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ABSTRACT 

Creative sector is one of growing sector in Indonesia. It contributes around 8% of 

Indonesia national income. Small and Medium Enterprises (SMEs) are the major player in this 

sector.  

As there is a need to investigate the determinants of SMEs business performance in the 

area of Indonesian creative economy sector, this study aims to determine the predictors of 

SMEs business performance. Furthermore, to have a better knowledge about the relationship 

between entrepreneurial orientation and business performance, this study tested the mediating 

effect of both exploratory and exploitative innovation. One hundred and twenty-five SME’s 

owners participated in this study. Data was collected in Malang city, East-Java province, 

Indonesia. Partial Least Square was employed in this study. The results of outer model 

explained that the measures used are valid and reliable. The findings of structural model 

evaluation indicated that the proposed model was robust, hence hypothesis test might be 

proceeded. In answering research objectives, three hypotheses were proposed. The statistical 

test showed that entrepreneurial orientation does not have a direct significant effect on business 

performance. While it does not have a direct effect, this study showed that entrepreneurial 

orientation has an indirect effect on business performance through exploitative innovation. This 

finding theoretically shows that in affecting business performance, individual entrepreneurial 

orientation should be mediated by exploitative innovation. Practically, it suggested that creative 

economy practitioners must be able to exploit the resources owned by the business organization 

in creating innovation as it will increase the business performance. 
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1. Introduction 

Creative economy is one of significant contributors of Indonesian national income. The 

data showed by Creative Economy Agency indicated that this sector contributed around 7% in 

the whole national income. In addition, around 14% people work in this sector in Indonesia. 

Small business is the major player in this sector as this sector mainly relies on creativity. 

Although providing many benefits for national economy, small business faces many problems. 

To be survived, small business needs to have high business performance.  

Scholars (Hassim, Abdul-Talib, & Bakar, 2011; Pittino, Barroso Martínez, Chirico, & 

Sanguino Galván, 2018) explained that entrepreneurial orientation has an essential role in 

affecting business performance. These studies, showed that the higher entrepreneurial 

orientation is the better business performance will be.  

As creativity is an importance factor for creative economy sector, small business as the 

major player in this sector is required to be innovative. In accord with this statement, scholars, 

have found the significant effect of innovation on business performance. For example Hussein, 

(2018) found that to have higher business performance, creative business in Indonesia must be 

innovative. Similar to this study, Wang and Wang (2012) indicated the higher innovation is the 

better business performance will be.  

While theoretically, entrepreneurial orientation and innovation had been recognized as the 

determinants of business performance, as the knowledge of author, there is no study has 

investigated the relationships among these three variables in the single comprehensive 

conceptual model within the domain of Indonesia creative economy sector. For that reason, 

this study aims to investigate the interrelationships among these constructs in the context of 

Indonesian creative economy sector. To have a broader knowledge about the relationship 

among these constructs, this study specifies innovation into exploitative and exploratory 

innovation (Jansen, Van Den Bosch, & Volberda, 2006). 

Upon the completion of this study, both theoretical and practical contributions are 

provided. For theoretical standpoint, this study provides a conceptual framework explaining 

the relationship among entrepreneurial orientation, exploratory innovation, exploitative 

innovation and business performance in the area of Indonesia creative economy sector. In 

addition, as this study performing mediating tests, this study shows the mediating role of both 

exploitative and exploratory innovation in the relationship between entrepreneurial orientation 

and business performance. For practical contributions, this study giving an insight for small 

business to enhance business performance based on entrepreneurial orientation.  

 

2. Literature Review 

Every business organizations aims to have high business performance as it will increase 

the profit. Scholars (Hult, Hurley, & Knight, 2004; Pittino et al., 2018; C. L. Wang, 2008) 

suggested that entrepreneurial orientation has a positive significant effect on business 

performance. The higher entrepreneurial orientation is; the better business performance will 

be. Thus: 

H1 : entrepreneurial orientation has a positive significant effect on business performance 
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Apart from entrepreneurial orientation, innovation has been recognized to have an 

importance effect in affecting business performance. Scholars (Appiah‐ Adu & Singh, 1998; 

Hassim et al., 2011; Hussein, 2018) claimed that innovation has a positive significant effect on 

business innovation. 

In order to be innovative, small business practitioners must have high entrepreneurial 

orientation (Pérez-Luño, Wiklund, & Cabrera, 2011). As entrepreneurial orientation was found 

having significant effect on innovation and innovation significantly affects business 

performance, there is a possibility that innovation mediates the effect of entrepreneurial 

orientation on business performance. Particularly, it is proposed: 

H2 : exploitative innovation mediates the effect of entrepreneurial orientation on business 

performance 

H3 : exploratory innovation mediates the effect of entrepreneurial orientation on business 

performance. 

 

3. Research Method 

Based on the research objective, this study is considered as an explanatory research. 

Explanatory research is a research aims to explain the relationship among variables.  

The population in this study are owner small business in the area of creative economy 

sector from the region Greater Malang (Malang City, Malang Regency, and Batu City). 

According Barclay, Higgins,  and Thompson (1995) the minimum sample for non-probability 

sampling was 10 times the largest number of structural paths directed at a particular construct 

in the structural model. Thus, 125 samples are considered enough for this study. The sampling 

technique used in this study were purposive sampling technique. This study used purposive 

sampling technique because the number of population was unknown. Following purposive 

technique, three sample characteristics were suggested. They are: 

1. the owner or manager of a business unit that is included in the category of small and 

medium-sized businesses; 

2. Residing in the Greater Malang Region (Malang City, Malang Regency and Batu City); 

3. Producing products in accordance with the criteria of the creative industry sub-sector 

released by the Indonesian Creative Economy Agency (Bekraf). 

Self-administered questionnaire was used to collect the data. The questionnaire was 

divided into two parts. The first part asked about the respondents’ demography profiles and the 

second part asked about variables measured. The measurement used in this study were adapted 

from several resources. Five points Likert-scale anchored from (1) strongly disagree to (5) 

strongly agree was employed.   

 Partial Least Square (PLS), with SmartPLS 3.0 was used in this study to analyse the data. 

In conducting the analysis, three stages of testing are carried out. The first stage is the outer 

model evaluation, the second stage is the inner model evaluation and the third is testing the 

hypothesis. Outer model evaluation was reflected by convergent validity, discriminant validity 
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and reliability. Inner model evaluation was done by determining the score of coefficient 

determination and Tenenhaus Goodness of Fit (GoF). Hypothesis testing is done by using alpha 

of 5%. Mediation test is done by calculating the value of sobel’s. 

 

4. Data Analysis 

4.1.Outer Model Evaluation 

Outer model evaluation was conducted by evaluating the convergent validity, discriminant 

validity and reliability. Convergent validity was indicated by the score of AVE and outer 

loading. To be free with convergent validity problems, a construct must have AVE above 0.5 

and outer loading more than 0.4. In this study, the score of AVE varies between 0.532 and 

0.645. Similar to AVE, the score of outer loading for each item was above 0.4. Thus, it can be 

concluded that there are no convergent validity problems.  Table 1. Showed the results of the 

outer loading, AVE and composite reliability. 

 

Table 1. Outer Loading, AVE and Composite Reliability 

  Outer Loading AVE Composite Reliability 

BP1 0,780 

0,532 0,85 

BP2 0,772 

BP3 0,741 

BP4 0,691 

BP6 0,654 

EIO1 0,783 

0,645 0,901 

EIO2 0,892 

EIO3 0,754 

EIO4 0,807 

EIO5 0,774 

EO1 0,829 

0,613 0,825 

EO2 0,820 

EO5 0,693 

EXI1 0,789 

0,607 0,822 

EXI2 0,837 

EXI3 0,706 

 

Fornell-Larcker suggestion was followed to evaluate discriminant validity. According to 

Fornell-Larcker criterion, the square-root of AVE must be higher than then the correlation 

among construct. For this study, the square-root of AVEs (showed in diagonal) are higher than 

the correlation among construct. Hence, there is no discriminant validity problems found. Table 

2 showed fornell-larcker calculation.  
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Table 2. Fornell-Larcker Calculation 

  
Business 

Performance 

Entrepreneurial_

Orientation 

Exploitative 

Innovation 

Exploratory 

Innovations 

Business_Perfor

mance 
0,729       

Entrepreneurial_

Orientation 
0,501 0,783     

Exploitative_Inn

ovation 
0,533 0,424 0,779   

Exploratory_Inn

ovations 
0,563 0,717 0,603 0,803 

 

Uni-dimensionality was tested through the score of composite reliability. The score of 

composite reliability must be higher than 0.7 to be a uni-dimensional construct. For this study, 

the score of composite reliability for each construct is higher than 0.7. Thus, all constructs are 

uni-dimension (see table 1).  

 

4.2.Inner Model Evaluation 

Following Esposito Vinzi, Chin, Henseler, & Wang (2010)inner model evaluation was 

evaluated through the score of coefficient determination (R2) and Goodness of Fit (GoF) 

(Tenenhaus, Amato, & Esposito Vinzi, 2004). Esposito Vinzi et al. (2010) suggested that there 

is no cut off value for coefficient determination. However, it is suggested that the higher the 

score of R2 is the better the model will be. For GoF it is suggested that the score of GoF are 

small = 0.1, medium = 0.25 and large = 0.36 (Daryanto, de Ruyter, & Wetzels, 2009).  

For this study, the score of coefficient determination varied between 0.179 and 0.514. As 

the score of R2 are higher than 0.1, the model is considered acceptable (Daryanto et al., 

2009).Relating the GoF, the estimation showed the score of 0.466 which is considered large. 

Table 3 showed the score of R2 and GoF 

 

 

Table 3. Coefficient Determination and GoF 

  R Square  AVE 

Business Performance 0,397 0,532 

Exploitative Innovation 0,179 0,607 

Exploratory Innovations 0,514 0,645 

Entrepreneurial Orientatiuon   0,613 

 GoF = √0.599 𝑥 0.363 = 0.466 
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4.3.Hypotheses Test 

 

Hypothesis 1 suggested the direct positive effect of entrepreneurial orientation on business 

performance. The statistical estimation showed that entrepreneurial orientation has a positive 

significant effect on business performance. This finding means the higher entrepreneurial 

orientation is, the better business performance will be. Thus, Hypothesis 1 is supported. The 

mediating effect of exploitative innovation was suggested by Hypothesis 2. The Sobel’s test 

analysis showed that exploitative innovation significantly mediated the effect of 

entrepreneurial orientation on business performance. As entrepreneurial orientation has a direct 

effect on business performance, exploitative innovation only partially mediating the effect of 

entrepreneurial orientation on business performance. Hypothesis 2 is supported. While 

exploitative innovation was found mediating the effect of entrepreneurial orientation on 

business performance, this study did not find the mediating effect of exploratory innovation. It 

means Hypothesis 3 is not supported. Table 4 summarized the hypothesis test. 

 

Table 4. Hypothesis Test 

Hypothesis   Coefficient t  

H1 EO  BP 0.143 1.992 Supported 

H2 EO  EXI  BP 0.130 2.537 Supported 

H3 EO  EIO  BP 0.165 1.825 NS 
EO : Entrepreneurial Orientation; BP : Business Performance; EXI : Exploitative Innovation; EIO: Exploratory 

innovation 

 

 

5. Discussion and Conclusion 

 

This study aims to test the relationship among entrepreneurial orientation, innovation and 

business performance in the domain of Indonesian creative economy sector. The statistical 

calculation showed that entrepreneurial orientation plays an important role in affecting business 

performance. This study theoretically strengthen previous studies found the significant effect 

of entrepreneurial orientation on business performance (Hassim et al., 2011; Hult et al., 2004; 

C. L. Wang, 2008). Practically, it implies that to have better business performance, small 

business in the context of Indonesia creative economy sector should be entrepreneurially 

oriented.  

 

Apart from its direct effect, this study found that entrepreneurial orientation, has an 

indirect effect on business performance through exploitative innovation. This finding extend 

the previous studies by showing that prior affecting business performance, entrepreneurial 

orientation will enhance business innovation which lastly increase the performance. This 

finding contributes to the body of business management knowledge that in order to increase 

business performance, small business in creative sector relies on exploitative innovation. Small 

business must be able to exploit the resources owned.  
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