Proceeding of The International Conference on Business and Economics
Vol.2, No.1 January - June 2024

e-ISSN: 2963-4733; p-ISSN: 2963-9794, Page 14-24

DOI : https://doi.org/10.56444 /icbeuntagsmg.v2i1.1530

P
OPEN " ACCESS

Do Financial Access, Digitalization Adoption, Innovation, and Market
Orientation Influence Business Performance of Micro-Small Enterprises?

Ida Puspitowati
Faculty of Economics and Business, Universitas Tarumanagara, Jakarta
Email: idap@fe.untar.ac.id

Carunia Mulya Firdausy
Faculty of Economics and Business, Universitas Tarumanagara, Jakarta
Email: cmfirdausy@gmail.com

Sarwo Edy Handoyo
Faculty of Economics and Business, Universitas Tarumanagara, Jakarta
Email: sarwoh@fe.untar.ac.id

Corresponding author: idap@fe.untar.ac.id

Abstract. The improvement of performance for Micro and Small Enterprises (MSES) is a must to achieve business
performance growth. To achieve business performance successfully, the MSEs partly need to investigate factors
that influence it. This study aims to examine whether or not financial access, digitalization adoption, product
innovation, and market orientation influence MSEs' business performance. The source of data was obtained by
distributing questionnaires to 135 women who engaged in MSEs in Belitung Regency as one of the main locations
of women MSEs in Indonesia. These data were then analyzed statistically by applying the Partial Least Square-
Structural Equation Modeling (PLS-SEM. The main findings of this research are: (i) the path coefficient of the
variables financial access, product innovation, and market orientation has a positive and significant effect, (ii)
the path coefficient of digitalization adoption has a positive but not significant effect on MSE business
performance. The results of this research provide input for women's MSEs in Belitung Regency to be able to
improve their market orientation to overcome marketing obstacles that may be experienced and to improve the
business performance of women's MSEs in Belitung Regency.
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INTRODUCTION

Through the Analysis of Advanced SE2016 Results, Potential for Improving the
Performance of Indonesian Micro and Small Enterprises (BPS, 2019), data obtained shows that
MSEs still dominate the business world, with 26 million businesses or 98.68 percent of the
total non-agricultural businesses which are able to absorb 73.33 percent of the total non-
agricultural businesses. However, apart from their advantages in absorbing labor, MSEs have
other limitations, such as problems with access to finance, marketing, human resources, and
technological limitations. Efforts to improve the performance of MSEs in Indonesia related to
the development of MSMEs in order to strengthen the resilience and revival of the national
economy include strategies for expanding financial access and literacy, as well as increasing
access to financing. (Bank Indonesia, 2024). The strategy implemented by Bank Indonesia

shows one of the efforts to develop MSEs, especially related to the issue of financial access.

Received: March 14, 2024; Accepted: April 30, 2024, Published: June 30, 2024
* Ida Puspitowati idap @fe.untar.ac.id



https://doi.org/10.56444/icbeuntagsmg.v2i1.1530
mailto:idap@fe.untar.ac.id
mailto:idap@fe.untar.ac.id
mailto:cmfirdausy@gmail.com
mailto:sarwoh@fe.untar.ac.id
mailto:idap@fe.untar.ac.id

Do Financial Access, Digitalization Adoption, Innovation, and Market Orientation Influence Business
Performance of Micro-Small Enterprises?

Apart from that, efforts are also made to develop the transformation of MSMEs to make them
ascend in class.

This research focuses on MSEs, where almost 98 percent of all the MSMEs in Indonesia
were dominated by Micro Enterprises in 2018, so that the obstacles faced by MSMEs are also
the obstacles faced by Micro Enterprises (Tambunan, 2021). The improvement of MSEs
performance carried out by business actors and policy makers not only can be done by
encouraging factors that play a role in business performance, but also as an effort to overcome
the limitations or obstacles faced by MSEs.

Micro and Small Enterprises in the industrial sector, as per BPS data on Micro and Small
industrial Enterprises, are mostly located in Central Java Province, amounting to 892,108
businesses (BPS, 2023). Even though Central Java dominates, government of Belitung
Regency, part of the Bangka Belitung Islands Province, encourages micro and small industrial
businesses through various activities for MSEs, such as various training, meetings, exhibitions
and competitions for MSEs. Based on BPS data (2023), around 44.07 percent of MSEs in the
industrial sector (as micro and small industries, or IMK) are recorded as being managed single-
handedly, where the business owner is also the only worker, dominated by women accounted
to 70.26 percent. Furthermore, business performance research was conducted on MSEs owned
by women (here in after referred to as women's MSEs) in Belitung Regency.

The problem of obstacles towards performance in the form of access to finance,
marketing, human resources, technological limitations in MSEs in Indonesia, are not much
different from the problems experienced by other countries. For example, obstacles to access
to finance, especially for MSEs in India in Biswas (2014) research, limited capital is due to
difficulty in accessing finance from banks in China (Nguyen, 2017). Limited financial access
from MSE owners sides, including the absence of assets as collateral and limited financial
reports, as is the case with MSEs in Indonesia (Tambunan, 2018).

Previous research on the influence of financial access on business performance has a
positive and significant effect (Agyemang & Ansong, 2016; Turyakira et al., 2019; Prijadi et
al., 2020; Khan et al.,2022; Jha & Alam, 2022). This is possible because funding is very
necessary for MSEs to improve their business performance, so financial access is very
important for MSE activities, even though financial access is an obstacle for MSEs in various
countries. Therefore, for MSEs and policy makers to be able to encourage MSEs improve their
business performance, it is necessary to re-examine the influence of financial access on

business performance.
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Innovation is a necessary factor for business activities in an effort to improve
performance, either through product, process or organizational innovation. Byukusenge et al.
(2021) research shows the business performance and failure of SMEs in Rwanda. Product
innovation is a form of innovation that plays a more important role in business performance
compared to process and organizational innovation (Le et al., 2023; Na & Kang, 2019). Several
studies on the influence of innovation towards business performance have obtained positive
and significant results (Lee & Falahat, 2019; Herman et al., 2018; Khan et al., 2022; Agyapong
et al., 2018). However on Issau et al. (2021) research, the result obtained was that product
innovation had a positive but not significant effect on business performance.

Apart from the innovative actions required by business owners, market orientation is one
of the factors that contributes to business performance (Buli, 2017; Herman et al., 2018;
Lekmat et al., 2018; Kolbe et al., 2022; Khan & Bashir, 2020). In several of these studies,
results were obtained that there was a positive and significant influence of market orientation
on business performance.

The era of digitalization 4.0 with the ease of information and communication technology
helps businesses in relation to communication with customers, with distributors or changing
the way they promote and sell products (Tambunan, 2021). In reality, MSEs still experience
limitations in the use of technology, which becomes an obstacle in efforts to improve their
business performance. This research will examine the effect of digitalization adoption on
business performance, where most of the digitalization adoption research is related to
digitalization adoption intentions, while studies on the influence of digitalization on business
performance are still limited. Research on digitalization adoption on business performance
carried out by Chen &Kim (2023) obtain positive and significant influence, while other studies
obtained positive but not significant results (Lee & Falahat, 2019).

Based on several obstacles faced by MSEs in Indonesia, as well as MSEs in Belitung
Regency, while it is necessary to improve the performance of MSEs so that their contribution
to the economy is greater, this research will examine several factors related to several obstacles
through financial access, adoption of digitalization, innovation product and market orientation
on the performance of women's MSEs in Belitung Regency. Apart from that, different results
are still obtained regarding the influence of digitalization adoption in the digitalization era. It

is interesting to test the effect of digitalization adoption on business performance.
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LITERATURE REVIEW
Empirical Review and Hypothesis Development
Financial access and business performance

Turyakira et al. (2019) research with a sample of 384 SMEs in Kampala, Uganda, to see
the effect of financial access on business performance, the results showed that financial access
had a positive and significant effect on business performance. Same results were obtained in
the research carried out by Khan et al. (2022) on 294 manufacturing companies in Pakistan.
Furthermore, the hypothesis of this research is as follows.
H1 : Financial access has a positive effect on the business performance of women's MSEs in
Belitung Regency.
Digitalization adoption and business performance

Several studies on digitalization adoption on performance are the basis for the hypothesis
in this research. Chen dan Kim (2023), in research with a sample of 16,519 companies through
the China Stock Market and Accounting Research Database (CSMAR), the adoption of
digitalization has a positive and significant effect on business performance, the same results
were obtained in the research of Shah et al. (2024), on 396 companies in Pakistan. Meanwhile,
research by Lee dan Falahat (2019), on 143 SMEs in Malaysia, the adoption of digitalization
had a positive but not significant effect. Furthermore, the hypothesis of this research is as
follows.
H2 : The adoption of digitalization has a positive effect on the performance of women's MSEs
in Belitung Regency.
Product innovation and business performance

Le et al. (2023) research on a survey of 2500 manufacturing SMEs in Vietnam, obtain
result of product innovation play an important role in improving business performance in
Vietnam. Research on 153 SMEs in Batam, Indonesia (Herman et al., 2018), product
innovation has a positive and significant effect on business performance. Furthermore, the
hypothesis of this research is as follows.
H3 : Product innovation has a positive effect on the business performance of women's MSEs
in Belitung Regency.
Market orientation and business performance

Research on 171 SME owners in Ethiopia (Buli, 2017), show that market orientation has
a positive and significant effect on business performance. The same results were obtained in
the research of Lekmat et al. (2018) on 405 SMEs in the service and retail sectors in Thailand.
Meanwhile research by Ali et al. (2020), In research conducted on 393 SMEs in the Kingdom
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of Saudi Arabia, market orientation had a positive but not significant effect on business
performance.

Furthermore, the hypothesis of this research is as follows.

H4 : Market orientation has a positive effect on the business performance of women's MSEs in
Belitung Regency.

Based on several studies as the basis for this hypothesis, the research model can be seen in the

following picture.

Adoption of
digitalization

Business
performance

Market
Orientation

Figure 1. Research Model

RESEARCH METHODS

This research uses a quantitative research model, with a survey questionnaire to collect
data. Respondents were selected using purposive sampling, where the respondents in this study
were MSEs owned by women in Belitung Regency who are engaged in the processing industry
sector and had been active for at least 1.5 years. The number of samples in this study was 135.
The questions in the questionnaire are based on indicators from the variables financial access,
digitalization adoption, product innovation, market orientation and business performance
adopted from previous research (Azam, 2015; Karabulut, 2015; Lu & Zhang, 2016; Buli, 2017,
Agyapong et al., 2018; Prijadi, 2020; Issau et al., 2021). The indicators for each variable are
measured using a Likert scale with a range of 1-6, where one (strongly disagree) to six (strongly
agree).

Data obtained from the collected questionnaires are analyzed using variance-based SEM
via Partial Least Square-Structural Equation Modeling (PLS-SEM). The data in this study was
processed using the SmartPLS version 4.0. Before testing, a validity test analysis and reliability

test are carried out. After that, the R2 test and path coefficient estimation were carried out.
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FINDINGS AND DISCUSSION
Validity and Reliability
Convergent validity is measured through indicators with outer loadings values >0.5, and
for average variance extracted (AVE) above 0.5 so that a variable is declared convergently
valid (Sekaran & Bougie, 2016).
Table 1. Validity and Reliability Test Results

. . Composite | Cronbach’s
Variable Indicator AVE Note Reliability Alpha Note
Financial 0.642 valid 0.932 0.918 Reliable
Access 8
Adoption of . .
Digitglization 14 0.761 Valid 0.976 0.976 Reliable
Product 5 0,708 Valid 0,902 0,897 Reliable
Innovation
Market 6 0,738 Valid 0,937 0,927 Reliable
Orientation
Business 8 0,697 Valid 0,941 0,938 Reliable
Performance

Source: Smart PLS 4.0
Table 2 below shows the adjusted R2, this shows that 64.8% of the proportion of MSE
performance variables is explained by financial access, digitalization adoption, product
innovation and market orientation.

Table 2. Coefficient of Determination

Variable
MSE Performance

Source: Smart PLS 4.0

In this study, t-statistics significance values were greater than 1.96 or p-values were

Adjusted R-Square Value
0.648

smaller than alpha 0.05, indicating that hypothesis testing was supported and had a relationship,
which is significant.
Table 3. Hypothesis Test Results

Hypothesis Original Sample p- values Conclusion
H1: Financial access = Business 0.294 0.000 Supported
performance
H,: Adopt digitalization = Business 0.070 0.504 Not supported
performance
Hs: Product innovation - Business 0.284 0.000 Supported
performance
Ha4: Market orientation > Business 0.370 0.000 Supported
performance
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Discussion

Testing hypothesis 1, results were obtained where financial access had a positive and
significant effect on the business performance of women's MSEs in Belitung Regency. The
results of this study are in line with several previous studies (Agyemang & Ansong, 2016;
Turyakira et al., 2019; Khan et al., 2022; Jha & Alam, 2022). Financial access has a positive
and significant effect on the performance of women's MSEs in Belitung Regency, showing that
financial access plays a very important role in the performance of women's MSEs in Belitung
Regency. Even though financial access is one of the obstacles for MSEs in Indonesia and in
the Bangka Belitung Islands Province, financial access in Belitung Regency is very easy to
obtain for female MSEs in Belitung Regency, which is demonstrated by the availability of
funding sources both from bank financial institutions and in the form of business assistance
from several agencies, making it easy for business owners to get financial access to improve
business performance.

In this research, data was obtained where the source of financing for women's MSEs in
Belitung Regency is mostly personal funds, the use of MSE funding sources from banking
institutions or assistance funds from agencies, has not been widely utilized. This situation is
possible, among other things, sufficient funds from personal sources, or according to opinion
from Tambunan (2021) because the procedures are considered complicated by business
owners, the availability of financial reports that are not in accordance with the requirements of
banking institutions, the perception of business owners about complicated procedures. The
results of this research on the influence of financial access on the business performance of
women's MSEs in Belitung Regency, can be input for policy makers related to MSEs and
MSMEs in Belitung Regency, to provide financial literacy, which can encourage MSEs to take
advantage of financial access in Belitung Regency.

In the results of testing the second hypothesis, results were obtained where the adoption
of digitalization had a positive but not significant effect on the business performance of
women's MSEs in Belitung Regency. These results are not in line with previous research from
Chen dan Kim (2023) and Shah et al. (2024), but in line with several previous studies (Azam,
2015; Lee dan Falahat, 2019). The two groups of research results show that the use of
technology and digitalization in the 4.0 era in various aspects still get different results.

The results of this research illustrate the paradox of technological progress which should
be able to encourage business performance, but in reality, technological progress has not shown
a real role in improving business performance. Limited use of the internet does not support

business activities much, due to lack of knowledge of using this technology for business
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activities, even though information and communication technology can actually change many
things in business (Tambunan, 2021). Relevant agencies can provide training to MSEs to
improve human resource skills in utilizing technological and information developments to
improve business performance.

The results of testing product innovation on the business performance of women's MSEs
in Belitung Regency have a positive and significant effect. These results are in line with
previous research (Herman et al., 2018; Agyapong et al., 2018; Lee & Falahat, 2019; Khan et
al., 2022). This shows that product innovation, as a form of innovation carried out by female
MSEs in Belitung Regency, can improve their business performance, when MSEs innovate.

Based on research results, the influence of product innovation on the business
performance of women's MSEs in Belitung Regency, this can be input for relevant agencies in
Belitung Regency in providing training related to understanding and developing product
innovation that can be carried out by business owners, so that Belitung Regency women's MSEs
can develop forms of product innovation from some of the knowledge from training.

Testing the final hypothesis, the influence of market orientation on the business
performance of women's MSEs in Belitung Regency, has a positive and significant effect. The
results of this test are in line with several previous studies, where market orientation has a
positive and significant effect (Zhang & Zhu, 2016; Buli, 2017; Lekmat et al., 2018; Herman et
al., 2018; Aliyu et al., 2019; Khan & Basir, 2020). Of the several variables that influence
business performance in this research, market orientation has the greatest role, with an original

sample of 0.370.

CONCLUSION AND RECOMMENDATION

Based on the four hypotheses proposed in this research, three hypotheses are supported,
namely the influence of financial access on MSE business performance, the influence of
product innovation on MSE business performance, and the influence of market orientation on
business performance. Meanwhile, one hypothesis was not supported, namely the effect of
digitalization adoption on business performance. From the results of supported hypothesis
testing, it can be used as input for relevant agencies in making policies related to efforts to
improve business performance for MSEs in Belitung Regency, where related to business
performance, MSEs experience obstacles including access to finance, human resources,
marketing and technology.

Technological constraints, in the perspective of digitalization adoption in this research,
obtained test results that were not supported. In the current era of digitalization, the results of
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testing the effect of digitalization adoption on performance show a paradox, where
communication and information technology in reality has not been able to encourage business
performance, due to the constraints of limited knowledge and human resources. Therefore, the
government and related agencies can take policies in the form of increasing the knowledge and
skills of human resources, through training to be able to utilize communication and information
technology for the development of business activities.

This research still has limitations, where the research is still limited to women's MSEs in
Belitung Regency. Furthermore, for future research, it can be expanded to research for all
MSEs, both male and female, as well as comparing these genders, so that it can provide more
complete input for policy makers in the local area. In addition, further research needs to be

carried out regarding the adoption of digitalization.
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