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Abstract

Small and medium-sized enterprises (SMEs) form the backbone of Malaysia’s economy but
continue to face high failure rates due to market volatility, resource limitations, and technological
disruptions. The COVID-19 crisis further intensified these challenges, exposing structural
weaknesses that threaten both performance and survival. While Entrepreneurial Orientation (EO)
has long been recognised as a key driver of business success, the effectiveness of its dimensions:
innovativeness, proactiveness, and risk-taking, in ensuring post-crisis sustainability remains
underexplored from a Schumpeterian perspective. This study investigates the relationship between
EO dimensions and firm performance among Malaysian SMEs, focusing on how entrepreneurial
behaviour contributes to competitiveness in the aftermath of crisis. Using data analysed through
IBM SPSS and AMOS, the results reveal that only risk-taking shows a significant negative effect
on firm performance, whereas innovativeness and proactiveness are not significant predictors.
These findings suggest that excessive or unmanaged risk may weaken firm resilience in volatile
environments, while innovation and proactive strategies may require longer time horizons to yield
benefits. By framing the analysis within Schumpeter’s theory of innovation and creative
destruction, this study provides empirical insights into how SMEs can transition from crisis to
competitiveness. It highlights the importance of balanced entrepreneurial behaviour, where
calculated risk-taking, continuous learning, and adaptive strategies are essential for long-term
sustainability in uncertain economic conditions.
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Introduction

Small and Medium-sized Enterprises (SMEs) are critical to Malaysia's economic vitality,
contributing significantly to employment and GDP. According to the Department of Statistics,
SMEs account for 98.5% of the country's businesses, contribute 38.3% to the national GDP, and
employ two-thirds of the workforce (Department of Statistics Malaysia, 2021). The Malaysian
government has implemented various initiatives to promote the development and sustainability of
SMEs, recognising their strategic importance in the 21st-century globalised economy (Ministry of
Economy, 2023; Marchese & Potter, 2018). These efforts are particularly crucial given that SMEs
constitute over 90% of the business community, employ 60-70% of the workforce, and contribute
55% to the Gross Domestic Product in developing nations (Adenan et al., 2024).

Despite their significant contributions, Malaysian SMEs face unique challenges, including intense
competition, limited access to finance, and difficulties in adopting new technologies and
sustainable practices such as ESG (Sidek et al., 2019; Salin et al., 2023). Such challenges, coupled
with a high failure rate estimated at 60% for Malaysian SMES, necessitate a rigorous investigation
into strategic orientations that can mitigate risks and foster long-term viability (Umbaris et al.,
2020). The challenges Malaysian SMEs face in adopting ESG reporting, such as limited expertise
and financial resources, underscore the importance of strategic alignment with entrepreneurial
orientation to overcome these hurdles and capitalise on emerging opportunities for sustainable
business practices (Adenan et al., 2024).

To thrive in today's highly competitive business environment, SMEs must cultivate a strong EO,
which includes a willingness to innovate, take risks, and be proactive (Chelliah et al., 2023).
Research from various contexts supports the idea that fostering EO can significantly impact
business success (Issau et al., 2021). Study found that integrating quality and innovation strategies
helped Indian SMEs achieve global sustainability (Naruetharadhol et al., 2024). Similarly,
Malaysian SMEs can leverage entrepreneurial orientation to navigate market complexities and
enhance their competitive edge, especially by embracing sustainable practices (Das & Rangarajan,
2020).

Several studies highlight that EO is critical to SME success (Alam et al., 2022; Hamdan & Alheet,
2020; Abdulrab et al., 2020). This factor drives business performance by fostering innovation
(Adam & Alarifi, 2021; Bahta et al., 2020). Despite the acknowledged importance of SMEs in
Malaysia's economic framework, their performance remains a subject of considerable scrutiny and
concern (SME Corporation Malaysia, 2021). There has been a lack of progress in the performance
of SMEs, despite the government's dedicated initiatives to cultivate an environment conducive to
entrepreneurship and innovation (SME Corporation Malaysia, 2021). EO effect on the
performance of business (Asad et al., 2022; Chen et al., 2020), there remains a lack of research
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investigating these relationships within the specific context of Malaysian SMEs, particularly in
emerging market conditions (Bezerra et al., 2024; Mohammad & Wasiuzzaman, 2021).

The ongoing digital transformation and the increasing emphasis on sustainability further amplify
the importance of these internal capabilities, compelling SMEs to strategically align their
innovation efforts with market demands and environmental considerations (Tolossa et al., 2024;
Jaini & Hussin, 2019; Bamgbade et al., 2017). Furthermore, the integration of Environmental,
Social, and Governance (ESG) principles is increasingly recognised as a crucial driver for long-
term resilience and competitive advantage among Malaysian SMESs, necessitating a deeper
examination of how these practices intersect with entrepreneurial orientation and innovation to
foster sustainable performance (Adenan et al., 2024). This strategic emphasis on sustainability also
positions SMEs to meet better evolving regulatory requirements and stakeholder expectations,
ultimately improving their overall resilience and attractiveness to investors (Adenan et al., 2024;
Salin et al., 2023).

The COVID-19 pandemic has substantially influenced small enterprises, resulting in the closure
of businesses. The researcher found that business that can innovate and adapt to change survive
and thrive (Resmi et al., 2020). The pandemic's adverse effects on SMEs, including widespread
salary reductions, layoffs, and bankruptcies, further accentuate the urgency of understanding how
entrepreneurial orientation and innovation capabilities can be leveraged to mitigate such
vulnerabilities (Chen et al., 2022). The Malaysian Global Innovation and Creativity Center
projected that approximately 40% of SMEs would cease operations if the COVID-19 pandemic
persisted for three to six months, underscoring the critical need for robust innovation and adaptive
strategies (Poon & Tung, 2022).

Hence, this research is strategically designed to address the influence of EO and SME performance
within the Malaysian economic landscape. This study seeks to address several key research
questions related to the performance of SMEs in Malaysia. It explores the relationship of EO
impacts on SME performance. The present study is significant in examining the relationship
between EO and performance within the context of SMEs in Malaysia (Widyanti & Mahfudz,
2020). This study aims to provide a comprehensive understanding of how these factors interact to
drive the growth and sustainability of SMEs, offering critical insights for policymakers and
business leaders (Lim & Teoh, 2021).

Literature Review
SMEs are widely recognised as the backbone of economies, contributing significantly to

innovation, employment, and economic growth (Mustapa et al., 2022). In Malaysia, SMEs play a
central role in driving technological advancements and providing adaptability in a rapidly
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changing global economy (Ministry of Economy, 2023; Bicocchi et al., 2019; Marchese & Potter,
2018). Despite their importance, Malaysian SMEs face persistent challenges such as resource
constraints and market access barriers (Chowdhury et al., 2021). These limitations highlight the
need to strengthen EO as a strategic lever for competitiveness and sustainability (Utomo & Susanta,
2021). Furthermore, the dynamic environment necessitates that SMEs in Malaysia enhance their
capacity to move beyond being mere followers and offer distinct and unique products (Mohezar et
al., 2020).

EO represents a firm’s strategic posture, defined by innovativeness, proactiveness, and risk-taking
(Makhloufi et al., 2021; Covin & Slevin, 1989). Studies show that SMEs with strong EO are more
likely to invest in innovation, anticipate market shifts, and pursue opportunities that contribute to
superior performance outcomes (Bezerra et al., 2024; Wiklund & Shepherd, 2021). Empirical
evidence further demonstrates that EO enhances a firm’s innovation capacity by fostering
creativity, risk-taking, and proactive decision-making, which are crucial for SMEs to remain
competitive in dynamic environments (Isichei et al., 2020; Basco et al., 2019). EO is a pivotal
strategic orientation that enables SMEs to navigate competitive pressures and capitalise on
emerging opportunities, fostering sustainable growth and enhanced performance (Adenan et al.,
2024; Ramdan et al., 2022).

The COVID-19 pandemic significantly disrupted businesses globally, and Malaysian SMEs were
no exception (Ha et al., 2021). Many faced severe operational and financial constraints due to
movement restrictions, supply chain disruptions, and shifting consumer demands (Mamun et al.,
2022). SMEs with limited digital infrastructure and cash flow reserves were particularly vulnerable
(Frantika et al., 2022). Firms that had embraced EO through proactive responses, new product
development, or risk-taking ventures were better positioned to adapt and pivot their strategies
(Kopor¢i¢ et al., 2025). These actions included exploring alternative supply chains, launching
digital platforms, and entering new markets (Choi et al., 2020). EO acted as a guiding mindset that
enabled firms to recognize crisis-driven opportunities rather than view the pandemic purely as a
threat (Pefiarroya-Farell & Miralles, 2022).

COVID-19 was a global stress test that validated theoretical assumptions about the relationship
between EO, innovation, and performance (Forliano et al., 2022). The crisis forced Malaysian
SMEs to confront their strategic limitations while highlighting the importance of strategic agility
(Mamun et al., 2022). Those that demonstrated high EO managed to survive and, in some cases,
emerge stronger (Mamun et al., 2022).

In the context of entrepreneurial orientation, the attribute of innovativeness plays a vital role in
enhancing firm performance and growth (Wu et al., 2024). A culture that promotes innovation
strengthens an organisation’s tendency to be innovative, thereby reinforcing the positive
relationship between entrepreneurial drive and market orientation (Shaher & Ali, 2020).
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Innovativeness is widely recognised as a critical factor for achieving organisational success, as
both creativity and innovation are key drivers of entrepreneurial orientation among entrepreneurs
(Akumbom & Vukenkeng, 2024). Furthermore, entrepreneurial orientation and innovation are
essential for attaining competitive advantage and sustaining long-term success, particularly in the
dynamic environment shaped by the Fourth Industrial Revolution (Cheng et al., 2025).

Proactiveness represents another crucial dimension of entrepreneurial orientation, reflecting a
forward-looking mindset and a willingness to engage in innovative or new-venture activities (Wu
et al., 2024). It is considered a strategic posture that signifies a firm’s readiness to compete
aggressively and act ahead of market trends (Eggers et al., 2018). The proactive component of
entrepreneurial orientation significantly influences business performance, particularly through its
impact on functional outcomes (Franczak et al., 2023). Research further indicates that
proactiveness predicts entrepreneurial tendencies and behaviour, underscoring its educational
implications in shaping entrepreneurial mindsets (Wu et al., 2024). The relationship between
entrepreneurial orientation and business performance especially within the context of
microenterprise growth highlights the importance of proactiveness as a foundation for improving
performance and fostering innovation (Wu et al., 2024).

Risk-taking has also been extensively examined in relation to entrepreneurial orientation and
business performance (Wu et al., 2024). The literature consistently establishes a strong link
between risk-taking propensity and entrepreneurship, emphasising its role in entrepreneurial goal
formation (Franczak et al., 2023). Ma (2024) demonstrated that risk-taking propensity, together
with proactiveness, moderates the relationship between green creativity and green
entrepreneurship, illustrating its significance in entrepreneurial pursuits. Researchers have
explored how entrepreneurship education influences the financial risk propensity of university
students, further linking entrepreneurial development with risk-taking behaviour (Hussain et al.,
2021). Bernardus et al. (2023) found that the inclination to take risks mediates the relationship
between experiential learning and entrepreneurial mindset, reinforcing the importance of risk-
taking in cultivating entrepreneurial traits (Bandera et al., 2018). However, Kihm and Kamal (2020)
challenged the assumption that an entrepreneurial approach always results in higher risk,
suggesting a more nuanced relationship between risk-taking and entrepreneurial orientation
(Zichella, 2017). Perlines et al. (2019) conceptualised entrepreneurial orientation as an integration
of innovativeness, proactiveness, and risk-taking, highlighting the multidimensional and
interdependent nature of these attributes (Niemand et al., 2020).

The following hypotheses are proposed:
H1: Innovativeness has a positive effect on the performance of SMEs.

H2: Proactiveness has a positive effect on the performance of SMEs.
H3: Risk-taking has a positive effect on the performance of SMEs.
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Figure 1: Research Model
Schumpeter's Theory of Innovation (STI)

Schumpeter's Theory of Innovation (STI) is widely acknowledged as a crucial element of
economic progress (Langroodi, 2021). The concept entails replacing current products and
processes with new and enhanced innovations, resulting in the dynamic reshaping of the economic
environment (Mehmood et al., 2019). Entrepreneurial efforts drive this process to improve
efficiency, quality, and cost-effectiveness, resulting in the obsolescence of established enterprises
and technology (Mushangai, 2023). Hence, this research applied the Theory of Innovation to focus
on how SME’s innovativeness, proactiveness, and risk-taking influence their firm's innovation
capabilities and, consequently, their performance. This dynamic, often termed “creative
destruction,” posits that innovation is not merely an incremental improvement but a transformative
force that reconfigures markets and industries, fundamentally altering competitive landscapes
(Costa et al., 2023). This theoretical framework is particularly salient for understanding the
strategic imperatives of Small and Medium-sized Enterprises in Malaysia, as it underscores how
their capacity for innovation directly impacts their survival and growth in a rapidly evolving global
market (Ramdan et al., 2022).

According to Schumpeter's theory, innovation is an ongoing process that introduces new goods,
production processes, and organisational forms. This translates to the idea that innovation
capabilities within SMEs are crucial for their performance and growth (Odwaro et al., 2022;
Kamalrulzaman et al., 2021). This is reflected in how SMEs in Malaysia might adopt new
technologies or business models, disrupting traditional practices but leading to improved
performance. Specifically, firm process innovativeness, such as the adoption of lean techniques,
significantly influences environmental sustainability adoption and overall performance in
Malaysian firms (Wang et al., 2021).

Schumpeter posits that innovation is the principal catalyst for economic transformation and

advancement in capitalist nations (Hindmoor, 2008). He highlighted the significance of the
entrepreneur in delivering groundbreaking ideas that challenge established markets and
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technologies, consequently paving the way for the emergence of fresh economic prospects (Jificek
& Dostalova, 2020). This process ultimately results in replacing outmoded technologies and
restructuring industries (Xing & Sharif, 2020; Bamgbade et al., 2017). STI also emphasises the
pivotal function of credit creation in enabling innovation and economic progress (Caiani et al.,
2014). Scholars highlighted the crucial role of innovative entrepreneurs in driving economic
growth, emphasising the importance of technological advancements and how they influence the
general functioning of the economy (Jificek & Dostélova, 2020). Schumpeter's contributions have
significantly impacted evolutionary economics, which recognises innovation as an internal
component that propels economic advancement (Eggink, 2013).

The literature provides a foundational mathematical framework for analysing Schumpeter's theory
on the growth of SMEs within the context of the "innovation and capital paradigm” (Ren & Yuan,
2022). Kamalrulzaman et al. (2021) have utilised STI to create measures for firms' innovation
capacities by examining several aspects of innovation. The research emphasises the crucial
significance of innovation in improving the competitiveness and sustainability of SMEs (Guo-
xiang et al., 2020). Schumpeter's innovation theory describes the entrepreneur as the primary driver
for economic advancement, possessing the ability to convert ideas into profitable commercial
endeavors that disrupt the existing order (Vaz-Curado & Mueller, 2019). This entrepreneurial
endeavor plays a vital role in promoting competition and fostering the implementation of
innovative methods in various sectors, improving overall company performance and contributing
to economic growth (Costin et al., 2019).

Schumpeter highlighted that the entrepreneur's tendency to undertake risks and allocate resources
towards novel technologies distinguishes between prosperous organisations and those that remain
stagnant (Shkurat & Temerbek, 2020). This differentiation between the economy's cyclic flow and
the dynamic economic development process emphasises the need for ongoing innovation to
prevent stagnation (Giinar & Dogan, 2020; Sebayang et al., 2022). This viewpoint is especially
pertinent in the swiftly evolving economic environment, where technological progress and
globalisation are restructuring businesses and generating new market dynamics (Lipieta, 2018).

Schumpeter's theory also posited that to foster innovation, organisations must establish conducive
environments that facilitate imaginative thinking and the execution of novel concepts. This enables
firms to effectively adapt to evolving market conditions and cultivate a climate that nurtures
innovative ideas, ultimately enhancing firm performance (Caputo & Ayoko, 2021). Entrepreneurs
are frequently regarded as people who stimulate change inside companies, and their capacity to
introduce new ideas is greatly affected by the organisational environment in which they work
(Henrekson et al., 2023). Studies suggest that companies that possess flexibility and adaptability
are able to promptly react to market shifts and technological progress, which is crucial for
maintaining a competitive edge in the current rapidly evolving business landscape (Caputo &
Ayoko, 2021).
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Within the framework of STI, process innovation represents a fundamental mechanism of “creative
destruction,” whereby firms adopt new or significantly improved production, delivery, or
operations methods to replace outdated practices. (Costa et al., 2023). By introducing lean
manufacturing, automation, or digitalised workflows, firms can reduce costs, enhance efficiency,
and improve product quality, thereby reshaping competitive dynamics. (Abreu et al., 2024). In the
SME context, process innovation strengthens operational performance and contributes to
sustainability by enabling energy-efficient systems, waste reduction, and environmentally
responsible supply chains (Lin & Chen, 2021). This transformative approach aligns with
Schumpeter’s notion that innovation disrupts existing structures while simultaneously creating
new opportunities for growth and resilience (Sossa et al., 2024) This is particularly relevant for
service-oriented innovations, which, despite previous research focusing on new service
development and process innovation, still present challenges in clear operationalisation due to their
problematic outcomes (Channa et al., 2020). Furthermore, integrating process innovations often
necessitates re-evaluating organisational structures and strategic decisions, aligning with
contingency theory, which posits that the dynamism of its operational environment influences an
organisation's strategic choices (Channa et al., 2020).

Complementing this is product innovation, which in STI is viewed as a powerful driver of market
transformation (Pacheco-Cubillos et al., 2024). Introducing new or significantly improved goods
and services challenges established offerings, redefines consumer preferences, and opens access
to new markets. Product innovation allows SMEs to move beyond price competition by
differentiating their offerings, capturing niche markets, and responding proactively to evolving
customer demands (Anzules-Falcones & Novillo-Villegas, 2023). In Malaysia, SMEs that
innovate in products, whether by integrating digital technologies into traditional services or
creating eco-friendly alternatives embody Schumpeter’s vision of entrepreneurs who disrupt
established markets to generate fresh economic opportunities (Mohamad et al., 2022) Through
product innovation, SMEs contribute not only to their own survival and competitiveness but also
to broader economic progress, consistent with Schumpeter’s view of innovation as the engine of
capitalist development (Osiyevskyy et al., 2025)

Methodology

This study employed a quantitative, cross-sectional research design to investigate the relationships
among EO and SME performance in Malaysia. In line with prior entrepreneurship research, a
structured questionnaire survey was chosen as the primary data collection instrument to gather
standardized responses for statistical analysis. The focus on EO as a driver of firm outcomes is
grounded in STI. The study provides a snapshot of how EO relates to performance outcomes,
which are critical for the long-term survival of these firms.
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The target population for the study was Malaysian SMEs across various industries. The
respondents were key decision-makers in these firms (owners, C-suite executives, general
managers, and other senior managers) with comprehensive knowledge of their firm’s strategies
and performance. Using Krejcie and Morgan’s (1970) sample size guidelines for a large population,
a target sample of 398 SME executives was determined, corresponding to a 95% confidence level
and 5% margin of error. A non-probability sampling strategy was implemented in two stages. First,
purposive sampling was used to deliberately recruit participants holding senior positions, to ensure
they could provide informed insights on EO and firm performance. This method ensured that data
were collected from individuals capable of reporting on their firms' strategic orientations and
innovation activities. To improve sector and regional representation, efforts were made to include
SMEs from different industries and locations within Malaysia. In the second stage, a snowball
sampling technique was employed to increase the sample size if needed: initial respondents were
asked to refer other qualified SME leaders in their network. This combination of purposive and
snowball sampling helped achieve a final sample of approximately 398 SME respondents,
exceeding the initial target and enhancing the statistical power of the analysis.

Data were collected through a self-administered structured questionnaire distributed online. The
survey was implemented via Google Forms, which allowed cost-effective and wide-reaching data
gathering from geographically dispersed respondents. A multi-channel approach was used to
maximise response rates: personalised email invitations were sent to potential participants,
followed by reminders; additionally, the survey link was shared through mobile messaging apps
(e.g., WhatsApp) and posted in SME-oriented social media groups or forums. This approach
leveraged professional networks and online communities to reach various SME owners and
managers. Participation was voluntary, and respondents were assured of confidentiality. Before
full deployment, the questionnaire and study procedure were reviewed and approved for ethical
compliance, ensuring that respondents’ rights and data privacy were protected (e.g., through
informed consent and secure data handling).

The research instrument was a structured questionnaire divided into two sections. Section A
captured demographic and firm information (e.g., respondent’s age, position, firm size, industry)
via checklist items. Section B contained items measuring the primary constructs: entrepreneurial
orientation, innovation capabilities, and SME performance. All measurement items were closed-
ended statements assessed on a five-point Likert scale (1 = “strongly disagree” to 5 = “strongly
agree”). All constructs in this study were measured with established multi-item scales adapted
from prior research. EO was measured by an 18-item scale covering its three dimensions —
innovativeness, proactiveness, and risk-taking. These items were adapted from the seminal EO
scale by Covin and Slevin (1989) and a later refinement by Mahmood et al. (2013). Respondents
indicated how much their firm favors new ideas, acts proactively in the market, and takes
calculated risks. A higher score reflects a stronger entrepreneurial strategic posture.
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All scale items were contextualised to the Malaysian SME environment while preserving their
original meaning. The use of established scales helps ensure the validity of the measurements'
content. Additionally, incorporating multiple items per construct allows for assessing each
construct’s reliability and validity through statistical analysis.

Analysis and Results

The collected survey data were analysed using IBM SPSS and AMOS software. First, data
cleaning and screening were performed to handle any missing responses and to detect outliers,
ensuring the integrity of subsequent analyses. Then, descriptive statistics (means, standard
deviations, frequencies) were computed to summarise the sample characteristics and give an
overview of the distributions of EO and firm performance variables. Next, a two-step approach
was adopted for hypothesis testing using Structural Equation Modeling (SEM). In the
measurement model stage, the reliability and validity of each construct were evaluated. Internal
consistency reliability was confirmed with Cronbach’s alpha and Composite Reliability (CR)
coefficients, with values above 0.70 indicating acceptable reliability. Convergent validity was
assessed by examining factor loadings and the Average Variance Extracted (AVE) for each
construct, requiring AVE values = 0.50. Discriminant validity was verified using the Fornell-

Larcker criterion and the Heterotrait—Monotrait (HTMT) ratio, ensuring that each construct’s AVE
square root exceeded its inter-construct correlations and that HTMT values were below 0.85. The
measurement model demonstrated good fit and adequate reliability and validity, allowing
progression to testing structural relationships. In the structural model stage, AMOS was used to
test the hypothesised paths between EO and SME performance. This approach enabled
simultaneous estimation of all relationships, including the mediating effect of innovation
capabilities on the EO-performance link. Model fit indices (such as CFI, TLI, RMSEA) were
evaluated to ensure the structural model adequately represents the data. Finally, hypothesis testing
results were obtained from the SEM path analysis, which provides estimates for the direct effect
of EO on performance. The analysis sequence from descriptive stats and reliability checks to SEM
hypothesis testing aligns with recommended practices in quantitative management research. All
statistical tests were conducted at a 5% significance level. The findings from the SEM analysis
were then interpreted to determine whether EO serves as a significant driver of SME performance
in the Malaysian context.
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Figures and Tables

Table 1
Demographic Characteristics of Respondents

Demographic Profile Sample (n) Percentage (%)
Gender Female 210 52.8
Male 188 47.2
Total 398 100
Age Less than 25 64 16.1
26 — 34 52 13.1
35—-44 106 26.6
45 —-54 73 18.3
55 - 64 68 17.1
Above 65 35 8.8
Total 398 100
Education Secondary 79 19.8
Diploma or 81 20.4
equivalent
Bachelor Degree 75 18.8
Master Degree 87 21.9
Doctorate or 76 19.1
Professional Degree
Total 398 100
Position Executive 59 14.8
Senior Executive 58 14.6
C-level Executive 53 13.3
Manager 67 16.8
General Manager 50 12.6
Business Owner 57 14.3
Total 398 100

Respondent Profile

The demographic distribution of respondents was relatively balanced, with 210 females (52.8%)
and 188 males (47.2%). In terms of age, the largest proportion fell within the 35-44 range,
followed by those aged 45-54 and 55-64. The educational backgrounds encompass Secondary,
Diploma, or equivalent, Bachelor Degree, Master Degree, and Doctoral or Professional
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qualifications. The Master Degree emerged as the most common level of education (n = 87,
21.9%), followed by Diploma or equivalent holders (n = 81, 20.4%).

The participants held diverse positions, including those of business owners, C-level executives,
general managers, managers, assistant managers, senior executives, and executives. Manager
accounted for the largest group (n = 67, 16.8%), followed by executives (n = 59, 14.8%).

Table 2
Firm Profile

Category Sample (n) Percentage (%)
No. of Employees

Less than 10 96 24.1
11-50 86 21.6
51-200 117 29.4
Above 200 99 24.9
Total 398 100
Industry Sector

Manufacturing 159 39.9
Other 108 27.1
Services 131 32.9
Total 398 100
Location

East Malaysia 14 3.5
West Malaysia 384 96.5
Total 398 100

The number of employees defines firm size and was classified into four categories: less than 10,
11-50, 51-200, and above 200. The findings indicate that the majority of participating SMEs were
medium-sized, with 51-200 employees (n= 117, 29.4%), followed by larger firms employing more
than 200 individuals (n = 99, 24.9%). In terms of industry classification, respondents represented
SMEs across three main sectors, namely manufacturing, services, and other industries. The
manufacturing sector accounted for the largest proportion of firms (n = 159, 39.9%), while the
services sector (n = 131, 32.9%) and other sectors (n = 108, 27.1%) comprised the remainder.
Geographically, the distribution of SMEs was heavily concentrated in West Malaysia (n = 384,
96.5%), with only a small representation from East Malaysia (n = 14, 3.5%)).
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Measurement and Model Assessment

The analysis revealed that both constructs exceeded the minimum threshold of 0.70 for Cronbach’s
Alpha and Composite Reliability. This indicates that the items within each construct are
consistently measuring the same underlying concept. The constructs recorded AVE values greater
than 0.50, confirming that the indicators effectively represent their respective latent variables. The
HTMT ratios were below 0.85, indicating that each construct is empirically distinct and measures
a separate concept. This finding confirms that Entrepreneurial Orientation and Firm Performance
are independent constructs.

Table 3

Model Fit Indices for the Structural Equation Model

Fit Index Obtained Value

y?/df (Chi-square / Degrees of Freedom) 2.31

CFI (Comparative Fit Index) 0.951

TLI (Tucker—Lewis Index) 0.943

RMSEA (Root Mean Square Error of Approximation) 0.056

SRMR (Standardized Root Mean Square Residual) 0.041

Table 4

Reliability and Convergent Validity of Constructs

Construct Cronbach’s Alpha (@) CR AVE HTMT
Entrepreneurial Orientation 0.83 0.86 0.57 0.702
Firm Performance 0.82 0.85 0.60 0.702

Note. a = Cronbach’s Alpha; CR = Composite Reliability; AVE = Average Variance Extracted;
HTMT = Heterotrait-Monotrait Ratio.

Hypothesis Testing

The results of hypothesis testing for the three dimensions of Entrepreneurial Orientation (EO),
innovativeness, proactiveness, and risk-taking, on Firm Performance (FP) using SPSS and AMOS.
A total of 5,000 bootstrapped samples and 95% confidence intervals were applied to ensure robust
estimation.

Table 5

Structural Model Results for Entrepreneurial Orientation Dimensions on Firm Performance

Hypothesis  Path Estimate B (Std.) CR  p-value Result
(Unstd.)

H1 INNO — FP 0.002 0.003 0.083 0.934 Supported

H2 PROA — FP 0.002 0.004 0.107 0.915 Not Supported
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H3 RISKT — FP -0.043 -0.084 -2.384 0.017 Supported

Note. Dependent variable: Innovativeness (INNO), Proactiveness (PROA), Risk Taking (RISKT),
and Firm Performance (FP). Coefficients are standardized (J). Significance level at p < 0.05. CR
= Critical Ratio.

Results and Discussions

This section presents the results of the data analysis on the relationship between entrepreneurial
orientation (EO) and SME performance in Malaysia, within the post-pandemic context.

The structural model was analyzed using AMOS to test the direct effects of the three dimensions
of Entrepreneurial Orientation, Innovativeness, Proactiveness, and Risk-taking on Firm
Performance (FP). The model fit indices were within acceptable thresholds, indicating a good
overall model fit. The results revealed that only Risk-taking had a significant negative relationship
with firm performance (p = —0.084, C.R. =—-2.384, p = 0.017), suggesting that firms engaging in
higher risk-taking activities may experience decreased performance. In contrast, Innovativeness (3
=0.003, p = 0.934) and Proactiveness (p = 0.004, p = 0.915) showed no significant effect on firm
performance. These findings suggest that not all dimensions of entrepreneurial orientation have a
direct influence on SME performance, and risk-taking appears to play a negative role.

The results of this study provide new insights into how Malaysian SMEs behave after an
economic crisis from Schumpeterian perspective. The findings show that among the three
dimensions EO, innovativeness, proactiveness, and risk-taking, only risk-taking has a statistically
significant relationship with firm performance, and the direction of this relationship is negative (3
=—0.084, p = 0.017). Both innovativeness ( = 0.003, p = 0.934) and proactiveness ( = 0.004, p
= 0.915) did not significantly predict firm performance.

When SMEs take more risks in a challenging and uncertain environment, it may reduce their
performance instead of improving it (Nguyen et al., 2021). The SMEs in Malaysia face financial
constraints, limited market access, and unstable demand after crises such as the COVID-19
pandemic (Ramzi et al., 2022). Without sufficient resources, high risk-taking such as investing in

untested products or expanding can weaken rather than strengthen a firm’s position (Hamid et al.,
2023).

On the other hand, the lack of significant impact from innovativeness and proactiveness suggests
that Malaysian SMEs may still be recovering from the crisis, focusing more on short-term survival
rather than long-term innovation (Khan et al., 2022). Innovative efforts may also take time to show
results, especially for smaller firms that lack research funding, skilled talent, or technology
infrastructure (Caballero-Morales, 2021). This is consistent with previous research suggesting that
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the benefits of EO are context-dependent in developing economies, structural challenges can delay
the positive effects of innovation and opportunity-seeking behaviors (Manning & Vavilov, 2023).

From a Schumpeterian perspective, these findings illustrate that not all entrepreneurial behaviors
contribute equally to recovery and competitiveness (Morris et al., 2023). While Schumpeter
emphasised the role of innovation and risk-taking in “creative destruction,” this study shows that
in times of instability, uncontrolled risk-taking may lead to vulnerability rather than renewal
(Shore et al., 2024).

The path from crisis to competitiveness may therefore depend on balancing innovation with
prudence, and risk-taking with resilience (Jusoh et al., 2025). This implies a strategic prioritisation
of entrepreneurial orientation dimensions, wherein firms must carefully calibrate their risk-taking
propensity and innovative endeavors to align with their resource endowments and market stability,
ultimately enhancing entrepreneurial resilience (Shore et al., 2024).

Conclusion

This study examined how the three dimensions of Entrepreneurial Orientation: innovativeness,
proactiveness, and risk-taking, affect SME performance and sustainability in Malaysia after an
economic crisis. The results reveal that only risk-taking has a significant, but negative, effect on
performance, while innovativeness and proactiveness do not show direct influence.

These findings highlight that entrepreneurial orientation is not equally effective across all
dimensions, especially during recovery periods. Firms that take excessive risks without adequate
preparation or financial buffers may struggle to sustain operations. In contrast, innovative and
proactive strategies may take longer to translate into performance gains, as they require time,
market stability, and support systems to mature.

From a Schumpeterian perspective, crises represent both danger and opportunity. They disrupt
traditional business models but also encourage new ways of thinking, producing, and competing.
For Malaysian SMEs, moving from crisis to competitiveness involves developing a strategic form
of entrepreneurial orientation, one that embraces innovation and market responsiveness but
maintains careful risk management.

To sustain competitiveness, SMEs should: (i) Strengthen their internal capabilities for innovation
and digital adoption; (ii) Practice calculated risk-taking, supported by financial literacy and
contingency planning; and collaborate with government and industry partners to build support
networks and knowledge-sharing ecosystems.
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Overall, this study concludes that sustainable recovery and competitiveness require not just
entrepreneurship, but smart entrepreneurship. Malaysian SMEs can transform crises into
opportunities by learning, adapting, and innovating within their means, turning risk into resilience
and innovation into long-term growth.
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