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Abstract: The theme of the current research is to assess the link between entrepreneurial orientation,
organizational learning with organizational performance using structural equation modeling. The current work
was based on a quantitative approach using cross-sectional survey methodology. The study examined the effect of
entrepreneurial orientation (EO) on organizational learning (OL), organizational performance (OP), and of
organizational learning (OL) on organizational performance (OP). Moreover, the study also examined the mediating
effect of organizational learning (OL) in the relationship between entrepreneurial orientation (EO), and
organizational performance (OP). Data were collected from managers and owners of manufacturing pharmaceutical
SMEs in Indonesia. A sample of 340 was selected by using the purposive sampling technique. The results support
in current empirical model confirming all the direct hypothesized relationships. The study results also revealed
mediation of organizational learning in the entrepreneurial orientation and organizational performance
relationship. Considering the association of the factors studied in the current research, the authors imply managers,
owners to develop a learning-oriented environment. The implication sections provide further details based on the
results.
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1. Introduction

Siriattakul et al. (2019) and Hair et al. (2014) have regarded SMEs as facilitation units for employment
generation, financial development and competitiveness worldwide. SMEs are accepted equally in
theoretical and practical perspectives as the engine to solve unemployment problems, reduce poverty, and
other socioeconomic issues. SMEs provide about 80% of employment in Southeastern Asia as economic
integration to ASEAN, and it contributes about 50% to GDP, and region consists of about 96% of enterprises
in the region(Rosli, Lokman, Aziz, & Hamidi, 2015; Siriattakul, Saengchai, & Jermsittiparsert, 2019).

As for concern to Indonesian SMEs, especially the pharmaceutical sector, which is treated as a strategic
industry, the Indonesian pharmaceutical industry needs support from Indonesians. Unfortunately,
pharmaceutical SMEs' performance is on the lower end. This indicates the lower organizational
performance of Indonesian pharmaceutical SMEs. Furthermore, the contribution to GDP by
pharmaceutical SMEs in Indonesia decreased from 0.80% in 2009 to 0.65% in 2014. In such a situation, top
management officials in the pharmaceutical sector have to focus on improving organizational performance.
Keeping in view the objectives, the current study has examined the consequence of entrepreneurial
orientation on organizational performance. Alongside, the current study has also tested the mediating
effect of organizational learning in the relationship between entrepreneurial orientation and organizational
performance to forward strong empirical results to help support the pharmaceutical SME sector, which, as
per Table 1, has a significant contribution to the Indonesian economy.

Table 1. SMEs Contribution in Indonesia (Bappenas, 2018)

Type Number GDP Employment
Units Share

Micro 62.106 98.7% 30.06% 89.17%

Small 0.757 1.20% 12.54% 4.74%

Medium 0.058 0.09% 14.49% 3.11%

Total 62.922 99.99% 57.08% 97.02%

2. Review of Existing Literature
2.1. Organizational Performance

Organizational performance is one of the essential factors in different empirical works in the area of
management. Organizational performance plays an important key role in monitoring, implementing, and
developing strategic plans according to future targets (Teeratansirikool et al., 2013). According to Gavrea
et al. (2011) and Mebhralian et al. (2017), the growth of any organization is dependent on its performance,
which can only be achieved with effective organizational progress (Gavrea et al., 2011; Mehralian et al.,
2017). Organizational performance is referred as the output of a business entity as per its set goals and
objectives C.-C. Lee, Lin, Yang, Tsou, & Chang, 2013). According to Ho (2008), through organizational
performance, organizations achieve targets. Similarly, organizational performance has a vital role in the
growth of SMEs and, more importantly for pharmaceutical SMEs. In the current scenario organizations
should focus on key performance indicators (Ho, 2008).

Literature shows that business performance has been measured across various organizational settings.
According to Zulkiffi and Perera (2011), directors, managers, and CEOs rate firm performance as a key
factor when comparing themselves with the competitors.

2.2. Entrepreneurial orientation and Organizational performance

Scholarly work by Deshpande et al. (2013) denoted entrepreneurial orientation as the tendency and
obligation of business through promising results in the business market, such as developing innovative
ideas for new products and launching improved business operations to capture new markets, offering new
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products and services. Accordingly, the authors also suggest that organizations with entrepreneurial
orientation encourage employees to feel independent in applying new ideas and strive to take risks. Besides
this, entrepreneurial orientation has been conceptualized as a top management strategy, which involves
risk-taking, innovativeness, and pro-activeness (Alam et al., 2015).

Besides this Boso et al. (2015) stated that entrepreneurial orientation can lead to improved business
performance and can be a source of competitive advantage. Literature also shows a positive affiliation of
entrepreneurial orientation with business or organizational performance (Lee et al., 2019). Similarly, other
studies have also highlighted entrepreneurial orientation and its noteworthy effect on performance (Li et
al., 2009). Importantly, the positive influence of entrepreneurial orientation was also found in studies based
on SMEs in Iran (Jalali, Jaafar, & Ramayah, 2014). Among SMEs in China, a significant association between
entrepreneurial orientation and organizational performance was also witnessed (Zhang et al.,, 2012).
Therefore, based on the literature, the current study proposed a significant positive relationship between
entrepreneurial orientation and organizational performance. Hence, we hypothesized:

H1: Entrepreneurial orientation has a significant positive association with organizational performance

2.3. Entrepreneurial orientation and organizational learning

Prior research has shown the influence of entrepreneurial orientation (EO) on organizational learning
(OL) in different aspects. According to the literature, entrepreneurial orientation can create a learning-
oriented atmosphere (Wang, 2008; Liu et al., 2002). These studies have shed light on the importance of EO
as a helping tool for creating an environment and making firms capable of getting repeated successful
learning prospects (Liu, Luo, & Shi, 2002; Wang, 2008). Secondly, according to Lee and Sukoco (2007),
learning can be affected by entrepreneurial orientation through a proper process. Thirdly, Hughes et al.
(2007) stated that EO helps promote different activities related to learning. Through these activities,
organizations can build a learning and knowledge acquisition based environment. Entrepreneurial
orientation has shown a positive effect on strategic learnings and performance (Hughes, Hughes, &
Morgan, 2007).

Accordingly, entrepreneurial orientation has shown a direct relationship with knowledge creation
process. Furthermore, entrepreneurial orientation and organizational performance relationship has also
been proved through the mediation of knowledge creation (Li et al., 2009). Through EO, information can
be acquired, shared, and formatted, and all these factors are considered crucial for learning. In addition,
the link between entrepreneurial orientation and learning in developing markets has also been examined
(Hughes et al., 2007). Their study found theoretical consistencies of entrepreneurial orientation relationship
in line with firm performance. Additionally, their argument supports the notion that EO will be important
when associated with those firms whose workers are weak in learning. Based on these results from the
existing literature, we proposed that entrepreneurial orientation will offer a huge contribution to
organizational learning. Hence the present study hypothesized:

H2: Entrepreneurial orientation has a significant positive association with organizational learning.

2.4. Organizational learning and organizational performance

According to Yeo (2007), organizations have to be learning-oriented. Goh et al. (2012) stated that
organizational learning is an important aspect that helps businesses achieve competitive advantage.
Literature shows that substantial consequence of organizational learning on organizational performance.
Scholarly work by Matlay et al. (2006) on senior managers in India found a positive and significant
association of organizational learning with business performance, which can be narrated as organizational
performance (Matlay et al., 2006).

Though organizational learning has four key dimensions such as information delivery, information
understanding, information access and organizational retention (Wang & Ellinger, 2011). Besides this, Goh
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et al. (2007) and Wang (2008) have conceptualized organizational learning as both multi and unidirectional
construct. Furthermore, Chakrabarty and Roge (2002) scholarly work worked on the dimensionality of
organizational learning by using CFA approach through LISREL and recognized the uni-dimensionality
for the construct. Uni-dimensionality was also assessed by (Goh et al., 2007). In view of this evidence, the
current study has used organizational learning as a unidirectional construct (Chakrabarty & Rog¢, 2002).
The reason behind using uni-dimensionality of organizational learning was also to reduce redundancy
issues that often arise in constructs with multiple dimensions.
H3: Organizational learning will positively influence organizational performance

Literature shows that learning has played a vital mediating role between entrepreneurial orientation
and performance(Wang, 2008). Hence, the current study research framework followed Barron and Kenny
(1986) recommendation that a mediator should associate with independent variables and dependent
variables such as EO->OL, OL->OP. Thus, organizational learning has both characteristics based on cited
literature. Therefore, the current study used organizational learning as mediating variable among
entrepreneurial orientation and organizational learning (Baron & Kenny, 1986).

H.4: Organizational learning will mediate the relationship between entrepreneurial learning and
organizational learning.

Organizational

learning

Entrepreneurial Organizational

orientation performance

Figure 1. Conceptual Framework

3. Methodology

3.1. Participants and Procedures

The current study selected managers and owners from the Indonesian pharmaceutical SMEs as the
unit of analysis. A total of 340 respondents were selected through purposive sampling (Sekaran & Bougie,
2016), using the survey technique. The initial data screening was done using SPSS 23 for data screening to
assess missing values, outliers, collinearity for robust data analysis. Further, after data screening through
SPSS 23, the current study tested the model through PLS algorithm to check reliability and validity (Hair
et al., 2016). In this, the bootstrapping approach was applied using 5000 subsamples to test the
hypothesized relationships. Structural equation modeling is rigorously applied in several prominent
studies, particularly in the management-related fields (AlZgool et al., 2020; Darwish et al., 2020; Ringle et
al., 2020).

3.2. Instruments

Beside the demographic questions, the questionnaire contained 3 adapted items on entrepreneurial
orientation from Miller (2011) and four items adapted regarding organizational learning from Kandemir
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and Hult (2005). Lastly, 5 item scale from Henri (2006) was adapted to test organizational performance
(Henri, 2006).
4. Data Analysis

The current study applied the two-step approach as recommended by Hair et al. (2016). At first, the
study examined the psychometric properties of the model, known as measurement model assessment.
Upon confirming this, the study tested the significance of hypothesized relationships in the structural
model stage.

4.1 Measurement Model

Table 2. Measurement Model

Latent Variables Loadings CR AVE R2
EO

Innovativeness 0.871 0.918 0.789

Risk taking 0.899

Pro activeness 0.893

OL

OL1 0.695 0.863 0.613 0.553
OL2 0.825

OL3 0.837

OL4 0.768

OP

OP1 0.85 0.888 0.613 0.672
OoPr2 0.82

OP3 0.741

OP4 0.773

OP5 0.726

Structural equation modeling was used as a technique to assess the model of the current study. At first
stage measurement of model was assessed (Hair et al., 2016). In this, the current study model was assessed
for reliability, validity (convergent and discriminant). All items loading factors were found well above the
minimum criteria of 0.50. As for as concern to reliability, the recommended score of reliability is 0.70 (Hair
et al., 2011). Hence the current study achieved internal reliability for the model. Additionally, convergent
validity through average variance extract was assessed. Based on the recommended benchmark of 0.50
value for AVE by (Chin, 1998), the current study found all AVE scored above 0.50.
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Figure 2. Measurement Model
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Table 3. HTMT (heterotrait-monotrait ratio of correlations)

1 2 3
Entrepreneurial Orientation ~ —ee
Organizational learning 0.885 = —oomm-
Organizational performance 0.872 0.843 -

Beside the reliability and convergent validity, discriminant validity was also assessed through HTMT
values. Minimum ranges of HTMT values must be less than HTMT0.85 and HTMT0.90. The current study
found all HTMT values within the given range (Henseler, Ringle, & Sarstedt, 2015).

4.2, Structural Model Assessment

After successfully measuring the model, the structural model was assessed through bootstrapping by
applying structural equation modeling to know the significance of path co-efficient (Hair et al., 2014).
Concern to direct relationship, current study found positive significant conclusion of entrepreneurial
orientation on organizational performance (3= 0.398; t =7.098; p < 0.000) and with organizational learning
(p= 0.743; t = 27.145; p < 0.000). Accordingly, the relationship between organizational learning and
organizational performance was also found to be significant (= 0.479; t=8.117; p <0.000). While the results
for mediating hypothesis showed a significant positive effect. However, the indirect relationship beta
decreased from 0.398 to 0.356. Furthermore, the t value increased in the indirect relationship from 7.098 to
7.75. Hence the study confirmed the mediation of organizational learning in the relationship between
entrepreneurial orientation and organizational performance (3= 0.356; t = 7.775; p < 0.000). Results are
depicted in table 4 and figure 3.

Table 4. Hypothesis Results

Hypothesis Beta t-value p-value Decision
EO ->OL 0.743 27.145 0000 Supported
EO ->OP 0.398 7.098 0000 Supported
OL ->OP 0.479 8.117 0000 Supported
EO ->OL > OP 0.356 7.775 0000 Supported
'\7 3 :‘E\i ) ) J?‘ . /'-
g / 7

0743 (2F.7ST) l=arming 0.479 (8.132)
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Figure 3. Structural Model

5. Discussion

The current study stressed the prominence of organizational performance by centering on
entrepreneurial orientation, organizational learning of owners and or managers from SMEs in the
pharmaceutical sector in Indonesia. The current study empirically proved that entrepreneurial orientation
and organizational learning are healthy to enhance organizational performance. The study results land
support to the existing literature both in entrepreneurial orientation to organizational performance
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association (Boso et al., 2015) and in entrepreneurial orientation towards organizational learning (Liu et al.,
2002). Accordingly, the findings support the scholarly result on organizational learning and organizational
performance relationship (Goh et al., 2012). The findings are valuable contributions to knowledge and
literature on this association, asserting that entrepreneurial orientation and organizational learning are
important for organizational performance. Additionally, the current study has shown significant results
between EO and EL, EO and EP, EL for effective organizational performance. While testing the mediation
of organizational learning, the current study found a significant mediating effect, suggesting that managers
and owners (respondents) feel better association passing through entrepreneurial orientation and
organizational learning towards organizational performance.

5.1. Implications

The current study has contributed in both theoretically as well as practically. The current study has
theatrically contributed by using organizational learning as mediating factor among entrepreneurial
orientation and organizational performance. From the practical, the current study implies pharmaceutical
SMEs in Indonesia to appreciate the various benefits that entrepreneurial orientation and organizational
learning can bring to help boost organizational performance. Thus, organizations (pharmaceutical SMEs
firms) should enhance the use of organizational learning as a resource for better organizational
performance.

5.2. Limitations and Future Research Directions

Besides valuable contributions, the current study also has some limitations. The study tested
entrepreneurial orientation and organizational learning towards organizational performance. Future
research may be directed to test this framework by adding more variables. Due to time and financial
constraints the current study focused on the cross-sectional approach. Therefore, future studies may
consider the longitudinal approach. Furthermore, the current study was based on survey method; hence
future studies may consider a qualitative or mixed-method approach. Lastly, the current study only
focused on the pharmaceutical SMEs in Indonesia, the results limit the generalizability of the findings.
Future studies may therefore consider testing the framework in different occupational sectors and
industries.

6. Conclusion

The current study has addressed the critical importance of entrepreneurial orientation, organizational
learning towards organizational performance. The study has filled a major literature gap while
contributing to the body of knowledge. Additionally, the study has contributed significantly to these
variables across the major SMEs sector of the pharmaceutical industry in Indonesia, which advise managers
and policymakers to make organizations more effective in terms of performance through entrepreneurial
orientation and organizational learning.
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