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 Company performance is a measure of a company's success in 
carrying out business activities. Company performance is the 
final result of all activities within a company. If the company's 
performance is poor, it is indirectly very difficult for the 

company to maintain its existence. Internal factors that 
influence company performance are company knowledge, 
entrepreneurial orientation, product innovation and competitive 
advantage. GoalThe purpose of this research is to analyze the 
influence of knowledge and entrepreneurial orientation on 
product innovation, and the role of innovation in mediating the 
indirect influence of knowledge and entrepreneurial orientation 
on financial performance. The research location is batik 
MSME’s in Banyuwangi Bondowoso Regency, and Jember, East 
Java Province, Indonesia. The number of respondents was 43 
units. Analyze data using analysis Generalized Structured 

Component Analysis (GSCA). The research results show 
variablesKnowledge and entrepreneurial orientation have a 
significant positive effect on innovation and financial 
performance. This indicates that the better the knowledge and 
entrepreneurial orientation (innovative, proactive, aggressively 
competitive, brave to take risks, and independent) of batik 
creative economy business owners, the better the product 
innovation and financial performance will be. 
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1. INTRODUCTION 

Company performance is a measure of a company's success in carrying out business 

activities. Company performance is the final result of all activities within a company. If 
the company's performance is poor, it is indirectly very difficult for the company to 

maintain its existence (Vasconcelos & Oliveria, 2018), (Jung et al., 2022), (Setyawati & 

Rosiana, 2015). 

A number of theories explain the many factors that influence company 

performance, but in general they can be grouped into internal and external company 

factors (Barney, J.B. & Clark, 2007). Internal factors that influence company 
performance are company knowledge, company entrepreneurial orientation, 

entrepreneurial orientation, product innovation and competitive advantage, while 
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external factors are market attractiveness and competition. This research focuses on 

internal company factors (J. B. Barney & Hesterly, 2015),(Barney, J.B. & Clark, 2007). 

The internal factors focused on in this research are based on knowledge-based 
resource based view (RBV) thinking and assume that company performance can be built 

through managing and optimizing the appropriate placement of knowledge and 

entrepreneurial orientation. With the right placement of knowledge and entrepreneurial 

orientation, the potential for creating a company's strategy and competitive advantage is 

very large and indirectly has a positive impact on the company. Theoretically, it is stated 

that in developing a company strategy it is not enough to analyze the company's internal 
environment but also requires an analysis of the company's external environment (Hitt, 

Michael A., Ireland R. Duane, Hoskisson, 2001). 

In theory, it has been explained that performance is influenced by the knowledge 

and resources owned by the company. However, the interesting thing about research in 

the batik industry is that knowledge and resource factors must be jointly honed and 
developed so that it takes a long time to get results 

The development of batik SMEs in Indonesia gained good momentum when it 

received recognition from the world organization United Nations Educational, Scientific 

and Cultural Organization (UNESCO) on October 2 2009 as an intangible world heritage 

of the Indonesian nation. The recognition given by UNESCO has strategic value to 

promote Indonesian batik to the world and can preserve the existence of batik craftsmen 
from extinction. 

Development of batik MSMEs from 2015 to 2019 starting from the number of 

businesses, workforce, production, exports and raw materials. The number of batik 

businesses in Indonesia increases every year, 41,623 units in 2015 and 47,755 units in 

2019, an increase of 14.7% over the five year period. The increase in the number of batik 
business units in Indonesia is also indirectly accompanied by employment. In 2015, the 

number of workers involved in batik MSMEs was 173,829 people and this figure 

increased every year, so that in 2019 it became 199,444 people or an increase of 14.7%. 

The batik MSMEs production sector in Indonesia has experienced positive growth 

in the past five years as can be seen from table 1.1, in 2011 it amounted to 4.137 trillion 

and in 2015 it amounted to 4.746 trillion or an increase of 12.8%. Positive growth was 
also followed in the batik raw material fulfillment sector, in 2011 the amount of raw 

materials required was 1.994 trillion up to 2015 to 2.288 trillion. The export value over 

five years also experienced a positive increase of 14.7%, in 2011 it was 43.961 trillion to 

50.44 trillion in 2015. 

A part from meeting domestic needs, batik MSMEs in Indonesia are also exported 
to meet foreign needs. Batik has become a very popular world fashion. The advantage of 

Indonesian batik compared to batik from other countries is the diversity of motifs and 

designs that tend to be refined, considering that Indonesia is a batik country that has 

known and developed batik for hundreds of years and batik crafts can adapt to 

increasingly dynamic economic competition. 

The results of initial observations of batik businesses in 3 districts, namely 
Banyuwangi Regency, Jember Regency and Bondowoso Regency, show that batik 

businesses are managed by families and are included in the micro business category 

based on Law of the Republic of Indonesia (UU RI) Number 20 of 2008 concerning Micro 

Businesses, Small, and Medium (DPR RI, 2019). Article 1 of Republic of Indonesia Law 

Number 20 of 2008 concerning Micro, Small and Medium Enterprises states that Micro 
Enterprises are productive businesses owned by individuals and/or individual business 

entities that fulfill Micro Enterprises as regulated in this Law. Article 6 concerning Micro, 

Small and Medium Enterprises states that the criteria for Micro Enterprises are: 1) have 

a net worth of a maximum of IDR 50,000,000.00 (fifty million rupiah) excluding land and 

buildings where the business is located, or 2) have sales proceeds annual maximum IDR 

300,000,000.00 (three hundred million rupiah). 
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The distribution of batik areas in Banyuwangi Regency is spread across several 

sub-districts, including Blambangan, Kalipuro, Rogojampi, Cluring and Muncar sub-

districts, totaling 25 units. Bondowoso Regency is spread over Tamanan subdistrict and 
Grujukan subdistrict, totaling 8 units, and Jember Regency is spread over Sumberjambe 

Subdistrict, Patrang Subdistrict, Pakusari Subdistrict and Ambulu Subdistrict, totaling 

10 units. Batik business actors consist of several groups of people, each of which works 

on one of the process nodes in the process of making batik cloth or batik (Poernomo et 

al., 2017). Based on the description above, the research problem is formulated as follows: 

Does knowledge influence product innovation in the batik creative industry? Does 
entrepreneurial orientation influence product innovation in the batik creative industry? 

Does product innovation influence the financial performance of the batik creative 

industry? Does knowledge influence performance? financial performance through batik 

creative industry product innovation? Does entrepreneurial orientation influence 

financial performance through batik creative industry product innovation?. The research 
contribution is expected to provide benefits in developing competitive advantage strategy 

models in batik creative businesses. This model will be created so that it can make it 

easier for creative batik business actors to implement it which is useful in maintaining 

the sustainability of their business. This research is also useful for local governments to 

formulate policies and strategies for developing creative industries after paying attention 

to and knowing the strengths and weaknesses faced in the creative industries in their 
regions 

2. RESEARCH METHOD  

 

The population of this research is the batik creative industry in Bondowoso, Banyuwangi 

and Jember Regencies. The research samples were all batik creative businesses in 
Bondowoso, Banyuwangi and Jember Regencies. The sampling technique was carried out 

by census (the entire population was taken as a sample) by researchers for certain 

reasons (Sugiyono, 2013). 

Research respondents are owners/craftsmen of creative batik businesses that 

have been operating for at least three years and have financial records. The criteria for 

the creative batik business selected are those that fulfill the definition of a creative 
economy or creative industry or creative business. These criteria are utilizing knowledge 

capital, there is something new (for example motif designs, production tools, etc.). 

Outside of this, you cannot be used as a research respondent. The research locations 

were in Bondowoso, Banyuwangi and Jember regencies with a total of 43 respondents, 

owners/craftsmen of creative batik businesses. The research analysis unit is a business 
organization represented by the owner/craftsman of a creative batik business. 

Proper data processing is using Generalized Structured Component Analysis 

(GSCA) analysis (Imam & Zainul, 2014).The data analysis method used in this research is 

descriptive statistical analysis and inferential analysis. Descriptive analysis is used to 

provide an empirical picture of respondents' answers presented in the form of a frequency 

distribution and the average value is measured. Meanwhile, in inferential analysis, 
Generalized Structured Component Analysis (GSCA) is used. 

(Imam & Zainul, 2014) said that GSCA is a new component-based SEM method, 

very important and can be used for calculating scores (not scales) and can also be 

applied to very small samples. In addition, GSCA can be used in structural models that 

involve variables with reflexive and/or formative indicators. 

3. RESULTS AND DISCUSSIONS  
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Table 1 Influence between Research Variables 

Path Coefficients 

  Estimate S.E CR 

resources->innovation 0.565 0.087 5.62* 

resources->performance 0.599 0.216 5.46* 
entrepreneurial orientation->innovation 0.675 0.072 9.34* 

entrepreneurial orientation->performance 0.583 0.112 5.22* 
innovation->performance 0.584 0.129 4.52* 

Source: Primary data processed in 2023. 

 

3.1 The Influence of Knowledge Variables on Product Innovation. 

Hypothesis 1 which states that knowledge influences product innovation is not 

accepted. The resulting value is 0.565 with a t-count of 1.96. Based on this value, it can 

be said that the valuable and rare knowledge variables do not have a significant positive 
effect on product innovation. The conclusion that can be drawn is that increasing 

knowledge in batik companies has a significant positive effect on the company's product 

innovation. 

From a theoretical perspective, the findings of this research are in line with the 

theory put forward by (Hitt, Michael A., Ireland R. Duane, Hoskisson, 2001), (Barney, 
J.B. & Clark, 2007) that there is a relationship between knowledge and product 

innovation. In an empirical perspective, previous research examining the relationship 

between knowledge variables and product innovation variables was carried out by (Rosli 

Mahmood et al., 2013), (Poernomo, D. Soemartono, A.Y. & Safitri, 2019), (Dan & 

Pengetahuan, 2013), (Frank Boonsa, Carlos Montal vob, Jaco Quistc, 2013). 

 

3.2 The Influence of Entrepreneurial Orientation Variables on Product Innovation. 
Hypothesis 2 which states that entrepreneurial orientation influences product 

innovation can be accepted. The direction of the path coefficient is positive, indicating 

that empirically the greater the entrepreneurial orientation, the greater the product 
innovation produced. The results of this research support the theory of (Barney, J.B. & 

Clark, 2007; Hitt et al., 2001) that there is a relationship between a company's 

entrepreneurial orientation and product innovation, while from an empirical perspective, 

it supports the research of (Bonacina Roldan et al., 2018; Rosli Mahmood et al., 2013; 

Zhang et al., 2017) even though they use different variable measurement indicators. 

 
3.3 The Influence of Knowledge Variables on Company Performance. 

Hypothesis 3 which states that knowledge influences company performance is not 

accepted. The knowledge variable is measured by the indicators as mentioned on the 

previous page, while the company performance variables used are increase in sales 

profits, increase in sales volume and rate of return on investment over the last 3 years. 
From a theoretical perspective, the findings of this research support the theory of 

(Peteraf, 1993),(Barney, J.B. & Clark, 2007; Hitt, Michael A., Ireland R. Duane, 

Hoskisson, 2001) that there is a relationship between knowledge and company 

performance, and from an empirical perspective, these findings also support the research 

findings of (Poernomo, D. Wahono, P. & Puspitaningtyas, 2017), (J. Barney et al., 2001). 
 

3.4 The Influence of Entrepreneurial Orientation Variables on Company Performance. 
Hypothesis 4 which states that entrepreneurial orientation influences company 

performance is accepted. The findings of this research can be concluded that the greater 

the valuable, rare and inimitable entrepreneurial orientation of a batik company will 

result in an increase in the company's performance. 

In a theoretical perspective, the findings of this research confirm the correctness of 
the theories of (Peteraf, 1993; Wenzel et al., 2021), Barney (2007), (Teece, 2007). That 

there is a relationship between entrepreneurial orientation and company performance. in 
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an empirical perspective, the findings of this research support the research findings of 

(Sirmon et al., 2011),(Cahyani et al., 2021). 

 
3.5 The Influence of Product Innovation Variables on Company Performance. 

Hypothesis 5 which states that product innovation influences company 

performance is accepted. The product innovation variable has a significant effect on 

company performance in a positive direction which indicates one direction, thus product 

innovation in batik companies is able to improve the company's performance. 

From a theoretical perspective, the findings of this research confirm the truth of 
(Drucker, 1985) theory regarding innovation theory, especially product innovation. From 

an empirical perspective, the findings of this research support the research findings of 

(Rosli Mahmood et al., 2013), (Mulyana & Sutapa, 2014) (Bamford et al., 2015), which 

stated that there is a significant positive influence of product innovation on company 

performance. 
 

3.6 Discussion of the Overall Model 

This research shows four variables, namely two exogenous variables and two 

endogenous variables. The exogenous variables in this research are knowledge (X1) and 

entrepreneurial orientation (X2). Meanwhile, endogenous variables in this research 

include product innovation (Y1) and company performance (Y2). 
This research uses GSCA analysis to test the influence between variables. The 

research results, as a whole, show the results of the evaluation of the structural model 

through measures of fit as measured by FIT, AFIT and GIT. However, because this study 

did not compare models, AFIT was not used. The results of the structural model 

feasibility test show a FIT value of 0.611. The FIT value shows that the research model 
can explain 61.1% of the data variation. Showing the FIT values obtained, it can be said 

that the variables of knowledge, entrepreneurial orientation and product innovation 

influence company performance at the 95% confidence level. The remaining 38.9% is 

influenced by other variables outside the model which are not discussed in this research. 

The goodness of FIT indices (GFI) value is a measure of the accuracy of the model 

in producing the observed covariance matrix. The structural model test results show a 
GFI model value of 0.995. These results show GFI>0.9. Based on the GFI value, it can be 

said that the GSCA model as a whole is very good or very precise in measuring company 

performance in the research sample or is declared good fit (feasible). 

Hypothesis testing can be seen from the results of the structural model evaluation 

in the results of the GSCA analysis which can be explained in the structural model or the 
influence between the hypothesized variables. This research has tested five hypotheses. 

The criteria for the hypothesized causal influence use a significance limit of 5%, with the 

test criteria being that if the critical ratio (CR) is marked with an asterisk, it means that 

the t value is ≥ t table (t=1.96, α=5%) then the hypothesis is declared to have a significant 

effect or is acceptable. Conversely, if the CR value < t table, then the hypothesis is 

declared to have no significant effect or is rejected. Based on the test results, it was found 
that two hypotheses were rejected and three hypotheses were accepted. This is indicated 

by the CR value marked with an asterisk for each variable relationship. 

Paying attention to the results of the GSCA analysis, the structural linear model 

for the two endogenous variables is as follows: (a) Company performance (KP) = 0.599 P + 

0.583 OK + 0.584 IP, (b) Product Innovation (IP) = 0.565 P + 0.675 OK. Through the 
structural linear model on the endogenous variables of company performance, it can be 

seen that product innovation makes the highest contribution, namely 0.584.  

This finding means that if other variables are considered zero or non-existent, 

then product innovation has an influence on performance of 58.4%. These results also 

show that the product innovations that respondents continue to carry out influence 

company performance. In the linear model of the endogenous variable of company 
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performance, it can also be seen that the one that has the smallest contribution or even 

no effect on company performance is knowledge with an estimated value of 0.099. 

In the linear model, the endogenous variable product innovation is influenced by the 
respondent's entrepreneurial orientation by 0.675. These results mean that 

entrepreneurial orientation has an influence of 67.6% on company performance. These 

results show that the entrepreneurial orientation that respondents continue to hone 

produces sustainable product innovation. However, the value generated by knowledge of 

0.565 has an effect on product innovation. 

 
4. CONCLUSION 

 

Based on the research results and discussion, the results of this research can be 

concluded as follows. The Knowledge and Entrepreneurial Orientation variables have a 

significant positive effect on innovation and financial performance. This indicates that the 
better the knowledge and entrepreneurial orientation (innovative, proactive, aggressively 

competitive, brave to take risks, and independent) of batik creative economy business 

owners, the better the product innovation and financial performance will be. Knowledge 

and entrepreneurial orientation have a significant positive effect on financial performance 

through product innovation 

However, the test results by including the product innovation variable as an 
intervening variable have a significant influence on the business performance of Batik 

MSMEs. Mergerknowledge and entrepreneurial orientation have a significant positive 

influence on the financial performance of the batik creative economy. This research 

model can thus be used to improve the performance of batik creative economy 

businesses. 
Limitations in this research lie in the use of commonly used variables, namely: 

knowledge, product innovation, entrepreneurial orientation, and financial performance 

using regression analysis. Future research will be more complete if it studies using new 

variables that have never been studied using SEM analysis. 
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