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Abstract. This study aims to determine the direct effect of entrepreneurial orientation on
family business performance. In addition, this study will also discuss the role of family
involvement as a mediating variable. A total of 328 hotels in Yogyakarta were selected as
samples by the convenience sampling method. Primary data was collected through a
structured questionnaire. Hypotheses are tested by structural equation modeling using
AMOS 22.0. Sobel test is used to determine the indirect effect of mediation variables. The
results showed that entrepreneurial orientation has no significant effect on family business
performance. Family involvement acts as a fully mediation in the relationship between
entrepreneurial orientation and family business performance. This finding has significant
implications that can help family businesses in developing strategies that are suitable in
business management. The results provide a new model in providing an overview of the
direct and indirect roles in the assessment of family business performance.
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1. Introduction

Several studies have found a very significant role in the family business in a country's
economic growth. The family business has contributed greatly to economic activity. Family
businesses can contribute between 45% to 70% of state income and absorb a lot of labor [34].
In Indonesia, the contribution of family businesses to the formation of GNP is 80% [29].
Based on National Economic Survey data in 2016, in Indonesia, there were 48,929,636
businesses [14]. Of that amount, as much as 90.95% can be categorized as a family business.
The National Economic Survey Data also states that family businesses contribute 53.28% of
GDP and absorb 85,416,493 people as labor or 96.18% [39].

At present, unlike non-family businesses that experience ups and downs of growth, family
businesses actually show stable performance and tend to increase [53]. One of the factors
influencing family business performance is entrepreneurial orientation. In the family business,
the courage to take risks is an important dimension in entrepreneurial orientation [16].
Researchers conceptually agree that entrepreneurial orientation encourages superior business
performance [8]. Empirical studies find that entrepreneurial orientation has a positive effect on
financial performance and non-financial performance of businesses [15]. Other research states
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that entrepreneurial orientation has a positive effect on overall business performance mediated
by market orientation [17].

Entrepreneurial orientation are creative, proactive and risk-taking actions in decision
making strategies [40]. These dimensions in entrepreneurial orientation have a positive
relationship, and have a direct or indirect effect on business profitability [17]. Entrepreneurial
orientation is also oriented to more complex business performance, not just financial
indicators [5]. The effect of entrepreneurial orientation in family business is determined by the
mechanism of knowledge on family members that has an impact on business performance [3].
Family businesses tend to adopt "avoidance" strategies when in crisis conditions, but they can
also differ depending on the preferences of family members in taking risks [35].

Family business practices in Indonesia are found by family members who own shares and
also participate in business management [33]. In empirical research found negative and
significant effect between family involvement on business performance [26]. The family
members of the controlling shareholders who act as directors negatively affect business
performance in Indonesia. Likewise, family members who directly own shares in the business
and simultaneously become directors or commissioners were also found to have a negative
effect on business performance. In research on family businesses engaged in non-financial
fields in Spain, it was found that family involvement had no significant effect on business
performance because family control factors occurred more dominantly so that it could affect
performance [28]. Other studies have found that family involvement negatively effects
business performance with ROA measures. The results of the study indicate that high family
ownership encourages lower performance [16].

However, different from research conducted in the United States on family involvement in
ownership structures on business performance, shows the results that family involvement has a
positive effect on business performance [45]. Other studies reveal the positive effect of family
involvement on business performance [18]. To answer the research gap, this study aims to
determine the direct effect of entrepreneurial orientation on family business performance. In
addition, this study will also discuss the role of family involvement as a mediating variable in
the relationship between entrepreneurial orientation and family business performance.

2. Literature Review

2.1 Relationship about entrepreneurial orientation and family business performance

Entrepreneurial orientation is an orientation that emphasizes an aggressive orientation
regarding products and markets, risky projects, and a tendency to spearhead innovation and
lead competition [16]. Entrepreneurial orientation is a selection and learning mechanism that
engenders inquiry, risk seeking behavior in product and process innovation [24].

In family business, entrepreneurial orientation determines the relationships and values of
the two systems, namely family and business [30]. The effect of entrepreneurial orientation on
family business determines long-term vision between generations through developing the
capabilities of each family member [19]. In a family business, business performance is a
multidimensional concept, where financial and non-financial dimensions are two factors that
need to be considered [6]. However, in family businesses, there are concerns that performance
appraisals are not only about financial and non-financial aspects, but also to protect the



continuity of family values in business [13]. In some cases this has a negative effect on
business performance [38].

Some researchers have tried to explain the relationship between entrepreneurial orientation
and business performance. Entrepreneurial-oriented businesses have the ability to find and
exploit new market opportunities [32]. There is a positive relationship between entrepreneurial
orientation and profitability and growth of the business [19]. Entrepreneurial orientation and
business performance have a significant relationship [30]. However, the results of other
studies found no significant relationship between entrepreneurial orientation and business
performance [22]. This research will answer the gap between the results of previous studies.
Based on the above discussion, the following hypothesis is proposed:

HI. There is a relationship between entrepreneurial orientation and family business
performance
2.2 Relationship about family involvement and family business performance

Family-owned and managed businesses are a common form that is now often found in
many countries [33]. As many as 68% of the total go-public business in the world is a family
ownership company. In Indonesia, the average family ownership is 26%, where this ownership
is enough to give the family authority to be involved in managing the performance of the
business [55].

Traditionally, family involvement is defined as involving one or more family members
who hold a large control over the business, due to a significant percentage of ownership [28].
They explained that family involvement depends on three pillars namely management, family
and ownership. Family involvement as management of family businesses by passing on
business for generations to get a formal or implicit business vision as a single family property
or a small number of families [26]. Family involvement creates an important interconnection
bond between business and family [18].

From the perspective of agency theory, family involvement in business management can
increase the gap between family and management, especially when there is a mismatch
between "family needs" and "business needs". As a consequence, performance appraisal must
not be limited to financial performance, but as a whole including non-financial performance.
With family involvement, the evaluation of family business performance is different from
non-family business [10]. Family businesses tend to choose strategies to achieve business
goals based on "family needs" [16]. For family businesses to be able to compete in the global
market in the 21st century, family businesses must expand their stated goals by including
benefits that are not only related to financial performance but must be able to compete with
non-family businesses [20].

Family involvement is able to bring a positive effect on business performance because the
presence of family involvement causes a reduction in agency problems that occur in business.
But with family involvement, there is a tendency that businesses will employ relationships in
families that do not have enough competence so that they can also negatively affect
performance.

Based on the above discussion, the following hypothesis is proposed:
H2 : Family Involvement mediates the relationship between entrepreneurial orientation

and family business performance



3. Method

3.1 Sample and data collection

This research was conducted in Yogyakarta, Indonesia. The reason for choosing
Yogyakarta is because Yogyakarta is a well-known tourism destination city in Indonesia. In
2019 an increase in the number of tourist visits both domestic and foreign as many as
2,181,569 tourists [14]. This has an effect on increasing the use of accommodations including
hotels.

In 2020, there were 1,817 hotels in Yogyakarta [14]. Determination of sample size in a
study will largely depend on the uniformity of the population, the analysis techniques used and
the availability of funding and the time owned by the researcher [2]. This study adopted the
use of sample data collection using a self-delivered questionnaire so that it is expected to get a
higher level of truth and return of the questionnaire [58].

Since the total population is known to be 1,817 hotels, using the Slovin formula with the
value e = 0.05, obtained a sample of 328 hotels [47]. All the required samples are distributed
proportionally in five districts / cities in Yogyakarta. Thus the number of samples obtained in
each district / city as described in Table 1:

Table 1. Sample

Regency/Municipality — Classified ~ Non-Classified  Population  Sample

Kulonprogo 0 25 25 5
Bantul 2 313 315 57
Gunung kidul 2 198 200 36
Sleman 61 643 704 127
Yogyakarta City 98 475 573 103
Total 163 1654 1817 328

Source: Hotels Survey (Special Region of Yogyakarta in Figures, 2020) [14]

After completing the selection of respondents, researchers contact respondents to convey
the intent of the research conducted. The data were collected in January 2020 to March 2020.
Respondents from this study were key people at the hotel such as owners, directors, and key
staff (HRD, financial, relationship).

This research focuses on primary data collected through structured questionnaires
developed and adapted from the existing literature. Scales were measured using a 7 Likert type
scale (1 represent strongly disagree and 7 represent strongly agree). Entrepreneurial
Orientation Dimensions EO1 — EO10 [28]. The dimensions of entrepreneurial orientation are
classified into 3 dimensions, namely innovativeness, risk taking and proactiveness. Family
Involvement Dimensions FI1 — FI8 [33]. Family Business Performance Dimensions FBP1 —
FBP10 [53]. The FBP dimension uses non-financial performance indicators which are
classified into 3 dimensions, namely the efficiency dimension (room occupancy rate, tum over
interval, roomboy productivity level, tum over employee), quality dimension (level of guest
complaints, level of returning guests), time dimension ( average length of stay of guests,
check-in and check-out service time, room cleaning service time).



3.2 Data analysis

Demographic characteristics of respondents will be processed using IBM SPSS 22.
Furthermore, this study adopts a two-stage approach proposed by Anderson and Gerbing
(1988) for structural equation modeling (SEM), namely the first stage to test the research
framework and the second stage to test the research hypotheses [7]. The Sobel test is used to
test the significance of the indirect effect of the independent variable on the dependent
variable through the mediating variable [50]. By using the sobel test, it can be determined
whether the family involvement variable acts as a mediating variable in the relationship
between entrepreneurial orientation and family business performance [42].

4. Results And Discussion

4.1 Demographic characteristics

Analysis of demographic characteristics is very important to obtain personal data
information from research respondents. The aim is to justify the level of representation of the
target population. Demographic characteristics are divided into two, namely hotel
characteristics and respondent characteristics. The hotel characteristics include: owner's
gender and hotel age. Respondent characteristics include: position, respondent's gender,
marital status, age, education level and length of work. Demographic characteristics are
explained in Table 2.

Table 2. Demographic characteristic

Demographic factors Frequency (%)

Hotel Characteristic

Owner gender

Male 202 61.6

Female 126 38.4
Hotel age (year)

1-5 61 18.6

6-10 113 34.5

11-15 53 16.2

16 —20 47 14.3

21- 25 35 10.7

Above 25 19 5.7

Respondent Characteristic

Position
Owner
Director 213 64.9
Staff (HRD, 73 22.3
financial, 42 12.8
relationship)

Gender

Male 171 52.1



Female 157 479
Marital Status

Single 91 27.7
Married 237 72.3
Age (year)
21-30 51 15.6
31-40 96 293
41-50 143 43.6
Above 50 38 11.5
Education Level
Lower Level 87 26.5
Upper Level 241 73.5
Length of Work
(year)
1-5 50 15.2
6-10 139 424
11-15 65 19.8
16 - 20 37 11.3
21- 25 26 7.9
Above 25 11 34

Source : Primary Data (2020)
4.2 Model Testing

Confirmatory factor analysis (CFA) is used to test the validity of the questionnaire. After
the validation test, there are four indicators that have an estimated value <0.5, namely EO9,
EO10, FI7 and FBPS5. So that these four indicators will be removed from the model. After
modification, all indicators used are valid because they have an estimated standardized
regression weights> 0.5. Then, a reliability test is carried out to determine whether the
questionnaire can be used more than once. From the analysis it can be seen that in the output
square multiple correlation all indicators have an estimate value above 0.600. Because the
value is greater than 0.600, the questionnaire measurement tool is reliable or meets the
reliability requirements. In this study, goodness of fit test results can be seen that the value of
CMIN / DF = 2.314, GFI = 0.927, AGFI = 0.931, PGFI = 0.756, NFI = 0.972, IFI = 0.930,
TLI=0.958, CF1 =0.972 and RMSEA = 0.072 . The result of the confirmatory factor analysis
revealed the model with good fit, so the model was appropriate and could be continued for
further analysis.
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Fig. 1. Path Diagram
4.3 Hypothesis testing
a) Testing the hypothesis of direct effect between variables

After overall a structural model can be considered fit, the next process is to see whether
there is a significant effect between the independent variable and the dependent variable.
Testing this hypothesis is done by looking at the estimated results of the research model.
Basic decision making [27] i.e. CR value > 1.96 and P value < 0.05 then the hypothesis is
not rejected meaning that the variable has a significant effect, whereas if the value of CR <
1.96 and P value > 0.05 then the hypothesis is rejected means that the variable has no
effect. The estimation results of the model can be seen in Table 3.

Table 3. Model estimation results

Hypothesis Estimate  S.E. CR. P
FBP <-  FI 518 089 2589
FI <ee EO 761 093 4451 *okok
FBP  <-- EO 277 067 2.873 .068
Notes:

S.E: Standard errors; C.R: Critical ratio; P: Probabality (***

p is significant at 0.01 level).

FBP: Family Business Performance; FI:

Involvement; EO: Entrepreneurial Orientation.
Source : Primary Data (2020)

Family

Hypothesis 1 : There is a relationship between entrepreneurial orientation and family
business performance. Not Rejected. This is because the CR value is 2,873 (CR > 1.96). But



the effect is not significant because the probability value of 0.068 or greater than 0.05. The
results of this study are different from the results of previous studies, that entrepreneurial
orientation has a significant effect on family business performance [3] [5] [8] [9] [16] [17]
[40]. Significance occurs because of the effect of family involvement on entrepreneurial
orientation [33] [54]. So the role of family involvement in mediating the relationship between
entrepreneurial orientation and family business performance will be further discussed.

b) Testing the hypothesis of mediating effect between variables

To find out whether the indirect effect of X to Z through Y is significant or not, a Sobel
test was performed. Sobel test is used to determine the indirect effect of mediation
variables [50]. Sobel Test is a test to find out whether a relationship through a mediating
variable is significantly capable as a mediator in that relationship [4]. Hypothesis is not
rejected if this calculation produces a value of z > 1.98 with a significance level < 0.05
[42] [51]. Sobel test results can be seen in Table 4.

Table 4. Sobel testing

A B SEA SEB Zvalue  p-value
EO to FBP through FI  0.761  0.518  0.093  0.089 4.74 ok
Notes:
EO: Entrepreneurial Orientation; FI: Family Involvement; FBP: Family Business
Performance.

A: Raw (unstandardized) regression coefficient for the association between
independent variable and mediator; B: Raw coefficient for the association between
the mediator and the dependent variable (when the independent variable is also a
predictor of the dependent variable); SEA: standard error of A; SEB: standard error
of B; Zvalue: Sobel value; p-value: probability (***<0.01)

Source : Primary Data (2020)

Hypothesis 2 : Family Involvement mediates the relationship between entrepreneurial
orientation and family business performance. Not Rejected. From the calculation of the sobel
test the effect of EO on FBP through FI obtained a z value of 4.74. Because the z value
obtained is 2.74 > 1.98 with a significance level of *** or < 0.01, it proves that FI is
significantly able to mediate the relationship between the effect of EO on FBP. From the
results of the direct effect hypothesis it is known that EO has no significant effect on FBP.
With the FI, the relationship between EO and FBP through FI becomes significant. So it can
be concluded that FI has a role as fully mediated in the relationship between EO and FBP.
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Fig.2. Mediating Role of Family Involvement on Relationship Between Entrepreneurial Orientation and
Family Business Performance

The results of this study provide a new model in providing an overview of the direct and
indirect roles in the assessment of family business performance. This study uses three
variables which are important variables in performance appraisal, namely entrepreneurial
orientation (independent variable) and family involvement (mediating variable). The results
showed that entrepreneurial orientation had no significant effect on family business
performance. However, the relationship between entrepreneurial orientation and family
business performance is significant by being mediated by family involvement. The results of
this study indicate support for previous research.

By investigating the entrepreneurial orientation of the company, it can be explained that
there is a managerial process that enables the company to reach a position that is superior to its
competitors, because the entrepreneurial orientation facilitates the company's actions to act on
initial signs originating from the company's internal and external environment [52].
Entrepreneurial orientation leads to the strategic orientation of a company, including aspects
of the style, methods and practices of specific entrepreneurial decision making.
Entrepreneurial orientation can be an important measurement of how a company is organized,
and is an important entrepreneurial contribution to company performance. Entrepreneurial
orientation can "enrich the performance benefits of the company's knowledge-based resources
by paying attention to the use of these resources to uncover and exploit opportunities".

The success of a family business is largely determined by its leader [25]. A leader who has
the knowledge, skills and new ideas that can be contributed is the most important factor in the
formulation of business strategies and decision making [23] [37] [44]. Thus, the contribution
of leaders depends on their level of orientation and strategic involvement in the business being
managed [12] [21].

The effect of family business performance on business continuity is enormous. In general,
family businesses involve owners, family members and hotel management (who come from
outside the family) [1] [11] [18] [41] [46]. In some cases, the family acts as both the owner
and management [17] [43]. But in other cases that management also comes from outside
family members [11] [18]. So that the involvement between the owner, family members and
management becomes an important measure of the success of a hotel managed by a family
business. Family business depends on the involvement of the family to become part of the



local community making it easier for hotel management to gain knowledge of the local culture
that allows the achievement of profitable profits [26].

In addition, entrepreneurs who have a high entrepreneurial orientation can improve
business performance [36] [49]. Entrepreneurs involved in the local community can provide
authentic experiences to tourists based on their own knowledge. The effectiveness of
community involvement is effectd by politics and local relations, as well as the personal skills
of the owner [48]. One form of community involvement is to employ local residents. This can
build strong social capital in local communities that can enhance and support local businesses
in the tourism sector. So that it can indirectly support and effect the future goals of business
practices and long-term strategies for small business owners in the tourism sector [13] [31]. At
the same time assisting the government in increasing Local Revenue and increasing the
standard of living of the people in the region, especially in tourism destinations.

5. Conclusion

There are two limitations to this study as follows: the results of the study cannot conclude
a national family business: this study adopts convenience sampling and the sampling area is
limited in Yogyakarta. From the perspective of statistical theory, the sample may lack the
generalization power, and may not be suitable for inference as a citizen in general. The results
of the study are not conclusive for family business in general. This study only conducts
research on hotels managed by family businesses. Despite obtaining concrete conclusions, the
results of research may not be suitable for conclusions on family business in general.

This finding has significant implications that can help family businesses in developing
strategies that are suitable in business management. Entrepreneurial orientation occupies a
strategic position in developing sustainable competitive advantage in the family business of
the tourism sector especially the hotel business in Yogyakarta for the better. Family businesses
need to be committed to innovation, proactivity, courage in taking risks and being able to
manage risk.

In addition, the results of the study also showed that entrepreneurial orientation had no
significant effect on performance. This relationship becomes significant when combined with
active family involvement. This finding also shows that entrepreneurial orientation has the
potential to have a more beneficial effect because of the active involvement of the family in
helping with business management, alleviating business-related problems and having a
significant effect when the family also acts as management.

This study only conducts research on family business hotels in Yogyakarta. Future
research may choose to use several types of family businesses so that more varied results can
be obtained. Future research could also compare hotels managed by family businesses with
non-family businesses. The results found that the heterogeneity of respondents was an
important component in the study of social identity. Therefore, research examining the effect
of different cultures on the relationship between entrepreneurial orientation and family
business performance should be an extraordinary topic for future study because this will help
broaden the theory of social identity and social capital. In this study, researchers used a
questionnaire survey to verify hypotheses, thus only providing cross-sectional data. For future
research longitudinal studies need to be done to see the dynamic changes between generations
to the next generation in family business.
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