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Suprayitno (Indonesia), Christantius Dwiatmadja (Indonesia), Lieli Suharti (Indonesia)

FACTORS AFFECTING BATIK
SME PERFORMANCE AND
SUSTAINABILITY: THE ROLE
OF GOVERNMENT SUPPORT
AND BUSINESS ASSOCIATIONS

Abstract

Batik SMEs, especially in Solo Raya, Indonesia, face challenges in business sustainability.
Considering that batik is one of Indonesia’s cultural heritages, maintaining the sustain-
ability of batik SMEs means contributing to the preservation of batik culture. Therefore,
the study aimed to analyze the influence of entrepreneurial leadership, social capital,
and digital literacy on the sustainability of batik SMEs mediated by business perfor-
mance and moderated by government support and the role of business associations.
The quantitative method is used with SEM-PLS analysis. The population included 273
owners and managers of batik SMEs in Solo Raya, Central Java, Indonesia; 155 were
used as the research sample. Data were collected through questionnaires conducted
online through Google Forms and offline face-to-face. This study found that entre-
preneurial leadership and social capital positively and significantly affect performance.
Entrepreneurial leadership and business performance have a positive and significant
effect on sustainability. Performance mediates the impact of entrepreneurial leadership
and social capital on sustainability. In contrast, government support weakens the im-
pact of entrepreneurial leadership on sustainability in its moderating role. This study
confirms the ability of batik SMEs in Solo Raya to sustain their business by referring
to the resource-based view, survival-based, social capital, and sustainability theories.

Keywords sustainable, leadership, social capital, digital literacy,
business associates
JEL Classification 126, M21, Q01

INTRODUCTION

Most business units in Indonesia are small and medium enterprises
(SMEs), which contribute significantly to the economy and employ-
ment in Indonesia. According to the data from Kadin Indonesia
(2024), there will be 66 million SMEs in Indonesia by 2023 contribut-
ing 61% of Indonesia’s Gross Domestic Product (GDP) or equivalent
to IDR 9,580 trillion. SMEs are easy to establish because they do not
require large resources, but this also makes them prone to failure, such
as managerial failure, limited capital, and failure to take advantage
of opportunities to gain economic benefits (Franco et al., 2021). The
failure rate of SME:s is relatively high. In the United States, about 20%
of SMEs fail in the first year, and this rate continues to increase every
year until after ten years, when only 30% can survive (Carter, 2021).
Similarly, in Indonesia, >50% of SMEs can only maintain their busi-
ness sustainability for three years (Fernan, 2019).

Batik SMEs also face the challenge of sustainability in Solo Raya
that includes Surakarta, Klaten, Sukoharjo, Boyolali, Wonogiri,
Karanganyar, and Sragen Regencies. Batik crafts have been embedded
in this region’s history, so most local communities have batik SMEs.
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Batik is a hereditary wealth of the Indonesian nation produced from a combination of art and technol-
ogy that has high value and has been recognized by UNESCO as a world cultural heritage. Batik also
carries the perception of Indonesia’s superior culture through the complexity and precision of the or-
namental patterns painted on a piece of cloth (Rismantojo et al., 2024). Therefore, the sustainability of
batik art must be maintained by ensuring the sustainability of batik SMEs. However, SMEs face various
weaknesses and lack of resources that are closely related to the vulnerability to sustainability issues that
eventually affect their competitiveness (Lopez-Torres, 2023).

Increased sustainability of SMEs contributes to the country’s economic growth and the sustainability of
batik culture in Indonesia. The economic contribution depends on several factors, such as resources and

capabilities, strategy, stakeholders, human resources, and innovation (Kassab et al., 2022).

1. LITERATURE REVIEW

Leadership refers to leaders’ characteristics, quali-
ties, and behaviors in influencing the people they
lead. A leader exerts such influence by providing
guidance or role models (Benmira & Agboola,
2021). Leadership is one of the factors that deter-
mine the success of SMEs, which is confirmed by
Owuori (2021). They propose that achieving good
SME performance requires a leadership style with
an innovative culture and organizational learning
in every decision-making.

Most SMEs are family firms, which means the
owner is the principal manager. SME business
sustainability requires entrepreneurial spirit and
practices from the owner as the principal manager
(Newman et al., 2022). Entrepreneurial leadership
is one of the indications of its influence on the sus-
tainability of SMEs; leadership style has a signifi-
cant effect on company achievements and success
(Hossain et al., 2022).

Organizations led by entrepreneurial managers
are more creative and more innovative. Creativity
and innovation have a significant role in im-
proving organizational performance (Bagheri &
Harrison, 2020). In addition, employees led by en-
trepreneurial leaders are proven to be more proac-
tive, more innovative, and have positive behaviors
(Igbal et al., 2022). In a dynamic and challenging
business environment, leadership is the main fac-
tor that leads companies to sustainable perfor-
mance (Piwowar-Sulej & Igbal, 2023). This factor
will determine the company’s efforts in running
its business to achieve the desired goals and be-
come the key to realizing the company’s sustain-
ability. This relates to sustainability practices with
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risks and opportunities, so organizations require
clear and direct leadership to determine how the
business will be run to improve operational pro-
cesses (Settembre-Blundo et al., 2021).

Social capital is critical to success and growth in
a competitive entrepreneurial world. It represents
all prospective resources available to an individual
through personal networks of social relationships
(Nahapiet & Ghoshal, 1998). For entrepreneurs,
social capital helps open access to other types of
capital, such as intellectual, financial, and cultural
capital, which are crucial in improving firm per-
formance (Bourdieu, 1986). Social capital can also
function as a complement or substitute, compen-
sating for entrepreneurs’ lack of or limited access
to financial and intellectual capital through a net-
work of good social relations (Adler & Kwon, 2002).
In addition, social capital can provide financial and
intellectual efficiency through cost reduction and
knowledge sharing, resulting in improved firm per-
formance (Becheikh & Bouaddi, 2024).

Social capital materializes through mutual trust,
business networks, and solidarity. These all have
a positive impact on SME management (Darmi et
al., 2022). Social capital supports entrepreneurs in
identifying opportunities, mobilizing resources,
and fostering trust (Becheikh & Bouaddi, 2024).
It acts as a driver in creating other resources that
have essential value, are inimitable, and are in-
herent in the company’s network of relationships
(Lyu &Ji, 2020). Based on the resource-based view,
these resources are the basis for companies to out-
perform competition and maintain company sus-
tainability. Social capital plays a role in resilience
in achieving the competitive advantage of the SME
itself. Additionally, Muniady et al. (2015) found
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that social capital positively and significantly af-
fects SME performance. In addition, Darmi et al.
(2022) discovered a significant positive influence
between social capital and business sustainability.

SME sustainability also needs to adapt to chang-
es in society, one of which is digital adaptation.
Digital literacy is understanding and using infor-
mation in various formats and sources when dis-
played through computers, primarily through the
Internet. According to C. Audrin and B. Audrin
(2022), digital literacy is the competencies and
skills needed to navigate a dispersed and complex
information environment. Tinmaz et al. (2022)
categorize the intellectual processes related to dig-
ital literacy into finding and consuming, creating,
and communicating digital content. In the present
business environment, mastering digital technol-
ogy is an ability that SMEs must have and utilize
to maintain good business performance and be-
come part of the adaptation process to maintain
business sustainability (Priyono et al., 2020).

Enterprises need to adapt to the digital environment
to maintain and improve competitiveness, especially
given the rapid pace of digitalization in the current
era. Adjusting to an all-digital environment means
digital transformation, which requires solid digital
literacy (Zahoor et al., 2023). Through good digital
literacy, SMEs can use digital technology to trans-
form their business and adapt to the current econom-
ic environment (Zahoor et al., 2023). Entrepreneurs
with good digital literacy can manage and strategize
quickly through uncertain and often volatile market
conditions (Priyono et al., 2020).

Digital literacy supports SMEs in making deci-
sions through more efficient information manage-
ment. Correct information will ensure that every
business decision can result in effective perfor-
mance through efficient resource management
(Ollerenshaw et al., 2021). In addition, adequate
digital literacy will support SMEs in innovating
and adapting to the digital situation and market
conditions. Raharjo et al. (2024) and Wardana et
al. (2023) showed that digital literacy has a posi-
tive and significant effect on SME performance
and has an impact on business sustainability.

Business performance is a series of analytical pro-
cesses that manage business performance to achieve
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predetermined goals. It can be interpreted as an ef-
fort to realize the vision through mission achieve-
ment (Mio et al., 2022). Business performance is the
ultimate measure of organizational achievement
and is influenced by many possible market and or-
ganizational conditions (Kafetzopoulos, 2022). In
the context of SMEs, improved performance is seen
through increased revenue, job creation, produc-
tivity, and exports (Doh & Kim, 2014). According
to Duygulu et al. (2016), SMEs that perform well
can maintain their business continuity, continue to
grow, increase profits, hold strong philosophies and
values, and have a good reputation.

The main goal of all business entities, includ-
ing SMEs, is to maintain business sustainability
through the strategies set out from the beginning
through the vision and mission. The company will
strive to maintain sustainability by realizing good
performance based on predetermined targets.
This is consistent with Zighan and Ruel (2023),
who state that the sustainability of SMEs can be
achieved by continuously improving performance.
Likewise, Menne et al. (2022) found that financial
performance affects the sustainability of SMEs.
Meanwhile, Gorondutse et al. (2021) have stressed
the importance of measuring the performance of
SME:s based on their ability to maintain their sus-
tainability. Business sustainability and competi-
tive level are essential indicators of SME perfor-
mance, which means that SMEs with good perfor-
mance can be seen from their ability to continue
their business and have the ability to compete.

Performance is a benchmark for organizations
in realizing their goals. It is influenced by ma-
ny internal and external factors, as stated by
Kafetzopoulos (2022). Leadership is one of the
internal factors that affect business performance
(Bagheri & Harrison, 2020). Social capital is an-
other internal capital that is a strong determinant
of business performance by providing financial
efficiency and intellectual efficiency through cost
reduction and knowledge sharing (Becheikh &
Bouaddi, 2024). In today’s all-digital environment,
mastery of digital technology is an ability that
must be owned and utilized by SMEs so that their
business performance remains good (Becheikh
& Bouaddi, 2024). Meanwhile, business perfor-
mance measures a company’s ability to achieve the
targets to be reached (Mio et al., 2022).
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Regarding SME development, the various barriers
faced require serious attention to promote growth
and innovation. The main barriers for SMEs in-
clude the institutional environment, policy sup-
port, mechanisms, and guidelines (Hossain et
al., 2022). SMEs need support from external par-
ties, including the government, at various stages
in their business cycle, such as running opera-
tions and innovating (Shu et al., 2015). The gov-
ernment recognizes the limitations of SMEs, so
it supports them by providing training and men-
toring (Mgweba & Lungisa, 2024). Governments
have long recognized that SMEs need an entrepre-
neurial spirit (Mhlongo & Daya, 2023), which is
embedded in entrepreneurial leadership. With a
strong entrepreneurial spirit, SMEs are expected
to have an excellent entrepreneurial leadership at-
titude, given that this attitude is a strong determi-
nant of SME performance (Nguyen et al., 2021).

The government provides support to SMEs
through various empowerment programs. This
support is also aimed at the SME community to
strengthen social capital for SME actors (Maksum
et al., 2020). Social capital supports entrepreneurs
in identifying opportunities, mobilizing resourc-
es, and fostering trust (Hidalgo et al., 2024). Social
capital is also a generator for creating other re-
sources that have essential value, cannot be rep-
licated, and are inherent in the firm’s network of
relationships (Lyu & Ji, 2020). Thus, social capital
is an essential factor for efforts to improve busi-
ness performance. Government support can pave
the way for SMEs to form social capital, so gov-
ernment support will indirectly strengthen SME
performance.

Government support is provided by offering vari-
ous resources that have positive value for the per-
formance of SMEs in various forms, one of which
is by increasing digital literacy for SMEs through
training. This support is based on the consid-
eration that the community environment has
turned digital, including the business environ-
ment. Therefore, SMEs must immediately carry
out digital transformation, which requires good
digital literacy (Priyono et al., 2020). Government
support must be provided, considering that SMEs
generally face constraints of lack of funding,
digital capabilities, human resources, and tech-
nical barriers (Chen et al., 2021). With govern-
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ment support, these obstacles are expected to be
overcome, which has implications for improving
performance.

SME business associations are communities of
SMEs in a particular line of business and domi-
ciled in a particular area such as a village, mar-
ket, center, or district/city. As an institution, busi-
ness associations become an external factor for
SMEs. Siswanti (2020) revealed that external fac-
tors significantly affect the performance of SMEs.
The role of business associations as a community
of SMEs is also an internal factor that, accord-
ing to Ferdinand (2016), has a significant effect
on the performance of SMEs. This is supported
by Hartini (2018), who states that the SME com-
munity can increase its members’ motivation, to-
getherness, loyalty, and income. Meanwhile, the
business association provides social capital that
significantly improves SMEs’ performance and
competitiveness through a sense of togetherness
and loyalty (Nikmah & Rahmawati, 2022).

Business associations are platforms for SMEs that
consistently improve the performance of their
members. Interactions between members provide
opportunities to form crucial social capital as a re-
source to improve performance and maintain sus-
tainability (Afif & Kristanti, 2022). Gorondutse et
al. (2021) and Zighan and Ruel (2023) have con-
firmed the relationship between performance
and business sustainability. Thus, sustainability
can be maintained with improved performance.
Performance is essential in maintaining business
sustainability because by performing well, SMEs
can obtain various resources required to maintain
their business sustainability. It can be assumed
that the role of business associations is to moder-
ate the relationship between performance and sus-
tainability of SMEs.

The conceptual model of this study was developed
based on several theories, namely organizational
sustainability theory, resource-based view the-
ory, and survival-based theory. Organizational
sustainability theory explains that organizations
with sustainability can maintain their business
continuity by achieving current success without
sacrificing future needs (Colbert & Kurucz, 2007;
Govindan, 2018). Thus, organizational sustainabil-
ity refers to efforts to maintain the organization’s

http://dx.doi.org/10.21511/ppm.23(1).2025.19
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Figure 1. Conceptual model

current and future performance. Organizational
sustainability is influenced by its performance,
and various internal and external factors affect or-
ganizational performance. These factors include
leadership, social capital, the ability of managers
to digitize based on the current conditions of soci-
ety, government support, and the role of business
associations. Figure 1 shows the conceptual model.

The increasing competition in business means that
understanding the factors that influence competi-
tive advantage is critical for SMEs. The resource-
based view explains that various types of resourc-
es are used to obtain a competitive advantage and
maintain the sustainability of the business entity
(Barney, 1991; Rodrigues et al., 2021). This study
defines competitive advantage as good SME per-
formance so SMEs can provide various resources
needed to maintain sustainability. Entrepreneurial
leadership, social capital, and digital literacy are
resourcing whose quality is needed by SMEs to
gain competitive advantage directly or through
good performance. Meanwhile, government sup-
port and the role of business associations are two
entities that can act as resource suppliers for SMEs.

The main objective of the survival-based the-
ory is to improve digital literacy. This is done

http://dx.doi.org/10.21511/ppm.23(1).2025.19

by showing that surviving entities can adapt to
the environment (Omalaja & Eruola, 2011). In
a digitized environment, SMEs need to digi-
tize as a form of adaptation (Bai et al., 2021).
SMEs that can carry out digital transformation
will survive, and conversely, SMEs that are un-
able to will be threatened by the sustainability
of their business. Digital literacy is the ability
or expertise SME owners or managers need to
bring their business to digital transformation
to leverage their business performance to main-
tain sustainability.

The performance of batik SMEs needs to be main-
tained and improved to ensure its sustainability.
Therefore, this study is designed to analyze the in-
fluence of entrepreneurial leadership, social capi-
tal, and digital literacy on the sustainability of ba-
tik SMEs mediated by business performance and
moderated by government support and the role of
business associations. So, the hypotheses are for-
mulated as follows:

HI: Entrepreneurial leadership has a significant
positive effect on SME performance.
H2: Entrepreneurial leadership has a significant

positive effect on SME sustainability.
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H3:  Social capital has a significant positive effect
on SME performance.

H4:  Social capital has a significant positive effect
on SME sustainability.

H5: Digital literacy has a significant positive ef-
fect on SME performance.

Hé6: Digital literacy has a significant positive ef-
fect on SME sustainability.

H7:  Performance has a significant positive effect
on SME sustainability.

HS8:  Performance mediates the effect of entrepre-
neurial leadership on SME sustainability.

H9:  Performance mediates the effect of social
capital on SME sustainability.

HI0: Performance mediates the effect of digital lit-
eracy on SME sustainability.

HI11: Government support moderates the ef-
fect of entrepreneurial leadership on SME
performance.

HI12: Government support moderates the effect of
social capital on SME performance.

HI13: Government support moderates the effect of
digital literacy on SME performance.

HI14: The role of the business association mod-
erates the effect of performance on SME
sustainability.

2. METHODS

This paper is an explanatory quantitative study
where the collected and analyzed data are used
to answer research problems using numbers
from measuring research variables. According
to the method or rationale, the positivistic re-
search approach is used. This approach views
scientific research as a way to obtain truth,
which is then used to understand the world
well so that humans can control and predict it
(Bougie & Sekaran, 2019). The population is all
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business entities that are still active and catego-
rized as SMEs, with the main product produced
being batik cloth and its derivatives, which are
domiciled in Solo Raya. The Solo Raya includes
Surakarta City, Klaten, Wonogiri, Sukoharjo,
and Sragen Regency. Referring to data from the
Office of Cooperatives and SMEs, the number of
batik SMEs in the region is 273. The sample was
selected using a purposive sampling technique
of the quota sampling type, which amounted
to 155 according to the minimum sample size
calculated using the inverse square root method
(Hair et al., 2021; Kock & Hadaya, 2018).

The research sample comprised owners and
managers of batik SMEs. Most of the respon-
dents domiciled in Klaten Regency (38.71%),
have been operating continuously for 10-15
years (50.32%), employ 1-10 employees (81.94%),
market their products at the national level
(57.42%), and have a turnover of 0-5 million per
month (25.81%). Research data were obtained
using questionnaires distributed directly to re-
spondents. The questionnaire provided alterna-
tive answers with a Likert scale of 1-5 to mea-
sure each research variable. Furthermore, data
analysis was carried out based on SEM-PLS us-
ing the SmartPLS application.

Measuring several dimensions is essential to un-
derstanding the various aspects that influence
the success of SMEs. SME sustainability mea-
surement consists of economic, environmental,
and social dimensions, while SME performance
measurement consists of financial, customer,
internal business process, and learning and in-
novation dimensions (Mengistu & Panizzolo,
2023). Entrepreneurial leadership measure-
ments consist of framing challenges, absorbing
uncertainty and assurance, building commit-
ment, defining gravity, identifying and exploit-
ing opportunities, and being learning-oriented
dimensions (Bagheri & Harrison, 2020). The so-
cial capital measurement consists of relational,
structural, and cognitive dimensions (Jeong &
Chung, 2023).

The measurement of digital literacy is also es-
sential, as it consists of the ability to access,
manage, and integrate information. Moreover,
this measurement also includes analyzing and
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evaluating information, building knowledge,
creating media and information, and commu-
nicating (Oh et al., 2021). Measurement of gov-
ernment support refers to the dimensions of
enabling, empowering, protecting, supporting,
and fostering (Yi, 2021). Meanwhile, the role
of business associations is measured in terms
of social and non-social dimensions (Hartini,
2018; Nikmah & Rahmawati, 2022).

3. RESULTS

Table 1 shows that several indicators obtained out-
er loadings <0.7 and several constructs obtained
average variance extracted (AVE) <0.5, which
means that the convergent validity of this research
model could be better. In order to overcome this
problem, several indicators were removed, start-
ing from the indicator with the smallest outer
loadings so that all constructs obtained AVE> 0.5.
In total, 18 indicators were removed, and after
that, the model has good convergent validity. The
results of the construct reliability evaluation show
that the model is reliable because all constructs
have composite reliability (CR) >0.7. Checking the
collinearity problem shows that the model is free
from these problems because all constructs have
a Variance Inflation Factor (VIF) <5. In addition,
the results of the discriminant validity evaluation
show that the model has good validity because
all relationships between constructs have a het-
erotrait-monotrait ratio (HTMT) value <0.85, as
shown in Table 2.

Table 3. Hypotheses testing

Problems and Perspectives in Management, Volume 23, Issue 1, 2025

Table 1. AVE, CR, and VIF values

" AVE  CR  VIF
£ 0501 i 0.875 i 2.374
0.562 | 0.956 i 2.566
0504 0835 1587
0.650 | 0.963 | 1.578
0660 | 0921 @ 4.443

Construct

Entrepreneurial Leadership (EL)

Business Associate’s Role (BR)

Table 2. HTMT values

Construct: EL : SC | DL : SP | SS | GS
EL ) o H H H H H
sc 0.819

bL 0.657

P 0.704

ss 0.736

GS 0.370

BR : 0.566 :

0.544
0.692
0.686

0.338
0.585 |

0.548
0.428

0.603
0.463 :

0.766
0722
0.628

0348 .
0.575 i 0.667

Note: EL = Entrepreneurial Leadership; SC = Social Capital; DL
= Digital Literacy; SP = SME Performance; SS = SME Sustain-
ability; GS = Government Support; BR = Business Associate’s
Role.

The model has been declared to have good valid-
ity and reliability and does not experience collin-
earity problems, so it is feasible to use it to deter-
mine the relationship between constructs and the
hypotheses set. Hypothesis testing is based on the
direct and indirect effects of bootstrapping opera-
tion output in SmartPLS, as seen in Table 3. The
two-tailed test is performed with an error rate of
5%, so the critical value is 1.96. The relationship
is significant if the ¢-values are > 1.96 or p-values
<0.05. In contrast, the relationship’s strength or

Hypotheses

t-values p-values Accept/Reject

H2

B SCOP e

LA A S S
H5

HE DL e
H7

HD o SCIPISS e
H10 DL->SP =SS

11 GSmoderatesELSSP

K12 | GSMOErates SC 5 SP e
H13 GS moderates DL - SP

e e spess JE

L0283

¢ Path Coefficient :
026
0302
0126

—-0.066

3768 .
2.081

3880
L1 S
1.373
LLOSL

0000 . Accept
0.038

0000 . Accept
0.186 Reject
0289 Reject
00
.00
0000 o Accept
0.202
0014 Accept
0.933

Accept

Reject ...

.94
L3S0
1.279
L2855
L0
0.085
-

Reject

Note: EL = Entrepreneurial Leadership; SC = Social Capital; DL = Digital Literacy; SP = SME Performance; SS = SME Sustainabil-

ity; GS = Government Support; BR = Business Associate’s Role.
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weakness and positive or negative value will be in-
dicated by the path coeflicient (Hair et al., 2022).

Table 3 shows that entrepreneurial leadership (H1)
and social capital (H3) have a positive and signif-
icant effect on SME performance but not digital
literacy (H5), which has a negative and insignifi-
cant effect on SME performance. Entrepreneurial
leadership (H2) and SME performance (H7) posi-
tively and significantly affect SME sustainability.
However, social capital (H4) shows a positive but
insignificant effect on SME sustainability, in con-
trast to digital literacy (H6), which shows a nega-
tive and insignificant effect on SME sustainability.
SME performance partially mediates the effect of
entrepreneurial leadership (H8) and social capital
(H9) on SME sustainability. However, sustainabil-
ity performance (H10) does not mediate the effect
of digital literacy on SME sustainability.

Government support purely moderates the ef-
fect of entrepreneurial leadership (H11) on SME
performance. Referring to the negative path coef-
ficient, by comparing the path coefficient of the
direct effect of entrepreneurial leadership on posi-
tive SME performance, the nature of moderation
is weakening. In contrast, government support
does not moderate the effect of social capital (H12)
and digital literacy (H13) on SME performance.
In addition, the role of business partners does not
moderate the effect of SME performance (H14) on
SME sustainability.

4. DISCUSSION

This paper proves that the stronger the level of
entrepreneurial leadership, the better the perfor-
mance of batik SMEs and the more sustainable the
SMEs. Many SMEs need more leadership roles due
to the importance of leadership factors regardless
of style for SME performance and sustainability
(Piwowar-Sulej & Igbal, 2023). Individual leaders
who possess and exercise entrepreneurial behavior
are an essential resource for SMEs. This is consis-
tent with the resource-based view theory, which
reveals that excellence can be achieved by business
entities that ensure the sustainability of their busi-
ness through the management of internal resourc-
es that are valuable, rare, inimitable, and managed
to gain value (Barney, 1991), including leadership
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behavior. Leadership behavior is an SME resource
that can be managed and improved, even adjusted
to the needs of the SME itself. In addition, when
entrepreneurial leadership behavior is managed
and executed correctly, leadership behavior can
improve SME performance.

This study also proves that the stronger the social
capital, the better the performance of batik SMEs.
This result confirms the importance of social capi-
tal for the performance and development of SMEs.
It strengthens the perspective of social capital the-
ory, which views social capital as a resource and
corporate investment in social relationships with
the expectation that it can provide various benefits
to the company (Lin, 2001). SMEs must effectively
use their limited resources and social networks to
deal with uncertainty in an ever-increasing busi-
ness environment (Vu et al., 2023). In addition, so-
cial capital promotes the growth of SMEs. Thus, to
improve SMEs’ performance, social capital needs
to be strengthened (Purwati et al., 2021).

The performance of batik SMEs in Solo Raya
does not depend on digital technology in run-
ning their business, which can be interpreted
as the utilization of digital technology by batik
SMEs in Solo Raya is still minimal due to the in-
adequate digital literacy of the managers. This is
in line with a survey conducted by the Ministry of
Communication and Information (2020), which
found that Indonesia’s digital literacy index has a
score of “medium” and has not yet reached “good.”
Similarly, Raya et al. (2021) found that one of the
challenges and innovations that need to be carried
out by batik SMEs in Indonesia is the use of digi-
tal media to support marketing, given the general
condition of SMEs that are hampered by a lack of
knowledge and expertise related to digital literacy.
In the current era, consumers are accustomed to
making buying and selling transactions through
digital media, so efforts to improve digital literacy
among batik SMEs in Solo Raya need to be a con-
cern for stakeholders, especially the government.

This study reveals that performance can mediate
the effect of entrepreneurial leadership and social
capital on the sustainability of SMEs rather than
the effect of digital literacy. These results can be
interpreted that the better the performance of
SMEs, the higher the influence of entrepreneurial
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leadership and social capital on the sustainabili-
ty of SMEs, but not in the case of digital literacy.
Integrating with the results obtained previously,
the better the entrepreneurial leadership and so-
cial capital, the better the performance of SMEs,
and with better performance, the influence of en-
trepreneurial leadership and social capital on the
sustainability of SMEs will also be more substan-
tial. However, this does not apply to digital litera-
cy, as the level of digital literacy of the owners or
managers of these SMEs still needs improvement.
Even if their performance improves, digital liter-
acy will still not significantly impact the sustain-
ability of batik SMEs in Solo Raya. This implicitly
reveals that batik SMEs’ use of digital technology
in Solo Raya still needs to be higher.

Government support is proven to significantly
moderate the effect of entrepreneurial leadership
on the performance of Batik SMEs in Solo Raya.
However, referring to the path coeflicient, the
moderation is negative. Thus, government support
weakens the influence of entrepreneurial leader-
ship on the performance of batik SMEs in Solo
Raya. The result can be interpreted that the higher
the level of support provided by the government,
the weaker the influence of entrepreneurial lead-
ership on performance. The findings indicate that
the form of support the government has provided
to batik SMEs in Solo Raya so far has yet to ad-
dress the aspects of leadership and entrepreneur-
ship. Government support has not been able to
eliminate the obstacles to the growth of the entre-
preneurial spirit and the application of entrepre-
neurial leadership among the owners or managers
of batik SMEs in Solo Raya, but rather strengthen
these obstacles. Policies issued by the government
often hinder the development of SMEs (Nguyen et
al., 2021).

The support that the government has provided to
batik SMEs in Solo Raya has revealed that it does
not significantly cause the social capital and digi-
tal literacy of the owners or managers of these
SMEs to be a factor that determines the perfor-
mance of the SMEs they manage. This indicates
that government support for batik SMEs in Solo
Raya has yet to be able to help them strengthen
the quality and quantity of their social capital and
digital literacy. Given the important role of SMEs
in the country’s economy and the changes in hu-

http://dx.doi.org/10.21511/ppm.23(1).2025.19

Problems and Perspectives in Management, Volume 23, Issue 1, 2025

man life that have become all-digital, government
support should be directed to strengthen SMEs’
social capital and digital literacy. Such support can
be provided by taking various policies to help ba-
tik SMEs build strong networks and relationships
in the business community through various ac-
tivities, such as networking events, business asso-
ciations, and mentoring programs, and providing
various training and assistance in the use of digi-
tal technology and encouraging SMEs to do dig-
ital marketing (Jadhav et al., 2023). Digital SME
business becomes easier when the actors have suf-
ficient digital literacy (Raharjo et al., 2024), and
government support in the form of digital tech-
nology training can improve SME performance
(Marjukah, 2022).

The role of the business association proved not to
moderate the effect of performance on the sustain-
ability of batik SMEs in Solo Raya, indicating the
weak role of the business association in improving
the performance of its members so that their busi-
ness can be maintained. The activities carried out
by the business association of batik SMEs in Solo
Raya have not optimally supported the improve-
ment of the business performance of its members.
However, they are still limited to ordinary gath-
ering events. The various resources built and ob-
tained through the role of the batik SME business
association in Solo Raya have not yet had a signifi-
cant effect on the businesses run by its members,
especially in strengthening their business perfor-
mance to maintain their sustainability. The SME
business association should play a role in encour-
aging the business performance of its members
so that the sustainability of its members’ business
will be maintained. The business association has
the potential to be a means of obtaining crucial so-
cial capital as a resource to improve performance
and maintain business sustainability. However,
this potential has yet to be optimally explored, in-
dicating the need for an effort to explore this po-
tential. Ideally, the business association is a factor
that significantly affects the performance of SMEs
(Ferdinand, 2016) by increasing the motivation,
togetherness, loyalty, and income of its members
(Hartini, 2018).

Thelimitations of this study are the research data tak-

en at one time or using a cross-sectional approach, so
the study’s results do not describe the development
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of the phenomenon studied over time, which may variable, as well as the ability of the mediator variable
have different results. It also does not consider bias  to mediate and the moderator variable to moderate
factors, such as demographic aspects (age, education the effect of the independent on the dependent vari-
level, gender, etc.). This factor can affect the ability able. These limitations should be noted and can be
of the independent variable to predict the dependent  refined by future research.

CONCLUSION

This study analyzes the influence of entrepreneurial leadership, social capital, and digital literacy on the
sustainability of batik SMEs mediated by business performance and moderated by government support
and the role of business associations. The study revealed entrepreneurial leadership and social capital
as strong positive predictors of batik SMEs’ performance, while digital literacy did not show the same
effect. Entrepreneurial leadership and performance are strong positive predictors of SME sustainability.
Performance can mediate the effect of entrepreneurial leadership and social capital on SME sustain-
ability, unlike digital literacy, which does not affect SME sustainability. Government support moderates’
entrepreneurial leadership’s effect on batik SMEs’ performance. However, social capital and digital lit-
eracy do not affect the performance of batik SMEs. The role of business associations does not moderate
the effect of performance on the sustainability of batik SMEs.

The results of this study support the resource-based view and survival-based theory and provide mana-
gerial recommendations for batik SMEs in Solo Raya. SMEs need to improve the quality of entrepre-
neurial leadership and social capital because both positively and significantly influence SME perfor-
mance. In addition, the digital literacy of SME managers also needs to be improved even though it has
not yet shown a significant effect. The role of business associations also needs to be considered because
good association management can improve the performance of its members. The government needs to
optimize its support for batik SMEs, especially in social capital and digital literacy, through manage-
ment assistance, technology, and digital marketing training.
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