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 The apparel industry is one of the business sectors included in Micro, Small and Medium 
Enterprises (MSMEs) in Bali Province. These apparel industry MSMEs contribute to employment 
and economic growth in Bali, so their business sustainability must be maintained. Measuring the 
business performance of MSMEs in the apparel industry needs to be carried out on an ongoing 
basis to ensure that these MSMEs can survive in increasingly fierce competition. The objectives of 
this study are: first, to explain the role of innovation strategy in mediating the effect of 
entrepreneurial orientation on MSME business performance, and second, to explain the role of 
technological resources in moderating the effect of entrepreneurial orientation on MSME business 
performance. The research was conducted on apparel MSMEs in Bali with 220 respondents taken 
randomly. Data were analyzed using the Structural Equation Modeling-Partial Least Square (SEM-
PLS) technique. The analysis results show that entrepreneurial orientation has a significant positive 
effect on the performance of MSMEs. Entrepreneurial orientation has a significant positive effect 
on innovation strategy, and then innovation strategy has a significant positive effect on MSME 
business performance. Technological resources strengthen the influence of entrepreneurial 
orientation on MSME business performance. 

© 2024 by the authors; licensee Growing Science, Canada. 
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1. Introduction 

Entrepreneurship can produce entrepreneurs in the field of Micro, Small and Medium Enterprises (MSMEs). Entrepreneurship 
is one of the best breakthroughs to solve the problem of educated unemployment. One of the MSME fields that are expected 
to be able to absorb a lot of labour is the apparel industry. MSMEs in the apparel industry have an essential role in developing 
Indonesia's economic growth. One of the obstacles to the development of MSMEs in Bali is the need for more 
entrepreneurship-oriented work programs and limited access to technology and information (Denpasar et al. Cooperative 
Office, 2020). The decline in the performance of MSMEs in Bali was also triggered by the lack of utilization of local wisdom 
potential (Rahyuda et al., 2018). The fluctuating growth trend of MSMEs reflects suboptimal performance. Thus, managing 
MSMEs is one of the opportunities to improve the economy and reduce unemployment through entrepreneurial-oriented work 
programs. Entrepreneurial orientation (EO) is the ability to think and act creatively and innovatively, which can be used as a 
basis and resource to seek opportunities for success (Singh et al., 2019). The entrepreneurial spirit must be possessed by 
business people, including MSMEs, in order to survive in increasingly fierce competition. Creative and innovative programs 
will help MSMEs create products, both goods and services, that have value by customer expectations. Entrepreneurial 
orientation will create resilient MSME managers because they have the courage to bear risks and are able to make decisions 
to turn uncertainty into an opportunity (Rofiaty, 2019; Bai et al., 2020; Dong et al., 2020). Entrepreneurial orientation has a 
significant impact directly on firm performance, including MSMEs (Bai et al., 2020; Basco et al., 2020; Cenamor et al., 2019; 
Dong et al., 2020; Tajeddini et al., 2020). However, entrepreneurial orientation only sometimes significantly impacts company 
performance (Arshad et al., 2014), (Rachmawati et al., 2020). In the hospitality sector, entrepreneurial orientation cannot 
support company growth (Tajeddini et al., 2020). When combined with affective trust, entrepreneurial orientation cannot 
significantly strengthen or weaken the relationship between business network reach and firm performance, even though other 
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studies require the role of learning orientation (Dong et al., 2020). Entrepreneurial orientation is directly unable to improve 
firm performance unless combined with other variables such as networking (Tajeddini et al., 2020).  
 
Innovation strategy is the key to competitive advantage in a highly volatile environment. The work of innovation strategies 
drives a country's economic growth. A high ability to innovate has direct consequences for the ability to compete. The value 
created by innovation is often embodied in new ways of doing things or new product development programs and processes 
that contribute to value creation. Research on innovation has long emphasized the importance of enterprises mastering and 
having effective mechanisms to adjust to environmental changes in order to compete. In different environments, 
entrepreneurial orientation can have a significant or insignificant effect on innovation performance (Zhang et al., 2020). In 
addition to innovation strategies, adequate technological resource support will cause internal resources to become a 
determining factor in organizational performance (Hilman and Kaliappen, 2015). Technological resources in business 
organizations refer to the use of information technology to achieve certain targets (Mendoza et al., 2021). Technological 
resources have a very close relationship to entrepreneurship. A successful enterprise requires capabilities in corporate, 
business and functional planning and strategy, comprehensive financial projections, and resource allocation, as well as 
information technology (IT) resources and capabilities. IT capabilities include technical skills, knowledge and infrastructure 
that can be used to assist operational processes. The use of technology significantly affects business performance (Azam, 
2015; Okundaye et al., 2019). Technology also strongly supports MSME business performance internationally (Mendy & 
Rahman, 2019). Based on the description above, apparel MSMEs are worth researching, especially in improving their business 
performance. The model was developed by adding the innovation strategy variable as an intervening variable that bridges the 
effect of entrepreneurial orientation on the performance of apparel industry MSMEs. In addition, the technological resource 
variable is added as a moderating variable that is expected to strengthen the relationship between entrepreneurial orientation 
and business performance of apparel industry MSMEs. 
 
This research uses the Resource Base View (RBV) as the leading theory. Another theory used is the Contingency Theory as 
a supporting theory. RBV theory considers that the company's resources and capabilities are essential for the company because 
they are the core or basis of the company's competitiveness and performance. RBV assumes that a company can compete by 
managing its resources. The company's resource management becomes a competitive advantage (Bianchi, 2017). Contingency 
Theory is an organizational theory that states that there is no best way to manage a company. The optimal policy or decision 
in decision-making depends on the internal and external situations (Ghozali, 2020: 79). These theories are relevant to the 
variables in the study. 
 
2. Theory Development 
 

The resource-based view (RBV) theory was first introduced by Jay B. Barney in 1991. This theory views that the company's 
resources and capabilities are important to the company because they are the core or basis of the company's competitiveness 
and performance. RBV assumes that a company can compete with other companies, by managing its resources with the 
company's capabilities for competitive advantage (Bianchi, 2017). Knowledge-based view (KBV) is a new extension of the 
resource-based theory (RBT) that provides a strong theoretical understanding in support of intellectual capital. KBV is derived 
from RBV and suggests that knowledge in its various forms is an important resource (Taghizadeh, 2020). Contingency theory 
or often referred to as situational theory or contextual theory was first developed by Lawrence and Lorsch in 1967. 
Contingency Theory is an organizational theory that states that there is no best way to manage a company. The optimal policy 
or decision in decision making depends on the internal situation and the external situation (Ghozali, 2020: 79). The research 
model was developed based on RBV and Contingency Theory studies. The developed research model is presented in Fig. 1. 
 

 
Information: 

EO=Entrepreneurship Orientation; IS=Innovation Strategy; TR=Technology Resource; BP=Business Performance 
Fig. 1. Research Model 

From the theories and concepts developed, the following hypotheses are proposed: 
 
H1: Entrepreneurial orientation has a significant positive effect on business performance. 
 

In entrepreneurial orientation, innovation ability, ability of risk-taking, and proactive nature are key issues in determining 
company performance (Ciampi et al., 2021; Dong et al., 2020; Mendoza et al., 2021; Rofiaty, 2019; Thompson, 2009). 

EO 
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Entrepreneurial orientation does not always have a significant positive impact on improving business performance (Arshad et 
al., 2014; Rachmawati et al., 2020; Tajeddini et al., 2020).   
 

H2: Entrepreneurial orientation has a significant positive effect on innovation strategy. 
 

A higher entrepreneurial orientation will cause the company to also make policies or decisions that support entrepreneurial 
orientation to achieve company performance (Hilman & Kaliappen, 2015; Sofyan, 2017; Zhang et al., 2020). Previous 
research examining this relationship showed significant positive results about the impact of entrepreneurial orientation on 
innovation strategies (Cenamor et al., 2019; Zhang et al., 2020).  Entrepreneurial orientation does not have a maximal effect 
on innovation strategy. Likewise, innovation strategy does not significantly affect business performance (Rofiaty, 2019). 
Although entrepreneurial orientation significantly affects innovation strategy, its effect is still relatively low (Ciampi et al., 
2021). 
 
H3: Innovation strategy has a significant positive effect on business performance. 
 

Innovation strategy significantly impacts the company's business performance (Hilman & Kaliappen, 2015; Hutahayan, 2020; 
Sofyan, 2017; Zhang et al., 2020), (Hameed et al., 2018). A better innovation strategy will lead to better company performance 
achievements, such as financial performance and performance in other fields (Fernandez, 2022). However, not all innovation 
strategies support the achievement of business performance well (Mendoza et al., 2021). Corporate innovation strategies, such 
as cost strategies, have no significant effect on company performance (Kumar and Garza-Reyes, 2020).  
 
H4: Technology resources have a significant positive effect on business performance.  
 
The development of information technology greatly affects the company's business performance (Azam, 2015; Bianchi, 2017; 
Mendoza et al., 2021; Mendy & Rahman, 2019; Okundaye et al., 2019). The company invests about 33 per cent of its total 
investment to increasing its information technology resources (Loudon and Laudon, 2016). Based on research, not all 
technological resources have a significant impact on the company's business performance (Maroufkhani et al., 2020).  
 

H5:  Entrepreneurial orientation has a significant positive effect on business through innovation strategy.  
 

Entrepreneurial orientation and innovation strategy significantly impact business performance (Hilman & Kaliappen, 2015; 
Sofyan, 2017; Zhang et al., 2020). Entrepreneurial orientation and innovation strategies are generally needed to generate 
specific ideas, although the mediating role of innovation strategies is not significant (Lita et al., 2020; Callaway & Jagani, 
2015). Entrepreneurial orientation can only sometimes improve business performance, even though it is mediated by adequate 
business strategy (Saleh & Safari, 2020).  
 
H6: Technology resources moderate the effect of entrepreneurial orientation on business performance.  
 

Entrepreneurial orientation significantly improves company performance (Dong et al., 2020; Rofiaty, 2019; Singh et al., 
2019). Entrepreneurial orientation supported by adequate technological resources will greatly support improved business 
performance (Nurmadewi & Mahendrawathi, 2019; Siregar et al., 2017). However, some research shows that information 
technology cannot moderate the relationship between entrepreneurial orientation and business performance. (Liao et al., 
2020). Technology is also not proven to moderate the influence of increasingly dynamic customers on company performance 
(Park & Ryu, 2015). 
 
3. Research Methods 
 
The research was conducted on apparel MSMEs in Bali with 220 respondents taken randomly. Data were analyzed using the 
Structural Equation Modeling-Partial Least Square (SEM-PLS) technique. The list of variables in the study is presented in 
Table 1. 

Table 1 
List of variables 

Variable Indicator Sources 
Entrepreneurial orientation 
 

Innovative (x1.1) (Rofiaty, 2019) 
Risk-taking (x1.2)  
Proactive (x1.3)  

Technology resources 
 

Investment in Information Technology (X2.1) (Bianchi, 2017; Wijoyo et al., 2020): 
Ability to operate Information Technology (X2.2)  
Own Technology Infrastructure (X2.3)  

Innovation strategy 
 

Business process improvement (Y1.1) (AlQershi, 2021; Telagawathi et al., 2022; Ulubeyli et al., 2018): 
Developing new value from customers (Y1.2)  
Developing new methods (Y1.3)  

 Rapid Responsive (Y1.4)  
Business Performance 
 

Business process improvement (Y1.1) (Giantari et al., 2022; Yasa et al., 2021): 
Developing new value from customers (Y1.2) 
Developing new methods (Y1.3) 
Rapid Responsive (Y1.4)  

 



 318

4. Discussion 
 
The results of data analysis on the determinants and their consequences for the performance of MSMEs in the apparel industry 
with PLS are presented in Fig. 2. 

 
 

Fig. 2. Estimation Results 
 
Outer model or measurement model assessment 
 
A measurement model is a way of measuring the validity of the model. PLS has two criteria for assessing the outer model: 
composite reliability and discriminant validity. 
 
Composite reliability criteria are measured based on internal consistency reliability and convergent validity. A commonly 
used criterion for testing internal consistency reliability is Cronbach's Alpha. The Cronbach's Alpha value and Composite 
Reliability above 0.7 indicate that the construct has a good level of reliability (Hair Jr. et al., 2017, p. 136). 
 
Based on the analysis, the results of the composite reliability measurement are presented in Table 2. 
 
Table 2 
Cronbach's Alpha Test Value and Composite Reliability 

 Construct Alpha Cronbach's Composite Reliability   
BP 0.903 0.932 
EO 0.883 0.928 
EO×TR 1.000 1.000 
IS 0.809 0.872 

Source: Data analysis 
 
The Cronbach's alpha and composite reliability values presented in Table 2 have values above 0.7, indicating that the 
constructs have high reliability. Convergent validity is the extent to which an indicator is positively correlated with other 
indicators within the same construct. To evaluate the convergent validity of reflective constructs, researchers consider the 
factor loadings of the indicators and the Average Variance Extracted (AVE). The AVE values are presented in Table 3. 
 
Table 3  
Nilai AVE 

 Variable Average Variance Extracted (AVE) 
BP 0.775 
EO 0.811 
EO×TR 1.000 
IS 0.631 
TR 0.753 

Source: Analysis result 
 
The minimum requirement in the convergent validity test is that the factor load of all indicators must be statistically significant 
and worth 0.70 or higher. An AVE value of 0.50 or higher indicates that, on average, more than half of the variance of its 
indicators can be explained by existing constructs. (Hair Jr et al., 2017: 137). Table 3 shows that all variables have AVE 
values above 0.5. The factor loading of each indicator is more than 0.7. Discriminant validity testing uses the Fornell-Larcker 
value. The Fornell-Lacker test is performed by comparing the square root value of AVE with the correlation value between 
latent variables. The value located on the diagonal line indicates the square root value of the AVE, and the other value is the 
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correlation between latent variables. Discriminant validity is met if the square root value of the AVE is higher than the 
correlation value between latent variables. The results of testing discriminant validity with Fornell-Lacker are presented in 
Table 4. 
 
Table 4 
Results of Discriminant Validity Testing with Fornell-Larcker 

  BP EO EO*TR IS TR 
BP 0.880         
EO 0.538 0.900       
EO×TR 0.077 -0.015 1.000     
IS 0.729 0.455 -0.038 0.795   
TR 0.668 0.406 -0.071 0.657 0.867 

Source: Data processed 
 

Table 4 shows that the correlation between latent variables has a value smaller than the square root of AVE. Thus, discriminant 
validity has been met. 
 

Testing the structural model (inner model) 
 

Testing the structural (Inner) model describes the relationship between latent variables based on substantive theory. Inner 
model testing through R-Square (R2). The R2 value shows the strengths and weakness of the research model, which shows the 
strength and weakness of the influence exogenous variables have on endogenous variables. The results of structural model 
testing with R2 values are presented in Table 5. 
 

Table 5  
Variable  R Square R Square Adjusted 
BP 0.645 0.639 
IS 0.207 0.203 

Distribution of R-Square Values 
Source: Data processed 

 

Table 5 shows that the Innovation Strategy variable has an R2 value of 0.207, which means that 20.7 percent of changes in 
innovation strategies are caused by changes in the value of entrepreneurial orientation. Other variables outside the model have 
an impact of 79.3 per cent on innovation strategies. The business performance variable has an R2 value of 0.645, which means 
that 64.50 per cent of changes in MSME business performance are caused by entrepreneurial orientation variables, innovation 
strategies, and technological resources. As much as 35.50 per cent of changes in MSME performance are caused by variables 
outside the model—inner Model Testing through Q-Square Predictive Relevance (Q2). The Q-Square Predictive Relevance 
(Q2) value is used to evaluate how well the model generates the observations. A Q2 value greater than 0 indicates the model 
has predictive relevance for a particular endogenous construct. Conversely, values of 0 and below indicates a lack of predictive 
relevance (Hair Jr. et al., 2017). The analysis results show the Q2 value shows a value of 0.7185. This shows that 71.85 per 
cent of the relationship between variables can be explained by the model, while the remaining 28.15 per cent is explained by 
other factors not included in the research model. With these results, the model has shown very good observations. The 
significance of the path coefficient value indicates the strong influence of changes in exogenous constructs on changes in 
endogenous constructs. Partial Least Square (PLS) applications use bootstrapping procedures in hypothesis testing. 
Hypothesis testing in this study is based on a significance level of 0.05, with a two-sided test so that the t-table value is 1.96 
(Hair Jr et al., 2017, p. 206). The results of testing the significance of the direct effect on the model are presented in Table 6. 
 
Table 6 
Coefficient and Significance of Direct Effect  

Path Relationship    (O)  (M) (STDEV) T Statistics  P Values Information 
EO →BP 0.219 0.221 0.057 3.818 0.000 Accepted 
EO → IS 0.455 0.461 0.053 8.504 0.000 Accepted 
EO×TR → BP 0.116 0.113 0.047 2.452 0.015 Accepted 
IS → BP 0.436 0.435 0.067 6.505 0.000 Accepted 
TR → BP 0.301 0.301 0.068 4.403 0.000 Accepted 

Source: Data processed 
 

Table 6 shows the direct effect coefficients and their respective significance levels. All direct relationships have a significant 
positive impact.  The indirect effect is the path of influence of the exogenous latent variable on the endogenous latent variable 
through the mediating variable. In this study, the mediation relationship is limited to the effect of the exogenous latent variable 
of entrepreneurial orientation (EO) on MSME business performance through the latent variable of innovation strategy. The 
detailed indirect effect coefficient value is presented in Table 7. 
 
Table 7 
Coefficient and Significance of Indirect Effect 

 Relationship Latent Variable   (O)  (M)  (STDEV) T Statistics P Values Info. 
EO → IS → BP 0.198 0.200 0.037 5.300 0.000 Accepted 

Source: Data processed 
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Table 7 shows that the indirect effect coefficient of the effect of the entrepreneurial orientation variable (EO) on MSME 
business performance (BP) through the innovation strategy variable (IS) is 0.198 with a significance level of 0.000. These 
results indicate that the innovation strategy variable is significantly proven to mediate the effect of entrepreneurial orientation 
on MSME business performance. Entrepreneurial orientation has a significant positive effect on MSME business performance. 
This indicates that entrepreneurial orientation has a strong relationship to improving the performance of MSMEs. These results 
align with previous studies examining the relationship of entrepreneurial orientation in improving MSME performance 
(Indrawati, 2020; Rofiaty, 2019; Telagawathi et al., 2022). The results of the analysis also show that there is a significant 
positive effect of entrepreneurial orientation on innovation strategy. This shows that entrepreneurial orientation is important 
in fostering the innovation strategy of MSME owners and managers. The results of this study are supported by previous studies 
examining the impact of entrepreneurial orientation on innovation strategy (Hutahayan, 2020; Zhang et al., 2020). Innovation 
strategy is a policy of building a company's ability to utilize limited resources to work in an increasingly complex and 
challenging environment (Taghizadeh, 2020). The research results are supported by previous studies, which also show 
significant results (Hamzah & Othman, 2020; Kumar et al., 2017; Wahyuni, 2020).  
 
The specific influence of entrepreneurial orientation on MSME performance in this study is to instil confidence or self-
confidence in MSME owners or managers. Entrepreneurial orientation must be able to build confidence in their competencies 
so that MSMEs have good business performance. This means that confidence in one's own competence will facilitate MSME 
business performance and economic growth. Technology resources has a significant positive impact on MSME business 
performance. This result is in line with several research results that show Technology resources strongly impact improving 
MSME performance. (Hilman and Kaliappen, 2015; Hutahayan, 2020; Wahyuni, 2020). The better the technological resources 
owned by MSME owners and managers, the higher the performance of MSMEs. (Arshad et al., 2014; Mendoza et al., 2021; 
Mendy and Rahman, 2019; Okundaye et al., 2019).  Technological resources in business organizations refer to the use of 
information technology to achieve certain targets (Mendoza et al., 2021). The results of testing the hypothesis of the indirect 
effect of the entrepreneurial orientation construct on MSME business performance through innovation strategy are 
unidirectional and significant. The mediating role of the innovation strategy variable is partial. This means that part of the 
effect of entrepreneurial orientation on MSME performance is intervened by innovation strategy (Park & Ryu, 2015; 
Telagawathi et al., 2022).  The model was developed by including innovation strategy variables as mediators. The aim is to 
find out how the direct effect and indirect effect of entrepreneurial orientation on improving MSME business performance. 
Entrepreneurial orientation directly improves the business performance of MSMEs. This means that MSME owners and 
managers must improve their innovation, risk-taking and proactive capabilities. In addition to the direct effect, 
entrepreneurship also has an indirect effect on MSME business performance through innovation strategies. This indicates that 
to improve the business performance of MSMEs, owners and managers must increase entrepreneurial orientation so that it 
has an impact on innovation strategies. In the next stage, the innovation strategy will have an impact on improving MSME 
business performance. The analysis and hypothesis testing results show that the technological resources construct significantly 
moderates the relationship between entrepreneurial orientation and MSME performance. Technological resources play a 
quasi-moderator, which, in addition to significantly moderating the relationship between entrepreneurial orientation and 
MSME performance, is also an exogenous construct that significantly affects MSME performance. MSME owners and 
managers need to pay attention to technological changes to improve their business performance. Information technology 
brings many benefits to company operations. Almost all fields of work require the help of information technology.  In apparel 
production activities, clothing design can utilise computer-based applications. Knowing the condition of competitors can also 
be done by utilising internet technology. Thus, innovation and opportunity utilisation are easier to detect. The reach of internet 
information is international. Overall, the results of this study support the RBV theory and Contingency Theory. RBV states 
that optimal resource management will increase competitive advantage. Contingency Theory is an organizational theory that 
states that there is no best way to manage a company. The optimal policy or decision in decision-making depends on the 
internal and external situations (Ghozali, 2020: 70).  
 

4. Conclusion 
 

The study on business performance concept development within the apparel industry Micro, Small, and Medium Enterprises 
(MSMEs) in Bali sheds light on crucial factors influencing the sustainability and success of these businesses. By examining 
the role of entrepreneurial orientation, innovation strategy, and technological resources, the research offers valuable insights 
into enhancing business performance in this sector. The findings suggest that entrepreneurial orientation plays a vital and 
positive role in influencing the performance of MSMEs in the apparel industry. Entrepreneurial orientation also significantly 
affects innovation strategy, which, in turn, positively impacts MSME business performance. Additionally, technological 
resources were found to enhance the influence of entrepreneurial orientation on MSME business performance. Overall, the 
results emphasize the importance of entrepreneurial orientation, innovation strategy, and technological resources in 
determining the sustainability and success of MSMEs in the apparel industry in Bali. 
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