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ABSTRACT 

The purpose of this study was to analyze the antecedent variables that affect business performance in the handicraft 

sector SMEs in Central Java. The population of this study are all owners of handicraft SMEs in Central Java. 

Samples were taken using purposive sampling method. Data were collected through questionnaires, and processed 

using Structural Equation Modeling analysis. The loading factor value of each indicator on the latent variable 

shows a significant value. Based on the results showed a significant positive effect on the direct effect of 

knowledge sharing on innovative behavior, and innovative performance behavior on business performance. The 

direct relationship of knowledge sharing on innovative behavior shows the dominant influence value. The indirect 

effect of knowledge sharing on MSME business performance is mediated by innovative behavior. The results of 

this study contribute to strengthening social capital theory, the concept of organizational citizenship behavior, 

resource based view and knowledge based view theory. 
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1. INTRODUCTION 

Knowledge sharing practices are carried out by 

actors and members of business organizations through 

various media to coordinate work, make decisions, 

find and solve related problems. Knowledge sharing is 

very crucial in identifying, creating, retrieving, 

collecting and developing knowledge as well as 

improving the capabilities and performance of 

individuals and organizations. Several studies have 

stated that knowledge sharing is believed to have an 

impact on business performance [1]-[3]. Study [4], 

found the relationship of knowledge sharing to various 

service based organizations in Turkey through 

knowledge management. However, several other 

research results show whether or not there is an 

influence between knowledge sharing on 

organizational performance [5]. Study [6] found no 

significant effect between explicit knowledge and 

operational performance. Based on the research 

problems that have been described originating from 

previous studies, it is how to build an empirical 

research model to overcome the gap between 

knowledge sharing and business performance through 

innovative behavior. 

Indonesia through the Ministry of Industry has 

developed the “Making Indonesia 4.0” initiative to 

implement the 4IR strategy and Roadmap in 

Indonesia. This Roadmap involves various 

stakeholders, ranging from government institutions, 

industry associations, business actors, technology 

providers, as well as research and educational 

institutions. The Making Indonesia 4.0 Roadmap 

provides clear directions and strategies for the 

movement of Indonesian industry in the future, 

including in five sectors that are the focus and 10 

national priorities in an effort to strengthen Indonesia's 

industrial structure, one of which is the empowerment 

of MSMEs.In Central Java, the number of MSMEs has 

reached 147 233. Contribution to Gross Regional 

Domestic Product (GDP) has increased, in 2016 it 

contributed 4.98 percent, 2017 was 5.26 percent, and 

2018 was recorded at 5.23 percent, 5.86 percent in 

2019, and decreased drastically -33.15 percent in 

2020. The number of workers absorbed until 2019 was 

1,094,944 people. MSME Asset Data in 2019 reached 

21,250 billion and the turnover generated was 57,988 

billion.  
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In the current era, Micro, Small and Medium 

Enterprises (MSMEs) have decreased the number of 

poor people in Central Java by 63,830 people as 

released by the Central Statistics Agency (BPS) 

recently, which is an encouraging achievement. Of a 

number of provincial government programs in poverty 

alleviation, MSMEs have a major role. Because, if 

poor people get the skills and capital so they can start 

MSMEs, they will get a continuous income. In fact, 

they can employ women. This is proof that the 

contribution of SMEs to the economy is getting bigger. 

So that the MSME sector becomes a savior when the 

economy is turbulent. Like now, when the corona virus 

really hit the trade sector which resulted in a slowdown 

in the global economy, strengthening MSMEs was 

absolutely necessary. One of the MSME categories is 

the handicraft industry. The next sub-sector of art is 

craft or also commonly called craft. Craft is a creative 

activity related to the creation, production and 

distribution of products made or produced by 

craftsmen starting from the initial design to the process 

of completing the product directly from the hands of 

the craftsman. The results of handicraft products in the 

form of handicrafts made of precious stones, natural 

and artificial fibers, leather, rattan, bamboo, wood, 

metal (gold, silver, copper, bronze and iron), glass, 

porcelain, cloth, marble, soil clay, and lime. 

Handicraft products are generally only produced in 

relatively small quantities (Limited edition). Craft is 

one of the sub-sectors of the creative industry, but in 

contributing to the national GDP, Central Java is still 

below West Java, East Java, Yogyakarta and Banten. 

Based on the gap research and the gap 

phenomenon above, this study wants to contribute to 

how SMEs in the handicraft sector in Central Java 

have the capability to strengthen and improve their 

organizational performance through innovative 

behavior. The concept of this integrated solution is 

characterized by understanding the problem, 

analytical skills, the ability to create creative ideas, the 

ability to collect facts that support the idea, the ability 

to make conclusions and the ability to understand the 

opinions of others who support the idea.be an asset in 

improving the performance of MSMEs.  

2. LITERATURE REVIEW 

2.1  Knowledge Sharing and Innovative 

Behavior 

Knowledge sharing enhances the ability to explore 

knowledge in the learning process. This was done 

through formal and informal discussions to find 

alternative solutions. Knowledge sharing leads 

employees to new discoveries in terms of ideas, 

techniques, rules, skills and experience. Knowledge 

sharing is able to create creative ideas [7]. 

The capability of organizational members to 

develop new competence, to produce creative 

solutions, and to socialize the knowledge about that, as 

stated by [8], and also the capability not only to think 

conducively and conveniently without pressure but 

also to think energetically and spontaneously, as 

asserted by [9], all will take organizational members 

to innovative performance. Employees who are given 

autonomy and able to develop creative ideas 

spontaneously will always be able to implement 

innovative behavior. Knowledge sharing can create 

extra role creativity behavior, because both are carried 

out based on pro-social behavior. extra-role creativity 

is an antecedent of implementing innovative 

performance in creating products, work processes and 

work results that have unique differences [10].  

Knowledge sharing among members or perspectives 

in task-related debates, teams can discuss 

disagreements and promote organizational learning 

there by establishing a common understanding for task 

assessment or decision making. Therefore, task 

conflict can be managed well by increasing knowledge 

sharing.Integrating knowledge and skills for self-

advancement, feeling of continuous learning as a 

personal need and mastering ways for coping with 

organizational challenges as Intrinsic work values [8]. 

The following hypothesis is proposed: 

H1: knowledge sharing positively influences 

innovative behavior 

2.2 Innovative Behavior and Business 

Performance 

Innovative work behavior is a multidimensional 

form of superior performance, in it there is an idea 

generation dimension, namely, introducing creative 

ideas, promotional ideas, and always try to get support 

for the implementation of the ideas that has been 

suggested [11]. Innovative work behavior generates 

commitment work is an attitude that shows self-

motivation and personal commitment to innovative 

ideas and there is a desire and action to implement the 

ideas these become real work practices with novelty 

The existence of mutual trust, the availability of 

adequate information technology, the support of the 

leader will create learning in the organization [12]. A 

comfortable working environment in exploring bright 

ideas in creating new work practices enhances 

innovative behavior. In innovative work behavior, the 

meaning of work values includes:work process 

updated through well-organized information through 
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interaction within the teamwork, recognition of self-

competence as an extrinsic work value. Get 

empowered personal capability an influencing person 

for helping the others in the teamwork as a prestige 

work values cultivated in a team member [8]. 

Innovative performance is a multidimensional 

concept, and one of constitutive dimensions is 

generating ideas [13]. This dimension is about 

introducing creative ideas, promoting those ideas, and 

always seeking support for the implementation of 

those ideas [11],[13]. Innovative performance can 

produce work commitment, which is an attitude to 

show self-motivation and self-commitment toward 

innovative ideas, and also to indicate self-willingness 

to implement those ideas and its revision at workplace. 

It was said by [14] that innovation and ongoing 

organizational improvement must be fully supported 

by employees. The capability to change original ideas 

into phenomenal works that are useful to complete the 

jobs at group and organization is referring 

tominnovative. the following hypothesis is proposed. 

H2: innovative behavior positively influences business 

performance. 

3. METHODOLOGY 

The population of this research is the owner of 

SMEs in the handicraft sector in Central Java. The 

criteria for the MSME sample used in this study are 

MSMEs have been established for more than 5 years, 

and the owner has experience in business; more than 3 

years, the owner's education is at least high school, and 

often receives training from various training places 

about MSMEs. Some of the data collection processes 

carried out by this research data are as follows: 

Questionnaires, Observations, Literature studies of 

handicraft MSME owners who have established their 

business for more than 5 years, and routinely attend 

training conducted by the Central Java Training Center 

and MSMEs. According to these criteria, a sample of 

295 data was collected. 

The researcher provides information about the 

purpose of the study to identify perceptions about the 

item with questions. The validity and reliability of the 

questions have been tested by previous researchers. 

All items are rated on a ten-point scale ranging from 1, 

“strongly disagree” and “strongly agree to 10.  

4. RESULTS AND DISCUSSION 

The structural equation model test was carried out 

after testing the validity and reliability of the 

constructs with the confirmatory model factor 

analysis. This test is carried out to obtain a structural 

model that meets the goodness of fit rule. Figure 1 

presents the structural relationship model generated. 

Indicator validity is measured by convergent construct 

validity. This can be seen from the value of the loading 

factor in each latent construct. The loading factor 

value is said to be statistically significant if the value 

is above 0.50 [15], indicating the magnitude of loading 

factor is well mirroring the constructed variable. The 

estimation results of the construct model are obtained 

by Chi-square with a value of 135.813. Other fit 

criteria GFI=0.931, AGFI=0.906, NFI=0.942, 

CFI=0.965, TLI=0.960 and RMSEA=0.067 have 

recommended conformity standards. Table 1 shows 

that regression coefficient of the hypothesized path H1 

= 0.894; H2 = 0.841; with the P-value < 0.05, 

indicating the acceptance of all hypotheses in the 

model. 

 
Figure 1. Structural Relationship Model 

 

Table 1. Estimated Value of Direct Effects Between 

Variables 

 Estimate SE  P Result 
Knowledge 

Sharing  

Innovative 

behavior 

.894 .047 *** Supported 

Innovative 

Behavior 

Business 

Performance 

.841 .056 *** 

 

Supported 

 

4.1 The Effect of Knowledge Sharing on 

Innovative Behavior 

These five dimensions reflect Organ’s (1988) 

original concept of Organizational citizenship 

behavior [16]. Knowledge sharing is an OCB activity 

or pro-social behavior that is not explicitly rewarded, 

individuals within and between organizations are 

committed to disseminating and acquiring knowledge 

[17]. Knowledge sharing in the workplace is the 

dissemination or exchange of explicit or tacit 

knowledge, ideas, experiences, skills, or technology 
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between employees, individuals or groups. Such 

knowledge can be transferred from top to bottom, 

bottom to top or horizontally. In sharing knowledge, 

participants interact with each other both face-to-face 

and non-contact, such as written documents or virtual 

communities [16]. According to the estimation results, 

knowledge sharing has a significant positive effect on 

business performance. In a study developed by [18] 

and [19], it is explained that the quality of knowledge 

sharing is an important resource for competitive 

advantage in work teams and is related to the extent of 

understanding in sharing knowledge, openness in the 

distribution of experiences, interpersonal trust ties, the 

intensity of sharing and the criteria for information 

being shared. Organizations must always be ready to 

face changes and dynamics of the environment. The 

work method in the form of a work team that 

synergizes is the organization's preferred strategy to 

share interpersonal potential in order to produce 

reliable solutions in dealing with the dynamics of these 

changes [20]. In the fast changing era, the organization 

is required to always be innovative, orienting to 

outcome, and appreciating the existence and 

participation of members who help the organization to 

achieve it [21]. It was explained by [22] that leaders 

who apply innovative performance will push their 

employees or work groups to complete their jobs more 

efficiently, which later enables the company to achieve 

excellent performance. The capability to change the 

existing ideas into new concept and then to implement 

this concept in different way from competitors is 

absolutely needed for the existence of the company 

[10]. Regarding the implementation of KBV in 

organizations, according to [23] the main challenge is 

to build and maintain the continuity of knowledge 

management by utilizing the sophistication of 

information technology in work coordination, 

knowledge sharing and knowledge integration to 

achieve productive work results. Various activities 

within business organizations, including sharing 

knowledge, will strengthen organizational and inter-

organizational ties due to coordination, cohesion, trust, 

commitment, desire to share and helping behavior 

such as meaning in organizational citizenship behavior 

(OCB). The impact of this behavior between and 

between organizations gain new knowledge, whether 

obtained through tacit or explicit knowledge. It is 

through this social process that ambidexterity learning 

occurs, where organizational members explore and 

exploit each other's knowledge. The ability of 

organizational members to use each other's knowledge 

effectively is bound in social contexts that shape the 

process of socialization and conscious learning to be 

from and through others as members who are involved 

in working together in overcoming tasks and 

challenges and increasing organizational innovation 

[4]. Creative ideas that arise during and after 

knowledge sharing, are able to improve innovative 

performance, in improving the quality and 

competitiveness of the organization with management 

support [10]. 

4.2 The Effect of Innovative Behavior on 

Business Performance 

The appearance of bright ideas and ideas, if the 

leader and subordinates are always proactive in 

seeking new knowledge and experiences, sharing 

information, engaging in discussions, seeking 

criticism and feedback. These are some of the 

behaviors of leaders who are always learning-oriented. 

To deal with changes and developments of the times, 

individuals who are always adaptable, flexible and 

proactively adapt and have a high curiosity in 

increasing competence, they are the ones who always 

flow with the times and are not outdated [12]. In the 

competitive era, companies that have unique 

differences in products, services, marketing, 

distribution, production processes, will be able to 

maintain customer loyalty and win competitive 

advantages. Knowledge sharing can play a role in 

achieving collaborative innovation and solutions. 

knowledge sharing not only changes employee 

attitudes, increases competence in aligning with the 

dynamics of organizational strategy, but also 

facilitates the transformation of individual knowledge 

into organizational knowledge, resulting in 

technological capabilities, organizational 

effectiveness, increasing trust building of 

organizational work team members and the ability to 

achieve competitive advantage [24]. The capabilities 

of organizational members in the acquisition and 

implementation of knowledge will facilitate the 

formation of value co-creation collaboration among 

members of the organization in the application of 

competencies through continuous improvement 

processes and innovation. Organizational members 

develop their competencies through developmental 

interactions that lead to increasing individual 

proficiencies so that knowledge workers and talented 

workers are formed. Knowledge-based human 

resources are able to create value by finding novelty in 

the work process so that they are able to form creative 

and innovative work teams. Creative and innovative 

work teams are able to provide idiosyncratic power to 

work processes and work results, so they are not easily 

imitated by competitors. Organization members who 

are able to find new breakthroughs and implement 

creative ideas can improve the organization's business 

performance [25]. 
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5. CONCLUSION 

This research contributes to strengthening the 

first, Knowledge Based View which is the 

development of the resource based view. RBV 

provides the view that organizations need to develop 

unique resources as core competencies to achieve 

business performance excellence [26]. These core 

competencies are embedded in human resources, 

namely knowledge, skills and behaviors that are not 

easily imitated by competitors [3].  
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