67 

Total 120 100 

Source: Own study.  

 

Table 2 explains more female respondents than male respondents, where female 

respondents were 54.17 percent, while male respondents were 45.83 percent. When 

viewed by age, most respondents aged 31-43 years by 45 percent, then aged 18-30 

years by 16.67 percent, ages 44-56 years by 25.83 percent, and aged 57-70 years by 

12.5 percent. Based on its position in sector SMEs, it can be seen that as many as 

100 people with a percentage of 83.33 percent are business owners and as many as 

20 people with a percentage of 16.67 percent are business managers. Testing the 

instrument's validity and reliability was carried out with the Pearson Correlation and 

Cronbach's Alpha Coefficient. The results of testing the instruments' validity and 

reliability for each variable are presented in Table 3. The results of testing the 

validity and reliability of the instruments in Table 3 show that all variables are valid 

because the correlation value is above 0.30 and reliable because the Cronbach's 

Alpha value is above 0.6. 

 

Table 3. Instrument Validity and Reliability Test Results 

Variable Item r Correlation Cronbach’s Alpha  

Entrepreneurial 

orientation (X) 

X1 0.766 0.758 

X2 0.688  

X3 0.801  

X4 0.585  

X5 0.747  

Business 

Innovation 

Strategy (Y1) 

Y1.1 0.755 0.755 

Y1.2 0.763  

Y1.3 0.744  

Y1.4 0.785  

Business 

Performance (Y2) 

Y2.1 0.872 0.774 

Y2.2 0.771  

Y2.3 0.868  
Source: Own study.  
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Furthermore, the descriptive analysis of the variables explain the perception 

respondents of the entrepreneurial orientation variables, business innovation 

strategies, and business performance obtained through questionnaires. The 

quantitative assessment uses the interval scale by integrating the average score 

according to the assessment category. 

 

4.1 Convergent Validity 

 

An outer model test is carried out to ensure that the research indicators are feasible 

to be used as their role in measuring the research variables, then to see whether a 

model is valid to be the basis of the research, at least there are three criteria must be 

met: (1) all loading indicators must be above 0.65; (2) composite reliability (CR) 

must be above 0.8; (3) average variance extracted (AVE) for each construct must 

exceed 0.5. 

 

Table 4.  Model Size Results 
Construct Indicator Outer 

Loading 

Composite 

Reliability 

Average Variance 

Extracted (AVE) 

Entrepreneurial 

orientation 

X1 

X2 

X3 

X4 

X5 

0.782 

0.735 

0.710 

0.745 

0.813 

0.871 0.574 

Business 

Innovation 

Strategy 

Y1.1 

Y1.2 

Y1.3 

Y1.4 

0.808 

0.752 

0.763 

0.763 

0.855 0.595 

Business 

Performance 

Y2.1 

Y2.2 

Y2,3 

0.849 

0.853 

0.870 

0.893 0.735 

Source: Own study.  

 

Table 4 shows that all outer loading indicators have values above 0.65 with a range 

between 0.710 to 0.870, which means they are in the recommendation limit. The 

composite reliability (CR) value is in the range between 0.855 to 0.893, all of which 

are above 0.8, meaning all The construct formed has good consistency as a research 

model, the third is the Average Variance Extracted Value (AVE) where everything 

is above 0.5, with a range from 0.574 to 0.735 so it can be concluded that the 

research model in this study has good validity. 

 

4.2 Discriminant Validity 

 

To evaluate discriminant validity, a research model is recommended to ensure that 

the square root of Average Variance Extracted (√AVE) of a latent variable must be 

greater. 
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Table 5. Square Root of AVE 

Construct Average Variance 

Extracted (AVE) 

Square Root of 

AVE 

Entrepreneurial orientation 0.574 0.758 

Business innovation strategy 0.595 0.771 

Business Performance 0.735 0.857 

Source: Own study.  

 

The research model proposed in this study can be considered good, where the 

smallest value of √AVE is equal to 0.758 greater than the correlation value between 

the highest latent variables that is equal to 0.710 in Table 5.  

 

4.3 Inner Model Test 

 

Structural models focus on hypothesized relationships or paths between latent 

variables. The results of testing the inner model can be seen in Figure 1. 

 

Figure 1. Structural Model 

 
Source: Own study.  

 

 

The structural model is evaluated using R-square for the dependent construct and t-

test as well as the significance of the coefficient of structural path parameters. 

 

4.4 Hypothesis Testing 

 

Hypothesis test significance of the estimated parameters provides very useful 

information about the relationship between the research variables. The basis used in 

testing hypotheses is the value contained in the output path coefficients presented in 

Table 6. 
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Table 6. Path Coefficients 

Correlation between  

Variables  
Path coefficient t-statistic P Values 

Information 

EO -> BP 0.402 3.950 0.000 Accepted 

EO -> BS 0.710 13.138 0.000 Accepted 

BS -> BP 0.360 3.372 0.001 Accepted 

Source: Own study.  

 

Hypothesis testing is done by using t-statistics and looking at p-values. If the p-value 

< 0.05, the hypothesis is accepted. Based on Table 6, it can be explained that the 

entrepreneurial orientation towards business performance has a t-statistic value of 

3.950 with a p-value of 0.000 <0.05, then the hypothesis is accepted. This means 

that the higher the level of entrepreneurial orientation, the higher the culinary sector 

SMEs' performance in the city of Denpasar. The entrepreneurial orientation towards 

the business innovation strategy has a t-statistic value of 13.138 with a p-value of 

0.000 <0.05, so the hypothesis is accepted. This means that the higher the 

entrepreneurial orientation level of SMEs in Denpasar's clinical sector, the higher the 

business strategy for business innovation. Business strategy on business performance 

has a t-statistic value of 3.372 with a p-value of 0.001 <0.05, then the hypothesis is 

accepted. This means that the higher the business innovation strategy, the higher the 

culinary sector SMEs' performance in the city of Denpasar. 

 

4.5 Testing for Indirect Effects (Mediation Test) 

 

Test the role of business strategy mediation on the effect of entrepreneurial 

orientation on business performance by examining indirect effects, which are Smart 

PLS outputs, as presented in Table 7. Table 7 shows that the t-statistic value is 

greater than the t-table value (3.354 > 1, 96); the business innovation strategy 

significantly mediates entrepreneurial orientation towards business performance. 

 

Table 7. Indirect Effects 
Correlation 

between Variables 

Path 

coefficient 

t-

Statistic 

p-

Values 
Information 

EO  (X)  BS (Y1) 

 BP (Y2) 
0.256 3.354 0.001 Accepted 

Source: Own study.  

 

5. Discussion 

 

5.1 The Effect of Entrepreneurial Orientation on Business Performance 

 

Based on the analysis of the effect of entrepreneurial orientation on business 

performance, the beta coefficient value of 0.402 means that entrepreneurial 

orientation variables have a positive and significant effect on business performance. 

So, the higher entrepreneurial orientation of culinary SMEs in the Denpasar Bali is 
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shown by their habit of always being brave, always introducing new products, daring 

to bear business risks, being more proactive than competitors, and ready to compete, 

then the business performance is increasing. The results of this study also related by 

the research of Pratono and Mahmood (2015), Gupta and Gupta (2015), Orlando et 

al. (2018), Mahrous and Genedy (2018), Babak et al. (2019), Tseng and Tseng 

(2019), which stated that entrepreneurial orientation had a positive and significant 

effect on business performance. This result is confirmed by the research of Alvarez-

Torres et al. (2019) 

 

5.2 The Effect of Entrepreneurial Orientation on Business Strategy 

 

Based on the analysis of the effect of entrepreneurial orientation on the 

implementation of business strategies, beta coefficient values of 0.710 were obtained 

with a significance level of 0.000 ≤ 0.05; these results mean, entrepreneurial 

orientation variables have a positive and significant effect on business innovation 

strategies. This means that the increasing entrepreneurial orientation of the culinary 

SMEs will increase business innovation strategies such as carrying out various 

innovations in its business, such as product innovation, service innovation, 

promotional innovation, and distribution innovation. The results of this study also 

related with the results of previous studies conducted by Tran et al. (2014), Manal et 

al. (2017), which states that entrepreneurial orientation had an important role in 

improving the implementation of business strategies in the form of various 

innovations that are carried out. 

  

5.3 Effect of Business Strategy on Business Performance 

 

Based on the analysis of the influence of business strategies on the business 

performance obtained a Beta coefficient of 0.360 with a significance level of 0.001 ≤ 

0.05), these results mean that business strategy positively and significantly affects 

business performance. This means that the higher the culinary sector SMEs in the 

city of Denpasar implement business strategies (business innovation), then improve 

business performance. The results of this study also related by the research of Dörner 

et al. (2011) about service innovation able to strengthen company performance, Yasa 

et al. (2016), Yuasa et al. (2020), and Setini et al. (2020) about an innovation 

strategy capable of enhancing the performance of SMEs. Anwar and Hasnu (2016) 

found that implementing the right business strategy had a positive effect on business 

performance. This result is also supported by Hutahayan's research (2019), his 

research results state that business strategy positively and significantly affects 

business performance.  

 

5.4 The Role of Business Strategy Mediates the Effect of Entrepreneurial 

Orientation on Business Performance 
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Implementing business strategies by carrying out various innovations in business has 

been proven to have a positive and significant impact on business performance. 

Likewise, entrepreneurial orientation has a positive and significant impact on 

business performance. Based on testing the hypothesis on the role of implementing 

business strategies mediating the effect of entrepreneurial orientation on business 

performance is accepted with a total influence value of 0.256. This study's results are 

in line with research conducted by Hutahayan (2019), who discovered the role of 

business strategy, namely business innovation mediating the effect of entrepreneurial 

orientation on business performance, and the business strategy significantly mediates 

entrepreneurial orientation towards business performance. 

 

6. Conclusions and Suggestions 

 

The business innovation strategy significantly mediates entrepreneurial orientation 

towards business performance. The mediation that occurs in this research model is 

partial. It can be said that the business innovation strategy variable serves to bridge 

the effect of entrepreneurial orientation on business performance. However, because 

of partial mediation, then without a business innovation strategy, entrepreneurial 

orientation can still have a positive and significant effect on business performance. 

This result means that if a culture of entrepreneurial orientation is increasingly high, 

it will strengthen the implementation of business innovation strategies, which in turn 

increases business performance achievement. 

 

It is important for culinary sector SMEs in Denpasar to develop further ways of 

distributing their products better so that customers receive products that are faster 

and can satisfy customers; for example, during the Covid-19 pandemic, the SMEs 

sector could collaborate with Gojek, Grab and other distribution services. 

 

The next researcher is expected to develop this research by later referring to the 

limitations of the research that has been previously presented and input of other 

factors that are felt to have mediated the effect of entrepreneurial orientation on 

business performance. These factors must be adjusted to the dynamics and trends in 

the digital era, such as digital business strategies, prospector strategies, social media 

promotion strategies, and hybrid strategies. 
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