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Abstract

Purpose. The research aims to find out whether entrepreneur orientation affects the 
innovative work behavior and business performance of MSEs, whether knowledge man-
agement effects the innovative work behavior and business performance of MSEs, whether 
human capital has an impact on the innovative work behavior and performance of MSEs, 
and whether innovative work behavior influences the business performance of MSEs. 

Method. SEM/PLS rules for determining the number of samples based on the number 
of indicators, there were 20 indicators, and a need for a sample size between 100 to 200 
samples in this study. A more representative sample size is needed because the number of 
MSEs is quite large. Based on these considerations, a sample of 160 people was determined. 
Based on this number, samples will be randomly selected, and a questionnaire will be sent 
to each sample via the Google Forms application. The data obtained will be processed using 
the Partial Least Squares (PLS) method. 

Findings. The research results show that entrepreneurial orientation has a positive and 
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significant effect on Innovative Work Behavior and business performance in MSEs, while 
knowledge management has a positive and significant impact on innovative work behavior 
and innovative work behavior has a positive and significant effect on business performance; 
human resources do not affect innovative work behavior and business performance, nor 
does knowledge management have a substantial impact on business performance; This re-
search also reveals that innovative work behavior can mediate the relationship between 
entrepreneurial orientation and knowledge management on business performance, but in-
novative work behavior cannot mediate the relationship between human capital and busi-
ness performance. This study provides a new perspective by attempting to reveal the role 
of human resource aspects in micro and small businesses. Micro and small business entre-
preneurs must always try to strengthen entrepreneurial orientation and knowledge man-
agement to encourage increased innovation in work behavior and business performance.

Originality. This study provides new insights into the role of human resource manage-
ment and innovative behavior in micro and small businesses.

Practical implication. Entrepreneurs in the micro and small business sector can en-
courage an increase in innovative work behavior and business performance by trying to 
strengthen entrepreneurial orientation and knowledge management.

Keywords: Antecedent, Innovation Work Behavior, Micro Small Enterprises, Perfor-
mance of MSEs

JEL Classification: M21, L32, J24, D22, D23

Introduction 

The rapid development of technology today has dramatically impacted all sectors of 
human life in the current global era. This is because, with technology, various develop-
ments and events occurring in one part of the world will instantly be known and felt in 
all corners. As a result, the values   currently, in effect, use global standards. To fulfill these 
various values   is a very high priority now. For this reason, it ultimately encourages intense 
competition in all private and public units.  Therefore, since the digitalization 4.0 era, this 
encouragement has been felt. For this reason, all organizations are forced to make adjust-
ments, which, in practical terms, is better known as innovation. Many organizations have 
succeeded and continue to survive and even develop. However, a few failed and were ulti-
mately evicted and eliminated. However, as in every phase, change will always present two 
sides; one side is an opportunity, and the other is a threat (Bartuseviciene & Butkus, 2024). 
The presence of this digitalization wave also presents numerous opportunities for young 
practitioners who are astute at identifying and capitalizing on them, ultimately enabling 
them to achieve success. Likewise, with the business world. This influence is so strong that 
all processes in the business world today also apply technology. It starts with information 
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about the business world, planning, and production and moves to after-sales service. This is 
all related to aspects of competitiveness, effectiveness, and efficiency. Therefore, a proactive 
entrepreneur who is considering starting a business will diligently seek information about 
the type of business that has good prospects. This also continues the use of technology in 
search, like internet technology. 

Based on data, there are currently 64.2 million micro, Small, and medium-sized enter-
prises (MSMEs) in Indonesia. The current contribution of MSMEs is also significant, espe-
cially in providing employment opportunities by absorbing around 97% of the workforce, 
contributing around 57% to Gross Domestic Product (GDP), and around 15% to total na-
tional exports. A similar phenomenon also occurred in Ternate City, where the numbers 
were relatively large and became a key factor in providing employment opportunities. The 
development of MSMEs here is similar to that in other regions and is prolonged. One of the 
reasons is this anded for more innovation from the owner. It is managed based on habits 
of time. Even though it is based on data, the number of MSMEs in Ternate City reached 
14,210 business units. It comprises 9,424 micro businesses, 3,979 small businesses, and 807 
medium businesses absorbing a workforce of 22,168 people (Ahmad et al., 2022). 

Several studies relate to the need for more innovation. (Carvache-Franco et al., 2022), 
this is caused by a lack of corporate funding, high costs of innovation, and a need for 
qualified personnel in companies and countries. Meanwhile, (Halim et al., 2023), finan-
cial constraints are a significant obstacle. Research has also been carried out (Agustina & 
Arganata, 2023).   Research results show that entrepreneurial orientation and knowledge 
management influence collaborative innovation activities, as well as the collaborative re-
lationship between innovation activities and innovation performance. (Augustinah et al., 
2022), found that human, social, and customer capital positively and significantly effect 
business performance. Likewise, technological innovation positively and significantly in-
fluences business performance. 

To explore research problems in more depth, the scope of this research will only focus 
on Micro and Small Enterprises (MSEs), and the innovation in question is innovation re-
lated to Innovative Work Behavior (IWB). This has also been intensively researched. How-
ever, in several studies, there are still differences in findings. Mainly related to antecedent 
variables influencing IWB in MSEs and business performance. Likewise,  (Hidayat et al., 
2023), that entrepreneur orientation has a significant and positive effect on business per-
formance; (Danny & Utama, 2020), found that entrepreneurial orientation has a signif-
icant and positive effect on project success in the fashion sector (Raymond & Selamat, 
2023), that entrepreneurial orientation positively influences the performance of cultural 
businesses in Jakarta. However, some studies have shown different results (Ngo, 2023), 
stating that entrepreneurial orientation does not significantly impact the performance of 
MSMEs in Vietnam. The findings of this research differ from those of several other studies 
(Gebremedhn et al., 2022), which revealed that the five dimensions of human capital all 
have a significant effect on employee performance (Linda Sutanto et al., 2023), that human 
resource readiness has a significant impact on business performance. However, several 
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studies revealed different results, including the following (Abdullah et al., 2019), which 
revealed that IWB was insignificant to job performance. 

According to the description of the phenomenon, data regarding the development of 
MSEs, and there are still contradictions in several previous research results, the aim of this 
research is as follows: 

1) To find out whether entrepreneurial orientation influences IWB towards the perfor-
mance of MSEs;

2) To find out whether knowledge management influences IWB on MSE performance; 
3) To find out whether human capital influences IWB towards MSE performance; 
4) To find out whether IWB influences the performance of MSEs.

This research was conducted in MSEs in Ternate City in 2024. For this reason, several 
businesses will be part of the research trade, services, and culinary.

1. Literature Review, Theoretical Framework, and Hypotheses 
Development 

Literature review is one of the most important parts of research. In this section, the 
concept of all that is used in research variables is explained, and also the research model 
is constructed. In the final section, the hypothesis will be presented as an initial answer to 
the research problem. In this study, ten hypotheses will be tested in the next section. The 
following is the hypothesis of this research: Entrepreneur orientation (EO) has a significant 
influence on innovative work behavior (IWB) at UMK in Ternate City. KM has a signifi-
cant influence on IWB at UMK in Ternate City, HC has a significant influence on IWB at 
UMK in Ternate City, IWB has a significant influence on business performance at MSEs in 
Ternate City, Entrepreneur Orientation (EO) has a significant influence on Business Per-
formance (BP) at MSMEs in Ternate City, Knowledge Management (KM) has a significant 
influence on business performance in MSMEs in Ternate City, Human Capital (HC) has 
a significant influence on Business Performance (BP) at UMK in Ternate City, Knowledge 
management (KM) has a significant influence a business performance (BP) through Inno-
vative Work Behavior (IWB), Entrepreneur orientation (EO) has a significant influence on 
Business Performance (BP) through Innovative Work Behavior (IWB), and Human capital 
(HC) has a significant influence on business performance (BP) through innovative busi-
ness performance (IWB).

1.1. The Concept of Micro and Small Enterprises (MSEs)

According to the opinion expressed (Sanjiwani & Nurmawati, 2020), micro businesses 
have been regulated by law, namely, business entities owned by individuals or entities based 
on net assets and sale proceeds, while small businesses are productive businesses that are 
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not included in medium and large businesses and have assets and sales proceeds by statu-
tory provisions. The same thing was also expressed by (Kusumaningrum et al., 2021), that 
micro businesses have been regulated in law, namely, business entities owned by individu-
als or entities based on net assets and sales proceeds, while small businesses are productive 
businesses that are not included in medium and large businesses and have assets and sales 
proceeds by statutory provisions. Every activity carried out in a business certainly aims to 
achieve profit. However, this is only sometimes the case because there are other purposes, 
such as introducing new products, expanding market share, or improving product quality. 
The variety of objectives causes performance measures to be very dependent on the main 
objectives to be achieved. However, in various literature on business, business performance 
has meanings such as (Augusto da Conceiçäo Soares, 2023), that the performance of small 
and medium enterprises can be seen in three aspects: profitability, productivity, and mar-
ket. 

1.2. Understanding Business Performance

The concept of business performance in general is always associated with achieving 
business profits. This is because every activity carried out in a business certainly has a 
goal, the main one being to gain profit. However, this is not always the case because there 
are other goals, such as introducing new products, expanding market share, or improving 
product quality. The variety of these goals causes performance measures to be highly de-
pendent on the main goal to be achieved. However, in various literature on business, the 
concept of business performance has had a meaning, such as by (Augusto da Conceiçäo 
Soares, 2023), that the performance of small and medium enterprises can be seen in three 
aspects, namely profitability, productivity, and market.

1.3.1. The Influence of Entrepreneur Orientation (EO) on Innovative Work 
Behavior (IWB) at MSEs in Ternate City

In many articles, entrepreneur orientation (EO) is defined as a process of making strat-
egies for entrepreneurial actions and decisions. It can also be defined as behavior and char-
acteristics, such as decision-making and practices regarding various new inputs. In another 
view, entrepreneur orientation is intended as a process, practice, and decision-making that 
directs towards various new inputs. About MSEs, entrepreneur orientation is often associ-
ated with innovative work behavior.

Several related studies have been conducted previously, including (Rofiaty et al., 2023; 
Parga-Montoya & Cuevas-Vargas, 2019), revealing that EO has a significant effect on adap-
tive innovation; likewise (Oktavio et al., 2019), reveal that EO has a significantly affect on 
innovation in a study conducted on hotels in Surabaya; more specifically (Ha, 2022), that 
EO has a significant effect on innovation behavior; (Kraus et al., 2023), also succeeded in 
revealing that EO has a significantly affect on disruptive innovation; and (Shahid et al., 
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2022), succeeded in revealing a significant effect of EO on IWB and also all its dimensions 
in a study conducted in Pakistan.

H1. Entrepreneur orientation (EO) has a significant influence on innovative work be-
havior (IWB) at MSEs in Ternate City.

1.3.2. The Influence of Knowledge Management (KM) on Innovative Work 
Behavior (IWB) at MSEs in Ternate City

According to (Pratama, 2019), that knowledge management is information manage-
ment by implementing strategies, structures, cultures, systems, and capacities and attitudes 
of individuals in organizations related to their knowledge. This concept is currently widely 
explored in various studies to build organizational effectiveness.

Several studies have been conducted related to KM with innovation, including 
(Budiprayitno, 2020), which revealed that KM has a significant effect on innovation; (Bra-
tianu et al., 2021; Nawaz et al., 2020), that all dimensions of KM have a significant effect 
on innovation products which are part of IWB; (Bawa et al., 2023), explicitly stated that 
the three dimensions of KM, namely acquisition, dissemination, and responsiveness, have 
a significant effect on the company’s innovation performance(Gunawan & Widodo, 2021)
(Gunawan & Widodo, 2021) revealed that KM has a significant effect on IWB(Wibowo et 
al., 2021)(Wibowo et al., 2021)—also revealed that KM has a significant effect on perfor-
mance.

H2. KM has a significant influence on IWB at MSEs in Ternate City.

1.3.3. The Influence of Human Capital (HC) on IWB at UMK in Ternate 
City

Human capital (HC) is an organization’s key factor. Therefore, various efforts are always 
made to improve the competitiveness of human capital in each organization. Among them 
is increasing their capacity, knowledge, and expertise. This is because the better the human 
capital, the better it will be able to encourage increased organizational performance (Chiu 
& Lin, 2022). Of course, one of them is to improve the work behavior of the organization’s 
citizens.  

Several studies that have been conducted include (Yuwanda et al., 2023), revealing that 
HC has a significant effect on IWB; (Linda Sutanto et al., 2023), revealing that human 
capital readiness has a positive effect on service capability innovation; (Isa & Muafi, 2022), 
which revealed that HC has a significant effect on IWB in a study conducted on mainte-
nance workers; (Kusumawijaya & Astuti, 2023), also managed to reveal a significant effect 
of the HC variable on innovation in small companies.

H3. Human Capital (HC) has a significant influence on IWB at MSEs in Ternate City.
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1.3.4. The Influence of Innovative Work Behavior (IWB) on Business 
Performance (BP) at MSEs in Ternate City

According to some existing literature, innovation is defined differently, depending on 
the perspective. Innovation can be interpreted as new or creative ideas that emerge to im-
prove a manufacturing process or a service. Along with the continuing expansion of de-
velopment, innovation has also entered the behavioral aspect, including behavior at work. 
For this reason, research related to innovative work behavior (IWB) is being carried out 
very intensively.

Referring to several opinions of researchers, IWB is defined as (Sulistiawan & Andyani, 
2020), that innovative behavior is formed through interactions between individuals and in-
terrelated situations; (Xu & Suntrayuth, 2022), that IWB includes four parts, namely gener-
ating, content, promotion, and implementation; (Mahendra Baharudin & Ekowati, 2022), 
stating that IWB is a process of creating, introducing, and implementing an idea within an 
organization to maintain its sustainability.

Meanwhile, several studies that have been conducted related to IWB on Business per-
formance are (Ampauleng, 2021), that IWB has a significant effect on (Jankelová et al., 
2021), also revealed that IWB is a predictor of BP; (Budiprayitno, 2020), that innovation 
has a significant effect on performance; (Al Taweel & Al-Hawary, 2021), revealed that in-
novation capability has a significant effect on organizational performance; meanwhile (Ro-
fiaty et al., 2023), also managed to reveal that adaptive innovation has a significant effect on 
company performance; likewise with (Rika Rahmayuni et al., 2024), showing that entre-
preneur orientation has a positive effect on the performance of MSMEs in West Sumatra, 
and (Anastasios & Filenta, 2023), Digitalization of business develops innovative practices, 
makes them more efficient and gains competitive advantage.

H4. IWB has a significant influence on business performance at MSEs in Ternate City.

1.3.5. The Influence of Entrepreneur Orientation (EO) on Business Performance 
(BP) at MSEs in Ternate City

(Kassim, 2023), revealed that of the five dimensions of EO, only one does not have a sig-
nificant effect on performance, namely risk taking (Diandra & Azmy, 2021), that EO plays a 
vital role in determining performance; (Monalisa et al., 2023), revealed that EO has a pos-
itive effect on large and small companies, MSMEs, and schools; (Fransisca & Soelaiman, 
2023), that EO and market orientation affect the performance of culinary businesses in 
Jakarta; (Suder, 2023), also revealed that risk taking and proactiveness affect performance.

H5. Entrepreneur Orientation (EO) has a significant influence on Business Perfor-
mance (BP) at MSEs in Ternate City.
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1.3.6. The Influence of Knowledge Management (KM) on Business Performance 
(BP) in MSEs in Ternate City

The studies that have been conducted include (Borodako et al., 2023), that KM has a 
significant effect on BP; (Adaileh et al., 2020), that of the four dimensions of KM, only one 
is stated to support company performance significantly, namely knowledge application; 
(Budiprayitno, 2020), revealing that knowledge management has a significant effect on 
performance; (Alharbi & Aloud, 2024), that of the four dimensions of KM associated with 
the three dimensions of performance, only the knowledge sharing dimension does not 
have a significant effect on the three dimensions of performance, namely the dimensions of 
quality, operations. And innovation.

H6. Knowledge Management (KM) has a significant influence on business perfor-
mance in MSEs in Ternate City.

1.3.7. The Influence of Human Capital (HC) on Business Performance (BP) at 
MSEs in Ternate City

Human capital is a source of excellence for an organization today. Therefore, in gener-
al, organizations strive to obtain individuals with various competencies related to various 
activities to achieve their goals. The concept of human capital has been widely explained 
in various management science literature. Among them is (Wujarso et al., 2021), which 
states that human capital is a combination of intelligence, competence, and knowledge that 
differentiates it from other organizations. Furthermore, it is individuals who can learn, 
develop abilities, innovate, and provide creativity for long-term business sustainability; 
(Ohoiwutun, 2023), states that human capital is a qualitative dimension of human resourc-
es, such as expertise and skills that play a vital role in the level of individual productivity 
and can be improved through various educational programs; meanwhile (Ray et al., 2023), 
explains that human capital is like the average level or total level of knowledge, experience 
or education in a company.

Several studies that have been conducted related to HC and BP are (Anggraini et al., 
2018), that HC has a significant effect on BP; (Costa et al., 2020), that HC has a significant 
effect on ROA in the tourism sector in Portugal; (Chiu & Lin, 2022), revealed that human 
capital with its three dimensions, namely capacity, knowledge, and skills, has a significant 
effect on organizational performance; (Linda Sutanto et al., 2023), also revealed that HC 
has a significant effect on business performance; (Anggreni et al., 2022), revealed that in-
tellectuals affect performance.

H7. Human Capital (HC) has a significant influence on Business Performance (BP) at 
MSEs in Ternate City.
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1.3.8. The Influence of Knowledge Management (KM) on Business Performance 
(BP) Through Innovative Work Behavior (IWB)

Several previous studies have been conducted that have linked KM with BP through in-
novation, including (Budiprayitno, 2020), which revealed that innovation can mediate the 
relationship between KM and BP; (Wibowo et al., 2021) revealed their research findings 
that KM has a significant effect on performance through innovation. 

H8. Knowledge management (KM) has a significant influence a business performance 
(BP) through Innovative Work Behavior (IWB).

1.3.9. The Influence of Entrepreneur Orientation (EO) on Business Performance 
(BP) Through Innovative Work Behavior (IWB)

Research examining the relationship between EO and BP through IWB is still limited. 
In general, it examines direct influences. However, the dynamics of practical development 
are slowly leading to more complex research.Such as (Ha, 2022), revealed that innovative 
behavior is a mediation between EO and BP; (Mohungo et al., 2022), that EO has a signif-
icant effect on BP through market orientation as a mediator; likewise, research conducted 
by on MSMEs in the culinary sector in Jakarta (Raymond & Selamat, 2023), successfully 
revealed that EO has a significant effect on BP through entrepreneurial competence as a 
mediator; the same thing was also expressed by (Daradkeh & Mansoor, 2023), that EO 
affects startup performance through both exploratory innovation and exploitative innova-
tion as mediators.

H9. Entrepreneur orientation (EO) has a significant influence on Business Performance 
(BP) through Innovative Work Behavior (IWB).

1.3.10. The Influence of Human Capital (HC) on Business Performance (BP) 
Through Innovative Work Behavior (IWB) 

Several studies that have been conducted are (Chiu & Lin, 2022), revealing that only 
human capital knowledge has a significant effect on performance through innovation lead-
ership, while human capital capacity and human capital skills do not have a significant ef-
fect (Linda Sutanto et al., 2023), also revealed that HC has a significant effect on BP through 
innovation capability as a mediating variable; likewise with (Nguyen & Dao, 2023), in their 
research successfully revealed that innovation is a mediation between human resource 
management practices with high performance standards and company performance.

H10. Human capital (HC) has a significant influence on business performance (BP) 
through innovative business performance (IWB) 
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Fig 1. Conceptual Model

2. Model, Data, and Methodology

Based on the research problem, this research is a causality research. The aim is to ana-
lyze how several exogenous variables affect endogenous variables. The three exogenous 
variables in this study are the main capital in every business venture, namely entrepreneur-
ial orientation, knowledge management, human capital. All three will be revealed their role 
in micro-enterprises, both directly on business performance and through one mediating 
variable, namely innovative work behavior. This research was conducted in Ternate City, 
regarding micro and small businesses. There were 160 micro and small business entrepre-
neurs who were used as samples. The time of implementation of the research activities is 
2024.

2.1. Population and Sampling Method 

To the SEM/PLS model rules regarding determining the number of samples to be used 
based on the size of the research indicators, in this research, there are 20 indicators, so a 
sample size of between 100 and 200 samples is required. A more representative sample size 
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was determined because the number of MSEs in Ternate City is quite large. Based on these 
considerations, the number of samples in this study was set at 160. MSEs entrepreneurs 
have unique characteristics, managing small-scale businesses generally serves the same 
segment of society as end users of various product or service variations. The profiles of 
entrepreneurs are also very diverse. For this reason, the sampling technique used is purpo-
sive. The criteria for the sample, respondents must be currently active MSEs entrepreneurs, 
have been running a business for at least three years, and have good reading and commu-
nication skills.

2.2. Data Collection Method 

A questionnaire is a data collection technique that gives respondents a series of ques-
tions or written statements to answer. In this research, the questionnaire is closed, mean-
ing that respondents will only choose predetermined answers. This research consists of 5 
variables with 20 indicators and 40 question items. This research questionnaire is a Google 
form distributed to selected respondents via WhatsApp, and the answers are given to re-
spondents according to their perceptions of each item.

The data used in this study is generally primary data. This data is about the respond-
ents’ perception of the research variables. The data was collected using a questionnaire 
shared through a Google form. The type of questionnaire used in this study is a closed 
questionnaire. That is the type of questionnaire that each question asked. The choice uses 
a Likert scale of 1 to 5. Respondents were only asked to state their attitude towards each 
problem raised by choosing one answer that best suited their perception. Furthermore, the 
data collected in this study will be analyzed using Partial Least Squares (PLS).

3. Results and Findings

The R2, value is the used to assess the influence of exogenous variables on endogenous 
variables in the study. In this case, it is the variables of entrepreneur orientation, human 
capital, and knowledge management towards IWB and BP. The R2 value should ideally 
range from 0 to 1. BP Construction obtained an R2 value of 0.645 or 64.5%. These findings 
show that the influence by the constructs BO, KM, HC, and IWB is 64.5%. These results 
confirm that the influence of the antecedent variable above is very good. The remaining 
35.5% was explained by other variables outside the study. The complete R-square value 
results are presented in the table below.

Table 1. R-Square Value
  R Square R Square Adjusted
B ,645 ,629
IWB ,531 ,515
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The next test is to determine the significance of the influence between the independent 
and dependent constructs and answer the hypothesized question. Testing with a signifi-
cance level of 5% or if the value of t-statistic value is > 1.96, the null hypothesis (H0) is 
rejected. The t-statistic value of the latent construct I license coefficient was obtained from 
PLS Bootstrapping. The results model is presented in Fig. 2 below.

Fig 2. Bootstrapping Test Results

Parameter coefficient values   can be seen in the values   (original sample), standard error 
(standard deviation), t-statistic values, and p-values   can be seen in the table below.

Table 2. Coefficient Values   (Original Sample), Standard E or T-Statistics
  Original 

Sample 
(O)

Sample 
Mean 
(M)

Standard 
Deviation 
(STDEV)

T Statistics 
(|O/STDEV|)

P 
Values

EO -> 
IWB

0,391 0,391 0,087 4,500 0,000 Accepted

KM -> 
IWB

0,273 0,276 0,083 3,280 0,001 Accepted

HC -> 
IWB

0,185 0,184 0,114 1,625 0,105 Rejected

IWB -> BP 0,510 0,511 0,072 7,134 0,000 Accepted
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EO -> BP   0,197 0,197 0,075 2,622 0,009 Accepted 
KM -> BP 0,159 0,157 0,112 1,415 0,158 Rejected
HC -> BP   0,052 0,056 0,106 0,489 0,625 Rejected 

3.1. Direct Influence

Table 2 shows the results of the research hypothesis testing. For entrepreneurial orien-
tation towards innovative work behavior (H1), the t-statistic value is 4.500 and the p-value 
is 0.000. Therefore, the t-statistic value is 4.500 > 1.96 and the value -0.00 < 0.05, which in-
dicates that the research hypothesis (Ha) is declared accepted. Furthermore, the hypothesis 
about the influence of knowledge management on innovative work behavior (H2) obtained 
a t-statistic value of 3.2 and a p-value of 0.001. Therefore, the t-statistic value is 3.280>1.96 
and the p-value I001<0.05, the research hypothesis is declared accepted. Meanwhile, the 
hypothesis regarding the influence of human capital on innovative work behavior (H3) 
obtains a t-statistic value of 1.6 and a p-value of 0.105. Because the t-statistic value is 1.625 
<1.96 and the p-value is 0.105 >0.05, the research hypothesis (Ha) is also rejected. Further-
more, for the hypothesis regarding the influence of innovative work behavior on business 
performance (H4), the t-statistic value is 7.1, and the p-value is 0.000. Because the t-sta-
tistic value is 7.134 >1.96 and the p-value is 0.000, it shows that the research hypothesis 
(Ha) is accepted. For entrepreneurial orientation towards business performance (H5), the 
t-statistic value is 2.6 and the p-value is 0.009. Based on the provisions, if the t-statistic 
value is 2.622 > 1.96 and the p-value is 0.09 < 0.05, then the research hypothesis (Ha) is 
declared accepted. In the hypothesis about the influence of knowledge management on 
business performance (H6), the t-statistic value is 1.4 and the p-value is 0.158. Therefore, 
the t-statistic value is 1.415 <1.96 and the p-value is 0.158 > 0.05, the results clearly indicate 
that the research hypothesis is rejected. In the hypothesis of the influence of human capital 
on business performance (H7), the t-statistic value is 0.4 and the p-value is 0.625. Because 
the t-statistic value is 0.489 <1.96 and the p-value is 0.625 >0.05, it shows that the research 
hypothesis (Ha) is rejected.

Table 3. Indirect Effects
  Original 

Sample (O)
Sample 
Mean 
(M)

Standard  
viation 
(STDEV)

T Statistics 
(|O/
STDEV|)

P 
Values

KM -> IWB -> 
BP

0,139 0,142 0,051 2,705 0,007 Accepted 

EO -> IWB -> 
BP

0,199 0,199 0,051 3,883 0,000 Accepted 

HC -> IWB -> 
BP

0,094 0,093 0,059 1,602 0,110 Rejected 
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3.2. Indirect Influence

Based on Table 3, for the hypothesis regarding the influence of knowledge management 
on business performance through innovative work behavior (H8), t-statistic value is 2.7 
and a p-value of 0.007 was obtained. Because the t-statistic value is 2.705 > 1.96 and the 
p-value is 0.007 < 0.05, the research hypothesis is declared accepted. Regarding hypothesis 
testing of the indirect influence of entrepreneurial orientation on business performance 
through innovative work behavior (H9), the t-statistic value is 3.8 and the p-value is 0.000. 
Because the t-statistic value is 3.883 > 1.96 and the p-value is 0 0 < 0.05, the research hy-
pothesis is declared accepted. For the influence of human capital on business performance 
through innovative work behavior (H10), a t-statistic value of 1.6 and a p-value of 0.110 
were obtained. Because the t-statistic value is 1.602 < 1.96 and the p-value is 0.11 > 0.05, 
the research hypothesis is declared rejected. The results above show that EO significantly 
and positively affects BP MSEs in Ternate City. This shows that EO can be used to predict 
BP MSEs in Ternate City. 

4. Discussion 

The research findings reveal that EO has a positive and significant effect on IWB in 
MSEs in Ternate City. This means that the BO variable can be used as a predictor of IWB. 
Positive findings mean that the high or low IWB in MSEs in Ternate City is very much 
determined by the high or low EO of entrepreneurs. The study shows that in terms of the 
loading factor indicator value, the two highest EO items are EO2, which is about dramatic 
changes in the product line, which is part of the innovation dimension and EO3, which is 
about bold action. Achieving business goals is part of the risk-taking dimension. Mean-
while, IWB was initially measured with eight items, but only six items had qualified values. 
Two items had the highest loading factor values, namely IWB4, about employees always 
trying to find new ways to do their jobs, and IWB5, always making teammates excited with 
new ideas. For this reason, MSEs always try to increase their competitiveness in the face 
of the increasingly tight competition today. The results of this study are also supported by 
several other studies, such as (Shahid et al., 2022), which revealed that there is a significant 
relationship between EO and IWB through its dimensions (Ha, 2022) by emphasizing that 
high performance can be achieved with awareness of one of the roles of employee innova-
tion behavior; Several other studies that also link EO to innovation have produced similar 
findings, including: (Kraus et al., 2023); that EO has a positive influence on innovation, it is 
even emphasized that it has a very positive influence on all types of innovation, especially 
business innovation; (Clarissa et al., 2023), that entrepreneurial orientation has a positive 
and significant influence on sustainable business growth.

Furthermore, that KM has a positive and significant effect on IWB in MSEs in Ter-
nate City. These results indicate that the KM variable can be used as a predictor for IWB 
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in MSEs in Ternate City. This means that KM as an antecedent variable has a very vital 
role in influencing IWB. This means that if knowledge management is implemented well 
in MSEs in Ternate City, it will be able to increase innovative work behavior. Likewise, if 
knowledge management is poor, then innovative work behavior will also be poor. Figure 
2 above shows that KM initially consisted of eleven items, but only five items were stated 
to have qualified values. Furthermore, two items had the highest loading factor indicator 
values, namely KM5 regarding the policy of periodically reviewing employee knowledge 
and KM6 regarding providing feedback on their ideas and knowledge. Meanwhile, IWB 
was initially measured with eight items, but only six items had qualified values. The two 
items had the highest loading factor indicators, namely IWB4, namely employees who al-
ways try to find new ways to work, and IWB5, namely employees who always try to make 
teammates excited with new ideas. These findings very strongly support the results of the 
research conducted (Bawa et al., 2023), that the three elements of KM, namely Knowledge 
Acquisition, Knowledge Dissemination, and Responsiveness to Knowledge, have a signif-
icant effect on innovation in companies (Budiprayitno, 2020), conducting research on the 
creative industry in Malang Raya revealed that KM has a significant effect on innovation; 
(Bratianu et al., 2021), also found that customer KM is very significant to IWB and in 
detail relates it to each of the IWB dimensions; likewise with  (Bratianu et al., 2021), in his 
research on customer knowledge management, it was revealed that KM greatly influences 
all dimensions of IWB, even in indirect tests of the sustainability of innovative products.

Other findings revealed that HC did not have a significant effect on IWB in MSEs 
in Ternate City. These results indicate that HC cannot be used as a predictor of IWB in 
SMEs in Ternate City. Therefore, the strength or weakness of IWB is not relevant to being 
associated with HC. However, this does not mean that the HC factor does not contribute, 
it is just that other driving factors are still needed to be able to provide that role. Such as 
competition. Research conducted on HC on IWB is still minimal, but some studies are 
close (Ibrahim et al., 2023), revealing that the welfare of educators does not significantly 
influence IWB.

Innovative work behavior has a positive and significant effect on BP. This shows that 
IWB can be used as a predictor of  MSEs performance. Meanwhile, positive diction shows 
that the direction of the influence of IWB on BP is in the same direction, meaning that if 
IWB in MSEs is good, it will cause MSEs performance to be good too. Conversely, if IWB 
is not good, it will cause low performance. This finding is also empirically supported by 
facts in practice. In general, businesses that are managed with a more open attitude to the 
latest methods will grow more rapidly. Among them, there are those whose business scale 
has increased with several branches in several places. Several studies have succeeded in 
revealing the same findings, including (Jankelová et al., 2021) who found that IWB has 
a significant effect on employee performance and business performance; (Clarissa et al., 
2023) who revealed that innovation also has a positive and significant effect on growth; 
Likewise (Al Taweel & Al-Hawary, 2021) who revealed that the power of innovation also 
has a significant effect on performance. Several studies support the findings of this study 
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(Wahyuni & Sara, 2020); (Ha, 2022). This is supported by several studies that have been 
conducted, including (Ngo, 2023) which examined MSEs in Vietnam.

EO significantly affects BP, meaning that EO can be used as a predictor of BP. Its posi-
tive influence indicates that its influence is in the same direction. This means that if the EO 
of MSEs entrepreneurs is good, it will cause MSEs in Ternate City to be good too. Likewise, 
if EO is low, it will cause business performance to be low. Related to the loading factor in-
dicator value, two highest EO items were obtained, namely EO2, which is about dramatic 
changes in the product line which is part of the innovation dimension, and EO3, which is 
demanding bold action to achieve business goals, which is part of the innovation dimen-
sion, from the risk-taking dimension. Meanwhile, for the BP variable, two items have the 
highest indicator values, namely BP2 regarding the sales value of products from circulat-
ing businesses, which is included in the effectiveness dimension, and BP4 regarding the 
smaller range of sales costs incurred. Compared to the budget included in the effectiveness 
dimension, based on this description, the development of MSEs in Ternate City is currently 
good and has prospects for continued growth.

The results of this research are in line with several other studies, including research 
conducted by (Rofiaty et al., 2023), who researched orchid plant entrepreneurs; Likewise 
the research conducted  (Cuevas-Vargas et al., 2019); likewise with (Sianipar, 2022), re-
vealed the same results that EO had a positive effect on the business performance of MSEs 
in Tebing Tinggi; (Wahyuni & Sara, 2020)  there is research on MSEs in Bali which also 
reveals the same thing; (Widodo, 2023), who researched MSEs in West Java, which re-
vealed that among the five dimensions of EO, namely autonomy, innovation, proactive-
ness, risk-taking, and competitive aggressiveness, only one dimension was not significant, 
namely risk-taking; (Diandra & Azmy, 2021), revealed that although not all dimensions of 
EO always influence BP, most of the articles studied agree that EO plays a significant role 
in designing company performance; (Monalisa et al., 2023), who researched three sectors, 
namely companies, schools and MSEs, and succeeded in revealing that EO has a signifi-
cant and positively influence on performance; And (Fransisca & Soelaiman, 2023), in his 
research on the culinary business in Jakarta, he also succeeded in revealing that the five 
dimensions of EO had a significant effect on business performance. However, several stud-
ies have different results, including (Ngo, 2023), which states that EO does not significantly 
affect the performance of MSEs in Vietnam.

KM does not significantly effect BP. This shows that KM cannot be used as a predictor 
of BP in SMEs in Ternate City. This means that KM cannot be used to predict the perfor-
mance of MSEs in Ternate City. Initially, KM was measured with twelve items, but only five 
were declared to have qualified values. Furthermore, two items have the highest loading 
factor indicator values, namely KM5, regarding the policy to periodically review employ-
ee knowledge, and KM6, regarding providing feedback to employees on their ideas and 
knowledge. Meanwhile, for the BP variable, two items have the highest indicator values, 
namely BP regarding the sales value of products from the circulating business, which is 
included in the effectiveness dimension, and BP4 regarding the smaller range of sales costs 
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incurred. Compared to the budget included in the effectiveness dimension, these results 
indicate that MSEs in Ternate City also actively manage knowledge in their businesses. 
However, their current business performance is acceptable. These findings strengthen the 
results of research that has been conducted previously, including (Borodako et al., 2023), 
who researched provider companies in Poland; (Widodo, 2023), who researched MSEs in 
West Java; (Dyah Poespita Ernawati, 2020), who researched MSEs actors, especially ba-
tik artisans in Surabaya; (Alharbi & Aloud, 2024), which researched the dimensions of 
knowledge management on performance dimensions, the results of which showed that 
the three dimensions of knowledge management, namely knowledge creation, knowledge 
capture, knowledge application, had a significant effect on business performance, (Bawa et 
al., 2023), revealed that knowledge management has a significantly affect on performance 
in manufacturing companies in Ghana; (Adaileh et al., 2020), that of the four dimensions 
of knowledge management, there are two significant to performance, namely Knowledge 
Capturin and Knowledge Application.

HC was found to have no effect on BP on SMEs in Ternate City. This shows that hu-
man capital is not a predictor of BP. This means that good or bad business performance 
of MSEs in Ternate City cannot be associated with human capital. This finding confirms 
that MSEs are generally still managed based on traditional patterns. So that human capital, 
using three indicators, namely experience, knowledge, and skills, was found not to affect 
BP. Several things, such as strategic locations, friendliness, and proximity, are considered 
to play a much greater role in supporting business performance. This study confirms the 
findings of several previous studies (Nuryani, 2018), research on village credit institutions 
revealed that human resources did not have a significant effect on financial performance. 
Nevertheless, the findings of this research are different from the findings of several other 
studies, including (Gebremedhn et al., 2022), that the five dimensions of human capital 
have a significant effect on employee performance (Linda Sutanto et al., 2023), resource 
readiness has a significant effect on business performance; and (Sklavos et al., 2024), one 
of the factors influencing the adoption of green entrepreneurship-oriented digital transfor-
mation practices is the low level of digital HR expertise..

The mediation test in Table 3, it reveals 3 findings. First, it was revealed that the IWB 
variable can mediate the influence between EO and BP. This shows that MSEs entrepre-
neurs who actively explore various innovative ideas and implement them in their business-
es can improve their business performance. The results of this study are in line with several 
previous studies which revealed that of the five dimensions of EO, four dimensions affect 
MSEs performance through market orientation, and only one dimension has no effect, 
namely risk taking. 

Second, Furthermore, the IWB variable can mediate the relationship between KM and 
BP. This shows that IWB can mediate the relationship between KM and BP in MSEs in Ter-
nate City. The more traditional management system of MSEs causes the spread of knowl-
edge and practical experience through routine habits. The interaction between family and 
relationships strongly encourages increased IWB among business actors. This certainly has 
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an impact on business performance. These results are in line with research findings, in-
cluding those conducted (Budiprayitno, 2020), which revealed that KM has a significant 
effect on performance through innovation; (Dyah Poespita Ernawati, 2020) also revealed 
that innovative behavior significantly mediates the influence of knowledge sharing on the 
performance of batik entrepreneurs.

Third, IWB cannot mediate the relationship between HC and BP. This finding is also in 
line with the practice of MSEs, that very little investment is made in the human resource 
aspect. businesses are more traditionally run. Even from one generation to another. This is 
in line with research conducted (Chiu & Lin, 2022), human capital consists of knowledge, 
total capital skills, and human capital. The results of the study showed that only human 
resource skills affect organizational performance through innovative leadership (Sidrian-
nita et al., 2024) which more firmly stated that IWB cannot mediate between HC and work 
quality. Likewise, with the findings (Isa & Muafi, 2022) that HC, through innovative behav-
ior on performance, is not significant. However, there are several different studies; (Linda 
Sutanto et al., 2023), that revealed that HC readiness affects organizational performance 
through innovation.

5. Conclusions and Policy Implications

Several conclusions can be drawn from this research. First, entrepreneurial orientation 
has a positive and significant impact on innovative work behavior and business perfor-
mance in MSEs, while knowledge management is found to have a positive and significant 
impact on innovative work behavior and likewise IWB has a positive and significant effect 
on business performance. These findings indicate that the influence of the two antecedent 
variables above has the same direction on both IWB and BP, so that if both are good it 
will be possible to increase IWB and BP. However, if both are low or not good then IWB 
and BP can be low. Second, human capital has no effect on innovative work behavior and 
business performance, nor does knowledge management have a significant effect on busi-
ness performance. These findings reveal that KM cannot be used as a predictor of IWB or 
business performance. This research also reveals that IWB can mediate the relationship be-
tween entrepreneurial orientation and knowledge management on business performance. 
However, IWB cannot mediate the relationship between human resources and business 
performance. Suggestions that can be formulated to be addressed to the local government 
and MSEs stakeholders in Ternate City are: First, the need for government actors to provide 
understanding and direction to MSEs to clarify their entrepreneurial orientation. Such as 
increasing business focus and increasing the dimension of risk-taking through increasing 
bold and aggressive attitudes to increase the possibility of increasing potential opportuni-
ties. Second, MSEs are expected to be able to apply knowledge management in the dimen-
sion of knowledge application by encouraging the use of different methods so that employ-
ees can develop their knowledge and apply it to new things. Third, MSEs need to encourage 
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the growth of IWB in the idea championing dimension to always explain innovative ideas 
clearly. This research has limitations, including that the data collection uses a question-
naire, to determine the answer choices. This limits respondents from being able to provide 
in-depth answers to various items in this research. For this reason, this research can only 
take brief photos of the surface. The consequence is that we cannot a priori the possibility 
of other answers or recommendations emerging to this research problem. Therefore, there 
are still many opportunities to continue this research in the future. Several areas that can be 
used for further research development are conducting qualitative studies. Apart from that, 
this can be done by trying to explore various other variables.
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