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Abstract: The performance of a family business has become an interesting issue on the family
business research. On the other hand, how to achieve that goal is still arguable. Based on literature
review, entrepreneurship orientation is one of the key predictors for family business performance.
This study took sample of 201 medium family company in Surabaya. Purposive sampling is selected
as sample technique. The findings of this study imply entrepreneurship orientation significantly

positive correlate to family business performance.
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INTRODUCTION

Business sustainability, specifically family
business is an area which becomes a concern for
many family business experts for the last decades.
Every business, especially a family business, defi-
nitely wants to remain sustainable, especially in
the era of globalization, which results in compe-
tition among businesses, become even tighter.
According to Wildan (2012), a sustainability strat-
egy will give a competitive advantage for a com-
pany. A sustainability strategy will influence ev-
ery value created in a company, so a company will
always think about how to keep sustainable,
which, in the end, will influence all operational
aspects of a company. Pojasek (2007) said that a
family company that can exist and sustainable as
a living company is a visionary family company.
This thing is interesting, considering in a family
company, sustainability is a thing which becomes
a hope that is hard to achieve.

One of the factors which considered influ-

ence family business sustainability is family
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business performance. This finding was reported
by Tan et al. (2002) which discovered that one
of the most critical factors which influence
sustainability is business performance. The more
consistent a business performance for a par-
ticular period, the higher the chance of its
sustainability. Kausari (2014) reported a similar
finding, where a company that always monitors
its performance will have an excellent position
in the market and can create good sustainability.

Another factor that influences family busi-
ness sustainability is entrepreneurial orienta-
tion. Quantananda (2015) researched to see the
influence of entrepreneurial orientation which
measured by proactiveness, innovativeness, and
risk-taking which are prepared by the founder
generation to the next generation. In that re-
search, entrepreneurial orientation has Direct
and indirect influences on company performance
(Zahra et al., 2008; Kellermanns et al., 2008;
Lumpkin & Dess, 2001). Another research was
conducted by Alimudin (2013), which observed

the role of entrepreneurial orientation towards
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the sustainability of small-medium enterprises
(SME) competitive advantage in Surabaya city
and explained that there is a relation between
entrepreneurial orientation variable and busi-
ness sustainability.

From time to time, a company is expected
to develop skills, e.g.: risk-management skill,
innovation skill to meet the needs, opportuni-
ties and threats arise, skill to anticipate direc-
tion and behavior of market change and risk-
tolerant skill so that a company will be more
encouraged to increase its business performance.

Figure 1 presents the hypothesized causal
model of business performance with entrepre-

neurial orientation as a factor.

Entrepreneurial Business

\4

Orientation Performance

Figure 1 Business Performance Model Development

Entrepreneurial Orientation

Entrepreneurial orientation is defined as a
bunch of processes that are used by a company
to stimulate innovativeness, risk-taking and,
proactiveness. Therefore, entrepreneurial ori-
entation is more appropriate if it is measured
by using 3 instruments developed by Covin and
Slevin (1990), that are: First, proactiveness, is a
company’s ability to always be initiative in pur-
suing market opportunities. It consists of 3
indicators: (1) an initiative to go forward, the
higher the initiative of a businessman to ad-
vance his company, the higher the proactiveness;
(2) anticipate the actions of competitors, the
more a businessman anticipate himself by watch-
ing the movements of his competitors, the higher
the proactiveness; (3) have the speed to offer

something new in the market, the quicker a

businessman launch new products, the higher
the proactiveness.

Second, innovativeness, is a company’s ten-
dency to support the generation of new ideas,
unique and creative processes. It consists of 3
indicators: (1) the more support a company
gives to products’ research and development,
the more innovative the company; (2) the more
effort a company gives to deviate from its status
quo, the more innovative the company; (3) the
more support a company gives for new, innova-
tive ideas, the more innovative the company.

Third, risk-taking, is a company’s desire to
have a commitment to fully use the available
resources for a project, although the probability
and the price for its failure are very high. It
consists of 4 indicators: (1) the more a com-
pany fully allocate resources to make new things,
the braver a company in risk-taking; (2) the
braver a company to do have working capital
loans, the braver the company in risk-taking;
(3) the more frequent a company explores ac-
tivities that have never been done before, the
braver a company in risk-taking; (4) the more
aggressive a company in decision-making, the
braver the company in risk-taking.

Entrepreneurial orientation has become a
highly discussed topic in the research literature
regarding strategic management and entrepre-
neurship for the last two decades (Tang et al.,
2007). Entrepreneurial orientation pushes an
organization to innovate to rejuvenile offers to
the market (innovativeness), take risks to try
new products and services that not necessarily
accepted by the market (risk-taking), and more
proactive than competitors to take new oppor-
tunities in the market (proactiveness).

Baker and Sinkula (2009) stated that en-
trepreneurial orientation reflects the growth
level of a company that is driven by the identi-
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fication and exploitation of market opportuni-
ties that have never been detected. A company
that has a high degree of entrepreneurial orien-
tation tends to be able to take advantage of an
uncertain environment to be a profitable oppor-
tunity. High growth is associated with entrepre-
neurial behavior in an organization (Moreno &
Casillas, 2008).

Family Business Performance

The measurement of business performance
has become a long discussion. According to
Hofer (1983), business performance can be
measured with financial indicators like sales
growth, profitability, return on investment, re-
turn on sale, and return on equity (in Venkatra-
man and Ramanujam, 1986). However, finan-
cial indicators seem to be not enough to mea-
sure business performance so another indicator
was created like an operational indicator. To
produce a good business performance, positive
efforts need to be made to achieve it.

As well as a family company, if company
strategies were done well then it will get good
and consistent business performance for a long
period, especially regarding entrepreneurial ori-
entation. The entrepreneurial spirit is crucial be-
cause it will be a booster for a company to keep
creating new breakthroughs and innovations in
creating better performance in the future.

In this case, no matter how good the per-
formance of each company functional like effi-
ciency in the production function, technological
sophistication in research and development func-
tion, policies in a financial function of a com-
pany, and although many customers who buy
products or services, if all of them are not
integrated well, then family business perfor-
mance will also not be created. Because of that,
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family business performance is more precise if
it is measured holistically based on an instru-
ment developed by Matiz (2012), which is:

First, sales growth, is the rate of increase
in market size, generally stated as a percentage
per year. It consists of some indicators: (1)
company’s sales growth based on nominal, the
higher the difference in gross turnover of the
current year compared to the previous year, the
higher the sales growth; (2) company’s sales
growth based on product quantity, the higher
the total number of product units sold in the
current year compared to the previous year, the
higher the sales growth; (3) company’s sales
growth based on customer quantity, the higher
the increase of total new customers in the
current year compared to the previous year, the
higher the sales growth.

Second, organization reputation, is a stake-
holder evaluation of the company’s reputation,
based on the experience of the stakeholder of
the company concerned. It consists of some
indicators: (1) external reputation related to
the perception of the society (how quality, feel-
ing, and image of the company in the society),
the lower the number of negative rumors of the
company in mass media, the higher the degree
of the company’s reputation; (2) internal repu-
tation related to the perception of the employ-
ees (how feeling and image of the company in
the company’s internal community), the lower
the number of negative rumors of the company
in employees community, the higher the degree
of the company’s reputation. These indicators
are chosen because the company’s reputation
heavily determines the level of trust of external
or internal parties in good relations with the
company.

Third, employee satisfaction, is an emo-

tional state, whether happy or unhappy when
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an employee looks at his/her work. It consists
of some indicators, which is (1) employee turn-
over, the higher the number of employee turn-
over in a company, the less job satisfaction of
employees in the company; (2) Does the com-
pany pay attention to the employees’ physical
health; (3) Does the company pay attention to
the employees’ emotional health; (4) Does the
company give rewards/punishments in accor-
dance with the employees’ performance achieve-
ment. This indicator is chosen because the
employee’s working satisfaction heavily deter-
mines his/her performance in working, and if
the poor performance of all employees is accu-
mulated, then it will decrease the company’s

performance.

Entrepreneurial Orientation and Family Busi-

ness Performance

In a research conducted by Bossouara and
Deakins (1999), a businessman who has a high
level of entrepreneurial orientation will have
characteristics like a need to move forward,
self-internal control, tendency to take risks, a
need to be free, and behave innovatively. Char-
acteristics like these will make a company lead
by a businessman with high level of entrepre-
neurial orientation tends to be able to take
advantage of an uncertain environment to be a
profitable opportunity, so that entrepreneurial
orientation reflects growth level of a company
driven by identification and exploitation of un-
detected market opportunities (Baker and
Sinkula, 2009). The ability of a businessman
who always sees opportunities in every occa-
sion and his courage to take risks makes a
company always sees new markets, make prod-
uct development so that it increases the amount

of profit generated. The times that make con-

sumer preferences change resulted in every
company, including a family company, needs a
businessman with a high level of entrepreneur-
ial orientation so that it can face every chal-
lenge in doing business. In other words, entre-
preneurial orientation determines business per-
formance.

There are some empirical examples of the
concept. Quantananda (2015) who studied the
effect of entrepreneurial orientation of food and
beverage companies in Surabaya. It was found that
there was a positive and significant correlation
between entrepreneurial orientation which di-
mension was created by innovativeness, pro-
activeness, and risk-taking, related to the increase
in business performance. Paladino (2007) also
observed that sustainable product innovation or
relentless entrepreneurial spirit of a businessman
proved affected financial performance and cus-
tomer satisfaction in the business.

Suci (2009) did research to study the rela-
tionship between entrepreneurial orientation and
small medium-sized family company’s perfor-
mance in East Java. The finding showed that
entrepreneurial orientation positively and sig-
nificantly affected the managerial capability of
an entrepreneur in increasing his/her business
performance. In this research, Suci (2009) stated
that there are 4 important things that need to
be noticed by a businessman so that he/she can
master a good managerial capability, so the
business performance is maintained. First, he/
she has a desire to achieve a strong goal. Sec-
ond, he/she has confidence and a picture of the
level of success that can be achieved from a
business. Third, he/she has a high level of con-
fidence in every action and decision that is
done. And fourth, he/she has a character of
openness, particularly related to his/her sur-

rounding environment.
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Considering the previous findings across
literature, this study proposes the following
hypothesis:

Hypothesis 1. Entrepreneurial orientation is posi-
tively related to family business performance

METHOD
Sample and Procedure

A total of 201 people from middle-class fam-
ily businesses in Surabaya had participated in this
study. The method of collecting and selecting the
samples are purposive sampling, as certain quali-
fication need to be fulfilled in order to partake
the study. The questionnaire itself was delivered
through family businesses in Surabaya.

Measure

All measures consist of five-points Linkert
scales. In the questionnaire was given some alter-
native existing scenarios of conditions in the fam-
ily business, then respondents chose which con-
dition was the closest to the alternatives. In ev-
ery question, there are 5 answers for alternative
scenarios, from number 1 for the most unprofit-
able scenario for a family company, to number 5
to describe the most ideal condition for the de-

velopment of a family company.

Entrepreneurial Orientation

To measure the entrepreneurial orienta-
tion, the indicators used in this research are 1)

proactiveness, 2) innovativeness, 3) risk-taking.

Business Performance

To measure the family business perfor-

mance, the indicators used in this research are
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1) sales growth, 2) organization reputation, 3)

employee satisfaction.

Data Analysis

All the hypotheses were tested using simple
linear regression. This is a statistical test that
predicts a dependent variable based on an inde-
pendent variable. For this research, the entre-
preneurial orientation is an independent vari-
able, and the business performance is a depen-

dent variable.

RESULTS
Assessing the Structural Model
Direct Effects

As the instruments have been confirmed as
valid and reliable, the next step will be assess-
ing the structural model. Simple linear regres-
sion was used to assess the ability of a control
measure (entrepreneurial orientation) to pre-
dict business performance. There was a strong,
positive correlation between two variables, r =
0.896, n = 201, p < .001, with high levels of
entrepreneurial orientation associated with
higher levels of family business performance.
Business performance could be predicted from
entrepreneurial orientation by the following
formula: business performance = 0.56 * entre-
preneurial orientation + 37.110, R? = 0.801.
The value of A (0.56, p < .001) and B (37.110,
p < .001) in the equation is significant and has
an effect to business performance.

By using ANOVA, we know whether there
is an effect from entrepreneurial orientation to
family business performance so that the regres-
sion equation can be used to predict. By looking
at the result, we can know that this regression
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equation can be used to predict business perfor-
mance, F (1,199) = 806.697, p < .001.

Discussions

Prior research has suggested that entrepre-
neurial orientation has a positive impact on
business performance. This hypothesis was sup-
ported by the work of Suci (2009) in which her
research was based on small medium-sized fam-
ily companies in East Java and Quantananda
(2015) in which his research was based on food
and beverage companies in Surabaya. In this
research, we found that there is a positive and
significant relationship between entrepreneurial
orientation and family business performance.
This result provides additional empirical evi-
dence in family business settings. Our study
found consistent findings with previous research
as the relationship between entrepreneurial ori-
entation and family business performance is
strong and positive. When we take a deeper
look into the indicators between two measures,
we can demonstrate this positive impact in
detail.

Proactiveness has a positive impact on
business performance. If a company has the
initiative to go forward, it will find any available
market opportunities and increase the company’s
sales growth. This action makes more custom-
ers attracted to its products. Furthermore, if a
company can plan a good strategy to anticipate
the actions of competitors, it will overcome
challenges in the market, create a greater op-
portunity to make products or services of this
company have a higher value for the customer,
and increase its reputation. And, if a company
can have lots of new products, it will raise the
brand awareness of this company and have a

positive impact on the innovativeness of the

company and increase employee satisfaction
because the employees can give meaningful con-
tributions to the company and the company can
give rewards for these contributions.

Innovativeness has a positive impact on
business performance. If a company gives more
support to the product’s research and develop-
ment, it will create lots of new products, in-
crease the quality of the products, and increase
customer’s trust and make more customers
eager to afford this company’s products due to
the diversity and quality of the products. If a
company gives more effort to take a new chal-
lenge and deviates from its status quo, it will
challenge the company to create a new and
fresh strategy to overcome the challenge, and it
will push the company to have more innova-
tions and breakthroughs and leads to sales
growth. And if a company can give supports to
new and innovative ideas, it will increase its
reputation because the company can provide
and develop better technologies, techniques,
and strategies than its competitors. And it will
increase employee satisfaction because employ-
ees have more freedom to express their ideas,
have resources to create their ideas, the com-
pany facilitates this development. This will cre-
ate a good environment to have meaningful
contributions.

Risk-taking also has a positive impact on
business performance. If a company fully allo-
cates more resources to make new things, it
will push the innovativeness of the company,
and it will increase diversity and quality of its
products. This will increase its sales growth. If
a company is braver enough to have working
capital loans, then it will provide more re-
sources to develop new things, increase promo-
tions of its products, and train employees to

increase their skills. This will increase reputa-
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tion and employee satisfaction. However, a com-
pany needs to consider the side effects of hav-
ing working capital loans and carefully assess
the advantages relative to the risk taken. If the
advantages relative to the risk is low, then the
company needs to consider other options. If a
company explores new activities more fre-
quently, it will increase its opportunity to have
new ideas, innovations, and find a new gap
which has not been seen by other competitors.
This will increase its business performance as a
whole in every aspect. And, if a company is
more aggressive in decision-making, it will push
its proactiveness and innovativeness in order to
increase advantages among other competitors.
This will increase its reputation and sales growth.
However, a company should assess the risk and

consequences of every decision it makes.
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