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Entrepreneurial orientation is an important intangible asset for a firm to develop. On the other 

hand, intense competition has implications for the utilization of this asset, especially for 

MSMEs in the agricultural sector. Both variables, such as value innovation and knowledge 

management, can bridge the utilization of entrepreneurial orientation to enhance firm 

performance. On the other hand, several previous studies have produced different findings in 

various contexts. This study aims to examine the influence of entrepreneurial orientation on 

the performance of horticultural MSMEs in East Java. Covariance-Based Structural Equation 

Modeling (CB-SEM) was used in this study, covering 126 horticultural MSMEs. The results 

showed that entrepreneurial orientation significantly affected toward firm performance, but 

only knowledge management was found to mediate the effect between entrepreneurial 

orientation and firm performance. Conversely, value innovation was unable to mediate the 

effect between the two. Therefore, knowledge management is one of the aspect that 

horticultural MSMEs in East Java should rely on to improve firm performance. 
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I. INTRODUCTION 

The firm performance has already become a 

universal concept in strategic management research and is 

frequently used as a endogenous variable (Taouab & Issor, 

2019). Firm performance in Small and Medium Enterprises 

(MSMEs) is an interesting topic for researchers (Saunila, 

2014, 2016; Nemlioglu & Mallick, 2017; Ferreira et al., 

2021). Companies that can improve their performance 

positively are more likely to win the competition in the 

industry. Therefore, there is a need to explore the possible 

antecedents of firm performance (Sumiati, 2020). The 

researchers examine various firm resources to enhance firm 

performance, one of which is entrepreneurial orientation. A 

research shows that entrepreneurial orientation affects firm 

performance (Mohammed & Zakari, 2021; Pulka et al., 2021; 

Ribeiro et al., 2021; Milovanović, 2022). The entrepreneurial 

orientation emphasizes the importance of identifying and 

exploiting opportunities, innovating, taking risks, being 

proactive, and competing aggressively in the business world. 

Business performance and success can be influenced by 

entrepreneurial orientation (Rauch et al., 2009). The 

entrepreneurial orientation could became the one of the 

important intangible resource that has a strategic role in 

improving firm performance. The Resource-Based View 

assumes that firms can be considered as a collection of 

productive resources and that different firms have different 

sets of resources. These resources are valuable, rare, and not 

easily imitated. The entrepreneurial orientation is identified 

as an important resource in small growth-oriented firms 

(Ferreira et al., 2011). The valuable and unique firm 

resources that affect firm performance can be developed 

through the development of entrepreneurial competencies. 

Entrepreneurship in the study of Resource Based Theory 

(RBT) is a unique resource that is likely to be difficult to 

imitate by competitors and has the potential to be developed 

so that the company will excel in market competition 

(Alvarez & Busenitz, 2001; Mishra & Zachary, 2015). The 

entrepreneurial orientation as a company resource is 

important to study based on the great benefits generated. 

The nexus between entrepreneurial orientation and 

firm performance is inconclusive; the causal relationship 

between the two cannot be proven directly. For causal 

relationships that cannot be proven directly, a mediating 

variable is required to bridge and explain the mechanism of 

influence between independent constructs and dependent 

constructs. Mediation reveals the actual relationship between 

http://www.rajournals.in/index.php/ijmei
https://doi.org/10.47191/ijmei/v10i12.11
https://sjifactor.com/passport.php?id=18235
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independent constructs (Hair et al., 2017). Mediating 

variables strengthen a study's internal validity and provide a 

deeper understanding of the phenomena being studied. This 

study uses knowledge management and value innovation as 

mediating variables. These two variables were chosen 

because knowledge is another resource that affects firm 

performance (Al Mehrez et al., 2021). Studies within the 

Knowledge-Based View (KBV) framework, based on the 

Resource-Based Theory (RBT), view firm knowledge as a 

strategic asset—rare, valuable, imperfectly imitable, and 

irreplaceable (Halawi et al., 2005). Understanding customer 

needs well leads to the discovery of new, unserved markets. 

The unserved markets create opportunities for firms to find 

new demand. Focusing on innovation that can create new 

market spaces to meet new demand is known as value 

innovation. Firms that focus on finding new demand or 

unserved market spaces can avoid direct competition. Micro, 

small, and medium enterprises (MSMEs) are interesting 

research topics because, according to World Bank survey 

data, only 2% of Indonesian MSMEs invest in research and 

development (OECD, 2018). Meanwhile, East Java province 

is ranked second as the most significant contributor to 

Indonesia’s GRDP, with a GRDP value of IDR 2,730.9 

trillion. This makes East Java not only one of the main 

economic centers in Indonesia but also an important national 

contributor due to its significant role in supporting the 

country's economy. East Java's strategic position as a 

regional trade hub in Eastern Indonesia, supported by its 

rapidly growing industrial, trade, and agribusiness sectors, 

further strengthens its role in national economic stability and 

growth, primarily through the agricultural sector. Specifically 

in the agricultural industry, the Farmer Exchange Rate (NTP) 

serves as an indicator of farmer welfare, calculated by 

comparing the index of price received by farmers (production 

price) with the index of price paid by farmers (consumption 

and production costs). However, East Java's 2023 

horticultural crop NTP is lower than that of other provinces. 

In 2023, East Java's horticultural crop farmer exchange rate 

was 117.79, compared to West Nusa Tenggara Province 

(137.60). Although East Java boasts the largest agricultural 

land and the most horticultural firms (55 firms according to 

BPS, 2022), it needs to increase its competitiveness 

compared to other provinces, especially in horticultural 

crops, one of the leading commodities in the Strategic Plan 

(Renstra) of the East Java Provincial Agriculture and Food 

Security Service for 2019-2024. East Java has the largest 

horticultural land area, totaling 175,000 hectares, yet its 

productivity is relatively lower at 15 tons per hectare, 

compared to West Java's 16 tons per hectare (BPS, 2022). 

Furthermore, East Java's NTP is lower than several other 

provinces, such as NTB (137.60), Bali (130.21), and 

Yogyakarta (126.04). This indicates that, despite its 

advantage in land area, East Java faces challenges in 

productivity and market price competitiveness. To enhance 

the competitiveness of horticultural products, efforts must 

focus on increasing productivity and strengthening the 

market position of horticultural farmers in East Java. The 

province has many horticultural agricultural MSMEs, 

making it essential to leverage existing assets, including 

entrepreneurial orientation. This study try to explores the 

impact of entrepreneurial orientation on firm performance. In 

addition, this study also examines how value innovation and 

knowledge management mediate this relationship. 

 

II. LITERATURE REVIEW 

2.1 Resource Based Theory (RBT) 

Resource-Based Theory (RBT), originally known as 

Resource-Based View, emphasizes that competitive 

advantage arises from a firm's ability to utilize and exploit 

its unique resources. Wernerfelt (1984) first conceptualized 

RBT by focusing on the resources controlled by firms to 

address business competition. Barney (1991) expanded on 

this by identifying four key characteristics of resources that 

contribute to sustainable competitive advantage: valuable, 

rare, imperfectly imitable, and non-substitutable. Firms 

achieve sustainable competitive advantage by leveraging 

their internal strengths, exploiting external opportunities, 

and mitigating threats. Over time, RBT has been applied to 

various fields, such as strategic management, 

entrepreneurship, marketing, and international business, 

offering insights into how resources drive superior 

performance. 

While RBT research primarily focuses on large firms, it 

applies to micro, small, and medium enterprises (MSMEs). 

Smaller firms face unique challenges, including limited 

financial and human resources, making it harder to protect 

and capitalize on their distinctive resources. Despite these 

constraints, specific unique resources can help MSMEs 

achieve competitive advantages and superior performance 

(Pulka et al., 2021). However, as noted by Duarte and 

Bressan (2016), MSMEs often need help to fend off 

competition from larger firms or new entrants, limiting their 

ability to exploit their resource potential fully. Therefore, 

enhancing resource management and strategic planning is 

essential for MSMEs to achieve sustainable growth and 

competitiveness. 

2.2 Resource Orchestration Theory 

According to Sirmon et al. (2011), Resource 

Orchestration Theory (ROT) extends the concept of 

Resource-Based Theory (RBT) by emphasizing the role of 

managerial actions in structuring, bundling, and leveraging 

resources effectively. While characteristics such as value, 

rarity, inimitability, and non-substitutability are core to 

achieving competitive advantage, merely possessing such 

resources is insufficient. Resources must be accumulated, 

bundled, and utilized to unlock their full potential. The ROT 
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framework outlines three main processes: (1) structuring, 

which involves three aspects, namely acquiring, 

accumulating, and divesting resources to build a resource 

portfolio; (2) bundling, which integrates resources to build 

capabilities through stabilization, enrichment, and 

pioneering; and (3) leveraging, which includes mobilizing, 

coordinating, and deploying capabilities to exploit market 

opportunities. Asset orchestration in ROT comprises two 

primary processes: searching/selecting and 

configuring/deploying.  

2.3 Knowledge Management 

Knowledge management, as emphasized by Xue (2017), 

is crucial for organizational success and sustainability in the 

competitive landscape of the 21st century. Knowledge is 

recognized as a vital asset and a new form of capital that 

enhances business performance and fosters competitive 

advantage (Abuaddous et al., 2018; Chaithanapat & 

Sirisuhk, 2020). It is carried within organizations by 

individuals, groups, organizations, and inter-organizational 

networks (Handzic, 2006). The process of knowledge 

management can be categorized into four dimensions: 

acquiring knowledge, converting it into usable forms, 

applying it in practice, and protecting it from misuse (Ha et 

al., 2021). 

Effective application of knowledge, as described by Gold 

et al. (2001), focuses on solving problems, making 

decisions, improving efficiency, and reducing costs. It 

reflects the efficiency and productivity of an organization's 

knowledge management processes (Bolisani & Bratianu, 

2018). The companies that successfully implement 

knowledge strategies enhance their operational performance 

and maintain a competitive edge in their industries (Xue, 

2017). 

2.4 Entrepreneurial Orientation 

The entrepreneurial orientation refers to the value 

creation process through entrepreneurs in unknown 

environments, characterized by innovation, proactiveness, 

and risk-taking. It reflects a company’s tendency to enhance 

innovation (introducing new products, processes, or 

business models), act proactively (entering new markets and 

seeking market leadership), and take risks (allocating 

resources to projects with uncertain outcomes). This 

orientation helps companies improve performance and 

achieve competitive advantages (Anderson et al., 2009; 

Lumpkin & Dess, 1996). Entrepreneurial orientation also 

considered as one of the crucial role for supporting 

managers, especially in small businesses and SMEs, to be 

creative and competitive. Entrepreneurs and managers with 

high levels of innovation, proactiveness, and risk-taking can 

drive dynamic business strategies, improving the financial 

and economic conditions of their companies (Ključnikov et 

al., 2019). This orientation enables companies to effectively 

achieve business goals and adapt to changing market 

conditions (Gupta & Gupta, 2015; Isichei et al., 2020). 

2.5 Innovation Value 

Kim and Mauborgne (1997) highlight that 

innovative companies succeed by breaking free from 

competition and venturing into untapped markets through 

the creation of unique products or services with no direct 

rivals. This approach, known as value innovation, shifts the 

focus from battling competitors to making competition 

irrelevant. The strategy differs through conventional 

business logic across five dimensions: industry assumptions, 

strategic focus, customers, assets and capabilities, and 

product and service offerings (Kim & Mauborgne, 1997). 

Furthermore, value innovation is not limited by factors such 

as company size, wealth, type, location, or advanced 

technology. It requires aligning innovation with utility, 

pricing, and cost positioning (Hajar et al., 2021). 

2.6 Firm Performance 

Firm performance is defined as the organization’s 

ability to efficiently exploit available resources to achieve 

consistent goals (Taouab & Issor, 2019). The primary 

purpose of performance measurement is to evaluate whether 

the firm’s strategies have been achieved. High firm 

performance increases opportunities for business expansion, 

job creation, and improving workers' quality of life (Nguyen 

et al., 2021). Firm performance is categorized into two main 

areas: financial performance, which focuses on profitability, 

and operational performance, which relates to productivity 

and quality outcomes (Saunila, 2019). Financial 

performance is measured using cost-based metrics, while 

operational performance incorporates both cost-based and 

non-cost-based metrics (Saunila, 2019). For SMEs, financial 

performance indicators include sales growth and cost 

reduction, while operational performance is evaluated 

through increased productive capacity and product/service 

quality improvements (Exposito & Sanchis-Llopis, 2018). 

Together, these dimensions provide a comprehensive 

framework for assessing a firm’s success in achieving its 

strategic objectives. 

2.7 Previous Research about Nexus between 

Entrepreneurial Orientation and Firm Performance 

Research on the influence of entrepreneurial 

orientation on firm performance has been explored 

extensively in recent years. Hanif et al. (2018) examined the 

positive impact of knowledge management processes and 

international entrepreneurial orientation on organizational 

performance in the banking sector. The study highlighted 

the importance of skilled human resources in generating 

innovative ideas and improving efficiency, with risk-taking 

playing a critical role as banks invest in profitable 

opportunities. Similarly, Farooq & Vij (2018) found that 

entrepreneurial orientation positively affects business 
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performance, mediated by knowledge management 

orientation in India. Among the dimensions of 

entrepreneurial orientation, proactiveness was identified as 

the most significant, followed by risk-taking and innovation. 

Soares & Perin (2019) identified a direct and positive impact 

of entrepreneurial orientation on organizational 

performance, with stronger effects observed for multi-item 

and revenue-based performance measures. The study also 

revealed partial mediation by learning orientation and 

innovation, suggesting that strategy types (e.g., prospectors, 

analyzers, defenders, reactors) may moderate the 

relationship. Diaz & Sensini (2020) analyzed the influence 

of five dimensions of entrepreneurial orientation on 214 

firms in Argentina. The findings indicated that innovation, 

proactiveness, and risk-taking positively influenced 

performance, while competitive aggressiveness and 

autonomy were insignificant or irrelevant. These studies 

collectively underscore the multifaceted nature of 

entrepreneurial orientation and its varying impact across 

different contexts. 

 

III. METHODOLOGY 

3.1 Research Framework 

The research framework is compiled by using a 

literature review and supported by the results of previous 

studies. The concept of this study built from the Resource 

Based Theory by Wernerfelt (1984) and Barney (1991), and 

supported by the Resource Orchestration Theory by Sirmon 

et al. (2011) and Endogenous Growth Theory by 

Schumpeter (1934). This study was conducted on 

horticultural agricultural MSMEs in East Java province to 

explain the impact of entrepreneurial orientation on 

company performance with the mediation of knowledge 

management or value innovation. The logical framework of 

thinking in this study begins with understanding the main 

theory of RBT (Wernerfelt, 1984; Barney, 1991, 2007; 

Barney et al., 2001; Pulka, 2021). This study is also 

supported by the supporting theory of ROT (Sirmon et al., 

2007, 2011). This theory emphasizes the importance of 

resource management through resource acquisition, 

arrangement, and use. It is important for companies to plan, 

coordinate, and implement effective resource strategies to 

achieve organizational goals. This study is also supported by 

EGT (Schumpeter, 1934; Kim & Mauborgne, 2005a). 

Schumpeter developed an endogenous growth theory with 

innovation and technological change as the main drivers of 

growth. In the context of business strategy, Kim and 

Mauborgne introduced the Blue Ocean Strategy, which can 

be linked to the endogenous growth theory. Companies can 

create growth space by creating innovation to avoid dense 

competition). This approach is in line with Schumpeter's 

concept of innovation as the main driver of growth. In this 

research framework, the exogenous variables in this study 

are entrepreneurial orientation, the intervening variables are 

knowledge management and value innovation. Meanwhile, 

the endogenous variable is company performance. 

Furthermore, the hypotheses and relationships between 

variables in this study are arranged based on the framework 

of thought presented in Figure 1. 

 

 

 

 

 

 

 

 

 

 

Figure 1. Research Model 

 

Based on the introduction, literature review and research 

model above, the hypotheses formulated are as follows: 

H1: Entrepreneurial orientation significantly affect on firm 

performance. 

H2: Value innovation mediates the nexus between 

entrepreneurial orientation and firm performance. 

H3: Knowledge management mediates the nexus between 

entrepreneurial orientation and firm performance. 

H4: Knowledge management and value innovation mediate 

the nexus of entrepreneurial orientation and firm 

performance. 

3.2 Sample of the Research 

The survey area of this study is East Java Province. 

Meanwhile, the target population for generalization is 

Horticultural MSMEs domiciled and having business land in 

the area. Sources of information regarding Horticultural 

MSMEs were obtained from the East Java Province 

Agricultural Company Directory (DPP) 2023 and the East 

Java Province Other Agricultural Business Directory 

(DUTL) 2023 of the East Java Province Central Statistics 

Agency. Hair et al. (2019) suggest that the minimum sample 

size in SEM is between 100 and 200 as an absolute measure. 

The statistical power analysis is also recommended to 

determine a sufficient sample size to detect the desired 

effect with a certain level of significance and adequate 

statistical power. While CB-SEM requires a larger sample 

size compared to PLS-SEM because more statistical 

assumptions must be met, such as data normality, these rules 

provide practical guidance in determining an adequate 

sample size for valid and reliable analysis. Therefore, this 

study used 126 respondents who were suggested as 

agricultural MSMEs in the horticulture sector in East Java 

Province. The sampling used in this study is the multistage 

random sampling technique. This technique was chosen in 

this study because it allows for gradual sampling based on 
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several population levels. This technique is very effective in 

the context of research involving regional heterogeneity and 

characteristics of MSMEs, such as horticultural agricultural 

MSMEs spread across various regions with diverse 

characteristics. The use of multistage random sampling in 

the context of this study can help better understand the 

dynamics of horticultural MSMEs in various regions, while 

ensuring representation that covers various aspects of 

regional heterogeneity and business characteristics. 

3.3 Technique Analysis 

Covariance-Based Structural Equation Modeling 

(CB-SEM) is used as a technique analysis, which is 

basically intended to test and validate the theory that has 

been developed by estimating the relationship between 

variables in the structural model. CB-SEM is a 

comprehensive method for handling complex models and 

allows researchers to identify and spread the relationship 

between variables in more depth (Hair et al., 2017). The 

analysis that will be used in estimating the coefficients is the 

Structural Equation Model based on the covariance based 

model known as the Covariance-Based Structural Equation 

Modeling (CB-SEM) with Linear Structural Relationship 

(LISREL). The CB-SEM method is used in this study 

because it aims to explain the relationship between 

dependent and independent variables that are arranged in a 

causality model. The CB-SEM allows for detailed structured 

hypothesis testing, focusing on models based on theory. 

This provides a strong model for testing hypothesized 

relationships between latent variables, allowing researchers 

to be more assertive in their conclusions regarding the 

theory being tested (Kline, 2015). Data analysis using CB-

SEM was carried out through the following stages: 1) Data 

Quality & Normality Check, 2) Validity Test, 3) Reliability 

Test, 4) Goodness-of-Fit Evaluation, 5) Structural Model 

Evaluation, and 6) Mediation Effect Test using innovation 

value and management knowledge variables. 

 

IV. RESULT AND DISCUSSION 

4.1 The Respondent Distribution Based on Type of 

Crops 

The distribution of areas and types of plant 

commodities in this study refers to the mapping of locations 

involved in the study and the objects of analysis. This study 

considers different geographic factors and business sectors 

to understand how business distribution and regional  

 

Table 1. The Type of Crops 

Type of Crops 
Blitar 

City 

Mojokerto 

Regency 

Madiun 

City 

Batu 

City 

Malang 

Regency 
Banyuwangi Total Respondents (n) 

Fruits 6 17 6 4 3 7 43 

Vegetables 3 10 12 4 8 10 47 

Flowers 2 3 3 8 0 6 22 

Medicinal 8 0 6 0 0 0 14 

Total 19 30 27 16 11 23 126 

 

Characteristics affect the variables studied. Thus, 

understanding the distribution of areas and business 

activities provides a broader context regarding the economic 

and social dynamics that influence the phenomena being 

analyzed. The amount of respondents in this study was 

initially planned to be 113 respondents, while 13 other 

respondents who were originally used as reserves turned out 

to be reliable to be added to the sample data, so that the total 

number of respondents used in this study was 126 

respondents. Based on Table 1, the area with the most 

respondents was Mojokerto Regency with 30 respondents 

(23.8%), followed by Madiun City with 27 respondents 

(21.43%). Based on the distribution of business fields, the 

largest number of respondents were engaged in the 

vegetable crop business (olericulture), followed by fruit 

crops (fruticulture) with 47 (37.3%) and 43 respondents  

(34.1%) respectively, while respondents from the medicinal 

plant/biopharmaceutical group numbered 14 respondents 

(11.1%). 

4.2 CB- SEM Analysis 

The criteria for the suitability of the measurement 

model are assessed based on the ability of indicator 

variables to explain their latent variables. An indicator is 

considered good if it meets the following test parameters: 

1. A loading factor value with above 0.5 and a t-value 

greater than 1.96. 

2. The Construct of Reliability (CR) value with above 0.7. 

3. An Average Variance Extracted (AVE) value with above 

0.5.
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Table 2. Reliability Analysis 

Latent Variables Indicators Lambda t-value CR AVE 

Entrepreneurial 

Orientation (EO) 
Risk 0.79 18.10 0.97 Reliable 

 Innovation 1.06 24.24   

 Proactivity 1.00 22.94   

Knowledge Management 

(KM) 
Acquisition -0.18 2.61 0.81 Reliable 

 Conversion 1.00 -   

 Application 1.53 13.57   

 Protection 0.82 9.91   

Value Innovation (VI) 
Creating Uncontested 

Market Space 
0.94 - 0.97 Reliable 

 
Making Competition 

Irrelevant 
0.81 15.48   

 
Creating and Capturing 

New Demand 
0.96 16.71   

 
Breaking the Value-Cost 

Trade-Off 
0.88 14.30   

 

Achieving 

Differentiation and Low 

Cost 

0.83 15.76   

Firm Performance (FP) 
Firm Performance (FP) - 

Financial 
0.89 - 0.89 Reliable 

 
Firm Performance (FP) - 

Non-Financial 
0.76 13.89   

 

Based on the estimation of model coefficients conducted 

simultaneously, the results are presented in Table 2. 

Regarding the results of the measurement model fit test, it is 

evident that all measurement models, such as EO, KM, VI, 

and FP, meet the goodness-of-fit standards for both 

Construct Reliability (CR) and Average Variance Extracted 

(AVE), with values greater than or equal to 0.7 and 0.5, 

respectively. Construct Reliability is a parameter that 

indicates the reliability of indicator variables collectively in 

explaining the behavior of their latent variable. Meanwhile, 

the AVE parameter reflects the average ability of each 

indicator variable to explain the variance of its latent 

variable. Meanwhile, the results of the coefficient (loading 

factor) testing for indicator variables on each latent variable 

show values equal to or greater than 0.5, meaning that these 

variables individually can explain the variance of their latent 

variable, except for the Acquisition indicator variable under 

the latent variable KM, which has a value of -0.18, 

indicating it is below 0.5 

 

Table 3. Goodness of Fit 

Parameter Criteria Result Remarks 

Chi-Square 

Test 

χ value 27 Fit 

 df 61  

 p-value > 1.00  

0.05 

RMSEA ≤ 0.08 0.00 Fit 

GFI ≥ 0.9 0.99 Fit 

AGFI ≥ 0.9 0.99 Fit 

NFI ≥ 0.9 1.00 Fit 

NNFI ≥ 0.9 1.03 Fit 

CFI ≥ 0.9 1.00 Fit 

 

The structural model fit test uses seven goodness-of-fit 

parameters (Hair et al., 2019) to ensure that the model is fit, 

as presented in Table 3. However, according to Hair et al. 

(2020), using four to five goodness-of-fit criteria is 

considered sufficient to evaluate a model's goodness, 

provided that the tests for absolute fit indices, incremental 

fit indices, and parsimonious fit indices are represented. The 

Root Mean Square Error of Approximation (RMSEA) is one 

of the absolute fit indices. The recommended RMSEA value 

is ≤ 0.08, which serves as a criterion for model acceptance. 

Based on Table 4.31, the RMSEA value is 0.000, indicating 

that the model is acceptable. The Goodness of Fit Index 

(GFI) ranges from 0 (poor fit) to 1 (perfect fit). According to 

the analysis, the GFI value is 0.99, which is categorized as 

good because it is close to 1. Additionally, the Adjusted 

Goodness of Fit Index (AGFI), an extension of GFI adjusted 

for the ratio of degrees of freedom in the estimated model, is 

0.99 in this study. The AGFI value range is the same as GFI, 

from 0 (poor fit) to 1 (perfect fit), meaning the structural 
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model is classified as good because it is close to 1. The 

Comparative Fit Index (CFI) is an incremental fit index 

recommended for use because it is relatively insensitive to 

sample size. The recommended CFI value is ≥ 0.9, with the 

criterion of good fit. The analysis shows a CFI value of 

1.00, meeting the criteria and indicating that the model is 

acceptable. The final result of the overall model fit test 

demonstrates that the final model is acceptable. Based on 

the evaluation of several Goodness-of-Fit criteria, it can be 

concluded that the research model is acceptable, and 

hypothesis testing can proceed 

 

Table 4. Hypotheses Testing 

Variable Type 

of 

Effect 

Model 

Coefficient 

t-

value 

Conclusion 

EO → FP Direct 0.530 5.98 Significant 

EO → VI Direct 0.570 8.81 Significant 

EO → KM Direct 0.410 12.22 Significant 

KM → FP Direct 0.470 2.05 Significant 

KM → VI Direct 0.470 3.33 Significant 

VI → FP Direct 0.170 1.50 Not 

Significant 

EO → VI → FP Indirect 0.097 1.87 Not 

Significant 

EO → KM → FP Indirect 0.193 2.01 Significant 

EO → KM → VI Indirect 0.193 3.23 Significant 

EO → KM → VI 

→ FP 

Indirect 0.033 1.09 Not 

Significant 

EO → FP Total 0.853   

 

The hypothesis testing in this study was conducted 

through path coefficient analysis and t-tests within the 

structural equation model. Table 4 presents the results of the 

analysis of the direct and indirect effects of EO on FP 

through mediating variables, namely KM and VI. These 

results include model coefficient estimates, t-values, and 

conclusions based on the significance level (α = 5%). The 

findings are consistent with relevant previous research. The 

direct effect of EO on FP, with a model coefficient of 0.530 

and a t-value of 5.98, indicates a significant positive 

relationship. This result aligns with studies by Wales et al. 

(2013), and Hughes et al. (2021), which emphasize that EO 

plays a crucial role in improving FP. The direct effect of EO 

on VI, with a model coefficient of 0.570 and a t-value of 

8.81, is significant. This supports the findings of Ayub et al. 

(2013) and Kristinae et al. (2020), which state that EO 

directly drives VI. The effect of EO on KM, with a model 

coefficient of 0.410 and a t-value of 12.22, is also 

significant. This finding reinforces previous research by 

Madhoushi et al. (2011) and Adam et al. (2022), which 

highlight the direct effect of EO on KM. The direct effect of 

KM on FP, with a model coefficient of 0.470 and a t-value 

of 2.05, is significant. This finding aligns with studies by 

Siregar et al. (2020) and Urban & Matela (2022), which 

found that KM contributes positively to FP. KM also has a 

positive and significant effect on VI, with a coefficient of 

0.47 and a t-value of 3.33. This supports previous research 

by Bagnoli & Vedovato (2012), which found that 

knowledge management processes—such as acquisition, 

sharing, and application—accelerate innovation by 

providing strategic information and new insights.  

These findings highlight that firms capable of 

effectively managing knowledge can enhance collaboration, 

optimize ideas, and generate innovations that add value to 

consumers, thereby strengthening their competitiveness in 

the market. A different result is found for the direct effect of 

VI on FP, with a model coefficient of 0.170 and a t-value of 

1.50, indicating a non-significant result. This contrasts with 

studies by Christa et al. (2020) and Hajar et al. (2022), 

which suggest that the effect of VI on FP might be stronger 

in specific contexts or industries. The indirect effects 

evaluate several mediation pathways. The pathway EO → 

VI → FP, with a model coefficient of 0.097 and a t-value of 

1.87 (< 1.97), indicates a non-significant result. This 

suggests that VI is not strong enough as a mediator in this 

relationship. Therefore, it can be concluded that VI does not 

mediate the effect of EO on FP. This contrasts with Acar's 

(2020) findings, which identified a significant mediating 

role in certain contexts. The pathway EO → KM → FP, 

with a model coefficient of 0.193 and a t-value of 2.01 (> 

1.97), shows a significant result. Thus, it can be concluded 

that KM mediates the effect of EO on FP. This finding is 

consistent with previous research by Madhoushi et al. 

(2011) and Khan et al. (2021), which highlight KM as an 

effective mediator between EO and FP. The pathway EO → 

KM → VI, with a model coefficient of 0.193 and a t-value 

of 3.23 (> 1.97), indicates a significant result. This finding 

demonstrates that KM also serves as a critical link between 

EO and VI. Therefore, it can be concluded that KM 

mediates the effect of EO on VI, supporting research by 

Okanga (2017) and Abbas et al. (2020). The pathway EO → 

KM → VI → FP, with a model coefficient of 0.033 and a t-

value of 1.09 (< 1.97), indicates a non-significant result. 

Thus, it can be concluded that neither VI nor KM mediates 

the effect of EO on FP. This finding differs from studies by 

Christa et al. (2020) and Hajar et al. (2022), which identified 

a significant role for VI as a mediating variable in different 

research contexts. From the analysis of the indirect effects 

of EO on FP through KM and VI, it is evident that KM has a 

significant role in mediating EO's effect on FP, whereas VI 

does not significantly mediate this relationship. Apart from 

mediating EO's effect on FP, KM also significantly mediates 

the effect of EO on VI. However, VI does not significantly 

mediate the effect of KM on FP. Based on the analysis 

results, two hypotheses are supported: H1 and H2. 
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Entrepreneurial orientation has the largest and most 

significant direct effect on FP. The KM aspect plays a 

significant role in mediating the effect of EO on FP. 

Meanwhile, H3 is not supported by the research data, as the 

role of VI as a mediator in the relationship between EO and 

FP could not be proven. Furthermore, although KM 

significantly mediates EO's effect on VI, VI's role in 

mediating the effect of KM on FP is not significant. 

 

V. CONCLUSION 

This study found that entrepreneurial orientation 

has a significant influence on company performance. This 

finding supports theoretically and empirically that 

entrepreneurial orientation can improve entrepreneurs' 

competence in exploring opportunities to drive improved 

company performance. Therefore, hypothesis 1 in this study 

is supported by CB-SEM analysis. In addition, knowledge 

management was also found to have a positive and 

significant influence on the relationship between 

entrepreneurial orientation and company performance as a 

mediating variable. This strengthens the view that 

knowledge is a strategic asset of the company that plays an 

important role in improving performance. Through good 

knowledge management, MSMEs can utilize the 

information they have to improve business processes and 

competitiveness. Thus, hypothesis 2 is also supported. 

However, the results of the study indicate that value 

innovation is not enough to provide a significant influence 

on company performance as a mediating variable. This 

indicates that value innovation in this context has not fully 

developed to have a direct impact on improving company 

performance. Therefore, hypothesis 3 is not supported. For 

this reason, further development is needed in value 

innovation so that it can be optimized as the main driver of 

improving company performance. In addition, the mediation 

analysis of the knowledge management and value 

innovation variables also shows that the mediating role of 

the two variables is not yet fully significant on company 

performance. This causes hypothesis 4 not to be supported. 

Further analysis in the future is needed to identify other 

factors that can strengthen this relationship and ensure the 

effectiveness of value innovation in influencing company 

performance. This study highlights the main problem faced 

by horticultural agricultural MSMEs in East Java Province, 

namely suboptimal performance despite having a large 

agricultural land area. One indicator is the exchange rate 

which is still relatively small compared to other provinces 

with lower land areas. This shows that despite having large 

natural resource potential, horticultural agricultural MSMEs 

in East Java have not been able to optimize this potential to 

achieve better performance. The results of this study also 

confirm that entrepreneurial orientation has a significant 

influence on company performance. However, to optimize 

the existing potential, knowledge management plays an 

important role as a link in the relationship. The effective 

knowledge management can help agricultural MSMEs to 

manage information, improve innovation, and make more 

informed decisions, thus potentially improving their 

company performance. Although value innovation has not 

made a significant contribution in this study, it does 

highlight the opportunity to increase the capacity of MSMEs 

to innovate, which is important for improving the exchange 

rate and overall performance. This study also provides 

practical and theoretical implications for the development of 

entrepreneurial strategies, knowledge management, and 

value innovation in the context of horticultural agricultural 

MSMEs in East Java. In addition, these findings open up 

opportunities for further research that can investigate more 

deeply how these strategies can be optimized to improve the 

performance of MSMEs in this sector, especially in 

overcoming the challenges of low exchange rates and less 

than optimal performance compared to other provinces. 

Generalization of research results that need to be considered 

along with the development of future research. Furthermore, 

this study was conducted only on limited MSMEs so that the 

results of the study cannot be generalized to large 

businesses. Moreover, the most of the respondents in this 

study are also in East Java Province so that the results of this 

study need special attention when generalized to other 

regions specifically. 
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