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Abstract. This study aims to examine the direct effect of entrepreneurial 
orientation and innovation on competitive advantage and the impact of competitive 
advantage on the performance of SMEs. Furthermore, this study will also examine 
WKH� LQGLUHFW� LQÀXHQFH� RI� HQWUHSUHQHXULDO� RULHQWDWLRQ� DQG� LQQRYDWLRQ� YDULDEOHV�
RQ� ¿QDQFLDO� SHUIRUPDQFH� WKURXJK� FRPSHWLWLYH� DGYDQWDJH�� 7KLV� LV� TXDQWLWDWLYH�
UHVHDUFK�XVLQJ�D�VXUYH\�PHWKRG��7KH�UHVSRQGHQWV�DUH�60(V�RZQHUV�LQ�WKH�¿HOG�RI�
cultivation industry in Jember regency, Indonesia. This study uses the Structural 
(TXDWLRQ�0RGHO��6(0��DV�D�GDWD�DQDO\VLV�WHFKQLTXH��ZKLFK�LV�DVVLVWHG�E\�:DUS�3/6�
software. Statistical results show that entrepreneurial orientation and innovation 
have a direct effect on competitive advantage. Other results show that there is 
D�GLUHFW� HIIHFW� RI� FRPSHWLWLYH�DGYDQWDJH�RQ�¿QDQFLDO� SHUIRUPDQFH��$� FRPSDQ\�
is said to have a competitive advantage if it can outperform other companies to 
create higher economic value. The results of the indirect effect test show that 
HQWUHSUHQHXULDO�RULHQWDWLRQ�DOVR�KDV�DQ�LQGLUHFW�HIIHFW�RQ�¿QDQFLDO�SHUIRUPDQFH�
through competitive advantage. Furthermore, the results of this study also prove 
WKDW�LQQRYDWLRQ�DIIHFWV�¿QDQFLDO�SHUIRUPDQFH�WKURXJK�FRPSHWLWLYH�DGYDQWDJH�

Keywords: Entrepreneurial Orientation, Competitive Advantage, Financial 
3HUIRUPDQFH��

Introduction

6PDOO�DQG�0HGLXP�(QWHUSULVHV��60(V��
refer to enterprises run by an individual 
or a group of people productively or 
commercially whose total assets and sales 
are regulated by law. In the Indonesian 
economy, this kind of business plays a very 
important role, especially since the economic 
crisis where its role and number has been 
VLJQL¿FDQWO\�LQFUHDVHG��7KHUHIRUH��LW�EHFRPHV�
the backbone of Indonesian economic 
development and at the same time provides 
the main source of income for everyone, 
particularly in terms of employment.  In 
addition, SMEs are the main helpers to revive 
the regional economy, especially since some 
SMEs have been able to break through the 
H[SRUW�PDUNHW��:LG\DQL��������

0XWHJL� HW� DO��� ������� H[SODLQHG� WKDW�
the performance of SMEs is the result of a 
company program achieved by a person or 
group of people with the division of tasks 
during a certain period with predetermined 
standards. Some opinions state that the 
performance of SMEs is often related to 
the company’s ability to deal with problems 
LQ� LWV� EXVLQHVV� HQYLURQPHQW� �%LUOH\� DQG�
:HVWKHDG�� ������ DQG� SHUVRQDOLW\� WUDLWV�
RU� WDOHQWV� � �%DURQ� DQG� 0DUNPDQ�� ������
/LWWXQHQ���������+RZHYHU��6PDOO�DQG�0HGLXP�
(QWHUSULVHV��60(V��KDYH�VR�IDU�IDFHG�YDULRXV�
weaknesses, such as weak ability to adapt 
to strategic environmental changes, lack of 
skill in responding to business opportunities, 
lack of creativity in innovation that is dealing 
with imported products. This is reinforced by 



MIMBAR,  Vol. 37, No. 2nd  (December, 2021) pp 430-441

431Accredited by Sinta Rank 2 based on Ristekdikti No.10/E/KPT/20

survey data in Figure 1 showing that 94.69% 
of businesses experienced a decline in sales. 
7KH�GHFOLQH�LQ�VDOHV�RI�JUHDWHU�WKDQ�����ZDV�
LGHQWL¿HG�LQ��������RI�XOWUD�PLFUR��������RI�
PLFUR������RI�VPDOO��DQG��������RI�PHGLXP�
EXVLQHVVHV��1XJURKR�������

Based on this background, it can 
be argued that there is a phenomenon 
of decreasing performance of SMEs due 
to competitive advantage impairment. 
:KHUHDV�� 60(V� KDYH� WXUQHG� WR� EH� WKH�
backbone of the economy by contributing 
to the gross domestic product. In addition, 
the rapidly increasing number of SMEs 
has become the main source of income 
for the community as well as a source of 
employment in Jember Regency. Therefore, 
it is important to examine and analyze the 
determinants of competitive advantage to 
LPSURYH�WKH�¿QDQFLDO�SHUIRUPDQFH�RI�60(V�

/XPSNLQ�DQG�'HVV��������H[SODLQ�WKDW�
entrepreneurial orientation is related to the 
decision-making processes, practices, and 
activities used by entrepreneurs to set up 
FRPSDQLHV��$KLPELVLEZH�DQG�$EDKR���������
mentioned when companies have a well-
GHWHUPLQHG�HQWUHSUHQHXULDO�RULHQWDWLRQ��WKH\�
tend to be more open to risks, and at the 
same time, no longer rely on past strategies.  
,Q� DGGLWLRQ�� � /HH� DQG� &KX� ������� GH¿QH�
entrepreneurial orientation as that principle 
ZKLFK� LGHQWL¿HV� DQG� H[SORLWV� RSSRUWXQLWLHV��
3DWHO� DQG� '¶6RX]D� � ������� GH¿QHG� LW� DV� D�
GHVLUH�WR�EH�¿UVW� LQ� WKH�PDUNHW� LQ� WHUPV�RI�
innovation, a willingness to take risks, and 
D�ZLOOLQJQHVV� WR� UHVSRQG� TXLFNO\� WR�PDUNHW�
FKDQJHV�� 7R� VXSSRUW� WKLV� GH¿QLWLRQ�� +DIHH]�
HW�DO����������DGGHG�WKDW�FRPSDQLHV�ZLWK�D�
determined orientation may be more capable 
to be innovative.

,Q�UHJDUGV�WR�WKH�GH¿QLWLRQ�RI�SURGXFW�
LQQRYDWLRQ�� $WDOD\� HW� DO��� ������� SRVLWHG�
that it is an initiation and development 
of goods or services that are distinct from 
those previously available and that address 

the shortcomings of the previous invention 
E\� SODFLQJ� D� JUHDWHU� HPSKDVLV� RQ� TXDOLW\�
IDFWRUV��:KLOH� 3UDNRVR� �������GH¿QHV� LW� DV�
a mechanism undergone by the company to 
respond to a dynamic environment. 

This notion arises fundamentally from 
the value allowing the company to create 
a value for its customers beyond the costs 
LQFXUUHG�E\�WKH�FRPSDQ\�WR�FUHDWH�LW���3RUWHU��
������� 0HDQZKLOH�� � 'DYLG� ������� DGGHG�
that competitive advantage is anything a 
company can do so that it is better than 
rival companies. Meanwhile, according to 
*DU\� �������� FRPSHWLWLYH� DGYDQWDJHV� DUH�
all the factors that an organization may 
have to differentiate products or services 
from competitors’ products and services 
to increase the market percentage. 
)XUWKHUPRUH��%DUQH\�DQG�&ODUN��������VWDWH�
that the ultimate importance of a business 
is to maintain the competitive advantage it 
has.

7KH� FRQFHSW� RI� ¿QDQFLDO� SHUIRUPDQFH�
DFFRUGLQJ�WR��%DVUL�DQG�*LWRVXGDUPR��������
LV� D� VHW�RI�¿QDQFLDO� WUDQVDFWLRQV� WKDW�RFFXU�
over a period of time and are reported in 
¿QDQFLDO� VWDWHPHQWV� VXFK� DV� WKH� LQFRPH�
statement and balance sheet. Financial 
performance is an assessment of a company’s 
DELOLW\�WR�IROORZ�ORJLFDO�DQG�FRKHUHQW�¿QDQFLDO�
implementation regulations.

Research Methodology
� 7KLV�W\SH�RI�UHVHDUFK�LV�TXDQWLWDWLYH�

research. The research method used is 
a survey method, namely collecting data 
XVLQJ� D� TXHVWLRQQDLUH�� 7KH� YDULDEOHV� XVHG�
to consist of exogenous variables, namely 
HQWUHSUHQHXULDO� RULHQWDWLRQ� DQG� LQQRYDWLRQ��
intervening variables, namely competitive 
DGYDQWDJH�� DQG� HQGRJHQRXV� YDULDEOHV��
QDPHO\� ¿QDQFLDO� SHUIRUPDQFH�� $OO� LQGLFDWRU�
variables are measured using an ordinal 
scale. The Questions are made using a 
¿YH�SRLQW� VFDOH� RU� FDOOHG� WKH� /LNHUW� VFDOH��
3RLQW� �� VWURQJO\� GLVDJUHHV� DQG� SRLQW� ��
strongly agrees. Entrepreneurial orientation 
is measured using the dimensions of 
entrepreneur’s achievement motivation, 
locus of control, self-reliance, extroversion, 
innovation, acting proactivity, and managing 
ULVNV� �/HH� DQG� 7VDQJ�� ������ /XPSNLQ� DQG�
'HVV��������� ,QQRYDWLRQ� LV�PHDVXUHG�XVLQJ�
the dimensions of product line expansion, 
copying competitors’ products or packaging, 
and generating new products. Furthermore, 
competitive advantage is measured using the 
dimensions of competitive prices, product 
TXDOLW\��DQG�FXVWRPHU�UHODWLRQVKLSV��/HH�DQG�

Figure 1.   Data Of Sales                                                                   
Source: Prepared by the authors (2021)
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&KX���������3HUIRUPDQFH�LV�PHDVXUHG�XVLQJ�
WKH� GLPHQVLRQV� RI� VDOHV� OHYHO�� SUR¿W� UDWH��
return on capital, turnover rate, and market 
VKDUH�DFKLHYHG��*OXHFN�DQG�:LOOLDP��������

The study population is SMEs in the 
cultivation industry in Jember district. To 
achieve the samples, a purposive sampling 
method was implemented, a method in 
ZKLFK� WKH� VDPSOLQJ� WHFKQLTXH� LV� EDVHG� RQ�
certain considerations. The sample was 
selected based on the essential and relevant 
characteristics of the study. The criteria 
in this study are described as follows: 
respondents are owners or managers of 
business units, respondents have owned or 
managed a business unit for at least 3 years 
as an indicator that they are committed to 
running the business, and respondents have 
a workforce of more than 10 people.

7KLV�VWXG\�XVHV�WKH�6WUXFWXUDO�(TXDWLRQ�
0RGHO� �6(0�� LQ� WHFKQLFDO� GDWD� DQDO\VLV��
ZKLFK�LV�RSHUDWHG�ZLWK�WKH�KHOS�RI�:DUS�3/6�
software version 7.0. Research using SEM 
provides an opportunity for a researcher 
to obtain answers to both regression and 
GLPHQVLRQDO� UHVHDUFK� TXHVWLRQV�� 7KDW� LV��

researchers can measure the dimensions of 
D�FRQFHSW��)HUGLQDQG���������

In general, evaluation to test the outer 
model uses three criteria as mentioned 
E\� 6KROLKLQ� DQG� 5DWPRQR� �������� VXFK� DV�
convergent validity, discriminant validity, and 
FRPSRVLWH�UHOLDELOLW\��6KROLKLQ�DQG�5DWPRQR��
��������$�YDOLGLW\�WHVW�LV�GRQH�E\�ORRNLQJ�DW�
the loading factor value and the average 
variance extract value. The loading factor 
value must be higher than 0.70 and the AVE 
YDOXH� PXVW� EH� KLJKHU� WKDQ� ����� �6KROLKLQ�
DQG�5DWPRQR�������

The outer model is evaluated by the 
reliability test, namely by looking at the 
composite reliability value and the Cronbach 
alpha value. If the value of composite 
reliability and Cronbach alpha is greater than 
0.70, then a construct is said to be reliable. 
The inner model is tested by looking at the 
DYHUDJH�SDWK�FRHI¿FLHQW��$3&���DQG� IRU� WKH�
DYHUDJH�5�VTXDUHG��$56��LI�WKH�YDOXH�LV�OHVV�
WKDQ� ����� WKHQ� WKH� PRGHO� LV� DSSURSULDWH��
ZKLOH�WKH�$9,)�YDOXH�PXVW�EH�VPDOOHU�WKDQ���
�6KROLKLQ�DQG�5DWPRQR���������

Table 1
Loading Factor

Variable Indicator
Loading

Factor
Notes

Enterpreneurership Orientation X1.1 ����� )XO¿OOHG�7KH�9DOLGLW\

X1.2 ����� )XO¿OOHG�7KH�9DOLGLW\

X1.3 0.949 )XO¿OOHG�7KH�9DOLGLW\

X1.4 0.929 )XO¿OOHG�7KH�9DOLGLW\

;��� 0.930 )XO¿OOHG�7KH�9DOLGLW\

X1.6 ����� )XO¿OOHG�7KH�9DOLGLW\

X1.7 0.911 )XO¿OOHG�7KH�9DOLGLW\

Innovation

X2.1 ����� )XO¿OOHG�7KH�9DOLGLW\

X2.2 0.941 )XO¿OOHG�7KH�9DOLGLW\

X2.3 0.947 )XO¿OOHG�7KH�9DOLGLW\

X2.4 0.977 )XO¿OOHG�7KH�9DOLGLW\

;��� ����� )XO¿OOHG�7KH�9DOLGLW\

X2.6 0.972 )XO¿OOHG�7KH�9DOLGLW\

Competitive Advantage Y1.1 ����� )XO¿OOHG�7KH�9DOLGLW\

Y1.2 ����� )XO¿OOHG�7KH�9DOLGLW\

Y1.3 0.993 )XO¿OOHG�7KH�9DOLGLW\

)LQDQFLDO�3HUIRUPDQFH Y2.1 0.933 )XO¿OOHG�7KH�9DOLGLW\

Y2.2 0.933 )XO¿OOHG�7KH�9DOLGLW\

Y2.3 0.963 )XO¿OOHG�7KH�9DOLGLW\

Y2.4 ����� )XO¿OOHG�7KH�9DOLGLW\

<��� 0.969 )XO¿OOHG�7KH�9DOLGLW\
    Source: authors’ calculation
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Results and Discussions
This study used 112 respondents 

from SMEs in the cultivation industry 
sector in Jember district. According to Hair 
HW� DO��� �������� D� VDPSOH� VL]H� GHWHUPLQHG�
for SEM ideally is between 100-200, with 
�����REVHUYDWLRQV� IRU� HDFK� LQGLFDWRU�� 7KXV��
if the estimated indicator is 21, then the 
PLQLPXP� VDPSOH� VL]H� LV� ����� 7KLV� VWXG\�
used 112 respondents from SMEs in the 
processing industry sector consisting of 32 
food processing industries, 12 beverages, 
��� DSSDUHO�� �� IRRWZHDU�� ��� ZRRGHQ� LWHPV�
including woven bamboo, rattan, and the 
OLNH�� � ���SDSHU�� ��� IXUQLWXUH�� DQG��� UXEEHU�
and plastic. The sampling method used is 
purposive sampling. 

Based on Table 1, all indicators’ 
YDULDEOHV� DUH� IXO¿OOHG� WKH� YDOLGLW\�� ZKLFK�
means the loading factor value of each 
variable is higher than 0,7. Furthermore, 
based on the table 2,  it can be explained 
that variable entrepreneurship orientation 
KDV�D�YDOXH�RI�������!������ LQQRYDWLRQ�KDV�
YDOXH�RI�������!������FRPSHWLWLYH�DGYDQWDJH�
KDV� YDOXH� RI� ������ !� ����� DQG� ¿QDQFLDO�
SHUIRUPDQFH�KDV�YDOXH�RI�������!������7KLV�
UHVXOW�FDQ�H[SODLQ� WKDW�DOO�YDULDEOHV� IXO¿OOHG�
the validity. 

Furthermore, the outer model was 
evaluated by reliability testing which 
is performed by observing the value of 
composite reliability and the value of 
Cronbach alpha. If the Cronbach alpha value 

of a construct is greater than 0.70, then it 
is said to be reliable. Here are the results of 
the latent variable output. As seen in Table 
3, the variable entrepreneurship orientation 
has a value of composite reliability  of 0,974 
!�����DQG�YDOXH�RI�&URQEDFK�DOSKD�RI�������
!�������LQQRYDWLRQ�KDV�D�YDOXH�RI�FRPSRVLWH�
UHOLDELOLW\� RI� ������ !� ���� DQG� YDOXH� RI�
&URQEDFK�DOSKD�RI�������!������FRPSHWLWLYH�
DGYDQWDJH� KDV� YDOXH� RI� ������ !� ���� DQG�
YDOXH�RI�&URQEDFK�DOSKD�RI�������!������DQG�
¿QDQFLDO�SHUIRUPDQFH�KDV�YDOXH�RI�������!�
0,7 and value of Cronbach alpha of 0,974 
!������7KLV�UHVXOW�FDQ�EH�FRQFOXGHG�WKDW�DOO�
YDULDEOHV�IXO¿OOHG�WKH�UHOLDELOLW\��

5� 6TXDUH� LV� XVHG� WR� VHHN� IRU� D�
FRQWULEXWLQJ� LQÀXHQFH� RI� HQWUHSUHQHXULDO�
orientation and innovation on competitive 
DGYDQWDJH�DQG� WR�¿QG� WKH� VWURQJ� LQÀXHQFH�
of entrepreneurial orientation, innovation, 
DQG� FRPSHWLWLYH� DGYDQWDJH� RQ� ¿QDQFLDO�
performance.Based on table 4, it can 
EH� H[SODLQHG� WKDW� WKH� ODUJH� LQÀXHQFH� RI�
entrepreneurial orientation and innovation 
RQ� FRPSHWLWLYH� DGYDQWDJH� LV� ������� WKLV�
value is categorized as strong. Furthermore, 
WKH�LQÀXHQFH�RI�HQWUHSUHQHXULDO�RULHQWDWLRQ��
innovation, and competitive advantage on 
¿QDQFLDO� SHUIRUPDQFH� LV� ������� ZKLFK� LV�
FDWHJRUL]HG� DV� VWURQJ� �*KR]DOL� DQG� /DWDQ��
������

The evaluation of the inner or structural 
model is intended to test the suitability of 
the model. Three test indices are used, 

Table 2
Average Variance Extracted

Variable AVE Criteria Notes

Entrepreneurship Orientation 0.969

!����

)XO¿OOHG�7KH�9DOLGLW\

Innovation ����� )XO¿OOHG�7KH�9DOLGLW\

Competitive Advantage ����� )XO¿OOHG�7KH�9DOLGLW\

)LQDQFLDO�3HUIRUPDQFH 0.974 )XO¿OOHG�7KH�9DOLGLW\

 
Source: authors’ calculation

Table 3
Composite Reliability and Cronbach Alpha

Variable
Composite 
Reliability

Cronbach Alpha Notes

Entrepreneurship Orientation 0.974 0,969 )XO¿OOHG�7KH�5HOLDELOLW\

Innovation ����� ����� )XO¿OOHG�7KH�5HOLDELOLW\

Competitive Advantage 0.992 ����� )XO¿OOHG�7KH�5HOLDELOLW\

)LQDQFLDO�3HUIRUPDQFH ����� 0,974 )XO¿OOHG�7KH�5HOLDELOLW\

Source: authors’ calculation
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QDPHO\�WKH�DYHUDJH�SDWK�FRHI¿FLHQW��DYHUDJH�
5�VTXDUHG��DQG�DYHUDJH�YDULDQFH�IDFWRU��7KH�
FULWHULD� XVHG� LQFOXGLQJ� $3&� DQG� $56� DUH�
$FFHSWHG�LI�WKH�S�YDOXH�LV�OHVV�WKDQ������DQG�
$9,)�LV������6KROLKLQ�DQG�5DWPRQR���������

� 7KH� UHVXOWV� RI� RXWSXW� PRGHO� ¿W�
LQGLFHV�DUH�SUHVHQWHG�LQ�WKH�WDEOH���7DEOH���
LQGLFDWHV�WKDW�WKH�$3&�LV�������ZLWK�D�S�YDOXH�
of <0.001. Meanwhile, ARS value is 0.744 
ZLWK� D� S�YDOXH� RI� �������� 7KH� $3&�PHHWV�
the criteria because the p-value is < 0.001. 
Likewise, ARS has a p-value of < 0.001. 
)XUWKHUPRUH��$9,)�KDV�D�YDOXH�RI������ZKLFK�
is 3.360. In conclusion, the assumption of 
the inner model is accepted.

 Hypothesis testing is done by looking 
IRU� SDWK� FRHI¿FLHQW� YDOXH� DQG� S�YDOXH���
Based on table 6, it can be concluded 
WKDW� HQWUHSUHQHXULDO� RULHQWDWLRQ� �;��� KDV�
a direct effect on competitive advantage 
�<��� RI� ������ ZLWK� D� VLJQL¿FDQFH� YDOXH�
RI� S� �������� ,QQRYDWLRQ� �;��� KDV� D� GLUHFW�
HIIHFW� RQ� FRPSHWLWLYH� DGYDQWDJH� �<��� RI�
������ZLWK�D�VLJQL¿FDQFH�YDOXH�RI�S���������

(QWUHSUHQHXULDO�RULHQWDWLRQ��;���KDV�D�GLUHFW�
HIIHFW�RQ�¿QDQFLDO�

SHUIRUPDQFH� �<��� RI� ������ ZLWK� D�
VLJQL¿FDQFH� YDOXH� RI� S� �������� ,QQRYDWLRQ�
�;��� KDV� D� GLUHFW� HIIHFW� RQ� SHUIRUPDQFH�
�<���RI�������ZLWK�D�VLJQL¿FDQFH�YDOXH�RI�S�
<0.004. Competitive advantage has a direct 
HIIHFW��<���RQ�¿QDQFLDO�SHUIRUPDQFH��<���RI�
������ZLWK�D�VLJQL¿FDQFH�YDOXH�RI�S��������

Table 7 indicates that the indirect 
effect of entrepreneurial orientation 
YDULDEOHV� RQ� ¿QDQFLDO� SHUIRUPDQFH� WKURXJK�
FRPSHWLWLYH�DGYDQWDJH�LV�������ZLWK�3�������
�VLJQL¿FDQW��� 0HDQZKLOH�� WKH� LQGLUHFW� HIIHFW�
RI� LQQRYDWLRQ� RQ� ¿QDQFLDO� SHUIRUPDQFH�
through competitive advantage is 0.233 with 
S���������VLJQL¿FDQW��

The results of path analysis are 
SUHVHQWHG�LQ�WKH�¿JXUH���

Based on Figure 2, it can be 
explained that entrepreneurial orientation 
and innovation have a positive effect on 
FRPSHWLWLYH�DGYDQWDJH��HDFK�SDWK�FRHI¿FLHQW�
RI� ����� IRU� HQWUHSUHQHXULDO� RULHQWDWLRQ� DQG�

Table 4
R Square

Variabel R Square Adj R Square

Competitive Advantage 0.771 0.767

)LQDQFLDO�3HUIRUPDQFH 0.716 �����

Source: authors’ calculation

Table 5
P-Value Index Criteria Description

Index 3�9DOXH Criteria Notes

$3& ����� 3������ p < 0.001 Accepted

ARS 0.744 3������ p < 0.001 Accepted

AVIF 3.360 DFFHSWDEOH�LI�� �� Accepted

Source: authors’ calculation

Table 6.
Direct Effects

Criteria Variable Y1 Y2

3DWK�FRHI¿FLHQW X1 ����� 0.170

X2 0.477 0.237

Y1 �����

Y2

p-values X1 <0.001 0.032

X2 <0.001 0.004

Y1 <0.001

Y2

Source: authors’ calculation
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�����IRU�LQQRYDWLRQ�ZLWK�D�VLJQL¿FDQFH�YDOXH�
RI��������DQG�5�VTXDUH�RI�������,W�PHDQV�WKDW�
entrepreneurial orientation and innovation 
are able to explain the variation of changes 
in the competitive advantage of 77%. 
Furthermore, entrepreneurial orientation, 
innovation, and competitive advantage have 
D� SRVLWLYH� HIIHFW� RQ� ¿QDQFLDO� SHUIRUPDQFH��
3DWK� FRHI¿FLHQW� LV� ����� IRU� HQWUHSUHQHXULDO�
RULHQWDWLRQ�ZLWK�D�VLJQL¿FDQFH�YDOXH�RI�������
the competitive advantage is 0.49 with a 
VLJQL¿FDQFH�YDOXH�RI��������DQG� LQQRYDWLRQ�
LV� ����� ZLWK� D� VLJQL¿FDQFH� YDOXH� RI� ������
DQG� 5�6TXDUH� RI� ������ ,W� PHDQV� WKDW�
entrepreneurial orientation, innovation, and 
competitive advantage are able to explain 
WKH� YDULDWLRQ� RI� FKDQJHV� LQ� WKH� ¿QDQFLDO�
performance of 72%.
Discussions

Companies that have a good 
entrepreneurial orientation will be able to 
reach targets and market positions better 
than their competitors. The reason is that 
the company continuously observes market 
changes and at the same time responds 
TXLFNO\� WR� WKH� FKDQJHV� WKDW� RFFXU�� 7KH\�
are being proactive and risk-taking allows 
them to create more innovative products. 
As a result, companies can outperform their 
competitors so that they have a competitive 
advantage because they will be able to satisfy 
customers and identify the factors that affect 
customers. This is in accordance with research 
FRQGXFWHG� E\� �.RK�� ������ 6XSUDQRWR��
������=XOIȭGD�HW�DO���������ZKLFK�IRXQG�WKDW�

companies with a proper entrepreneurial 
orientation can reach the target market and 
be in a forward market position compared 
to their competitors. Based on the results of 
the literature review and empirical evidence 
mentioned above, the proposed hypothesis 
is entrepreneurial orientation has a positive 
effect on competitive advantage.

Based on hypothesis testing, it is 
known that orientation has an effect on 
the competitive advantage of SMEs in 
Jember Regency. That is the ability of SMEs 
managers to be proactive and dare to take 
risks that enable SMEs to create innovative 
products ahead of competitors. The ability to 
innovate for SMEs in the processing industry 
UHTXLUHV�QHZ�DQG�XQLTXH�EXVLQHVV�DFWLYLWLHV��
The ability to innovate is important in the 
essence of entrepreneurial characteristics. 
SMEs managers are also willing to take risks 
in making uncertain decisions but provide 
opportunities for better results. The proactive 
nature of SMEs managers is intended to gain 
a wider market. This is in line with the results 
of research which states that entrepreneurial 
RULHQWDWLRQ� KDV� D� VLJQL¿FDQW� HIIHFW� RQ� WKH�
FRPSHWLWLYH� DGYDQWDJH� RI� 60(V� �8VYLWD��
������� )XUWKHUPRUH�� WKHVH� UHVXOWV� DUH� DOVR�
in line with research which states that the 
better the entrepreneurial orientation a 
business has, the better the achievement 
of competitive advantage from the business 
ZLOO�EH��7DKLU�HW�DO��������� 

3URGXFW� LQQRYDWLRQ�� DFFRUGLQJ� WR�
$WDOD\� HW� DO��� ������� LV� WKH� GHYHORSPHQW�
and emergence of new types of products or 
services that are distinct from prior ones and 
address the shortcomings of past inventions. 
Companies that have high innovation power 
will have a competitive advantage. As 
H[SODLQHG�E\�:DK\RQR���������D�FRPSDQ\¶V�
continuous innovation is a fundamental 
UHTXLUHPHQW� WKDW� ZLOO�� LQ� WXUQ�� OHDG� WR�
the creation of competitive advantage. 
6RQJ� DQG� 3DUU\� ������� H[SODLQHG� WKDW� WKH�
competitive advantage of a product is one of 
the decisive factors for the success of a new 

Table 7
Indirect Effect for Paths with 2 Segments and P-Value

X1 X2

X1

X2

Y1

Y2 ������S������ �����������S�������

Source: authors’ calculation

Figure 2. Path Analysis Result
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SURGXFW��&RRSHU��������VWDWHG�LW�LV�YLWDO�IRU�
new products to possess advantages when 
entering the scope of an international market 
that has very tight competition. On the one 
hand, and organizational’s advantage can be 
created through product development in the 
form of continuous innovation so that market 
advantages will be realized.  Furthermore, 
&KHQ� HW� DO��� ������� VXJJHVW� ¿UPV� EHWWHU�
maintain their advantage. In addition, 
.XF]PDUVNL��������DOVR�VWDWHG�WKDW�WR�DFKLHYH�
a competitive advantage, innovation must 
always focus on creating something new in 
the world. A study performed by Omar et al., 
������� IRXQG� WKDW� LQQRYDWLRQ� DELOLW\� KDV� D�
positive effect on knowledge creation, while 
they also failed to prove that entrepreneurial 
orientation has it on the knowledge creation.  
Based on the results of the literature review 
and empirical evidence mentioned above, 
the proposed hypothesis is innovation has a 
positive effect on competitive advantage.

 Based on hypothesis testing, it 
LV� NQRZQ� WKDW� LQQRYDWLRQ� LQÀXHQFHV� WKH�
competitive advantage of SMEs in Jember 
district. This shows that the main factor 
affecting competitive advantage is product 
LQQRYDWLRQ��+LOOV��������KDV�IRUPHUO\�SRVLWHG�
that innovation is a form of an idea, practice 
or object considered new by an individual. 
3URGXFW� LQQRYDWLRQ�� WKHUHIRUH�� KDV� WKH�
potential to lead to various designs, thereby 
giving more alternatives increase the utility 
or value perceived by the customer. Thus, 
innovation will have an impact on improving 
SURGXFW� TXDOLW\� DV� GHVLUHG� E\� FXVWRPHUV�
�3UDMRJR�DQG�6RKDO���������60(V�PDQDJHUV�
in the processing industry sector in Jember 
Regency think that efforts to introduce 
innovation can lead and reduce the possibility 
of competitors to innovate earlier. The 
results of this study are in line with research 
FRQGXFWHG� E\� �6KHUOLQ�� ������ 7DKLU� HW� DO���
�������7KHVH�¿QGLQJV�DUH�DOVR�LQ�OLQH�ZLWK�WKH�
RSLQLRQ�RI�3RXGHO�HW�DO����������ZKLFK�VWDWHV�
that Entrepreneurial orientation is a strategic 
resource owned by an organization. The 
potential to create a competitive advantage 
can be created by organizations that have 
a good entrepreneurial orientation. Thus, 
competitive advantage will have an impact 
on the company’s business performance. 
The results of this study are also in line with 
the results of previous studies, for example, 
UHVHDUFK� E\� � �:LNOXQG�� ������:LNOXQG� DQG�
6KHSKHUG���������

Entrepreneurial orientation has 
the principle of identifying and exploiting 
RSSRUWXQLWLHV� �/XPSNLQ� DQG� 'HVV�� �������

0LOOHU� �������GH¿QHG� WKLV� WHUP�DV� D�GHVLUH�
to pioneer innovation in the market, to be 
risk-takers, and to well-respond to changes 
arising in the market. Companies with a 
good entrepreneurial orientation have better 
¿QDQFLDO� SHUIRUPDQFH� EHFDXVH� WKRVH�ZKLFK�
possess a strong entrepreneurial orientation 
are more willing to take risks, not only stick 
WR�SDVW�VWUDWHJLHV��/XPSNLQ�DQG�'HVV���������
In a dynamic environment, entrepreneurial 
orientation is very important for the survival 
of a company. Entrepreneurial orientation 
that is formed by the dimensions of 
innovation, being proactive, risk-taking, 
competitive aggressiveness, and autonomy 
has an effect on SMEs business performance 
�$UV\DG����������

Based on hypothesis testing, it is 
known that entrepreneurial orientation has a 
SRVLWLYH�HIIHFW�RQ�¿QDQFLDO�SHUIRUPDQFH��7KLV�
VKRZV� WKDW� LPSURYHG�¿QDQFLDO� SHUIRUPDQFH�
is built by entrepreneurial orientation with 
indicators of innovation, courage to take 
risks and to act proactively. Therefore, SMEs 
managers in the processing industry in Jember 
Regency have the courage to take risks by 
trying new things or strategies that have the 
RSSRUWXQLW\�WR�LPSURYH�¿QDQFLDO�SHUIRUPDQFH��
$V� D� UHVXOW�� ¿QDQFLDO� SHUIRUPDQFH� FDQ� EH�
directed to transform it in facing long-term 
FKDOOHQJHV�� � 7KHVH� ¿QGLQJV� LQGLFDWH� WKDW�
60(V�PDQDJHUV�LQ�IDFLQJ�LQFUHDVLQJO\�¿HUFH�
competition need to continuously innovate. 
Innovation can be in the form of new product 
development or new product introductions. 
The innovation strategy, which includes the 
process of innovation, product innovation, 
and organizational innovation, can boost 
performance because the implementation 
of innovation is an important aspect that 
can add value to company competitiveness. 
Thus, the application of these four important 
DVSHFWV� LQ� EXVLQHVV� ZLOO� LPSURYH� ¿QDQFLDO�
SHUIRUPDQFH��7KHVH�¿QGLQJV�DUH�LQ�OLQH�ZLWK��
(OOLWDQ¶V��������VWXG\�

Studies on a similar topic have been 
carried out by previous scholars, including  
)DLUR]�HW�DO����������ZKR�H[DPLQHG�WKH�HIIHFW�
of entrepreneurial orientation on performance 
VWXG\� RQ� WZHQW\�¿YH� 60(V� LQ� +DPEDQWRWD�
District, Sri Lanka. This research found 
WKDW�WKHUH�LV�DQ�LQÀXHQFH�RI�HQWUHSUHQHXULDO�
orientation on performance. Furthermore, 
-DVUD�HW�DO����������H[DPLQH�WKH�NH\�IDFWRUV�
RI� WKH� VXFFHVV� RI� 60(V� LQ� 3DNLVWDQ�� 7KH�
target population of this research is SMEs 
that operate in various business lines, 
ranging from service lines to manufacturing. 
7KHLU� VWXG\� VKRZV� WKDW� ¿QDQFLDO� UHVRXUFHV�
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are an important factor in business 
VXFFHVV�� .UDXV� HW� DO��� �������� DGGLWLRQDOO\��
investigated the effect of entrepreneurial 
orientation on company performance during 
the period of economic crisis. The results 
show that although innovative SMEs perform 
better in a volatile environment, they must 
minimize the level of risk by avoiding risky 
projects. Other researchers, Mahmood 
DQG� +DQD¿� ������� H[DPLQHG� WKH� HIIHFW� RI�
entrepreneurial orientation on performance 
with a competitive advantage as a mediating 
variable in SMEs owned by women in 
Malaysia. Such research indicated that there 
LV� D� VLJQL¿FDQW� LQÀXHQFH� RI� HQWUHSUHQHXULDO�
orientation on performance. Moreover, other 
results show that competitive advantage 
mediates the effect of entrepreneurial 
orientation on performance.

Based on hypothesis testing, it is 
known that innovation has a positive 
HIIHFW� RQ� ¿QDQFLDO� SHUIRUPDQFH�� 7KHVH�
¿QGLQJV� LQGLFDWH� WKDW� 60(V� PDQDJHUV� LQ�
the processing industry in Jember Regency 
have the company’s endeavor that involves 
developing, producing, and marketing new 
products for the industry using technology 
and information. This is in accordance with 
)UHHPDQ��������ZKR�GH¿QHG�LQQRYDWLRQ�DV�D�
company’s endeavor to design, produce, and 
market new products for the industry using 
technology and information. In other words, 
LW�LV�WKH�PRGL¿FDWLRQ�RU�GLVFRYHU\�RI�LGHDV�IRU�
continual improvement and development in 
order to suit the needs of customers. Thus, 
companies that have high innovation will be 
able to meet customer needs so that they 
FDQ� LPSURYH� WKHLU� ¿QDQFLDO� SHUIRUPDQFH��
where performance is the desired result 
of the action. The results of this study 
VXSSRUW� WKH� UHVHDUFK� UHVXOWV�RI� �)HUUHLUD�HW�
DO��� ������ 2PDU� HW� DO��� ������ =HKLU� HW� DO���
�������5HVHDUFK�FRQGXFWHG�E\�=HKLU�HW�DO���
�������IRFXVHV�PRUH�RQ�H[DPLQLQJ�WKH�UROH�
of innovation and differentiation strategies 
DV� PHGLDWLQJ� YDULDEOHV�� 7KH� ¿QGLQJV�
revealed that innovation and differentiation 
strategies mediate the relationship between 
entrepreneurial orientation and a company’s 
performance. Furthermore, the research 
FRQGXFWHG�E\�)HUUHLUD�HW�DO����������HPSOR\HG�
DQ� HPSLULFDO� VWXG\� RI� ���� FRPSDQLHV� LQ�
3RUWXJDO�� 7KH� UHVXOWV� RI� WKHLU� VWXG\� VKRZ�
that dynamic ability and creativity and 
LQQRYDWLRQ�KDYH�D�VLJQL¿FDQW�SRVLWLYH�HIIHFW�
RQ�SHUIRUPDQFH��&KR�DQG�/HH��������LQ�WKHLU�
research used both new entrepreneurs and 
those whose business has been operated for 
less than seven years in Korea. The research 

indicated that entrepreneurial orientation 
DQG�LQQRYDWLRQ�DIIHFW�QRQ�¿QDQFLDO�EXVLQHVV�
performance.

Based on hypothesis testing, it is 
known that competitive advantage has a 
SRVLWLYH� HIIHFW� RQ� ¿QDQFLDO� SHUIRUPDQFH� 
)XUWKHUPRUH�� WKH� VWXG\� ¿QGLQJV� LQGLFDWHG�
that a competitive company is likely to 
create greater economic values than 
other companies in the same industry. 
SMEs that have the ability to compete or 
have a market position can improve their 
¿QDQFLDO� SHUIRUPDQFH�� 7KH� VDPH� WKLQJ� LV�
H[SODLQHG�E\�'DYLG� �������ZKR�VWDWHV� WKDW�
competitive advantage is an action taken 
by a company so that it is better than rival 
companies. The results of this study support 
WKH�UHVHDUFK�UHVXOWV�RI��:LG\DQLQJG\DK�DQG�
$U\DQL�� ������� � &RPSHWLWLYH� DGYDQWDJH� LV�
a company’s ability to accomplish a much 
higher and superior performance compared 
to competitors in similar industries through 
outstandingly managed characteristics and 
UHVRXUFHV��'D\� DQG�:HQVOH\� ������� VWDWHG�
that a competitive advantage is a form of 
strategy to help companies maintain their 
survival. The competitive market and the 
company’s ability to achieve an outstanding 
performance are highly dependent on the 
degree of competitive advantage. Companies 
that have a competitive advantage will 
KDYH� EHWWHU� ¿QDQFLDO� SHUIRUPDQFH� EHFDXVH�
they have a much higher and superior 
performance than their competitors. 
5HVHDUFK�FRQGXFWHG�E\�/HH�DQG�&KX��������
showed that competitive advantage has a 
SRVLWLYH�LQÀXHQFH�RQ�FRPSDQ\�SHUIRUPDQFH��

Again, as it is stated above, 
entrepreneurial orientation is an orientation 
that has the principle of identifying and 
H[SORLWLQJ� RSSRUWXQLWLHV� �/XPSNLQ� DQG�
'HVV�� ������� )XUWKHUPRUH�� 0LOOHU� �������
GH¿QHG� WKLV� WHUP� DV� D� GHVLUH� WR� SLRQHHU�
innovation in the market, to be risk-takers, 
and to well- respond to changes arising in 
the market. Companies that have good 
entrepreneurial orientation will have better 
¿QDQFLDO� SHUIRUPDQFH� LI� WKHLU� FRPSHWLWLYH�
advantages are also good. This is because 
companies that have a determined 
entrepreneurial orientation will be better 
risk-takers and rely less on past strategies 
�/XPSNLQ� DQG� 'HVV�� ������� ,Q� D� G\QDPLF�
environment, entrepreneurial orientation 
is very important for the survival of the 
company. Entrepreneurial orientation that 
is formed by the dimensions of innovation, 
being proactive, risk-taking, competitive 
aggressiveness, and autonomy has an effect 
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RQ�60(¶V� EXVLQHVV� SHUIRUPDQFH� �$UVKDG� HW�
DO����������

Based on hypothesis testing, it is 
known that entrepreneurial orientation has 
DQ� HIIHFW� RQ� ¿QDQFLDO� SHUIRUPDQFH� WKURXJK�
competitive advantage. The present study 
further indicates that the entrepreneurial 
orientation of the creative industry sector 
has been maximally innovative that can 
produce a competitive advantage. Business 
actors have dared to take full advantage of 
existing business potentials or opportunities, 
such as entering new markets or producing 
new products. As a result, SMEs can provide 
better economic value than other companies 
within the same industry. Thus, this study 
supports several previous studies, namely 
�)UDQN�HW�DO���������:LNOXQG��������:LNOXQG�
DQG� 6KHSKHUG�� ������ZKR� KDYH� VXFFHHGHG�
in proving empirically the positive effect 
of entrepreneurial orientation on business 
SHUIRUPDQFH��,Q�D�VLPLODU�YHLQ��=HHEDUHH�DQG�
6LURQ���������LQYHVWLJDWHG�60(�PDQDJHUV�LQ�
WKH�,UDTL�.XUGLVWDQ�UHJLRQ��6WDWLVWLFDO�UHVXOWV�
show that entrepreneurial orientation has a 
VLJQL¿FDQW�HIIHFW�RQ�FRPSHWLWLYH�DGYDQWDJH��
2WKHU�UHVXOWV�DOVR�VKRZ�WKDW�¿QDQFLDO�VXSSRUW�
may constitute a moderating variable of 
the relationship between entrepreneurial 
orientation and competitive advantage.

'H¿QHG�E\��)UHHPDQ���������LQQRYDWLRQ�
is a company endeavor that involves 
developing, producing, and marketing new 
products for industry using technology and 
information.  In other words, innovation is 
the act of modifying or discovering ideas 
intended for continuous improvement and 
development to satisfy customer needs. Thus, 
companies that have high innovation will be 
able to meet customer needs so that they 
ZLOO� LPSURYH� ¿QDQFLDO� SHUIRUPDQFH�� ZKHUH�
performance is the desired result of behavior 
�*LEVRQ�� ������� 7KH� LQFUHDVH� LQ� ¿QDQFLDO�
performance will be even higher if followed 
by a highly competitive advantage because 
the competitive advantage is the company’s 
ability to have a much higher and superior 
performance compared to competitors. 
Based on hypothesis testing, it is known 
that entrepreneurial orientation has a direct 
LQÀXHQFH� RQ� ¿QDQFLDO� SHUIRUPDQFH� WKURXJK�
the intervening variable of competitive 
advantage. 

SMEs in the processing industry in 
Jember Regency continue to innovate by 
using IT to develop, produce and market new 
SURGXFWV� IRU�WKH� LQGXVWU\��)UHHPDQ���������
In other words, innovation is the act of 
modifying or discovering ideas intended for 

continuous improvement and development 
to satisfy customer needs so as to increase 
competitive advantage and have an impact 
RQ� ¿QDQFLDO� SHUIRUPDQFH�� 60(V� SURFHVVLQJ�
industry considers that the increase in 
¿QDQFLDO�SHUIRUPDQFH�ZLOO�EH�HYHQ�KLJKHU�LI�LW�
is followed by a highly competitive advantage 
because it will enable them to have a much 
higher and superior performance compared 
to competitors.

Conclusions
Entrepreneurial orientation and 

innovation have a direct effect on competitive 
DGYDQWDJH� DQG� ¿QDQFLDO� SHUIRUPDQFH�� 7KH�
results of this study indicate that the ability of 
SMEs managers to be proactive and dare to 
take risks enables them to create innovative 
SURGXFWV�� 3URGXFW� LQQRYDWLRQ� IRU� WKH�
processing industry is important to increase 
alternative product choices and to intensify 
added value for customers. A company is 
said to have a competitive advantage if it 
can outperform other companies to create 
a higher economic value. Therefore, an 
LQFUHDVH� LQ� ¿QDQFLDO� SHUIRUPDQFH� ZLOO� EH�
JUHDWO\� LQÀXHQFHG�E\�FXVWRPHU�UHVSRQVH�WR�
a company’s products.

The results of this study also prove that 
entrepreneurial orientation has an indirect 
HIIHFW� RQ� ¿QDQFLDO� SHUIRUPDQFH� WKURXJK�
competitive advantage. Furthermore, the 
results of this study found that innovation 
KDV� DQ� LQÀXHQFH� RQ� ¿QDQFLDO� SHUIRUPDQFH�
through the intervening variable, namely 
competitive advantage.
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