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Lampung is one of the provinces that makes a major contribution to 

the Indonesian economy. The aim was to investigate the relationship 

between financial literacy and risk aversion on financial performance 

with innovative behavior as the mediating variable. The population 

were the SMEs in Lampung and a sample of 284 were selected. 

Structural equation modeling was used to test the research hypothesis. 

The research findings show that financial literacy had a positive direct 

effect on financial performance (β = .27, p = .006), risk aversion had a 

positive direct effect on financial performance (β = .21, p = .000), risk 

aversion, which had a positive direct effect on innovative behavior (β 

= .16, p = .005). Financial literacy was found to had a positive direct 

effect on innovative behavior (β = .73, p = .000); and innovative 

behavior had a positive direct effect on financial performance (β = .39, 

p = .000). When innovative behavior entered the relationship between 

financial literacy and financial performance, the direct effect (β = .04, 

p = .000) was significant.  When innovative behavior was introduced 

into the link between risk aversion and financial success, the direct 

effect was significant (β = .34, p = .01). As a result, innovative 

behavior is regarded as a moderator of financial literacy and risk 

aversion on financial performance. This study elaborates on the ways 

that SME owners can improve their financial success by enhancing 

their financial literacy and embracing innovative behaviors that will 

ultimately benefit their business. 

Article Information   

Received: 12.12.22 

Revised: 12.2.23 

Accepted for initial review: 14.2.23 
 

Keywords  

Financial literacy, risk aversion, 

financial performance, innovative 

behavior 

 

Small and medium enterprises (SMEs) in Indonesia have a major and crucial contribution to the 

Indonesian economy (Laila et al., 2023). One of the contributions made by SMEs is that they are able to 

absorb around 75.33% of the total non-agricultural workforce (BPS - Statistics Indonesia, 2019). One of 

the contributors to this contribution is Lampung Province (Setyaningrum et al., 2019; Yuniati et al., 2023). 

However, despite their enormous and vital contribution to the Indonesian economy, SMEs face many 

obstacles, such as the limited number of employees (Cardon & Stevens, 2004; Coetzer et al., 2019), lack of 

company structure, small management, inadequate organization, lack of risk management (Lavastre et al., 

2012), and lack of working capital (Nasrallah & El Khoury, 2022). However, given the various barriers 

already in place, SMEs must continue to grow. Based on the results of previous studies (Wahyono & 

Hutahayan, 2021), the development of a company can be seen from the company's performance, in which 
external parties will evaluate the ability of SMEs based on their performance (Rosli & Sidek, 2013). This 

statement implies that performance can be likened to a mirror for the company. In general, little is known 

about how managers experience difficulties maintaining SME performance. There are many risks they must 

take to achieve good performance. 
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Researchers have paid increasing attention to the relationship between risk and performance 

(Rahaman et al., 2021; Salleh et al., 2021; Wiklund & Shepherd, 2005). Risks must be managed since they 

can sometimes completely collapse an enterprise. The goal of risk management is to minimize or manage 

risk so that the organization can survive. At certain times, SME owners are faced with how they manage 

company finances (Wong et al., 2018). Including choosing to avoid the risk or choose the risk  (Kang et al., 

2022) and it turns out the company frequently choose to take certain risks because they recognize the 

potential benefits tied to the risks (Rahaman et al., 2021). Other research (Rahaman et al., 2021; Rauch et 

al., 2009) found that risk-taking has a positive relationship with performance. It is important to understand 

the concept of risk and the approach used by managers or business owners towards a risk (Meroño-Cerdán 

et al., 2018). Managers or business owners who avoid risk are usually motivated by their business's safety, 

while risk-oriented managers are generally motivated by opportunities (Lopes, 1995). As a result, small 

business owners typically take on less risk than other business owners, which results in lower rates of return 

(González L. et al., 2021).  

 

Owner of SMEs may choose to take risks and accept lower short-term performance (Dolz et al., 

2019). This condition motivates them to aim for a long-term vision of the company that can make a positive 

contribution to the company's performance. Meanwhile, intense competition requires small and medium 

enterprises to reconsider their competitive position (Mawardi et al., 2020), including through innovation 

(Rosli & Sidek, 2013). Modern management theory has put forward the importance of managerial including 

the encouragement of innovative behavior to improve financial performance (Nicholson-Crotty et al., 

2017). This means that innovation is crucial for SME to maintain their market position and strengthen 

performance levels  and  to achieve competitive advantage (Helmy et al., 2019; Mustafa & Yaakub, 2018). 

However, being innovative is difficult for SMEs, even if they quickly adapt their resources to respond to 

environmental and business demands. Otherwise, SMEs face negative performance risks if they do not 

adopt innovation (Mustafa & Yaakub, 2018). Previous research (Carney et al., 2019), revealed that research 

on small company innovation has opened up interesting new areas of investigation. 

 

Although it is important to research, there is still little research exploring risk aversion and financial 

performance in one model (Meroño et al., 2018). In fact, innovation activities can enable small business to 

survive in dramatic changes of the external environment (Leppäaho & Ritala, 2022). Researchers have 

mostly conducted research that examines the relationship between risk aversion and financial performance 

with mediating variables, reliability on guanxi activities (Hoppe et al., 2017), risk aversion with stock 

market volatility using various risk aversion measures (Dai & Chang, 2021), innovation ability, risk 

aversion and leadership persistence (Leppäaho & Ritala, 2022), institutional ownership, financial 

performance, institutional myopia and risk aversion (Zeb et al., 2021). For this reason, this research go 

beyond by discussing financial literacy in a research model with risk aversion and company performance, 

in the context of SMEs. 

 

In addition to innovation, SME managers or owners must have confidence in their financial 

decisions, psychological empowerment, knowledge sharing, and innovative behavior for growth and 

development (Helmy et al., 2019). Managers or owners who do not have the necessary financial knowledge 

of their company's finances will lack the skills needed to direct the company's financial matters (Tuffour & 

Barnor, 2019). Financial literacy has been identified as an important component as a form of better 

investment risk management, and better and greater access to finance to intensify company growth and 

company performance (Alharbi et al., 2022). The existence of financial literacy can also be used as a way 

to reduce negative innovation results towards more positive innovations (Nohong et al., 2019; Wahyono & 

Hutahayan, 2021). It has been established that financial literacy significantly affects the success or failure 

of a small business. However, the exact effect of financial literacy on the performance of small-scale 

enterprises has yet to be fully identified (Tuffour et al., 2020), hence this research is needed.  
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Although it is important to research, there is still little research exploring risk aversion and financial 

performance in one model (Meroño et al., 2018). In fact, innovation activities can enable small business to 

survive in dramatic changes of the external environment (Leppäaho & Ritala, 2022). Researchers have 

mostly conducted research that examines the relationship between risk aversion and financial performance 

with mediating variables, reliability on guanxi activities (Hoppe et al., 2017), risk aversion with stock 

market volatility using various risk aversion measures (Dai & Chang, 2021), innovation ability, risk 

aversion and leadership persistence (Leppäaho & Ritala, 2022), institutional ownership, financial 

performance, institutional myopia and risk aversion (Zeb et al., 2021). For this reason, this research go 

beyond by discussing financial literacy in a research model with risk aversion and company performance, 

in the context of SMEs. 

 

Seeing the large contribution of the SME sector in Lampung to the economy, the competitiveness 

and development of SME must be sustainable from time to time. However, lately SME Lampung has 

experienced a decline in development so that it has a direct impact on the economic income of SME (Yuniati 

et al., 2023). It is very important for SME owners to have sustainable innovative behavior to achieve 

competitive advantage (Helmy et al., 2019) and improve financial performance. Finally, based on the 

arguments accompanied by the references above, this study was designed to provide several contributions 

to expand previous research. First, this study provides a clear understanding of the effect of financial 

literacy and risk aversion on the financial performance of SMEs. Second, this study attempts to address the 

limitations of previous research by investigating the function of innovative behavior as a mediator in 

enhancing the financial performance of SMEs. Furthermore, the purpose of this study is to assess the impact 

of innovative behavior as a mediator on SMEs' views of financial literacy, risk aversion, and financial 

performance in Indonesia. 

 

Literature Review 

 

Financial performance reflects management effectiveness and efficiency in making use of a 

company’s resources (Orobia et al., 2020). Entrepreneurship theory by Acs et al. (2009) is a concept that is 

commonly used to explain how organizations might use information and available resources to generate 

innovations that benefit their businesses. This theory explains the role of the individual in the organization. 

According to this view, entrepreneurship is an individual response, particularly by business owners, to the 

opportunities generated by the mass availability of information, so that an entrepreneur can utilize his 

expertise to innovate and improve the financial performance of the organization. This section consists 

concepts about socioemotional wealth and the development of hypotheses between study variables, such as 

an relationship between financial literacy and financial performance, the relationship between risk aversion 

and financial performance, the relationship between risk aversion and innovative behaviour, the relationship 

between financial literacy and innovative behaviour, the relationship between innovative behaviour and 

financial performance, and the relationship between financial literacy, risk aversion, innovative behaviour, 

and financial performance. 

 

Entrepreneurship 

The theory of entrepreneurship suggests that the development of information can expand the scope 

of corporate innovation (Khursheed et al., 2021). This information can arise due to information coming out 

of large companies or information about the strategies used by new entrepreneurs. With this information, 

SME owners can maximize their resources to make innovations for their companies. In addition, in running 

a business, an entrepreneur needs adequate knowledge and ability to raise external financial capital (Block 

et al., 2013). Previous literature has shown that financial literacy assists business owners in managing the 

company's financial capital effectively, thereby increasing their performance (Diéguez-Soto et al., 2022). 

Financial literacy capabilities help SME owners manage information to support the creation of innovations 

for companies that ultimately improve company performance. Based on this, researchers use this theory as 

a basis for building relationships between financial literacy, innovative behavior, and financial performance. 
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Socio-Emotional Wealth 
There are similarities in characteristics between SME and family businesses (Bertschi-Michel et al., 

2019; Di Toma, 2020; Gamble et al., 2021), so researchers apply social-emotional wealth (SEW) as the 
basic theory in this study. Socio-emotional wealth (SEW) is considered a unique factor that describes the 
company's non-economic goals in order to maintain the stability of small businesses (Holt et al., 2018; 
Yadav, 2021). Previous studies have proven that SEW is related to risk aversion (Baixauli-Soler et al., 
2021). This is reinforced (Gómez-Mejía et al., 2007) that SEW can be used to avoid company losses. In 
small businesses, risk avoidance of SEW is prioritized over risk avoidance of financial loss (Berrone et al., 
2012; Gómez-Mejía et al., 2007). In addition to risk aversion, it turns out that SEW is related to innovation 
decisions that are beneficial to companies (Filser et al., 2018; Weimann et al., 2020), which ultimately 
improve financial performance (Gottardo & Moisello, 2015). In line with this, previous research found that 
SEW can explain the relationship between innovation and firm performance (Meroño-Cerdán et al., 2018; 
Patel & Chrisman, 2014). 

 

Financial Literacy and Financial Performance 

Lin and Bates (2022) describe financial literacy as a person's fundamental understanding of debt 
management. Financial literacy is the ability to make sound financial decisions (Tumba et al., 2022). 
Financial literacy is crucial for educating individuals in recognizing financial behaviors that encourage 
good financial resource management, internal and external (Shaferi et al., 2018; Tumba et al., 2022). It 
allows business owners or managers to understand essential financial concepts such as interest rates, risk, 
return on investment, inflation, and investment diversification. Meanwhile, a lack of financial literacy leads 
to poor investment choices ( Bianchi, 2018; Shaik et al., 2022). 

 

Previous research has linked financial literacy with financial performance. Financial performance 
is defined as the evaluation and interpretation of the company's financial position and operations which 
involve comparisons and interpretations of accounting data (Bag & Omrane, 2022; Eljelly, 2004). 
Meanwhile, the purpose of financial analysis is to diagnose the information in financial statements to assess 
a company's profitability and financial health (Dalayeen, 2017). Financial literacy has been demonstrated 
to have a significant positive effect on a company's financial performance because companies with access 
to financial information will invest in more profitable businesses (Agyei, 2018; Wibowo, 2015). The better 
the financial literacy, the higher the opportunity to improve financial performance (Sohilauw et al., 2020). 
By using (financial) knowledge and knowledge of calculating loan interest rates, SME owners can be 
selective in finding sources of business capital to run their businesses, ultimately improving their financial 
performance. Conversely, a lack of financial literacy can limit access to financial resources, and a lack of 
investment knowledge can limit financial performance (Diéguez-Soto et al., 2022). Therefore, this research 
proposed the following hypothesis:  
 

H1: Financial literacy of SME owners has a positive effect on the financial performance of SMEs. 
 

Risk Aversion and Financial Performance 

Risk aversion in the economic and financial context is a person's tendency to choose results with 

low uncertainty over results with high uncertainty (Vernengo et al., 2020). Risk aversion is the term used 

to describe a person's tendency to prefer situations with more predictable but possibly lower outcomes over 

those with highly unpredictable but potentially higher outcomes. Several studies have examined risk 

aversion in the scope of small business (González et al., 2013; Hiebl, 2012; Ibáñez, 2021) and associated it 

with financial performance (Meroño-Cerdán et al., 2018; Ogalo, 2019; Upadhyay et al., 2017). Prior 

research (Lopes, 1995; Nyanga & Chindanya, 2021) explains that the motivation of managers or small 

business owners in carrying out risk aversion is generally motivated by the safety of their business. SMEs 

tend to avoid losses by maintaining their socio-emotional wealth, causing them to be risk-averse when it 

comes to business opportunities (Carney et al., 2015; Kempers et al., 2018; Meroño-Cerdán et al., 2018), 

which will affect their financial performance. Previous research has demonstrated a relationship between 

small business owners aversion to risk and their financial performance (Meroño-Cerdán et al., 2018). Thus, 

the second hypothesis is developed as follows:  
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H2: Risk aversion of SME owners has a positive effect on the financial performance of SMEs. 

 

Risk aversion and Innovative Behavior 

Small companies generally show lower entrepreneurial activity in the innovation process 

(Jaskiewicz et al., 2015). In line with this research, research conducted by Purwidianti et al. (2021) provides 

an illustration that the risk tolerance of SMEs is at a medium level. It may be due to changes in risk aversion 

related to investing in innovative projects (Beck et al., 2011). According to the SEW approach, small 

businesses that are still growing but have much profit tend to expand (Gómez-Mejía et al., 2007). In 

addition, business owners or managers who feel taking control of their organization and environment can 

actively participate in managing change through innovation (Wijbenga & van Witteloostuijn, 2007). In line 

with this statement, previous studies have shown a relationship between risk aversion and innovation 

(Huybrechts et al., 2013). Risk aversion by entrepreneurs is a step of interest alignment and a long-term 

perspective that will prevent resource exploitation decisions that do not lead to sustainable competitiveness 

(Mishra & Mcconaughy, 1999). This step allows small-scale entrepreneurs with risk aversion to choosing 

innovations that will be profitable in the long term. Thus, the third hypothesis is formulated as follows:  

 

H3: Risk aversion of SME owners has a positive effect on the innovative behavior of SMEs. 

 

Financial literacy and Innovative Behavior 

Financial literacy is known to affect company decisions, especially in innovation decisions (García-

Pérez-de-Lema et al., 2021). Other empirical research shows evidence that financial literacy can 

significantly influence innovation (Illmeyer et al., 2017). The financial management culture of a company 

determines the factors that drive innovation, and these factors include effective cost and revenue 

management, a focus on long-term financial goals, deliberate financial planning, the attitude toward 

management funding, and adaptation of new banking solutions (Győri et al., 2019; Illmeyer et al., 2017). 

Research conducted in the SME sector shows that financial literacy can help SME owners recognize the 

potential financial returns from investing in R&D, which can substantially increase company innovation 

(Liu et al., 2021; Tian et al., 2020). This research suspect that financial literacy will be positively related to 

innovative behavior, as shown in the following hypothesis:  

 

H4: Financial literacy of SME owners has a positive effect on the innovative behavior of SMEs. 

 

Innovative Behavior and Financial Performance 

Innovative behavior refers to introducing and applying new ideas, products, processes, and 

procedures to a person's work role, unit, or organization (Bagheri et al., 2022; Yuan & Woodman, 2010). 

Yuan and Woodman (2010) further explained that innovative behavior is a broader concept than creativity 

and includes a variety of behaviors involved in generating, promoting, and implementing new ideas. The 

use of technology can encourage sustainability and growth, and it can facilitate business success (Budiarto 

& Pramudiati, 2018; Fowowe, 2017). Several studies have linked innovative behavior with various 

performances (Kijkasiwat & Phuensane, 2020; Lu & Chesbrough, 2022; Meroño-Cerdán et al., 2018). 

Furthermore, previous studies have also found a positive relationship between innovative behavior and 

SMEs' performance (Kijkasiwat & Phuensane, 2020; Shashi et al., 2019; Wellalage & Fernandez, 2019). 

Other research found that failure to consider the negative effects of innovation might impact the 

environment and growth of a business (Laforet, 2011). The literature provides strong evidence for the 

positive effects of innovation on company performance. Thus, the fifth hypothesis is developed as follows:  

H5: Innovative behavior of SME owners has a positive effect on the financial performance of SMEs. 

 

Financial literacy, Risk aversion, Innovative Behavior, and Financial Performance 

The need for financial literacy has received more attention because of its role in financial 

performance (Tuffour et al., 2020). Previous research has found that financial literacy significantly affects 

financial performance (Agyei, 2018; Wibowo, 2015). Good financial literacy increases the ability of 
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managers to manage financial strategies, including determining capital structure (Sohilauw et al., 2020). 

So, the better the financial literacy, the higher the opportunity to improve financial performance (Sohilauw 

et al., 2020). On the other hand, a low level of financial literacy in SMEs has caused the business failure 

(Tuffour & Barnor, 2019). For this reason, a mediating variable is needed to bridge the relationship between 

financial literacy and financial performance so that the relationship remains positive. For this reason, we 

proposed innovative behavior as the mediating variable. The financial performance of SMEs is expected to 

improve when SME owners exhibit more innovative behavior due to having strong financial literacy. The 

proposal of innovative behavior as mediating variable is strengthened by previous research, which shows 

evidence that financial literacy can significantly influence innovation (Illmeyer et al., 2017). Financial 

literacy can help SME owners to realize the potential financial returns from investing in R&D, which can 

then substantially increase company innovation (Liu et al., 2021; Tian et al., 2020), which ultimately 

improves financial performance (Kijkasiwat & Phuensane, 2020; Lu & Chesbrough, 2022; Meroño-Cerdán 

et al., 2018). Thus, the sixth hypothesis is formulated as follows:  

 

H6: Innovative behavior mediates the relationship between financial literacy and financial 

performance. 

 

Contrary to financial literacy, most managers and business owners frequently take no risks to 

prevent unfavorable consequences. Previous studies have shown that risk-averse managers are less likely 

to promote innovation and entrepreneurial behavior in their organizations when they are required to meet 

performance goals (Hoppe et al., 2017; Nicholson-Crotty et al., 2017). On the other hand, small businesses 

such as SMEs tend to risk aversion when they feel pressure (from their families) to keep the business going 

(Gómez-Mejía et al., 2007). These two slightly different findings lead us to overcome their discrepancy. 

Therefore, we proposed innovative behavior as the mediating variable. We hope organizational innovation 

will rise when SME owners are willing to take risks (Nicholson-Crotty et al., 2017). Well-managed risk 

aversion is a strategic step that has been proven to increase sustainable competitiveness (Nicholson-Crotty 

et al., 2017; Wijbenga & van Witteloostuijn, 2007), which then leads to innovative behavior that can 

improve financial performance (Kijkasiwat & Phuensane, 2020; Lu & Chesbrough, 2022; Meroño-Cerdán 

et al., 2018). Thus, the seventh hypothesis is formulated as follows:  

 

H7: Innovative behavior mediates the relationship between risk aversion and financial performance. 

 

The proposed research model is depicted in Figure 1 based on the theoretical review and the 

proposed hypotheses. 

 

Figure 1 
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Method 
 

Participants 

The population of the research is SME owners in Lampung, Indonesia. Data reported by the 

Indonesian Ministry of Cooperatives and Small and Medium Enterprises (Kemenkop UKM) shows a total 

of 8.71 million SMEs in Indonesia by 2022, with more than half of them located on the island of Java and 

Sumatra. However, research in Sumatra and Lampung in particular has not been carried out much. In fact, 

Lampung is one of the areas on the island of Sumatra which has the largest number of SMEs (Santika, 

2023). This underlies the research conducted in the Lampung region. The method used in this study is non-

probability sampling with accidental sampling technique. Accidental sampling is a type of nonprobability 

sampling in which members of the target population meet certain criteria, such as ease of accessibility, 

geographical proximity, availability at a certain time, or willingness to participate in accordance with the 

research objectives (Etikan, 2016). Questionnaires distributed to SME owners according to the research 

context. Researchers distributed online questionnaires by sending a Google form link via private message. 

Questionnaires were sent to 310 SME owners and 289 of them responded during the data collection period 

from July to August 2022. The percentage of questionnaires that were responded to was 93.2%. According 

to Loehlin and Beaujean (2016), the minimum sample size required to reduce bias in all types of SEM 

estimates is 200. Based on these sample requirements, this study met the sample criteria of 289 samples. 

The responses obtained were then proceeded and analyzed. 
 

Instruments  

The questionnaire was developed using the results of previous empirical studies and background 

theories. The questionnaire was created in English and then translated into Bahasa. The questionnaires were 

translated into Bahasa by academics fluent in both languages. The data was then gathered using Bahasa 

questionnaires. The translated Bahasa version was eventually translated back into English for this study. 

All items were measured by a five-point Likert scale, in which 5 = strongly agrees, 4 = agree, 3 = not sure, 

2 = disagree and 1 = strongly disagree. 
 

Financial literacy in this study was developed from previous research (Tumba et al., 2022), which 

consists of 5 statements: "I know the current level of inflation and interest rates"; "I am able to predict how 

much cash is coming in and going out of my business"; "I record all income and expenses of my business"; 

"I am able to evaluate investment alternatives in financial markets"; "I understand balance sheets, income 

statements, and cash flow". The scale showed good reliability with Cronbach’s alpha of .89. Meanwhile, to 

describe risk aversion, we developed the statement items from previous research (Meroño-Cerdán et al., 

2018), "I tend to work on projects with definite results"; "I tend to do production activities that have been 

done before"; "I tend to choose investments or projects that have low risk". The scale showed good 

reliability with Cronbach’s alpha of .88. To measure innovative behavior, this research used 5 statement 

items developed from previous research (Expósito & Sanchis-Llopis, 2019; Meroño-Cerdán et al., 2018): 

"I make many modifications to products or services"; "I am constantly looking for new ideas in product or 

service development"; "I make the development of new innovations on products or services"; "I make new 

innovations in the process of creating a product or service"; "I made a new innovation in my business 

management system". The scale showed good reliability with Cronbach’s alpha of .90. Lastly, to assess 

financial performance, 4 statement items developed from previous research (Lee, 2021; Tumba et al., 2022): 

"My business has experienced an increase in sales after innovating"; "There has been a decrease in 

production costs due to innovations"; "My business has increased profits after innovating"; "There is a 

decrease in fixed costs in production due to innovations made". The scale showed good reliability with 

Cronbach’s alpha of .87. 
 

Procedure 

A survey approach was used to collect data through online questionnaires via Google Forms. The 

progress of filling out the data collection was evaluated every week to see the number of incoming 

responses. Based on the last evaluation, 289 responses out of 310 questionnaires distributed were obtained. 
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This evaluation includes checking the completeness and appropriateness of the respondent's answers to the 

questions asked. There were five incomplete and inappropriate responses, which were excluded from the 

data test. After the data was collected and sorted, the instrument was tested for its validity and reliability. 

Validity and reliability tests are used to see whether the data obtained from the research instrument meets 

the model testing requirements (Yudiatmaja et al., 2022). The significant p value must be greater than 0.05 

for the data to meet the validity and reliability test criteria (Hair et al., 2013). The Cronbach's alpha value 

can be used to verify the reliability test. If the value is more than 0.07, the data is considered reliable.  
 

Ethical Considerations.  

This research has met strict ethical clearance in the data collection because it involves humans. Prior 

to conducting the initial survey, an ethical permit application and research protocol were requested by the 

ethics committee of the Faculty of Economics of Krisnadwipayana University to obtain ethical approval 

with references No.113/KOMET/PPPM/FE-UK/VII/2022, July 28, 2022. 

 

Results 
 

Descriptive Analysis 

The research was conducted in Lampung, one of the provinces in Indonesia. The data obtained in 

this study were from 284 people. The respondents were mostly male (50.4%). The majority of respondent 

ages ranged from 20 to 30 years (52.8%). More than half of the respondents have a high school or equivalent 

education level (51.8%) with less than 5 years of business experience (71.5%). The majority of businesses 

owned by respondents are less than 5 years old (65.8%) and have less than 10 employees (95.8%). 
 

Measurement Model Assessment 

Confirmatory factor analysis (CFA) using SEM was conducted before analyzing the data. Based on 

the CFA results in Table 1, it can be seen that the AVE value is greater than .50, and the CR value is greater 

than .70 for each variable, as suggested by Hair et al. (2010). 

Table 1 

Reliability and Validity Analysis 

Construct Items Standardized Loading 
Composite 

Reliability (CR) 

Average Variance  

Extracted (AVE) 

Financial literacy 5 items .75 – .82 .89 .63 

Risk aversion 3 items .79 - .91 .89 .74 

Innovative behavior 5 items .72 - .89 .90 .65 

Financial performance 4 items .62 - .91 .85 .60 

 

Furthermore, researchers conducted a model suitability test to determine whether the proposed 

model matches the data. In addition, the goodness of fit was tested using several measurement parameters, 

such as chi-square/degrees of freedom (χ2/df), Tucker Lewis Index (TLI), and root-mean-square error of 

approximation (RMSEA). It is clear from the model analysis results that this research model meets the 

goodness of fit criteria. Table 2 provides more specific information about the measurement results from the 

goodness of fit model. 
 

Table 2 

Goodness of Fit Measures of the Full Model 

Parameter Cut-off Value Result Interpretation 

χ2/df < 3.00 2.00 Fit 

GFI ≥ .90    .91 Good fit 

NFI ≥ .90    .94 Good fit 

TLI ≥ .90    .96 Good fit 

RMSEA ≤ .08    .06 Good fit 
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Structural Model Assessment 

The structural model in this study was tested using SEM with the maximum likelihood prediction 

technique. The goodness of fit parameter presented in Table 3 shows a satisfactory fit index. Furthermore, 

the research hypothesis was calculated using SEM with 5,000 bootstrapped samples and a 95% confidence 

interval (CI) (Hayes, 2018). Table 3 shows the findings of the research hypothesis testing. 

 

Table 3 

Hypotheses Testing 

Hypotheses Path Standardized Coefficient p-value Result 

H1 FL → FP .27 .006 Supported 

H2 RA → FP .21 *** Supported 

H3 RA → IB .16 .005 Supported 

H4 FL → IB .73 *** Supported 

H5 IB → FP .39 *** Supported 

H6 FL → IB → FP .04 *** Supported 

H7 RA → IB → FP .34 .01 Supported 
Note. *** Significance at the level 0.001 (p < 0.001); p < .05; FL= financial literacy; RA= risk aversion; 

IB=innovative behavior; FP= financial performance 

 

The SEM findings demonstrate that financial literacy significantly and positively affects financial 

performance (β = .27, p < .05). Thus, the first hypothesis of this study is supported. Risk aversion is found 

to have a positive and significant effect on financial performance (β = .21, p < .00). So, H2 is also supported. 

Risk aversion is found to have a positive and significant effect on innovative behavior (β = .16, p < .05), 

indicating that H3 is supported. Furthermore, the test results show that financial literacy positively and 

significantly affects innovative behavior (β = .73, p < .00), indicating that H4 is accepted. Meanwhile, 

innovative behavior has a positive and significant effect on financial performance (β = .39, p < .00), 

indicating that H5 is supported. 

 

The results of this study show that the relationship between financial literacy and financial 

performance is mediated by innovative behavior (β = .04, p < .00), indicating that H6 is supported. 

Furthermore, the relationship between risk aversion and financial performance is mediated by innovative 

behavior (β = .34, p < .05), indicating that H7 is supported. Following Hayes (2018), when innovative 

behavior entered the relationship between financial literacy and financial performance, the direct effect was 

significant. When innovative behavior entered the relationship between risk aversion and financial 

performance, the direct effect was significant. Hence, innovative behavior is considered as a mediator for 

financial literacy on financial performance and risk aversion on financial performance. 

 

Discussion and Conclusion 

 

This study aims to determine the innovation behavior of SME owners on their financial 

performance. The results show that innovative behavior can improve the financial performance of SME. 

To be discussed are seven interesting study findings. The first finding demonstrates that financial literacy 

positively affects financial performance — in other words, SME financial performance improves when the 

owners have a high level of financial literacy. Financially aware SME owners are able to organize resources 

to spur the financial performance of SMEs (Purnomo, 2019) and identify new opportunities for growth and 

financial performance improvements (Shepherd & DeTienne, 2005). Being financially aware will also help 

SME owners better grasp the market and customer demand, which will help them improve SME financial 

performance and competitiveness (Songling et al., 2018). 

 

The second finding shows that risk aversion has a positive effect on financial performance. The 

risk-averse behavior of SME owners will affect the improvement of the company's financial performance. 
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Rooted in behavioral agency theory which was later developed to become an implicit assumption in the 

SEW model, previous empirical research has proven that maintaining SEW, one of which is by carrying 

out risk aversion, can build competitive advantage and have a positive impact on company’s long-term 

financial performance (Berrone et al., 2010; King & Lenox, 2002). The third finding is that risk aversion 

affects innovative behavior positively, i.e., when SME owners undertake risk aversion, their innovative 

behavior also increases. In line with previous research (Huybrechts et al., 2013; Mishra & Mcconaughy, 

1999), risk aversion is viewed as a long-term strategy by business owners to avoid resource exploitation 

and create sustained competitiveness. 

 

The fourth finding shows a positive relationship between financial literacy and innovative behavior, 

revealing that SME owners with a high financial literacy level can encourage more innovation in their 

organizations. This finding is in line with previous research (Barker & Mueller, 2002), which proved a 

positive relationship between financial literacy and company innovation. Financially aware business 

owners are qualified to make better decisions about the trade-offs between the risks and returns of various 

replacement projects (García-Pérez-de-Lema et al., 2021) so that they may identify financial benefits that 

outweigh the investment (Liu et al., 2021). The fifth finding demonstrates how SME owners' innovative 

behavior can improve the financial performance of SMEs. It indicates that innovative SME owners typically 

have better financial results. This finding support Varis and Littunen (2010), who state that innovation and 

financial performance are positively related. In finance, innovative behavior is closely tied to reducing 

business operating expenses, leading to higher profits (Klewitz & Hansen, 2014).  

 

The supported hypothesis 6 indicates that innovative behavior mediates the relationship between 

financial literacy and financial performance. It implies that SME owners with strong financial literacy will 

encourage innovative behavior and contribute to the financial performance of SMEs. This finding is in line 

with research by Wahyono and Hutahayan (2021), who found a significant relationship between financial 

literacy, innovation, and performance. When SME owners have good financial literacy, such as recognizing 

the potential financial returns from investment returns and how to operationalize finance according to their 

interests, they will be able to strategically identify and respond to business changes and economic and 

financial climates. Thus, the decisions will create innovative and well-directed solutions to improve 

financial performance and business sustainability. The last hypothesis of this study is also supported, which 

shows that innovative behavior is proven to mediate the relationship between risk aversion and financial 

performance. It indicates a significant relationship between the contribution of risk to innovation and 

performance. Managing risk aversion in SME impacts short-term decisions that are proven to affect 

performance (Meroño et al., 2018). The ability of SMEs to manage risks and allocate resources dynamically 

in response to shifting circumstances has a positive impact on the innovation process and ultimately helps 

SMEs perform financially better (Kijkasiwat & Phuensane, 2020; Lu & Chesbrough, 2022; Meroño-Cerdán 

et al., 2018). 

 

Limitations 

The gathering of cross-sectional data is one of the many limitations of this study. The conclusions 

drawn about the causal relationships between the constructs under consideration may be inaccurate. This 

limitation can be used to guide future research into longitudinal research. The following limitation is about 

the mediating variable used, innovative behavior. Future research can look at additional factors that could 

mediate the relationship between financial literacy and risk aversion. 

 

Implication for Behavioral Science 

The findings of this research have theoretical and practical implications for behavioral science. First, 

this study builds on previous research by creating a research model that combines knowledge, in this case 

financial literacy, decision making (risk aversion), and human behavior in the form of innovative behavior 

to predict financial performance. Second, this study adds to the literature on entrepreneurship theory (Acs 
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et al., 2009; Schumpeter, 1947) by studying how SME owners' financial literacy can boost innovative 

behavior, which ultimately improves financial performance. Furthermore, by testing SEW in the setting of 

SMEs, this study broadened its application. This study looked into how SEW, as a research foundation, 

influenced SMEs' use of innovation measures (Fuetsch, 2022; Reina & Villar, 2022). From a practical 

standpoint, recent study shows that the stronger SME owners' grasp of finance, the better their innovative 

behavior. It is critical that SME owners are encouraged to increase their financial literacy by reading widely 

and attending finance classes or workshops organized by the government and the private sector, because 

the greater the knowledge, the more innovative behavior will be demonstrated, which will ultimately benefit 

their business. SMEs, on the other hand, must combine risk aversion with innovative activity to attain long-

term competitive advantage. 

 

Conclusion 

Current research contributes to understanding the factors that can strengthen the financial 

performance of SMEs, especially SMEs in Lampung, Indonesia. The factors considered in this study are 

based on relevant previous research. The results of the study show that financial literacy and risk aversion 

have a positive effect on the financial performance, and it is proven that innovative behavior mediates this 

relationship. This shows that SME owners must understand that innovative behavior is needed in 

implementing financial literacy and risk aversion to improve financial performance. 
 

References 
 

Acs, Z. J., Braunerhjelm, P., Audretsch, D. B., & Carlsson, B. (2009). The knowledge spill over theory of 

entrepreneurship. Small Business Economics, 32(1), 15-30. https://doi.org/10.1007/s11187-008-

9157-3 

Agyei, S. (2018). Culture, financial literacy, and SME performance in Ghana. Cogent Economics and 

Finance, 6(1), 1-16. https://doi.org/10.1080/23322039.2018.1463813 

Alharbi, R. K., Yahya, S. B., & Kassim, S. (2022). Impact of religiosity and branding on SMEs 

performance: Does financial literacy play a role?. Journal of Islamic Marketing, 13(12), 2717–

2741. https://doi.org/10.1108/JIMA-08-2019-0162 

Bag, S., & Omrane, A. (2022). Corporate social responsibility and its overall effects on financial 

performance: Empirical evidence from Indian companies. Journal of African Business, 23(1), 264-

280. https://doi.org/10.1080/15228916.2020.1826884 

Bagheri, A., Newman, A., & Eva, N. (2022). Entrepreneurial leadership of CEOs and employees’ 

innovative behavior in high-technology new ventures. Journal of Small Business Management, 

60(4), 805-827. https://doi.org/10.1080/00472778.2020.1737094 

Baixauli-Soler, J. S., Belda-Ruiz, M., & Sánchez-Marín, G. (2021). Socioemotional wealth and financial 

decisions in private family SMEs. Journal of Business Research, 123, 657-668. 

https://doi.org/10.1016/j.jbusres.2020.10.022 

Barker, V. L., & Mueller, G. C. (2002). CEO characteristics and firm R&D spending. Management 

Science, 48(6), 711-820. https://doi.org/10.1287/mnsc.48.6.782.187 

Beck, L., Janssens, W., Debruyne, M., & Lommelen, T. (2011). A study of the relationships between 

generation, market orientation, and innovation in family firms. Family Business Review, 24(3), 

252–272. https://doi.org/10.1177/0894486511409210 

Berrone, P., Cruz, C., & Gomez-Mejia, L. R. (2012). Socioemotional wealth in family firms: Theoretical 

dimensions, assessment approaches, and agenda for future research. Family Business Review, 

25(3), 258–279. https://doi.org/10.1177/0894486511435355 

Berrone, P., Cruz, C., Gomez-Mejia, L. R., & Larraza-Kintana, M. (2010). Socioemotional wealth and 

corporate responses to institutional pressures: Do family-controlled firms pollute less?. 

Administrative Science Quarterly, 55(1), 82–113. https://doi.org/10.2189/asqu.2010.55.1.82 



Innovative Behavior in SME and Financial Performance 

26 |   TJBS 2023, 18(2): 15-31 

Bertschi-Michel, A., Sieger, P., & Kammerlander, N. (2019). Succession in family-owned SMEs: The 

impact of advisors. Small Business Economics, 56, 1531–1551. https://doi.org/10.1007/s11187-

019-00266-2 

Bianchi, M. (2018). Financial literacy and portfolio dynamics. Journal of Finance, 73(2), 831-859. 

https://doi.org/10.1111/jofi.12605 

Block, J., Miller, D., Jaskiewicz, P., & Spiegel, F. (2013). Economic and technological importance of 

innovations in large family and founder firms: An analysis of patent data. Family Business 

Review, 26(2), 180–199. https://doi.org/10.1177/0894486513477454 

BPS - Statistics Indonesia. (2019). Statistical yearbook of Indonesia 2019. The Land Portal Foundation. 

https://www.landportal.org/library/resources/issn-0126-2912-no-publikasipublication-number-

032201911-katalogcatalog-1101001 

Budiarto, D. S., & Pramudiati, N. (2018). Does technology improve SMEs business success? Empirical 

research on Indonesian SMEs. Journal of Economics and Management Sciences, 1(2), 115-121. 

https://doi.org/10.30560/jems.v1n2p115 

Cardon, M. S., & Stevens, C. E. (2004). Managing human resources in small organizations: What do we 

know? Human Resource Management Review, 14(3), 295–323. 

https://doi.org/10.1016/j.hrmr.2004.06.001 

Carney, M., Van Essen, M., Gedajlovic, E. R., & Heugens, P. P. M. A. R. (2015). What do we know 

about private family firms? A meta-analytical review. Entrepreneurship: Theory and Practice, 

39(3), 513–544. https://doi.org/10.1111/etap.12054 

Carney, M., Zhao, J., & Zhu, L. (2019). Lean innovation: Family firm succession and patenting strategy 

in a dynamic institutional landscape. Journal of Family Business Strategy, 10(4), 1-13. 

https://doi.org/10.1016/j.jfbs.2018.03.002 

Coetzer, A., Inma, C., Poisat, P., Redmond, J., & Standing, C. (2019). Does job embeddedness predict 

turnover intentions in SMEs? International Journal of Productivity and Performance 

Management, 68(2), 340–361. https://doi.org/10.1108/IJPPM-03-2018-0108 

Dai, Z., & Chang, X. (2021). Forecasting stock market volatility: Can the risk aversion measure exert an 

important role? North American Journal of Economics and Finance, 58(June), Article ID 101510. 

https://doi.org/10.1016/j.najef.2021.101510 

Dalayeen, B. Al. (2017). Financial performance appraisal of selected companies in Jordan. Open Journal 

of Business and Management, 5(1), 131–140. https://doi.org/10.4236/ojbm.2017.51012 

Di Toma, P. (2020). Integrating business model innovation and corporate governance in family-owned 

SMEs: A dynamic capability perspective (pp. 179–198). In A. Thrassou, D. Vrontis, Y. Weber, S. 

M. R. Shams, & E. Tsoukatos (Eds.), The Changing Role of SMEs in Global Business. Palgrave 

Studies in Cross-disciplinary Business Research, In Association with EuroMed Academy of 

Business. Palgrave Macmillan, Cham. https://doi.org/10.1007/978-3-030-45831-7_9 

Diéguez-Soto, J., Martínez-Romero, M. J., Corten, M., & Michiels, A. (2022). The impact of the CEO’s 

financial literacy on family SMEs’ growth: The moderating role of generational stage. Baltic 

Journal of Management, 17(1), 89-106. https://doi.org/10.1108/BJM-01-2021-0003 

Dolz, C., Iborra, M., & Safón, V. (2019). Improving the likelihood of SME survival during financial and 

economic crises: The importance of TMTs and family ownership for ambidexterity. BRQ Business 

Research Quarterly, 22(2), 119–136. https://doi.org/10.1016/j.brq.2018.09.004 

Eljelly, A. M. A. (2004). Liquidity–profitability trade off: An empirical investigation in an emerging 

market. International Journal of Commerce and Management, 14(2), 48–61. 

https://doi.org/10.1108/10569210480000179 

Etikan, I. (2016). Comparison of convenience sampling and purposive sampling. American Journal of 

Theoretical and Applied Statistics, 5(1), 1-4. https://doi.org/10.11648/j.ajtas.20160501.11 

Expósito, A., & Sanchis-Llopis, J. A. (2019). The relationship between types of innovation and SMEs’ 

performance: A multi-dimensional empirical assessment. Eurasian Business Review, 9(2), 115–

135. https://doi.org/10.1007/s40821-018-00116-3 



Dwiputri, Suyuno, Laksana, and Febriyanto 

TJBS 2023, 18(2): 15-31  | 27 

Filser, M., De Massis, A., Gast, J., Kraus, S., & Niemand, T. (2018). Tracing the roots of innovativeness 

in family SMEs: The effect of family functionality and socioemotional wealth. Journal of Product 

Innovation Management, 35(4), 609-628. https://doi.org/10.1111/jpim.12433 

Fowowe, B. (2017). Access to finance and firm performance: Evidence from African countries. Review of 

Development Finance, 7(1), 6–17. https://doi.org/10.1016/j.rdf.2017.01.006 

Fuetsch, E. (2022). What drives innovation in family farms? The roles of socioemotional wealth and 

diverse information sources. European Journal of Family Business, 12(2), 184-204. 

https://doi.org/10.24310/ejfbejfb.v12i2.13881 

Gamble, J. R., Clinton, E., & Díaz-Moriana, V. (2021). Broadening the business model construct: 

Exploring how family-owned SMEs co-create value with external stakeholders. Journal of 

Business Research, 130, 646-657. https://doi.org/10.1016/j.jbusres.2020.03.034 

García-Pérez-de-Lema, D., Ruiz-Palomo, D., & Diéguez-Soto, J. (2021). Analysing the roles of CEO’s 

financial literacy and financial constraints on Spanish SMEs technological innovation. Technology 

in Society, 64, 101519. 1-12. https://doi.org/10.1016/j.techsoc.2020.101519 

Gómez-Mejía, L. R., Haynes, K. T., Núñez-Nickel, M., Jacobson, K. J. L., & Moyano-Fuentes, J. (2007). 

Socioemotional wealth and business risks in family-controlled firms: Evidence from Spanish olive 

oil mills. Administrative Science Quarterly, 52(1), 106–137. https://doi.org/10.2189/asqu.52.1.106 

González L., A. C., Rodríguez, Y. E., Gómez, J. M., Chávez, H., & Chea, J. (2021). Family business risk-

taking and financial performance: Is it easier said than done? Journal of Family Business Strategy, 

12(4), 100435. https://doi.org/10.1016/j.jfbs.2021.100435 

González, M., Guzmán, A., Pombo, C., & Trujillo, M. A. (2013). Family firms and debt: Risk aversion 

versus risk of losing control. Journal of Business Research, 66(11), 2308-2320. 

https://doi.org/10.1016/j.jbusres.2012.03.014 

Gottardo, P., & Moisello, A. M. (2015). The impact of socioemotional wealth on family firms’ financial 

performance. Problems and Perspectives in Management, 13(1), 67-77. http://www.irbis-

nbuv.gov.ua/cgi-bin/irbis_nbuv/cgiirbis_64.exe?C21COM=2&I21DBN=UJRN&P21DBN= 

UJRN&IMAGE_FILE_DOWNLOAD=1&Image_file_name=PDF/prperman_2015_13_1_9.pdf 

Győri, Á., Czakó, Á., & Horzsa, G. (2019). Innovation, financial culture, and the social-economic 

environment of SMEs in Hungary. East European Politics and Societies, 33(4), 976–1004. 

https://doi.org/10.1177/0888325419844828 

Hair, J. F., Ringle, C. M., & Sarstedt, M. (2013). Partial least squares structural equation modelling: 

Rigorous applications, better results and higher acceptance. Long Range Planning, 46(1-2), 1-12. 

https://doi.org/10.1016/j.lrp.2013.01.001 

Hair, J., Black, W., Babin, B., & Anderson, R. (2010). Multivariate Data Analysis: A Global Perspective. 

Pearson Education. 

Hayes, A. F. (2018). Introduction to mediation, moderation, and conditional process analysis: A 

regression-based approach (2nd ed.). Guilford. 

Helmy, I., Adawiyah, W. R., & Banani, A. (2019). Linking psychological empowerment, knowledge 

sharing, and employees’ innovative behavior in Indonesian SMEs. The Journal of Behavioral 

Science, 14(2), 66–79. https://so06.tci-thaijo.org/index.php/IJBS/article/view/172180 

Hiebl, M. R. W. (2012). Risk aversion in family firms: What do we really know?. Journal of Risk 

Finance, 14(1), 49-70. https://doi.org/10.1108/15265941311288103 

Holt, D. T., Pearson, A. W., Payne, G. T., & Sharma, P. (2018). Family business research as a boundary-

spanning platform. Family Business Review, 31(1), 14–31. 

https://doi.org/10.1177/0894486518758712 

Hoppe, M. H., Keyvanrad, M. A., Homayounpour, M. M., Hardy, L., Arthur, C. A., Jones, G., Shariff, A., 

Munnoch, K., Isaacs, I., Allsopp, A. J., Robertson, J., Mangset, M., Maxwell, C., van Zanten, A., 

Hesketh, A. J., Opper, S., Nee, V., Holm, H. J., Bisel, R. S., … Gershenberg, I. (2017). Gender, 

training, and the creation of a managerial elite. Journal of Education & Work, 30(3), 313-324. 

http://www.jstor.org/stable/4192355 



Innovative Behavior in SME and Financial Performance 

28 |   TJBS 2023, 18(2): 15-31 

Huybrechts, J., Voordeckers, W., & Lybaert, N. (2013). Entrepreneurial risk taking of private family 

firms: The influence of a nonfamily CEO and the moderating effect of CEO tenure. Family 

Business Review, 26(2), 161–179. https://doi.org/10.1177/0894486512469252 

Ibáñez, M. J. (2021). Inter-firm marketing collaboration in family businesses: The role of risk aversion. 

Journal of Small Business Strategy, 31(2), 53–61. 

https://libjournals.mtsu.edu/index.php/jsbs/article/view/1781 

Illmeyer, M., Grosch, D., Kittler, M., & Priess, P. (2017). The impact of financial management on 

innovation. Entrepreneurship and Sustainability Issues, 5(1), 58 - 71. 

https://doi.org/10.9770/jesi.2017.5.1(5) 

Jaskiewicz, P., Combs, J. G., & Rau, S. B. (2015). Entrepreneurial legacy: Toward a theory of how some 

family firms nurture transgenerational entrepreneurship. Journal of Business Venturing, 30(1), 29-

49. https://doi.org/10.1016/j.jbusvent.2014.07.001 

Kang, K., Lu, T., & Zhang, J. (2022). Financing strategy selection and coordination considering risk 

aversion in a capital-constrained supply chain. Journal of Industrial and Management 

Optimization, 18(3), 1737–1768. https://doi.org/10.3934/jimo.2021042 

Kempers, M., Leitterstorf, M. P., & Kammerlander, N. (2018). Risk behavior of family firms: A literature 

review, framework, and research agenda. In E. Memili, & C. Dibrell (Eds.), The Palgrave 

Handbook of Heterogeneity among Family Firms (pp.431–460). Palgrave Macmillan, Cham. 

https://doi.org/10.1007/978-3-319-77676-7_16 

Khursheed, A., Fatima, M., Mustafa, F., Lodhi, R. N., & Akhtar, A. (2021). An empirical analysis of the 

factors influencing social entrepreneurship: A gendered approach. Cuadernos de Gestion, 21(2), 

49-62. https://doi.org/10.5295/cdg.201320ak 

Kijkasiwat, P., & Phuensane, P. (2020). Innovation and firm performance: The moderating and mediating 

roles of firm size and small and medium enterprise Finance. Journal of Risk and Financial 

Management, 13(5), 97. https://doi.org/10.3390/jrfm13050097 

King, A., & Lenox, M. (2002). Exploring the locus of profitable pollution reduction. Management 

Science, 48(2), 171-312. https://doi.org/10.1287/mnsc.48.2.289.258 

Klewitz, J., & Hansen, E. G. (2014). Sustainability-oriented innovation of SMEs: A systematic review. 

Journal of Cleaner Production, 65, 57-75. https://doi.org/10.1016/j.jclepro.2013.07.017 

Laforet, S. (2011). A framework of organisational innovation and outcomes in SMEs. International 

Journal of Entrepreneurial Behaviour and Research, 17(4), 380–408. 

https://doi.org/10.1108/13552551111139638 

Laila, N., Ratnasari, R. T., Ismail, S., Mohd Hidzir, P. A., & Mahphoth, M. H. (2023). The intention of 

small and medium enterprises' owners to participate in waqf: The case of Malaysia and Indonesia. 

International Journal of Islamic and Middle Eastern Finance and Management, 16(3), 429-447. 

https://doi.org/10.1108/IMEFM-01-2022-0014 

Lavastre, O., Gunasekaran, A., & Spalanzani, A. (2012). Supply chain risk management in French 

companies. Decision Support Systems, 52(4), 828–838. https://doi.org/10.1016/j.dss.2011.11.017 

Lee, R. (2021). The effect of supply chain management strategy on operational and financial 

performance. Sustainability, 13(9), 5138. 1-18. https://doi.org/10.3390/su13095138 

Leppäaho, T., & Ritala, P. (2022). Surviving the coronavirus pandemic and beyond: Unlocking family 

firms’ innovation potential across crises. Journal of Family Business Strategy, 13(1), 100440. 1-9. 

https://doi.org/10.1016/j.jfbs.2021.100440 

Lin, C. A., & Bates, T. C. (2022). Smart people know how the economy works: Cognitive ability, 

economic knowledge and financial literacy. Intelligence, 93(June), Article ID 101667. 

https://doi.org/10.1016/j.intell.2022.101667 

Liu, B., Wang, J., Chan, K. C., & Fung, A. (2021). The impact of entrepreneurs’s financial literacy on 

innovation within small and medium-sized enterprises. International Small Business Journal: 

Researching Entrepreneurship, 39(3), 228–246. https://doi.org/10.1177/0266242620959073 

Loehlin, J. C., & Beaujean, A. A. (2016). Latent variable models: An introduction to factor, path, and 

structural equation analysis (5th ed.). Routledge. https://doi.org/10.4324/9781315643199 



Dwiputri, Suyuno, Laksana, and Febriyanto 

TJBS 2023, 18(2): 15-31  | 29 

Lopes, L. L. (1995). Algebra and process in the modelling of risky choice. Psychology of Learning and 

Motivation-Advances in Research and Theory, 32(C), 177-220. https://doi.org/10.1016/S0079-

7421(08)60310-2 

Lu, Q., & Chesbrough, H. (2022). Measuring open innovation practices through topic modelling: 

Revisiting their impact on firm financial performance. Technovation, 114, Article ID 102434. 

https://doi.org/10.1016/j.technovation.2021.102434 

Mawardi, W., Mahfudz, M., Laksana, R. D., & Shaferi, I. (2020). Competition and financial effects 

between Islamic and conventional banking. WSEAS Transactions on Business and Economics, 17, 

101-111. https://doi.org/10.37394/23207.2020.17.12 

Meroño-Cerdán, A. L., López-Nicolás, C., & Molina-Castillo, F. J. (2018). Risk aversion, innovation and 

performance in family firms. Economics of Innovation and New Technology, 27(2), 189-203. 

https://doi.org/10.1080/10438599.2017.1325569 

Mishra, C. S., & Mcconaughy, D. L. (1999). Founding family control and capital structure: The risk of 

loss of control and the aversion to debt. Entrepreneurship Theory and Practice, 23(4), 53–64. 

https://doi.org/10.1177/104225879902300404 

Mustafa, H. K., & Yaakub, S. (2018). Innovation and technology adoption challenges: Impact on SMEs’ 

company. International Journal of Accounting, Finance and Business, 3(15), 57–65. 

http://www.ijafb.com/PDF/IJAFB-2018-15-12-06.pdf 

Nasrallah, N., & El Khoury, R. (2022). Is corporate governance a good predictor of SMEs financial 

performance? Evidence from developing countries (the case of Lebanon). Journal of Sustainable 

Finance and Investment, 12(1), 13-43. https://doi.org/10.1080/20430795.2021.1874213 

Nicholson-Crotty, S., Nicholson-Crotty, J., & Fernandez, S. (2017). Performance and management in the 

public sector: Testing a model of relative risk aversion. Public Administration Review, 77(4), 603–

614. https://doi.org/10.1111/puar.12619 

Nohong, M., Ali, M., Sohilauw, M., Sobarsyah, M., & Munir, A. (2019). Financial literacy and 

competitive advantage: SME strategy in reducing business risk. Espacios, 40(32), 12-14. 

https://www.revistaespacios.com/a19v40n32/a19v40n32p12.pdf 

Nyanga, T., & Chindanya, A. (2021). From risk aversion to risk loving: Strategies to increase 

participation of female entrepreneurs in Masvingo urban, Zimbabwe. Ushus Journal of Business 

Management, 20(1), 1-14. https://doi.org/10.12725/ujbm.54.1 

Ogalo, H. S. (2019). Examining the impact of risk tolerance and risk aversion on the individual financial 

performance in the kingdom of bahrain. Asian Journal of Empirical Research, 9(1), 16–26. 

https://doi.org/10.18488/journal.1007/2019.9.1/1007.1.16.26 

Orobia, L. A., Nakibuuka, J., Bananuka, J., & Akisimire, R. (2020). Inventory management, managerial 

competence and financial performance of small businesses. Journal of Accounting in Emerging 

Economies, 10(3), 379-398. https://doi.org/10.1108/JAEE-07-2019-0147 

Patel, P. C., & Chrisman, J. J. (2014). Risk abatement as a strategy for R&D investments in family firms. 

Strategic Management Journal, 35(4), 617-627. https://doi.org/10.1002/smj.2119 

Purnomo, B. R. (2019). Artistic orientation, financial literacy and entrepreneurial performance. Journal of 

Enterprising Communities, 13(1–2), 105-128. https://doi.org/10.1108/JEC-09-2018-0065 

Purwidianti, W., Pramuka, B. A., & Laksana, R. D. (2021). The moderation role of religiosity on the 

relationship between risk tolerance and financial behavior of small businesses’ owners. Quality - 

Access to Success, 22(185), 88-94. https://doi.org/10.47750/QAS/22.185.13 

Rahaman, M. A., Luna, K. F., Ping, Z. L., Islam, M. S., & Karim, M. M. (2021). Do risk-taking, 

innovativeness, and proactivity affect business performance of SMEs? A case study in 

Bangladesh. The Journal of Asian Finance, Economics and Business, 8(5), 689–695. 

https://doi.org/10.13106/JAFEB.2021.VOL8.NO5.0689 

Rauch, A., Wiklund, J., Lumpkin, G. T., & Frese, M. (2009). Entrepreneurial orientation and business 

performance: An assessment of past research and suggestions for the future. Entrepreneurship: 

Theory and Practice, 33(3), 761-787. https://doi.org/10.1111/j.1540-6520.2009.00308.x 



Innovative Behavior in SME and Financial Performance 

30 |   TJBS 2023, 18(2): 15-31 

Reina, W., & Villar, C. (2022). Socioemotional wealth in family business research: A systematic 

literature review on its definition, roles and dimensions. European Management Journal. 

https://doi.org/10.1016/j.emj.2022.10.009 

Rosli, M. M., & Sidek, S. (2013). The impact of innovation on the performance of small and medium 

manufacturing enterprises: Evidence from Malaysia. Journal of Innovation Management in Small 

& Medium Enterprise, 2013, 885666. https://doi.org/10.5171/2013.885666 

Salleh, F., Awang, Z., Rashid, N., & Burhan, N. A. S. (2021). The moderating effect of risk-taking 

propensity on the relationship between perception towards insurable risks and general takaful 

demand among SMEs. Journal of Contemporary Issues in Business and Government, 27(02), 

134–141. https://doi.org/10.47750/cibg.2021.27.02.017 

Santika, E. F. (2023, February 2). Number of MSMEs in Indonesia throughout 2022, which province is 

the most? Databox Katadata. https://databoks.katadata.co.id/datapublish/2023/02/02/jumlah-

umkm-di-indonesia-sepanjang-2022-provinsi-mana-terbanyak 

Schumpeter, J. A. (1947). The creative response in economic history. The Journal of Economic History, 

7(2), 149-159. https://doi.org/10.1017/S0022050700054279 

Setyaningrum, E., Santoso, B., & Hevrizen, R. (2019). E-crm information system for tapis Lampung 

SMEs E-crm information system for tapis Lampung SMEs. Journal of Physics: Conference 

Series, 1338, Article ID 012051. https://doi.org/10.1088/1742-6596/1338/1/012051 

Shaferi, I., Laksana, R. D., & Wahyudi, S. (2018). The effect of risk leverage on investors’ preferences in 

manufacturing companies listed on the Indonesia stock exchange. Investment Management and 

Financial Innovations, 15(3), 190-198. https://doi.org/10.21511/imfi.15(3).2018.16 

Shaik, M. B., Kethan, M., Jaggaiah, T., & Khizerulla, M. (2022). Financial literacy and investment 

behaviour of it professional in India. East Asian Journal of Multidisciplinary Research, 1(5), 777–

788. https://doi.org/10.55927/eajmr.v1i5.514 

Shashi, Centobelli, P., Cerchione, R., & Singh, R. (2019). The impact of leanness and innovativeness on 

environmental and financial performance: Insights from Indian SMEs. International Journal of 

Production Economics, 212, 111-124. https://doi.org/10.1016/j.ijpe.2019.02.011 

Shepherd, D. A., & DeTienne, D. R. (2005). Prior knowledge, potential financial reward, and opportunity 

identification. Entrepreneurship: Theory and Practice, 29(1), 91–112. 

https://doi.org/10.1111/j.1540-6520.2005.00071.x 

Sohilauw, M. I., Nohong, M., & Sylvana, A. (2020). The relationship between financial literacy, rational 

financing decision, and financial performance: An empirical study of small and medium 

enterprises in makassar. Jurnal Pengurusan, 59(2020), 89-102. 

https://doi.org/10.17576/pengurusan-2020-59-09 

Songling, Y., Ishtiaq, M., & Anwar, M. (2018). Enterprise risk management practices and firm 

performance, the mediating role of competitive advantage and the moderating role of financial 

literacy. Journal of Risk and Financial Management, 11(3), 35. 1-17. 

https://doi.org/10.3390/jrfm11030035 

Tian, G., Zhou, S., & Hsu, S. (2020). Executive financial literacy and firm innovation in China. Pacific 

Basin Finance Journal, 62, 101348. https://doi.org/10.1016/j.pacfin.2020.101348 

Tuffour, J. K., & Barnor, C. (2019). Assessing the determinants of business failure of companies listed on 

the Ghana Stock Exchange. Journal of Accounting and Finance, 19(4), 39–54. 

https://doi.org/10.33423/jaf.v19i4.2172 

Tuffour, J. K., Amoako, A. A., & Amartey, E. O. (2020). Assessing the effect of financial literacy among 

managers on the performance of small-scale enterprises. Global Business Review, 23(5), 1200–

1217. https://doi.org/10.1177/0972150919899753 

Tumba, N. J., Onodugo, V. A., Akpan, E. E., & Babarinde, G. F. (2022). Financial literacy and business 

performance among female micro-entrepreneurs. Investment Management and Financial 

Innovations, 19(1), 156-167. https://doi.org/10.21511/imfi.19(1).2022.12 

Upadhyay, A. D., Bhargava, R., Faircloth, S., & Zeng, H. (2017). Inside directors, risk aversion, and firm 

performance. Review of Financial Economics, 32, 64-74. https://doi.org/10.1016/j.rfe.2016.12.001 



Dwiputri, Suyuno, Laksana, and Febriyanto 

TJBS 2023, 18(2): 15-31  | 31 

Varis, M., & Littunen, H. (2010). Types of innovation, sources of information and performance in 

entrepreneurial SMEs. European Journal of Innovation Management, 13(2), 128-154. 

https://doi.org/10.1108/14601061011040221 

Vernengo, M., Caldentey, E. P., & Rosser Jr, B. J. (2020). The New Palgrave Dictionary of Economics. 

the New Palgrave Dictionary of Economics. Palgrave Macmillan London. 

https://doi.org/10.1057/978-1-349-95121-5 

Wahyono, & Hutahayan, B. (2021). The relationships between market orientation, learning orientation, 

financial literacy, on the knowledge competence, innovation, and performance of small and 

medium textile industries in Java and Bali. Asia Pacific Management Review, 26(1), 39–46. 

https://doi.org/10.1016/j.apmrv.2020.07.001 

Weimann, V., Gerken, M., & Hülsbeck, M. (2020). Business model innovation in family firms: Dynamic 

capabilities and the moderating role of socioemotional wealth. Journal of Business Economics, 

90(3). 369–399. https://doi.org/10.1007/s11573-019-00958-x 

Wellalage, N. H., & Fernandez, V. (2019). Innovation and SME finance: Evidence from developing 

countries. International Review of Financial Analysis, 66, Article ID 101370. 

https://doi.org/10.1016/j.irfa.2019.06.009 

Wibowo, E. (2015). Assessing the level of financial literacy among teachers in the Sekyere East District 

of the Ashanti Region of Ghana. Digital Initiative, Research and Technology Technology, 

151(August), 10–17. http://dspace.knust.edu.gh/handle/123456789/8611 

Wijbenga, F. H., & van Witteloostuijn, A. (2007). Entrepreneurial locus of control and competitive 

strategies - The moderating effect of environmental dynamism. Journal of Economic Psychology, 

28(5), 566-589. https://doi.org/10.1016/j.joep.2007.04.003 

Wiklund, J., & Shepherd, D. (2005). Entrepreneurial orientation and small business performance: A 

configurational approach. Journal of Business Venturing, 20(1), 71-91. 

https://doi.org/10.1016/j.jbusvent.2004.01.001 

Wong, A., Holmes, S., & Schaper, M. T. (2018). How do small business owners actually make their 

financial decisions? Understanding SME financial behaviour using a case-based approach. Small 

Enterprise Research, 25(1), 36-51. https://doi.org/10.1080/13215906.2018.1428909 

Yadav, S. (2021). A socioemotional wealth perspective on innovation in family firms: Review and 

theoretical extension. International Journal of Indian Culture and Business Management, 27(1), 

31-50. https://doi.org/10.1504/ijicbm.2021.10042000 

Yuan, F., & Woodman, R. W. (2010). Innovative behavior in the workplace: The role of performance and 

image outcome expectations. Academy of Management Journal, 53(2), 323-342. 

https://doi.org/10.5465/amj.2010.49388995 

Yudiatmaja, W. E., Yoserizal, Y., Edison, E., Kristanti, D., Tovalini, K., Samnuzulsari, T., & Malek, J. A. 

(2022). Adoption of online learning in Indonesian higher education during the COVID-19 

pandemic. The Journal of Behavioral Science, 17(2), 73–89. https://so06.tci-

thaijo.org/index.php/IJBS/article/view/255171 

Yuniati, A., Adhan, S., & Ariandini, D. (2023). International journal of social science and human research 

Bandar Lampung city government’s policy in reviving micro, small and medium enterprises 

through the national economic recovery program. International Journal of Social Science and 

Human Research, 6(2), 1351–1355. https://doi.org/10.47191/ijsshr/v6-i2-75 

Zeb, M., Qazi, L. T., & Javaid, M. N. (2021). Risk aversion or Institutional Myopism: The mediating role 

of financial performance in the relationship of corporate social responsibility and institutional 

ownership. Business & Economic Review, 13(3), 35–58. https://doi.org/10.22547/ber/12.3.2 


