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Abstract: This study aims to fill some fundamental research gaps by examining a model of
the chain effect of entrepreneurial orientation (EO) on a firm’s ability to survive during a
pandemic. With the help of research assistants, the team collected data from five districts in
the Lombok Island, Indonesia. Data were collected from purposively selected small and
medium-sized enterprises (SMEs) that were established before the pandemic and were able
to get through it. The findings provided some interesting understandings. First, EO does
not directly strengthen knowledge assets (KAs). However, in difficult situations, EO
becomes the foundation for redirecting and redesigning internal human resource practices
(IHRPs) and relational capability (RC) to strengthen KAs and ensure firm survival. Second,
EO prevents firms from failing by being proactive and innovative risk takers in
reformulating and energizing internal practices and capabilities to strengthen KAs and
survival. Third, survival requires innovativeness, proactiveness and risk taking behavior to
quickly and efficiently redesign strategy, capability and assets.

Keywords: Entrepreneurial Orientation; Internal Human Resource Practices; Relational
Capability; Knowledge Asset; Firm Survival

Introduction

During the COVID-19 pandemic, small and medium-sized enterprises (SMEs) were
challenged by volatile and highly uncertain market environment (Al-Omoush et al., 2020,
Zahoor et al., 2022). Entrepreneurial orientation (EO) has been widely viewed as the key to
company’s success and ability to survive in such situations (Zighan et al., 2021; Liu et al,,
2022; Kabir & Abubakar, 2023). However, the pandemic has left the question of how EOs
can actually determine the ability of SMEs to survive. Regarding the pandemic situation,
Nasar et al. (2022) called for further research on the EO of SMEs in developing countries.
In line with that, Baumohl et al. (2020) stated that prior firm survival (FS) studies focused
more on firms from developed countries than those of developing countries and only



Sulbaini, Rinnastuti and Nurmayanti/ SIIDEB, 7(3), 2023, 211-230

evaluated financial variables. This means future studies should uncover how SMEs’ survival
in developing countries by analysing various variables in order to attain a richer
understanding of how SMEs facing market downturn.

In developing countries, the success of SMEs depends on the enthusiasm, competence,
resources, and commitment of one person, the owner who does manual work and is
responsible for managing human resources (Agarwal & Jha, 2015; Mamman et al., 2019).
With their small size due to the small number of human resources, SMEs are more
adaptable than large companies. SMEs do not have long and rigid bureaucratic problems,
and decision making is in the hands of the owner as well as the leader/manager. A small
size seems to be an advantage for SMEs; however, this size also has several limitations,
especially human resource management competencies. Internal practices in managing
human resources (IHRPs) during the pandemic should strengthen employee trust and
satisfaction (Gillespie et al., 2020) to achieve business success and survival (Ferdous et al.,
2013). However, research on IHRPs is still limited, especially with regard to knowledge
assets (KAs) (Sung & Choi, 2018). Understanding of how human resources relate to
various internal resources and the ability of SMEs to survive is still lacking (McClean &
Collins, 2019).

Researchers believe that high-quality human resources do not directly lead to high
organizational performance, but rather through the development of company capabilities
(Jerez-Gomez et el., 2019). Various mediating variables have been proposed and tested in
various previous studies, and the debate regarding mediating variables continues to grow.
Nonetheless, Park & Tran (2020) and Olson et al. (2018) noted that studies on the role of
relational capability (RC) in mediating human resource management with company
performance and sustainability are still limited. Therefore, this study aims to fill those
fundamental research gaps by examining a model of the chain effect of EO on a company’s
ability to survive during the pandemic.

Literature Review

Entreprenenrial Orientation (EO)

EO is viewed as a fundamental organizational orientation that captures the pervasiveness
of an entrepreneurial theme across various elements of organizational conducts, such as
strategies, priorities, processes, and activities (Wales et al., 2020). Moreover, EO is an
organizational propensity to be proactive, innovative, and risk taking (Cho & Lee, 2018),
which shapes managerial behavior and approaches in a different way from other companies
(Wolff et al., 2015). Entrepreneurs are the owners whose personal characteristics and
orientation influence the processes, practices, and decision-making styles in the firm
(Diabate et al., 2019). The success of an SME is highly dependent on the enthusiasm,
competence, thought, and commitment of one person, the owner who embodies his
entrepreneurial spirit (Agarwal & Jha, 2015). In the organizational context and market
environment, the top management’s style, thinking, and decisions reflect EO (Diabate et
al., 2019; Wales et al., 2020). Thus, the EO of the SME owner/leader represents the EO of
his business organization.

Entrepreneurs with high EO are risk takers, placing a high level of innovative and
proactive approach to doing business. These approaches play an important role in the
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implementation of human resource management (Gyepi-Garbrah & Asamoah, 2015).
IHRPs help evaluating how SMEs are innovative, proactive, and evaluative in achieving the
company’s vision. The implementation of the practices alone will not be sufficient in a
volatile environment. Florén et al., 2016) argued that IHRPs require EO to guide employee
behavior, skills, and abilities. IHRPs can be effective for company survival when
strengthened by EO. Decisions, policies, and mechanisms related to IHRPs are energized
by EO.

Given the various limitations they face, SMEs should creatively establish their internal
practices, approaches, or strategies to ensure the organization’s ability to strengthen their
resilience to external shocks. IHRPs are based on the philosophy of human resource
management that aims at maintaining employee trust, confidence, satisfaction, and
commitment (Gillespie et al., 2020). The practices are aimed at advancing employee talent,
skill and competencies (Wolff et al, 2015). Through the right internal practices and
mechanisms, the characteristics of employees who are creative, willing to take risks,
visionary, flexible, and adaptable stimulate SMEs to achieve success (Jerez-Gomez et al.,
2019). Therefore, SMEs with strong EO will have strong attention on how to support their
main resource, ie., human beings through developing favorable IHRPs (Gillespie et al.,
2020). Hence, the first hypothesis is as follows:

H1: the stronger the SME’s EO, the greater the SME’s internal human resource practices

Sulhaini & Sulaimiah (2017) and Lin et al., (2020) explained that because of the various
limitations an SME has, an entrepreneur takes advantage of their business relationships to
overcome these limitations. Realizing their weaknesses, SMEs, especially in developing
countties, try to develop collaborations; strong business relationships/networks are the
starting point for new ideas (Oberg, 2019). A proactive and innovative approach and a
tendency to take risks underline the ability to develop business relationships because
entrepreneurs rely on the benefits they can get from these relationships (Nieminen &
Lemmetyinen, 2015).

An entrepreneur has a strong motivation to gain benefits in various forms of activities with
other parties (Al-Omoush et al, 2020). The entrepreneur can get ideas, information,
problem solving, new business opportunities, or even free suggestions and solutions from
their business partners. Entrepreneurial-oriented individuals are more motivated to seek
these benefits to stimulate business growth and continuity by leading change quickly and
appropriately. They develop RC informally, interactively, spontaneously, individually, or
even opportunistically (Nuryakin, 2020). Entrepreneurs with strong EO will be more
proactive and innovative in developing their relational skills because they believe that they
can rely on their business relationships to achieve many great benefits (Sulhaini &
Sulaimiah, 2017). Business relationships with customers, suppliers, and even competitors
offer benefits to SMEs. This means that SMEs with higher EO will proactively develop
their business network to maintain business continuity. Strong relational abilities require
strong EO. Therefore, the below hypothesis is proposed:

H2: the stronger the SME’s EO, the stronger the SME’s RCs

KAs are argued to be the sum total of all knowledge resources—organisational, human and
social—that determine value creation processes, activities and capabilities (Asiaei et al.,
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2021). With strong EO, SMEs tend to be more active in seeking opportunities for
knowledge acquisition to support growth by leading change and innovation. Mehrabi et al.
(2019) argued that EO underlies an exploitation and exploration approach for the
development of ideas and knowledge. To take this approach, entrepreneurial companies
need to acquire and develop skills and knowledge in various activities. Entrepreneurial
firms rely on an aggressive yet affordable approach to doing business; it must be creative to
continuously redesign and adapt their approaches to stay competitive against large market
players. Strong EO leads to proactive behavior, which provides experiential learning where
they can gather important knowledge for competitive advantage (Politis & Gabrielsson,
2009). They also acquire entrepreneurial knowledge through learning from trial and error
and understanding their mistakes or failures in taking advantage of opportunities. SMEs
with strong EOs view that KAs are essential for survival by stimulating learning through
various mechanisms. Therefore, hypothesis three is as follows:

H3: the stronger the SME’s EO, the greater the SME’s KAs
Internal Human Resource Practices (IHRPs)

Small companies tend to lack financial, human resources, knowledge, and expertise
(Gillespie et al., 2020; Zahoor et al., 2022). As entrepreneurs, owners/managers often carry
out activities that involve discovery, evaluation, and exploitation of opportunities to
implement new approaches for resource and process management (Polas & Raju, 2021).
Employers must design internal practices in a proactive and innovative manner to ensure
employee competence, trust, satisfaction, commitment, and comfort; however, it depends
on the decision of the owner/manager and the approach adopted to change the quality of
their human resources (Agarwal & Jha, 2015). Human resources are the most important
resource for small companies because they are the only resources capable of being creative
and making innovative and adaptive efforts, especially when the market is worsening
(Gillespie et al., 2020).

(Gillespie et al., 2020) explained further that SMEs can develop internal practices related to
human resources to maintain and strengthen employee confidence. The practices reassure
employees that the firm continues to be trustworthy and behaves predictably in how it
responds to the crisis and treats its employees. IHRPs reduce employee perception of
vulnerability by decreasing the uncertainty felt by employees during the pandemic/crisis.
Entrepreneurs can develop various internal practices to build a mental bridge, show care
and support, and empower employees while treating them fairly (Gillespie et al., 2020).
These practices are approaches that can be applied by entrepreneurs in quickly and
efficiently managing human resources internally.

IHRPs shape employee behavior and attitudes to strengthen strong internal and external
relationships (Ferdous et al., 2013). It is a key driver of employee performance related to
relational work. The right IHRPs provoke employees’ spirit and cooperation to strengthen
internal relationships among employees and satisfy customers or business partners as the
company cultivates economic and social benefits from those relationships. The application
of proper human resource management is a prerequisite for serving customers better
(Modi & Sahi, 2018), namely practices that focus on building lasting external relations
(Gronroos, 2017).
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SMEs must develop human resources that aim to encourage proactive behavior and
relational skills (Sulaimiah & Sulhaini, 2017). This implies that IHRPs as a set of
approaches to instil the values, norms, and employee behavior necessary to serve and
respond to partners’ needs. Park & Tran (2020) showed that managing human resources
leads to greater ability of employees in solving customer problems, helping customers to
make satisfying purchase decisions, and growing, maintaining, and developing business
relationships. Therefore, employees who perform relational tasks will have a strong focus
on their role of building external relationships. The main objective of having strong
external relations is to derive long-term value, both monetary and non-monetary benefits,
from these relationships. Success depends on the employees’ ability in developing
relationships as they bridge the gap between their company and business partners.
Favorable IHRPs motivate and maintain employees’ trust, comfort, and job satisfaction,
which stimulates their enthusiasm and commitment to strengthening external relations.

H4: the greater the SME’s IHRPs, the stronger the SME’s RCs

Companies with a strong focus on knowledge will pay greater attention to implementing
IHRPs. Employees are facilitated to work together to share and make sense of collective
experience and knowledge, and their work environment is directed as a learning
environment for knowledge development (Jerez-Gomez et al., 2019). This suggests that
when companies have strong IHRPs, they have highly motivated employees who work
together to create, develop, and exchange knowledge that leads to greater KAs.
Additionally, prior knowledge develops from work experience, aiding in the discovery of
opportunities. Knowledge is in human‘s mind. Their previous work experience and
training and involvement in knowledge sharing and interactions will make them more
creative and innovative. Employees need to improve their previous knowledge and
expertise to develop new insights or new knowledge (Hajizadeh & Zali, 2016). Heffernan
et al. (2016) asserted that good human resource practice stimulates internal learning, which
leads to the emergence of new ideas to do things in new ways. Further, with the growth of
mutual trust, shared values and mutual respect can strengthen employee loyalty, which aims
to maintain the valuable knowledge of employees within the company for future growth
(Wolff et al., 2015). Such practice is seen as a key driver of knowledge generation,
circulation, and up-dation. Sharing knowledge is not fundamentally a natural human
activity as it usually starts and ends in the minds of individuals (Hume & Hume, 2015).
Therefore, it is very important to create and update knowledge. As a result, IHRPs need to
be directed at facilitating employees to share knowledge voluntarily within their company,
which increases KAs.

Hb5: the stronger the SME’s IHRPs, the stronger the SME’s KAs
Relational Capability (RC) and Knowledge Assets (KAs)

The RC of a company requires the ability to develop certain relational governance that
encourages customers/business partners to engage in shating information. Strategic
information obtained from relationships facilitates the development of new ideas, which
are useful for new products and creative approaches to marketing (Vazquez-Casielles et al.
2013). Meanwhile, Nuryakin (2020) argued that RC consists of a company’s ability to build
relationships, both internally and externally. Thus, RC is not only the ability to develop and
maintain relationships with external partners but also with internal partners, i.e., employees.
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This view is suitable for current research because the definition recognizes the important
role of human capital as learners, owners, and users of knowledge. SMEs can learn from
and within business relationships and develop further internal knowledge among
employees, who also learn from doing their jobs. SMEs must consider it important to
gather knowledge related to customers, competitors, market trends, technicalities, and from
external and internal interactions. The better the relational ability, the greater the KAs that
can be obtained.

Learning mechanisms are available in business relationships, where repeated interactions
and collaborations facilitate co-creation of SME knowledge (Sulhaini & Sulaimiah, 2017),
which is better than developing alone or without external collaboration (Nieminen &
Lemmetyinen, 2015). External partners are seen as sources of knowledge, which includes
customer/market knowledge, new product ideas, market opportunities, and trends, among
others, and developing RC stimulates greater opportunities to utilize useful knowledge
without having to invest heavily in seeking such knowledge through formal market
research, which may be expensive for SMEs. When they rely on benefits, they exploit,
develop, and incorporate their resources and skills into relationships to maximize their
knowledge (Garcia-Villaverde et al., 2018). Simply put, each party is seen as a co-creator of
knowledge, and the business relationship is an arena for knowledge transfer and creation.
Therefore, when SMEs have a lack of valuable knowledge due to limited RandD activities,
they rely on business relationships to increase knowledge. Furthermore, an internal learning
mechanism characterized by strong cooperation and information sharing through
interactive communication between individuals can help SMEs to increase the knowledge
stock of their employees. This involves a purposeful and ongoing exchange of ideas and
experiences among employees.

Ho: the stronger the SME RCs, the stronger the SME KAs

Strong relationships resulting from strong RC stimulate customer satisfaction and loyalty
leading to higher marketing success (Chen & Wu, 2016). SMEs face various obstacles when
facing market shocks during pandemic, and they need to collaborate with other companies
while strengthening internal cooperation to maintain business during a volatile market
environment (Acheampong & Hinson, 2019). With a strong RC, SMEs are more likely to
survive market downturns as they leverage their external relationships to compensate for
their limited resources. So, it makes sense to put forward the following hypothesis:

H7: the stronger the relational ability of SMEs, the higher the survival of SMEs

KAs refer to intangible assets obtained through experience and learning that can be used in
a series of value creation processes for performance enhancing purposes (Wu & Chen,
2014). KAs also refer to knowledge acquired and developed internally and externally by
companies, including knowledge related to competition, market trends, customer needs,
and technical issues (Garcfa-Villaverde et al, 2018). It includes the accumulation of
corporate knowledge that is embedded at the individual or organizational level, developed,
enriched, expanded, and updated through knowledge transfer or recreation internally
among individuals within the company. Knowledge is created and developed over time
within individuals or companies; this knowledge can be adapted, and it guides the
exploration and exploitation of market opportunities (Nuryakin, 2020). With strong KAs,
SMEs can generate new solutions and new ways of doing things or carry out marketing
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activities in a better way to meet customer needs, expectations, and satisfaction (Dong et
al., 2015). Therefore, KAs are critical to SMEs’ marketing success and survival (Mwaura,
20106; Garcfa-Villaverde et al,  2018). Business continuity depends on the ownership,
development, and exploitation of knowledge. KAs stimulate companies to find ways to
survive in the pandemic.

HS8: the stronger the KAs of SMEs, the higher the viability of SMEs
All the hypotheses are described in the figure below

Figure 1. The Research Model

H2

EO

RC

H7

H1

H8

IHRPs

Methods

Data Collection and The Samples

In order to collect data, 10 research assistants distributed 200 questionnaires in five districts
in the island of Lombok, Indonesia. This number was twice the minimum amount
suggested by Hair et al. (2014). The research assistants used a door-to-door approach to
distribute the questionnaires to ensure gathering of a maximum data. The samples were
was purposively selected, with the criteria being that the firms had been operating before
the pandemic; they experienced normal and declining market conditions. The criteria for
small businesses rely on the category set by the world bank, namely that they employ at
least 5 people. The sample firms were: 152 firms had 5-10 employees, 36 firms had 11-20
employees, and 12 firms had >21 employees. There were 157 self-owned, 27 family-owned,
and 16 joint ownerships. Their business was mainly food and drink (60% of the samples),
followed by handicraft (24%), and retail (16%). Most of the sample firms (>50%) faced a
decline in sales during the pandemic.

Instrument and Measurement Models
In order to develop the research instrument, we first reviewed the literature to build a

greater knowledge of each construct and ascertain its dimensions. Second, we conducted
interviews with five entrepreneurs. This helped us to determine relevant items to be

217



Sulbaini, Rinnastuti and Nurmayanti/ SIIDEB, 7(3), 2023, 211-230

adopted and adapted. To measure EO, the three dimensions developed by (Hughes,
Hughes & Morgan, 2007), namely risk taking, proactivity, and innovation, were used. In
addition, the construct of IHRPs is measured by adopting relevant items based on the
insights of Gillespie et al. (2020), whereas the construct of KAs is measured by adapting
the relevant dimensions and items developed by Wu and Chen (2014). RC is measured by
relying on the work of Nuryakin (2020), while for FS, we adopted items from (Naidoo,
2010). Each variable uses a Likert-type scale of 1-7, corresponding to strongly disagree—
strongly agree.

We carried out confirmatory factor analysis (CFA) using the AMOS-22 program to
evaluate the overall model fit. The results of the fit model on the CFA model are chi square
= 565.219 (df = 332), GFI = 0.839, AGFI = 0.804, CFI = 0.939, TLI = 0.930, RMSEA =
0.059, and NFI = 0.865. The ratio of chi square to degrees of freedom is <2 and GFI and
AGFI > 0.80. RMSEA < 0.08 is an absolute indication of a good fit. Meanwhile, CFI and
TLI > 0.92, indicating a good incremental fit. The results confirm a high model fit.

The measurement model was also evaluated. According to (Hair et al,, 2014). Factor
loading of each item should be equal to or above the threshold of 0.50. Similarly, the
recommended level of the average variance extracted (AVE) of each construct is = 0.50.
Meanwhile, the common cut-of value for the Cronbach’s alpha () values and composite
reliability (CR) is = 0.70. The results verify the reliability and convergent validity of the
scales (Table 1).

Table 1. The Measurement

Loading Cronbach’s
Items Factor AVE CR Alpha
Entrepreneurial orientation (Hughes, Hughes
& Morgan, 2007)
First Order
INO (innovatiness) 0.799 0.701 0.875 0.830
PRO (proactiveness) 0.924
RT (risk taking) 0.782
Second Order
INO
INO3 0.758 0.621 0.766  0.754
INO4 0.817
RT
RT1 0.757 0.726 0.840  0.828
RT2 0.938
PRO
PRO1 0.840 0.533 0.700  0.669
PRO2. 0.600
Internal Human Resources Practices (Gillespie
et al., 2020)
First Order
IHRPs1 (mental bridge) 0.908 0.837 0939 0.932
IHRPs2 (care and support) 0.914
IHRPs3 (empower) 0.923
Second Order
IHRPs1
IHRPs1-1 0.746 0.724 0912  0.907
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Loading Cronbach’s
Items Factor AVE CR Alpha
IHRPs1-2 0.913
IHRPs1-3 0.892
IHRPs1-4 0.842
IHRPs2
IHRPs2-1 0.840 0.724  0.840 0.834
IHRPs2-2 0.862
HRPs 3
IHRPs3-2 0.783 0.658 0.852  0.847
IHRPs3-3 0.809
IHRPs3-4 0.841
Knowledge Asset (Wu & Chen, 2014)
First Order
HC (human capital) 0.889 0.802 0924 0.906
RelCap (relational capital) 0.942
SC (structural capital) 0.854
Second Order
HC
HC2 0.734 0.615 0.761  0.756
HC3 0.832
RelCap
RelCapl 0.797 0.640 0.842  0.840
RelCap2 0.848
RelCap3 0.753
SC
SC1 0.913 0.837 0911 0910
SC2 0.917
Relational capability (Nuryakin, 2020)
Internal 0.584 0502 0.748  0.740
External 0.810
Relationships with other (government, other 0713
organizations) )
Firm Survival Naidoo, 2010)
FS1 0.927 0.704 0.875 0.845
FS2 0.901
FS3 0.665

Moreover, following (Fornell & Larcker, 1981) suggestion, we tested the discriminant
validity by contrasting the square root of every construct’s AVE to its correlation with the
other constructs. The results are revealed in Table 2, which confirms the discriminant
validity. Discriminant validity was also proven as no item loaded significantly on a factor

for which it was not projected.
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Tabel 2. Discriminant Validity

Variabel Mean St Dev §)) ) A3) “) (5)
I(Elgltrepreneunal Orientation 6.19 0.72 0.837)
Internal Human Resource
Practices (2) 6.23 0.74 0.465 0.915)
Knowledge Assets (3) 6.05 0.81 0.554 0.509 (0.896)
Relational Capability (4) 6.58 0.54 0.632 0.478 0.707 0.709)
Firm Survival (5) 6.08 0.91 0.495 0.537 0.813 0.706 (0.839)

All significant at p < .01, the diagonal (in italics) shows the square root of the average variance
extracted for each construct

Findings

After confirming the empirical validity of the measurement model, the structural model
was examined. The results suggest a good fit to the data, the results are as follows: chi
square = 570.266 (df = 335), GFI = 0.839, AGFI = 0.804, CFI = 0.938, TLI = 0.929,
RMSEA = 0.059, and NFI = 0.864. The results of the ratio of chi square to degrees of
freedom are in the range of 2-3 and GFI and AGFI > 0.80. RMSEA < 0.08 are indications
of a good absolute fit. Further, CFI and TLI > 0.92. Therefore, the results indicate a high
model fit. The results of the hypothesis test are shown on Table 3.

Table 3. The Results of Hypotheses Test

0 C.R. P Conclusion
Endogen :
Internal Human Resources Practices; R2 = 21%
IHRPs <-- EO 0.462 4.825 <0.001 supported
Endogen :
Relational Capability; R2 = 43%
RC <--  EO 0.497 4.332 <0.001 supported
RC <---  IHRPs 0.260 2.868 0.004 supported
Endogen :
Knowledge Assets; R2 = 55%
KAs <-- EO 0.093 0.955 0.340 unsupported
KAs <---  IHRPs 0.212 2.658 0.008 supported
KAs <--- RC 0.552 4.365 <0.001 supported
Endogen :
Firm Survival; R2 = 84%
FS <--- RC 0.262 3.104 0.002 supported
FS <---  KAs 0.709 7.220 <0.001 supported

In order to evaluate the predictive power of the research model, we calculated the value of
the determinant coefficient (R?). Cohen (1992) established categories as follows: R* weak
= 0.02; R* medium = 0.13 and R? strong = 0.26. Data from this research shows that the R?
value is 0.21 to predict IHRPs, 0.43 for RC, 0.55 for KAs, and 0.84 for IS, therefore R?

values are strong.
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The results of the hypothesis test show that there is one hypothesis (the path of EO to
KAs) that is not supported by the data in this study. Meanwhile, the seven hypotheses are
supported by data. The indirect effect of EO to KAs through IHRPs is 0.462 x 0.212 at p
< 0.001 and 0.497 x 0.552 at p < 0.001 through RC. In addition, RC mediated the effect of
EO on FS as follows: 0.497 x 0.262 at p < 0.0001. Thus, RC has a very essential role in
mediating the effect of EO on other constructs. EO does not directly guarantee FS without
the existence of RC.

Several variables (EO, IHRPs, and KAs) are multidimensional. EO was composed of INO,
RT, and PRO. The loading of PRO exceeded that of the others, meaning SMEs reflected a
stronger proactiveness than innovativeness and risk taking when facing hard situations
such as the pandemic. Similarly, the loading value of relational capital (RelCap) is the
highest among all dimensions of KAs, indicating that SMEs have a greater orientation on
RelCap followed by HC and SC in shaping KAs. Regarding IHRPs, all dimensions have a
rather similar loading factor, suggesting a similar level of relative importance of each
dimension when constructing IHRPs.

The dimensions of those constructs also differ in terms of r value with subsequent
constructs. First;, EO-IHRPs: INO-IHRPs = 0.373, RT-IHRPs = 0.360, and PRO-
IHRPs = 0.430 suggests that proactiveness has a greater power than others in predicting
IHRPs. Second, EO-RC, INO-RC = 0.498, RT-RC = 0.481, and PRO-RT = 0.574,
which is similar to the r value between EO dimensions and IHRPs. Third, EO-KAs,
INO-KAs = 0.429, RT-KAs = 0.414, and PRO-KAs = 0.495 suggests that proactiveness
had a greater power in predicting KA. Fourth, IHRPs—RC, IHRPs1-RC = 0.445, IHRPs2—
RC = 0.449, and IHRPs3-RC = 0.451 indicates a similar power of those dimensions in
predicting RC. The result is similar to that of IHRPs—KAs as follows IHRPs1-KAs =
0.478, IHRPs2-KAs = 0.481, and IHRPs3—-KAs = 0.484. And lastly, KAs-FS, HC-FS =
0.794, RelCap-FS = 0.845, and SC-FS = 0.763 shows that RelCap is the strongest
dimension in predicting FS. The result model can be seen on the figure below:

Figure 2. The Result Model
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Discussion
Our discussion is presented in three parts according to the hypothesis group.
Hypotheses 1-3

Hypotheses 1, 2, and 3 predict the effect of EO on IHRPs, RC, and KAs. EO has a
significant effect on IHRPs, which shows that when SMEs have strong EO, SMEs will
design human resource management that is able to improve employees’ capabilities in
accordance with environmental conditions. SMEs generally do not have a special
department to manage human resources, and the entrepreneur/owner determines human
resource management approaches and policies. Viitala et al. (2022) stated that how the
IHRPs was implemented illustrates the thoughts and priorities of entrepreneurs regarding
the importance of human resources in dealing with sudden market shocks. Entrepreneurs
proactively develop internal practices that can strengthen employees’ trust in them without
using large costs and resources. These practices can also dispel doubts and worries and can
even empower employees.

In addition, a strong EO encourages companies to develop their ability to build internal—
external relationships. EO encourages SMEs to expand their business networks to obtain
various benefits, both financial and non-financial (Lin et al., 2020). However, this study
shows that a strong EO does not mean strong KAs. EO does not guarantee that SMEs
have a great KAs directly but through its influence on other variables, i.e., RC and IHRPs.
Also, EO does not guarantee IS through KAs but through the existence of RC and
IHRPs. This result is inconsistent with the findings of Lin et al. (2020), which implied that
EO is a driver of knowledge acquisition activities as well as KAs.

The finding of the study suggests that firm survivors tend to be more proactive to align
IHRPs and RC during market downturn. However, their survival cannot be guaranteed
through a direct effect of EO on KAs. The study reveals that survival requires
proactiveness, innovativeness, and risk taking behavior of SMEs in reconfiguring or
redesigning hurman resource management and improving relational capability as well as
their knowledge asset.

Hypotheses 4-6

Hypothesis 4 expects that IHRPs strengthens KAs and is supported by the data in this
study. Human resources and KAs are important assets, and the management of both allows
SME:s to leverage the knowledge and skills of employees to be able to face the challenges
of environmental change (Sanchez et al.,, 2015). An effective IHRPs can strengthen trust
and emotional attachment among employees and between employees, and the top
management can shape the behavior, attitude, and commitment of employees to learn and
develop their knowledge and skills (Banmairuroy et al., 2022). IHRPs can create a sense of
comfort and calm for employees and can facilitate the creation and transfer of knowledge
among them. IHRPs encourages employees to become knowledge creators or seckers,
which leads them to become more valuable resources to maintain business continuity.
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In a pandemic situation, employers tend to reduce the number of employees for reasons of
rationalization. This creates anxiety, discomfort, and distrust of employees toward
employers. Gillespie et al. (2020) emphasized that in facing a bad market situation during a
pandemic, IHRPs must emphasize communication, mutual trust, care, mutual support, and
respect to create confidence, calm, certainty, and comfort in employees. SMEs do not have
the resources to develop complex training programs, but IHRPs, which emphasize mutual
trust, can be an incentive for employees to have constant learning (Agarwal & Jha, 2015).
IHRPs that promote a positive atmosphere promotes a greater willingness and desire in
employees to learn and exchange knowledge and perform mutual learning and expand
KAs.

From this study, it can also be seen that IHRPs strengthen RC. IHRPs, which are able to
create a sense of comfort, satisfaction, and mutual trust, shapes the behavior, attitudes, and
motivation of employees that strengthen harmonious internal relations and mutually
beneficial external relations. The results of this study indicate that IHRPs are the
determinants of positive employee behavior, attitudes, and orientation in building internal
and external relations.

The result of hypothesis test shows a significant effect of RC toward KAs. Human
resources possess knowledge, skills, experience, and abilities. Interactions among
individuals within and across organizations provide opportunities for staff to access a wider
network of acquaintances and information and thus greater KAs (Lin et al., 2020) and
internal practices can promote and facilitate the transfer of individual tacit knowledge. With
a strong RC, SMEs are able to maintain strong relationships with other parties through
which they can easily access resources such as knowledge, complementary skills, and
opportunities (Acheampong & Hinson, 2019). A strong KAs require a strong RC, and it is
favorable IHRPs that can stimulate learning and co-creation of knowledge internally and
externally to the firm. The interactions and collaborations within and outside the
organization may ease resource and knowledge fluidity. They become learners, searchers,
and KAs creators as well as relationship developers.

Hypotheses 7-8

The two hypotheses are supported by the data suggesting both RC and KAs are strong
predictors of SME survival during the pandemic. FS can provide an indication of the
resilience of SMEs in bad market situations, such as during a pandemic. The results show
that RC and KAs guarantee IS, and that these two variables mediate EO and IHRPs in
guaranteeing F'S. This explains that FS is guaranteed by a strong EO and IHRPs through
their influence on RC and KAs. This research confirms that KAs remain an essential
resource for the ability of SMEs to survive in difficult times. During the pandemic, SMEs
are seeking ways to cut business operating costs, effectively serve customers, and identify
and exploit opportunities quickly and intelligently. With strong KAs, SMEs can find the
right way to survive. Nevertheless, EO can strengthen KAs after it strengthens IHRPs and
RC in order to survive. Meanwhile, Nasar et al. (2022) found that EO encouraged SMEs in
Pakistan to try to respond quickly to market changes during the pandemic. However,
limitations in owning KAs and skills limit SMEs’ ability to properly address the tough
challenges that arise.
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Conclusion

This study aims to investigate the role of EO on FS during a pandemic. The study
examines a model of the chain effect of EO on firm ability to survive. This research was
conducted in Indonesia, which is a developing country and has faced a multidimensional
crisis in 1997-1998 during which, SMEs became the nation’s economic savior. This
research shows that in a bad situation, EO is not able to strengthen KAs directly to ensure
their ability to survive, but SMEs need IHRPs and RC. To be able to strengthen KAs,
SMEs must be proactive, innovative, and making them risk takers in developing their
human resources and RC, which can then guarantee their FS. This research has explained
the chain effect of EO in increasing the ability of SMEs to survive in difficult times.

EO aligns a firm’s IHRPs and RC to a certain degree and speed. This is to respond to the
market turbulence during the pandemic. From this research, SMEs with a strong EO have
the courage to take proactive and innovative steps to design IHRPs and develop their RC
to update and enrich KAs to strengthen their ability to survive in difficult times. The
development of IHRPs and RC can be seen as an investment decision that can carry a risk
of failure because SMEs generally do not have a special department to handle them.

Doz (2020) emphasized that the pattern of relationships between companies and their
environment is never stable. However, stability can arise from the entrepreneurial spirit and
organizational culture, allowing realignhment and redirection to transform the organization
to suit the changing environment. Thus, in an environment that changes drastically, such as
during a pandemic, EO becomes the foundation for redirecting and redesigning IHRPs
and RC through which KAs improves to ensure FS. EO prevents firms from failing by
being proactive, innovative, and making them risk takers in reformulating internal
processes and capabilities to strengthen FS. KAs are firm resources that requires specific
capability (i.e, RC) and internal practices (IHRPs). These should be designed,
synchronized, and orchestrated in order to gain the desired results (Asiaei et al., 2021). This
study provides evidence of how FS, RC, and IHRPs are driven by EO. Therefore, survival
requires proactiveness, innovativeness, and risk taking behavior of SMEs to enhance their
strategy, capability and asset.

Policy and Managerial Implications

The finding of this study has potentially important implications for
entrepreneurs/managers/firm owners. This suggests that they need to exercise and
enhance their ability to be proactive, innovative, and risk taking. They need to move away
from maintaining business stability and sustainability by focusing on old ways and
approaches in managing human resources and internal-external relationships. With the
various limitations they face, entrepreneurs must be wise, fast, and smart in growing trust,
confidence, and calmness that can empower employees at work. This has an impact on
strengthening relational capabilities, KAs, and FS.

The result of the study also suggests that survival of SMEs is attainable during a very
devastating situation such as the covid pandemic. They have a pivotal role in industrial and
economic growth. Their survival is an indication of industry resilience (Engeset, 2020), thus
it shapes resilience in a wider context (Sulhaini et al., 2023). Therefore, strengthening their
survival and resilience should receive a great attention from public policy
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makers/government. Training programs and other initiatives shall also be implemented as
market conditions may experience more severe downturns and challenges in the future.

Limitation and Future Research Directions

This research provides interesting findings, however it has some limitations that present an
opportunity for future studies. The research model can be further advanced by adding
technology adoption and government assistance. Further studies may also explore cultural
and social factors that relate to EO or compare how EO determines FS between men and
women entrepreneurs in developing countries. However, we also urge future investigations
to examine the research model in other industries, especially transportation, tourism and
hospitality industries that have been badly affected by the pandemic. The survey data
obtained from SMEs in manufacturing and retailing businesses but does not provide
understanding of how EO determines SME survival in those industries.
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