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Aniek Rumijati (Indonesia), Arif Rahman Hakim (Indonesia)

INNOVATIVE WORK BEHAVIOR
AND SELF-EFFICACY: DOES
ENTREPRENEURIAL LEADERSHIP
IMPACT MSME BUSINESS
PERFORMANCE?

Abstract

The current business performance of micro, small, and medium enterprises (MSME:s)
must be able to innovate in business strategies in a competitive era. MSMEs are at the
forefront of contributing to Indonesia’s Gross Domestic Product (GDP) and have a
considerable role in the Indonesian economy. The study aimed to assess factors con-
tributing to the business performance of MSMEs in Sidoarjo Regency, Indonesia. The
total population was 277 MSME owners; using the purposive sampling technique with
the Slovin formula, 144 respondents were obtained with an error rate of 5%. Data anal-
ysis used SEM-PLS with SmartPLS-3 software. The findings show that entrepreneurial
leadership directly affects business performance and innovative work behavior, and
innovative work behavior affects business performance. Then, entrepreneurial leader-
ship influences business performance through innovative work behavior. Interestingly,
there is no moderating effect of self-efficacy on the effect of entrepreneurial leadership
on business performance. MSMEs need to have innovative work behavior to improve
their business performance by applying entrepreneurial leadership to increase innova-
tion in business strategies to compete and survive in a competitive era.

Keywords innovative work behavior, self-efficacy, entrepreneurial
leadership, business performance, MSMEs
JEL Classification 015,125,126

INTRODUCTION

Micro, small, and medium enterprises (MSMEs) are the founda-
tion of Indonesia’s economy, substantially contributing to GDP
growth (Anatan & Nur, 2023). MSMEs accounted for 60.5% of
Indonesia’s GDP and employed 96.9% of the country’s total work-
force (Limanseto, 2022). MSMEs are essential because they can ab-
sorb many workers. However, the tight competition and the many
types of businesses require business owners always to be ready to
be competitive, creative, and innovative. In addition, doing busi-
ness now requires MSMEs to make several creative and innovative
changes to survive and compete with other businesses to produce
maximum business performance.

Despite their significant contribution to Indonesia’s GDP, MSMEs
in Indonesia face numerous challenges (Anatan & Nur, 2023), thus
making their business performance unstable and shaken. Although
MSMEs have a potential role, many problems still need to be solved
in their growth and development (Widagdo & Sa’diyah, 2023).
MSMEs often experience a decline in business sales, which can
lead to a shortage of capital for operations and growth (Suminah
et al., 2022). MSMEs also face difficulties in adopting new technol-
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ogies and tools, hampering their ability to innovate and remain competitive. Limited competence
and the availability of reliable human resources are problematic for MSMEs in welcoming the dig-
italization era.

Other MSME problems include misalignment between business strategy and innovation (Latifah et al.,
2021), negative consequences of the COVID-19 pandemic (Achmadi et al., 2023; Mehralian & Khazaee,
2022), ineffective use of digital marketing (Mehralian & Khazaee, 2022), lack of knowledge and com-
petence of human resources (Anatan & Nur, 2023), and the fact that MSMEs experience more sales
declines than sales increases (Sudjatmoko et al., 2023). Ebersberger and Kuckertz (2021) mentioned
that innovation could overcome the problems of MSMEs discussed above. Entrepreneurial leaders have
the potential to foster innovative behaviors, leading to enhanced performance, success, and business
growth (Megawaty et al., 2022; Taleb et al., 2023). Entrepreneurial behavior for a leader is essential to
create a dynamic and competitive environment since it encourages organizations to be adaptable and
innovative (Utoyo et al., 2020). Leadership as entrepreneurial behavior is critical considering its role in
recognizing someone in the entrepreneurial process, which is associated with organizational sustaina-
bility and adaptation to changing environment (Dama & Ogi, 2018).

To improve MSME performance, business and product innovation can be done to gain a competitive
advantage (Imaroh & Widiyani, 2020). Innovation positively mediates business strategy and MSME
performance (Latifah et al., 2021). Overall, business performance problems in MSMEs are complex and
diverse and require a comprehensive approach to overcome them. Therefore, it is interesting to study
whether entrepreneurial leadership, innovative work behavior, and self-efficacy can impact MSME busi-

ness performance.

1. LITERATURE REVIEW

AND HYPOTHESES

Work performance is the outcome of work eval-
uated based on the quality and quantity a per-
son achieves in carrying out his responsibilities
(Mangkunegara, 2013). Employees, organiza-
tions, and businesses measure work performance.
Performance measurement is an effort to deter-
mine and measure resources effectively, guiding
strategic decisions regarding an organization’s
future development (Rivai & Mulyadi, 2009).
Business performance results from existing ac-
tivities to achieve the stated goals, which have
been influenced by certain factors (Wicaksono &
Nuvriasari, 2012). MSME performance could be
viewed from several aspects: added value, busi-
ness units, labor and productivity, and export val-
ue (Lanang et al., 2014).

Entrepreneurial leadership entails leaders’ capaci-
ty to formulate a compelling vision for their organ-
ization and motivate and guide employees to exert
considerable effort to realize that vision (Bagheri,
2017). This leadership style equips leaders to effec-
tively coordinate their organizations and solve
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problems as they progress through the various
stages of organizational development and im-
provement (Chen, 2007). According to Thornberry
(2006), there exists a correlation between entrepre-
neurial leadership and business performance, as
described by those who assert that entrepreneur-
ial leadership involves business owners leading
change efforts to compete effectively with other
companies, considering that transition would help
the company establish and survive. Alterations
implemented by business owners could positive-
ly impact enhancing business performance. There
is a link between entrepreneurial leadership and
SME performance. Entrepreneurial leadership is
imperative for micro-enterprises, as it positive-
ly and substantially influences business perfor-
mance and sustainability (Al Mamun et al., 2018;
Wijaya & Harjanti, 2013).

Innovative work behavior encompasses both the
physical and cognitive work activities carried out
by employees, individually or collectively, to ac-
complish tasks required for innovative develop-
ment (Boerner et al., 2007). According to employ-
ees, the effectiveness of innovative work behaviors
is related to employees’ observations of anticipat-
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ed work problems and co-workers’ responses to
proposed alternative solutions (De Jong & Den
Hartog, 2010). It is concluded that employees with
innovative work behavior generate, introduce,
and implement new ideas that benefit individu-
als and companies. This innovative behavior is a
complex behavior consisting of three stages: “idea
generation, idea promotion, and idea realization”
(Vargas, 2015).

Entrepreneurial leadership is critical in deter-
mining the direction of a business venture (Lubis,
2017). Entrepreneurial leadership represents a rel-
atively recent concept in the realm of leadership.
This concept is a combination of leadership and
entrepreneurship. All theories and implications
about innovative behavior focus on the benefits
of better and more effective performance for in-
dividuals and organizations. Sub-factor of inno-
vation may stem from entrepreneurial behavior
(Miller, 2011). Numerous studies emphasize the
role of entrepreneurial leaders in nurturing inno-
vative behavior. Akbari et al. (2021) and Javed et
al. (2018) discovered that entrepreneurial leader-
ship encourages people to be innovative at work.
Likewise, Freeman and Siegfried (2015) identified
entrepreneurial leadership’s influence on innova-
tive behavior. Innovation has an impact on com-
pany performance (Soleh, 2008). For this reason,
this study uses creative work behavior to mediate
the relationship between entrepreneurial leader-
ship and business performance.

Self-efficacy refers to an individual’s belief and
confidence to carry out tasks and responsibilities
(Appelbaum et al.,, 2004). An entrepreneur must
have strong self-confidence, motivation, or person-
ality traits to carry out tasks and roles in the face
of change. MSMEs that encourage and incentivize
innovative work behavior among their employees
are more likely to attain elevated levels of business
performance (Srimulyani & Hermanto, 2022). In
addition, entrepreneurs have cognitive abilities in
mobilizing sustainable interactions with the envi-
ronment. This is because the central core of self-effi-
cacy is individual characteristics through increased
entrepreneurial awareness necessary for entrepre-
neurial activities (Asbari et al., 2020). So, an entre-
preneur needs to have self-efficacy to become more
confident and sensitive and take advantage of the
opportunities around him (Erikson, 2002).

306

Self-efficacy is a predictor in encouraging innova-
tive work behavior. This is because self-efficacy in-
dicates that a person’s self-confidence will produce
high creativity (Hsu et al., 2011). Leaders possess-
ing an entrepreneurial mindset can cultivate in-
novative behavior. However, self-efficacy remains
critical in the relationship between creative be-
havior and entrepreneurial leadership (Mehmood
et al., 2020). When assessing the impact of entre-
preneurial leadership, it is essential to consider
individual traits, as their effectiveness may vary
among individuals (Chen, 2007). Individuals with
elevated self-efficacy are more inclined to partake
in innovative behavior because they possess con-
fidence in their ability to innovate (Li et al., 2020;
Othumary Mgeni, 2015).

Entrepreneurial leadership, in particular, stimu-
lates and increases the innovative work behavior of
employees in high-tech SMEs (Bagheri, 2017). The
influence of entrepreneurial leadership on innova-
tive work behavior is also moderated by creative
self-efficacy. Strong entrepreneurial leadership in-
fluences employee self-efficacy and innovative be-
havior (Newman et al., 2018). Entrepreneurial lead-
ership and self-confidence, which are high, make
innovative behavior higher (Akbari et al., 2021). If
self-efficacy is high, entrepreneurial leadership en-
courages innovative work behavior (Mehmood et
al., 2020). Entrepreneurial self-efficacy moderates
the strong relationship between entrepreneurial
leadership and creative behavior (Renko et al., 2015).
Mehmood et al. (2020) argued that entrepreneurial
leadership positively affects employee innovative
behavior, and creative self-efficacy plays a critical
role in the influence of entrepreneurial leadership
on employee innovative behavior.

This study analyzes whether entrepreneurial lead-
ership affects MSMEs business performance, with
innovative work behavior as mediation and self-ef-
ficacy as moderating variables. Based on empiri-
cal relationships and literature review, as well as
Figure 1, the following research hypotheses are
built:

HI: Entrepreneurial leadership has a significant
effect on business performance.
H2: Entrepreneurial leadership has a significant

effect on innovative work behavior.
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Figure 1. Research framework

H3: Innovative work behavior has a significant

effect on business performance.
H4: Entrepreneurial leadership has a significant
effect on business performance with innova-
tive work behavior as a mediator.
H5:  Self-efficacy moderates the effect of entre-
preneurial leadership on innovative work
behavior.

2. METHOD

This study was conducted on MSMEs in Sidoarjo
Regency, Indonesia. Through hypotheses testing,
it seeks to explain the causal relationship between
the variables. The population includes 227 MSME
business owners in Sidoarjo Regency, Indonesia.
Purposive sampling was used to collect the sam-
ple, and the sample size was calculated using the
Slovin formula at 5%, resulting in 144 samples. The
sample size was considered representative. Data
were collected using a questionnaire instrument.
Variables were rated using a Likert scale with five
scales ranging from strongly disagree (score 1) to
strongly agree (score 5).

The research variables include entrepreneurial
leadership, innovative work behavior, self-effica-
cy, and business performance. Entrepreneurial
leadership entails an individual’s capacity to influ-
ence subordinates by implementing changes to en-
hance the company’s growth and adapting to mar-
ket trends by discovering effective methods for
imparting skills (Goossen, 2007). The indicators

http://dx.doi.org/10.21511/ppm.21(4).2023.24

include the ability to motivate, achievement-ori-
ented, persistent, visionary, innovative, risk-tak-
ing, and pro-active behavior. Individual behavior
that aims to reach the introduction stage is known
as innovative work behavior, which seeks to “in-
troduce new and valuable ideas, processes, prod-
ucts, or procedures in work, groups, or organiza-
tions” (De Jong & Den Hartog, 2010). Meanwhile,
the indicators in this study include opportuni-
ty exploration, idea generation, champion, and
applications.

Business performance measurement, as the actu-
al result of an organization, was done by compar-
ing it with the proposed goals and objectives (Ali,
2003), business performance is the capability of a
business to execute strategies for reaching organi-
zational objectives (Amoako et al., 2023). Business
performance indicators include sales production
growth, sales growth, profits, and product innova-
tion. Self-efficacy refers to an individual’s belief in
competence to perform tasks and fulfill responsi-
bilities effectively (Bandura, 1997). The indicators
are magnitude, generality, and strength.

Inferential statistics using SEM-PLS and Smart-
PLS 3 software are used for data analysis. The
goal is to investigate the direct and indirect effects
(mediation). Meanwhile, the moderation test ex-
amined self-efficacy’s role in strengthening entre-
preneurial leadership’s impact on innovative work
behavior. Loading factor > 0.7 is highly recom-
mended to determine convergent validity (Hair et
al., 2019). However, this study used a loading fac-
tor of > 0.5, so convergent validity was accepted
(Chin, 1998; Ghozali & Latan, 2015).
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3. RESULTS

The analysis was conducted on MSMEs in Sidoarjo,
especially targeting the bakery business. The bak-
ery business in Sidoarjo has an association group
that shares information and discusses existing
problems. Each bakery has unique characteris-
tics in the products they produce, offering various
product variants. Many similar companies now
have developed a demand that business owners
constantly innovate to make their businesses sur-
vive and compete because of the advantages they
create. The association group comprises 227 busi-

are female, which shows that the bakery business
is more attractive to women. The bakery business
in this study generally started from a preference
for baking. This baking hobby then developed in-
to a commercial bakery business that is not only
managed for the family. According to the number
of employees, most respondents, or 54.3%, have
two. Thus, this bakery business is a micro business
mainly managed by family members. However,
some entrepreneurs already have employees out-
side family members who help run the business.

Table 2. Convergent validity test

nesses as members. The participants in this study . Outer .
K R Indicator Item . : Information
consisted of both owners and employees of micro, : __lLoading
small, and medium businesses in Sidoarjo. The LJELLY i Acceptable
number of items determined by Solvin’s formula - EE; : ~~~2~C~C~ept~az:?m
. . Ent . cceptable
with a 5% error rate was 144. Only 103 question- nerepreneur i PIERE .
. d h dent’ - Leadership (E) | EL14 | 0O . Acceptable
nal'res were returned, so the respondent’s partici- Teas " Acceptable
pation rate was 71.53%. B R | Acceptable
Table 1. Respgndent demographics JIweLl ¢ ... Acceptable
Innovative Work Iwelz2 ;o i Acceptable
Demographic Behavior (IWB) JIwBL3 | .. Acceptable
Category item Frequency iPercentage _i.Iwel4 o i Acceptable
16 15.7% . JSELL 0 5. Acceptable
Gender 87 84 3% SRR s . Acceptable
. 45 43,7 LOEL3 G i.Acceptable
Fducation 58 56,3 BPL1  Acceptable
Length of 63 61.5% ..BPL2 ... Acceptable
business > 5year 40 38.5% Business LBPL3 f ... Acceptable
U Gy a0 med | peomeeen  ma 07 Accepte
Age 31-40year ¢ 37 35.7% ..BPL5 2.0 ..Acceptable
i > 40 year 26 25.7% BP16 Acceptable

Based on the age criteria of respondents in Table 1,
38.6% were aged 21-30, 35.7% were aged 31-40, and
25.7% were over 40. This shows that most respond-
ents are in their productive age range. In other words,
they can do the work they are responsible for more
optimally. Based on the latest education level, the da-
ta show that 43.7% of respondents are undergradu-
ate graduates, and 56.3% are junior high school grad-
uates. This finding indicates that there needs to be
higher education level among actors in micro, small,
and medium enterprises. Thus, the will and skills
take precedence over the status of education.

Judging from how long the business had been es-
tablished, it was found that the majority, or 61.4%
of the respondents, had managed their business
for five years. This shows that the bakery business
is still relatively new. Most respondents, or 84.3%,
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Table 2 shows that all constructs resulted in a load-
ing value of 0.6. It demonstrated that all constructs
were correct. The reliability of the constructs was
assessed using the AVE (average variance extracted)
and composite reliability tests. An AVE value of 0.50
or higher signifies that the construct meets the re-
liability criteria. Conversely, a composite reliability
value of 0.70 or above is considered highly reliable
(Ghozali & Latan, 2015). If an instrument measuring
data and the resulting data consistently produces the
same results every time a measurement is taken, the
instrument is reliable (Ferdinand, 2013; Hair et al.,
2019). The measurement model underwent assess-
ment through various tests, including average vari-
ance extracted (AVE), Cronbach’s Alpha (CA), and
composite reliability (CR). A construct is deemed re-
liable if the AVE exceeds 0.5 and Cronbach’s Alpha
surpasses 0.7.

http://dx.doi.org/10.21511/ppm.21(4).2023.24
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Variable AVE CR rho_A CA Description
EL ....0635 1. ...080 . ..0910 . 087 . Reliable
IWB 0.759 : 0.926 : 0.913 0.890 Reliable
SE 0608 1 080 . 0907 0705 Reliable
BP : 0.569 0.886 0.871 0.847 Reliable

Note: EL = Entrepreneur Leadership; IWB = Innovative Work Behavior; SE = Self-Efficacy; BP = Business Performance.

As per the findings presented in Table 3, the AVE
and Cronbach’s Alpha values exceeded 0.5 and 0.7,
respectively. Similarly, both composite reliability
and rho A were above 0.7. As a result, all of the
variables investigated are reliable. The predictive
relevance (Q2) value was calculated to be 0.5928 or
59.28%; these results indicate that the model is fea-
sible and possesses predictive value. The values ac-
count for the diversity of the data generated by the
variables studied by the PLS model to be 59.28%
and 40.72%, respectively, with the remainder
caused by variables not studied. Based on these
findings, the developed PLS model is effective, as
it can account for 59.28% of the total information.

The direct impact of entrepreneurial leadership
on business performance exhibited a t-statistic of
3.513 and a p-value of 0.000. Therefore, entrepre-
neurial leadership significantly affects business
performance. These results proved that entrepre-
neurial leadership directly and significantly af-
fected business performance. Business perfor-
mance will improve as entrepreneurial leadership
becomes better or more effective. In contrast, the
lower the business performance, the worse or
more ineffective the entrepreneurial leadership.

Table 4. Direct effect hypotheses testing results

Therefore, H1 is accepted: entrepreneurial leader-
ship significantly affects business performance.

The regression coeflicient produced a t-statistic of
13.097 and a p-value of 0.000. This result evidenc-
es entrepreneurial leadership’s exceptionally note-
worthy and consequential influence on innovative
work behavior. Better or more effective entrepre-
neurial leadership will increase innovative work
behavior and vice versa, whereas worse entrepre-
neurial leadership will reduce the performance of
creative work behavior. So, H2 is accepted: entre-
preneurial leadership significantly affects innova-
tive work behavior.

The path coefficient for the effect of innovative
work behavior on business performance was ob-
tained with a t-statistic of 2.770 and a p-value of
0.006, so innovative work behavior is declared to
affect business performance significantly. This
negative path coeflicient indicates that higher in-
novative work behavior will reduce business per-
formance and vice versa, whereas lower innovative
work behavior will improve business performance.
So, H3 is accepted: innovative work behavior sig-
nificantly affects entrepreneurial leadership.

Path
Variable .- t-statistic -value Description
coefficient P : P
.H1. Entrepreneurial Leadership -> Business Performance L0436 3.513 0000 Significant
.H2. Entrepreneurial Leadership - Innovative Work Behavior L0696 13.097 0000 ificant .
H3. Innovative Work Behavior - Business Performance —-0.358 2.770 0.006 Significant
Table 5. Mediation and moderation test
Variable : Path coefficient | t statistic p-value : Description
Mediation Test
H4.AEntrepreneur|a| Leadership = Innovative Work Behavior - ~0.249 7629 0.009 Significant
Business Performance :
Moderation Test
e+ - - - : :
H5. EL-SE*IWB -> Innovative Work Behavior = Business 0054 1458 0.145 ' Insignificant
Performance i

Note: EL = Entrepreneur Leadership; IWB = Innovative Work Behavior; SE = Self-Efficacy.
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Table 5 shows the findings of the mediation and
moderation analyses. The study found a t-statistic
of 2.629 and a p-value of 0.009 for the effect of en-
trepreneurial leadership on business performance,
with innovative work behavior as an intervening
variable. So, innovative work behavior mediates
the effect of entrepreneurial leadership on busi-
ness performance. Using the examination method,
the nature of the mediation correlation indicates
that it is partial mediation. Entrepreneurial lead-
ership will directly improve business performance
and innovative work behavior. Meanwhile, the
negative direction of the correlation explains that
better entrepreneurial leadership will increase
creative work behavior and reduce business per-
formance. According to this data analysis, H4 is
accepted: entrepreneurial leadership significant-
ly affects business performance with innovative
work behavior as a mediator.

The results of self-efficacy moderation testing on
the influence of entrepreneurial leadership on
innovative work behavior revealed a t-statistic of
1.458 and a p-value of 0.145; the results are insignif-
icant, indicating that self-efficacy does not mod-
erate the effect of entrepreneurial leadership on
innovative work behavior. In other words, H5 is
rejected.

4. DISCUSSION

The results of the path analysis study regarding
the impact of entrepreneurial leadership on busi-
ness performance in MSMEs indicate a notewor-
thy positive effect of entrepreneurial leadership on
business performance. Furthermore, better en-
trepreneurial leadership of business actors would
increase business performance. The results of the
study were corroborated by the findings of Al
Mamun et al. (2018), Wijaya and Harjanti (2013),
and Othumary Mgeni (2015). Micro-enterprises
necessitate entrepreneurial leadership, which can
positively and significantly impact business per-
formance. These findings further corroborate the
study results of Rahim et al. (2015); this statement
highlights the importance of comprehending the
relationship between entrepreneurial leadership
and business performance. SME owners can im-
prove business performance by adopting a better
entrepreneurial leadership style.

310

According to the test results, entrepreneurial
leadership significantly affects innovative work
behavior. Research findings consistently demon-
strate that entrepreneurial leadership enhances
employees’ innovative work behavior, supporting
Bagheri, Akbari, et al. (2022), Bagheri, Newman,
et al. (2022) and Malibari and Bajaba (2022).
Entrepreneurial leadership plays a vital role in
promoting innovative work behavior among em-
ployees. These findings also support that entre-
preneurial leadership promotes innovative work
behavior among employees. This suggests that
when MSME managers or leaders encourage and
support part of the company to think creatively,
take risks, motivate, be visionary, and generate
new ideas, it positively impacts the innovative
work behavior of MSME employees. This find-
ing demonstrates the importance of organiza-
tional leaders, especially in MSMEs, who adopt
entrepreneurial leadership and will contribute
significantly to employees who constantly in-
novate in work and tasks in their organizations.
Entrepreneurial leadership is becoming increas-
ingly important for organizations seeking to
maintain competitiveness and adaptability in a
volatile and evolving business environment.

Further findings show that innovative work be-
havior affects business performance significantly.
This result implies that a workforce implementing
innovative work behavior will contribute to the
organization’s business performance. These find-
ings support Almaududi Ausat et al. (2021) and
Jankelova et al. (2021) that innovative work be-
havior significantly positively affects business per-
formance. Organizational performance depends
on innovation because it allows them to respond
quickly to market changes and remain competi-
tive (Almaududi Ausat et al., 2021; Farrukh et al,,
2023). These findings indicate that when employ-
ees engage in innovative work behaviors by gener-
ating new ideas, solving problems creatively, and
taking the initiative, this would positively im-
pact MSMEs’ business performance. Moreover, in
MSMEs, product output is needed, incredibly crea-
tive and contemporary. Innovative work behaviors
contribute to organizational success by encourag-
ing adaptability, competitiveness, growth, and ex-
istence. These findings highlight that it is essential
for MSME:s to foster a culture that encourages and
supports innovation in their workforce.

http://dx.doi.org/10.21511/ppm.21(4).2023.24



The influence of entrepreneurial leadership on
business performance, with innovative work be-
havior as a mediating factor, produced noteworthy
results. These results indicate that the higher the
quality or effectiveness of entrepreneurial leader-
ship, the more pronounced the innovative work be-
havior becomes. These results support Javed et al.
(2018) and Akbari et al. (2021) that entrepreneuri-
al leadership will encourage someone to show in-
novative behavior at work. Entrepreneurial leader-
ship significantly provokes and enhances innova-
tive work behavior (Bagheri, 2017). Other findings
revealed that innovative work behavior does have
a negative impact on business performance. This
correlation means that better innovative behav-
ior would reduce business performance. The re-
sult is similar to the opinion of Naranjo-Valencia
et al. (2016), who mentioned that the company is
a critical factor influencing a company’s success,
particularly in today’s more competitive market
conditions. However, such behavior also depends
on the cultural values developed by the company.
Certain types of culture can foster innovation and
improve business performance but can also hin-
der company performance. The adhocratic culture
encourages innovation and produces the best per-
formance, while the hierarchical culture will have
a negative influence and reduce performance. The
findings of this study differ from those of Leong
and Rasli (2014), who found that innovative work
behavior significantly affects performance.

The importance of innovative work behavior me-
diating between entrepreneurial leadership and

Problems and Perspectives in Management, Volume 21, Issue 4, 2023

business performance cannot be overstated. Better
entrepreneurial leadership will increase creative
work behavior, ultimately impacting business per-
formance. The intervening variable, partial me-
diation, indicated that entrepreneurial leadership
directly improves business performance and in-
novative work behavior and affects business per-
formance. This study’s findings support Sawaean
and Ali (2020), who demonstrated that innovation
mediates entrepreneurial leadership’s effect on or-
ganizational performance. Bagheri (2017) found
that entrepreneurial behavior increased work in-
novative behavior to produce higher performance.

Research findings on entrepreneurial leadership’s
impact on business performance with self-efficacy
moderation show insignificant results, implying
that self-assurance cannot strengthen entrepre-
neurial leadership’s enhancement of innovative
work behavior. This is different from Mehmood
et al. (2020), Bagheri, Newman, et al. (2022), and
Akbari et al. (2021), who demonstrate the impor-
tance of self-efficacy in the connection between
entrepreneurial leadership and innovative work
behavior. Another finding (Li et al., 2020) is that
entrepreneurial self-efficacy moderates the corre-
lation between entrepreneurial leadership and in-
novative employee behavior. This study does not
prove that self-efficacy impacts MSME business
performance. When MSMEs have leaders who
adopt entrepreneurial leadership, this is more in-
strumental in contributing to employee work in-
novative behavior without the need to moderate
self-efficacy.

CONCLUSION

This study examined how entrepreneurial leadership affects business performance, considering innova-
tive work behavior as an intervening variable and self-efficacy as a moderating factor. The result shows
that entrepreneurial leadership affects business performance; innovative work behavior mediates the
effect of entrepreneurial leadership on business performance; and self-efficacy does not moderate the ef-
fect of entrepreneurial leadership on innovative work behavior. The greater the leader’s entrepreneurial
leadership, the more it will improve business performance. Innovative work behavior is vital in influ-
encing entrepreneurial leadership and business performance.

This study provides critical practical implications in micro, small, and medium enterprises, especially
entrepreneurial leadership’s importance in improving business performance and innovative work be-
havior. It takes a leader with an entrepreneurial spirit for an MSME so that innovating behavior con-
tinues to be encouraged and that business performance is more optimal. It is vital to note that MSME
leaders need entrepreneurial leadership so that employees constantly improve their innovative work
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behavior to compete. An entrepreneur must have strong motivation or personality traits to deal with
various changes that may occur. In this study, self-efficacy could not strengthen entrepreneurial leader-
ship’s influence on business performance.

Other factors, such as supporting existing organizational culture, must be considered in the correla-
tion between innovative behavior and business performance. Therefore, it is recommended for further
researchers to add organizational culture variables, especially the type of corporate culture needed for
innovative work behavior to improve performance. This study’s respondents came from various educa-
tional backgrounds (dominated by junior high school and undergraduate as the last education). For this
reason, further research should consider respondent characteristics by adding employee performance
factors and education levels as control variables.
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