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ABSTRACT 

Small and Medium Enterprises places very important role in developing an economy. Businesses that are more 

inventive will be better able to adapt to changing surroundings and create new capabilities that will improve their 

performance. In order to address such issues, the paper is structured to examine the theoretical background and, based 

upon extant literature, proposed a theoretical model where firm performance is seen as an outcome. Various factors have 

been used to determine the relationship between entrepreneurial orientation and firm performance by past studies. The 

entrepreneurial factors include Innovativeness, Risk taking and Proactiveness. In this research, a contribution to the 

literature is made on entrepreneurial orientation and company performance. And in the study a mediating variable 

Innovation is introduced between entrepreneurial orientation and firm performance and to assess their relationship. 
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INTRODUCTION 

Small and Medium Enterprises are considered as the backbone of the economic development. SMEs have a 

tendency to use entrepreneurship principles to focus on the exploitation of opportunities and adopt innovative approaches 

to attract customers and increase profitability. (Omar et al., 2016). SMEs are facing stiff competition to withstand in the 

economy. Innovation and entrepreneurship have emerged as crucial ideas for long-term economic growth in today's 

complicated and volatile commercial environment. 

 

More than 11 crore people are employed by the MSME sector, which currently contributes 29% to India's GDP and 48.1% 

of the country's total exports in 2022–23. According to the MSME Annual Report 2022–23, Kerala has the twelfth-largest 

number of MSMEs in India, with about 23.79 lakh units, 23.58 of which are microenterprises, and 44.64 lakh people 

employed as a result. Kerala has already made a name for itself as a centre for the coir, khadi, handloom, and tourism 

sectors. 

SMEs are more creative due to higher flexibility and adaptability to the changes in the market. Moreover, they 

mostly contribute to employment growth although both the rate of establishment and failure of SMEs are high (Tambunan, 

2007). SMEs foster economic development as well as encourage the flow of trade and investment between different 

countries (Nasir et al., 2017). Innovation in products and process regarded as an essential prerequisite for the 

organizational survival and success, attention to entrepreneurship orientation and change to an entrepreneur organization 

attracted the much attention of academic researchers and organizational members (Wang and Ahmed, 2004). 

Entrepreneurial and innovative skills are the most important skills that can create a positive effect on the 

performance of MSMEs. (Kraus et al., 2012). Any business cannot be innovative if it does not take risks and act 

proactively. As a result, the current study's goal is to concentrate on the mediating function of innovation between taking 
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risks, being proactive, and the performance of MSMEs.  Entrepreneurial orientation has positive impact on the business 

performance (Tajeddini et al., 2020). The challenging task of helping MSMEs compete in the global economy motivates 

study on strategic management frameworks and concepts as tools for enhancing organisational performance. The study 

mainly focuses on understanding relationship between entrepreneurial orientation and the business performances of SME 

and to know the mediating effect of innovation and its influence on the relationship. 

 

OBJECTIVE OF THE STUDY 

The main objective of the study is to know the mediating effect of innovation on entrepreneurial orientation and 

business performance. The study mainly focused on the existing literatures to assess the importance of innovation on the 

relationship between entrepreneurial orientation and business performance. 

 

Strategic Orientation 

Strategic orientation is a well-regarded and much-used concept in business literature concerned with firm 

performance (Kumar, Boesso, Favotto, & Menini, 2012). Strategic orientation is the strategic direction implemented by a 

firm to create the proper behaviors for the continuous superior performance of the business(Nasir et al., 2017). Researchers 

and academics have now paid their attention in exploring these elements of the strategic orientation and its relationship 

with innovation and business performance among SMEs (Sahi et al., 2020). Some studies confirm the report by Swamidass 

and Newell (1987), who asserted that company performance is influenced by business strategy and that companies with 

high work performance have clear strategies. Badri et al. (2000) also found out that different strategies can result in 

different company performances. Strategy development also plays a vital role in increasing the company’s 

competitiveness (Singh et al., 2010). Strategic orientation can be explained in various ways as strategic choice, strategic 

trust, strategic fit, strategic predisposition, and strategic design (Chaffee, 1985). 

 

Entrepreneurial Orientation 

Entrepreneurial orientation relates to behaviours, practices, the decision-making styles and processes that affect 

the organizations to entry into markets with new or existing products or services (Wiklund and Shepherd, 2003; Walter 

et al., 2006). Entrepreneurial orientation (EO) plays a critical role in exploring potential market opportunities, developing 

new business, and enhancing competitive advantage, all of which promote the rapid growth of enterprise(Zhai et al., 2018). 

Entrepreneurial orientation refers to the actions, procedures, policies, methods, decision-making strategies and practices 

within an organization, and supports entrepreneurial decisions in SMEs (Wiklund, J.; Shepherd, D.2003). Moreover, past 

studies have examined entrepreneurial orientation’s effects on innovation performance of SMEs( Musawa, 

M.S.,Ahmad, K ,2018) Usually entrepreneurial orientation is considered as the combination of innovation, risk 

taking, and pro-activeness (Aloulou & Fayolle, 2005). 

 

Measures 

The study adopted entrepreneurial orientation’s three dimensions, namely risk-taking, innovativeness and 

proactiveness.  

 

Innovativeness: 

The first entrepreneurial orientation dimension of innovativeness is about practicing and providing support to 

innovation, creative processes and the improvement of new ideas through experimentation (Lumpkin and Dess, 1996). 

Innovativeness refers to the tendency for enterprises to adopt and support creative processes, which may bring new 

products, new technologies, new services, new inventions, new tests, and soon. Innovativeness motivates enterprises to 

increase investment to carry out technology innovation activities such as new technology acquisition, new product 

development, and so on; thus, it can improve enterprise technological innovation ability (Lumpkin, G.T.; Dess, G.G. 

1996). 

 

Proactiveness 

Proactiveness refers to the tendency for enterprises to take the positive marketing strategy, proactive action, and 

leading strategy to introduce new products, new processes, new technologies, and new services in order to transcend the 

competitors. In order to gain the competitive advantage, proactive enterprises tend to take advantage of the market 

opportunities ahead of competitors, and take the lead in introducing new products and services. In the competitive industry 

and market, proactiveness plays a vital role in obtaining and maintaining the competitive advantage of the enterprise (Jia, 
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J.; Zhao, X.; Yu, X.;Wang, G.Will 2013) . A firm with a high proactiveness orientation may be particularly adept at forging 

new ties because such a firm seeks out resources that would add value to the firm both in the present and in the future. The 

ability to read and anticipate changes in their environments is an eminent trait of entrepreneurial firms(Gunawan et al., 

2013) 

 

Risk taking 

Risk-taking refers to the tendency for enterprises to take bold action in order to pursue high reward (Miller, D 

1987). Risk-taking helps an enterprise form an organizational atmosphere of tolerance and risk; it is also a way to encourage 

the experiment (Slocum, J.W.; McGill, M.; Lei, D.T. 1994). Risk taking refers to a firm’s tendency to engage in high-risk 

projects and managerial preferences for bold versus cautious actions in order to achieve firm objectives (Miller, 1983). 

Therefore, riskiness is important in resource allocation situations and can act as a key parameter in determining the 

decision processes involved in competitive strategy (Dickson and Giglierano, 1986). The riskiness trait is intuitive rather 

than analytical requiring risk-oriented decision making and a significant financial and human resource investment (Miller, 

1989). 

 

Business Performance 

Firm performance seems like a self-evident and self-explanatory term, but actually needs to be carefully 

deconstructed to understand its tangible content. Firm performance is a multidimensional construct consisting of revenue 

and cost-based financial performance, customer-related performance, innovation- related performance, and employee-

related performance. The performance of MSMEs has become the main priority in all countries in the world as a result of 

global perspectives that acknowledge MSMEs as the economic growth engine in both developed and developing countries 

(Agwu, 2014; Naala et al., 2017). 

The conventional approach to business performance assessment has been to emphasize profitability, most 

frequently measured by return on investment, which is widely regarded as the ultimate ‘‘bottom line’’ (Reese and 

Cool,1978, p. 28) test of success. 

In the context of Small and Medium Enterprises (SMEs), Camison (1997) used three measures of performance: 

profitability, productivity, and market share; Camison found that ‘‘the most profitable and productive organizations, 

whatever the index chosen, are those with more proactive strategic behaviors integrated into groups oriented towards 

innovation and quality, and towards customer satisfaction, in that order’’ (Camison, 1997, p. 413). Another important 

issue that needs to be considered when investigating the relationship between strategic orientation and firm performance 

is the existence of some contingencies such as business practices, economic conditions, business culture and politics 

(Punnett & Shenkar, 1994).  

Enterprise performance has been measured using various indicators. Financial performance measures include: 

profit, revenue, earning per share, dividends per share, return on equity, return on asset, among others (Kaplan & Norton, 

1996). 

 

Innovation 

Innovation is the key source for enterprises to gain competitive advantage and can provide lasting impetus to 

improve firm performance in the competitive market (Kim et al., 2012).Innovation can provide related services for the 

organization, its suppliers, and its consumers through new technologies, new processes, new methods, new services, and 

new business development methods, and can obtain a certain value.(Zhai et al., 2018). Innovation is a crucial factor in 

firm performance because of the evolution of the competitive environment (Bueno and Ordoñez, 2004). Innovation 

performance is considered to have a direct effect on firm performance (West and Iansiti, 2003; Brockman and Morgan, 

2003). Innovation is always correlated with decision making out of unexpected opportunities, exceptions, new relations and 

uncertainty of result, and it is at high risk of failure (Davila et al., 2009). 
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Conceptual Model 

 
 

Entrepreneurial Orientation, Innovation and Business Performance 

The relationship between entrepreneurship and firm performance has received considerable attention in the 

organizational and entrepreneurial literature over the last two decades (Vij, S., & Bedi, H. S. 2012). Most previous studies 

investigating the independent effect of entrepreneurial orientation on firm’s performance and ignore the factors that may 

mediate the strength of the entrepreneurial orientation and firm's innovation performance. (Madhoushi et al., 2015) 

Firms with innovativeness have a tendency to support new ideas and novelty, and further increase the 

engagement in developing new products or processes (Lumpkin and Dess, 1996; Li et al., 2009). The research conducted 

by Woodside et al. (1999) provided a view into the relationship between orientation strategy, innovation capability and 

performance. Some empirical studies have proven that strategic orientation will influence organizational innovation and 

organizational performance (Widya-Hasuti et al., 2018; Obeidat, 2016; Reulink, 2012).  

Certain conditions in the study provide compelling evidence for the full mediating effect of Process innovation 

effectiveness on the relationship between EO and firm performance (Rochdi D., Khatijah O., Muhammad A.S.A.H. 

2017).According to Zahra et al. (1999), EO increases proactiveness and inclination towards risk taking and innovation 

within a specific 

firm. Consequently, EO may be deemed to be among the innovation performance antecedents (Baker and Sinkula, 2009; 

Renko et al., 2009) 

 

LIMITATION OF THE STUDY 

The study only focused on one of the strategic orientation i.e. entrepreneurial orientation and not focusing on 

various other strategic orientations like market orientation, learning orientation, technology orientation. The study mainly 

focused on entrepreneurial orientation and business performances and mediating effect of innovation. Despite decades of 

research conducted in the different streams of orientation literature, little is known about the relationships between market 

orientation, technology orientation, learning orientation and entrepreneurial orientation (Grinstein 2008). 

 

CONCLUSION 

SMEs have significantly contributed to the creation of jobs, the eradication of poverty, and the advancement of 

economic growth worldwide. SMEs are an integral part of the economic infrastructure of emerging nations and are 

essential for fostering growth, innovation, and prosperity. Although the SME sector is rapidly expanding and a significant 

contributor to India's GDP, the sector nevertheless confronts numerous obstacles. In order to secure a company's viability 

and performance, strategic orientations are viewed as guiding concepts that affect how the company operates. From the 

various literature it can be understood that the entrepreneurial orientation places vital role in the performances of the 

business. The firm requires strategies focusing on entrepreneurial orientation with the effect of innovation to withstand 

in the competitive environment. 
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