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ABSTRACT

This study investigated the interaction of entrepreneurial orientation (EO), market
orientation (MO), and innovation capability (IC) on the financial performance of small and
medium-sized enterprises (SMEs) in Quezon Province, Philippines, using a Partial Least
Squares Structural Equation Modeling (PLS-SEM) approach. The research aimed to
provide a comprehensive profile of SMEs in the region and explore the relationships
between EO, MO, and IC and their collective impact on financial performance. A
quantitative research design was employed, with a sample of 200 SME owners and
managers selected through purposive sampling. The study found a significant positive
relationship between entrepreneurial orientation and financial performance and a
moderate positive relationship between market orientation and financial performance.
Innovation capability was found to directly and substantially impact financial outcomes.
Moreover, the study confirmed that innovation capability mediated the relationship
between entrepreneurial orientation and financial performance. The findings emphasized
the importance of fostering innovation and entrepreneurial traits in SMEs while identifying
areas for improving business practices. The study provided practical recommendations
for SME owners and policymakers to enhance business performance, including
promoting innovation and refining business models to achieve long-term success. Further
research was suggested to explore the role of digital transformation in enhancing SME
performance.



Keywords: Entrepreneurial Orientation, Market Orientation, Innovation Capability,
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INTRODUCTION

Small and Medium Enterprises (SMEs) are vital contributors to economic
development, particularly in emerging economies like the Philippines. They drive
innovation, generate employment, and stimulate economic growth. In Quezon Province,
SMEs constitute a significant portion of the local economy, providing essential goods and
services and fostering community development. To enhance their financial performance,
SMEs often adopt strategic orientations such as Entrepreneurial Orientation (EO), Market
Orientation (MO), and Innovation Capability (IC). EO reflects a firm's propensity to
innovate, take risks, and proactively compete in the marketplace (Covin & Wales, 2019).
Market Orientation emphasizes a business's focus on understanding and satisfying
customer needs (Narver & Slater, 1990). Innovation Capability represents the ability to
develop new products or processes, which is crucial for maintaining competitiveness.
Studies have shown that these strategic orientations can significantly influence the
financial performance of SMEs. For instance, a study on Indonesian SMEs found that
both EO and MO positively impact business performance, with innovation capability as a
mediating factor (Nguyen et al., 2022).

The Department of Trade and Industry (DTI) in Quezon Province has identified
several challenges that Micro, Small, and Medium Enterprises (MSMEs) face in the
region. These include limited access to advanced technology, inadequate infrastructure,
and the need for capacity-building programs to enhance competitiveness. DTl Quezon
has implemented various initiatives to address these issues, such as the Shared Service
Facilities (SSF) Program, which provides MSMEs access to better equipment and
facilities to improve productivity and product quality. Additionally, DTl Quezon has
organized seminars and workshops on financial literacy, marketing strategies, and
productivity enhancement to equip MSMEs with the skills necessary to navigate a
competitive business environment.

Despite these efforts, significant gaps remain in fully understanding the factors that
drive MSME financial performance in Quezon Province. While Entrepreneurial
Orientation (EO), Market Orientation (MO), and Innovation Capability (IC) are recognized
as critical to business success, there is a paucity of research examining their combined
impact on the financial performance of SMEs in the Philippine context, particularly in
Quezon Province. Existing studies, such as Nguyen et al. (2022), have focused on these
constructs individually or in other geographical settings, highlighting the mediating role of
innovation capability in the relationship between EO and firm performance. However,
these findings may not directly apply to SMEs in Quezon Province due to contextual
differences.

Moreover, advanced analytical methods, such as Partial Least Squares Structural
Equation Modeling (PLS-SEM), have rarely been applied despite their ability to analyze
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complex relationships among latent constructs effectively (Poudel et al., 2021). Thus,
there remains a critical need for targeted research and tailored development programs to
address the unique challenges SMEs face in Quezon Province, enabling them to harness
their full potential and contribute more significantly to the local economy.

This study sought to address these gaps by analyzing the impact of entrepreneurial
orientation, market orientation, and innovation capability on the financial performance of
SMEs in Quezon Province using a PLS-SEM approach. Understanding these
relationships can provide actionable insights for SME owners and policymakers in
developing strategies that enhance competitiveness and financial outcomes. Given the
province's reliance on SMEs to sustain its local economy, this research aims to contribute
to the growing body of literature on SME performance while offering context-specific
recommendations.

Research Questions

1. What is the profile of the SMEs in Quezon Province in terms of Duration of
Business Operations, Business Size Based on Number of Employees, Annual
Revenue of Businesses, Primary Industry of Businesses, Role in the Company,
Years of Experience in Managing or Owning a Business, and Highest Level of
Education Completed?

2. What is the relationship between entrepreneurial orientation and the financial
performance of SMEs in Quezon Province?

3. How does market orientation influence the financial performance of SMEs in
Quezon Province?

4. What is the impact of innovation capability on the financial performance of SMEs
in Quezon Province?

5. What is the mediating role of innovation capability in the relationship between
entrepreneurial and market orientation and financial performance?

6. What structural equation model can be developed to identify key factors influencing
the financial performance of SMEs in Quezon Province?

METHODOLOGY
Locale of the Study

The study was conducted in Quezon Province, Philippines, a region with a diverse
mix of small and medium enterprises (SMEs) across various industries. Key areas such
as Lucena City, Tayabas, and Candelaria are prioritized due to their concentration of
active SMEs and significant contributions to the province’s economic activity.
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Research Design

This study employs a quantitative research design utilizing Partial Least Squares
Structural Equation Modeling (PLS-SEM) to examine the impact of Entrepreneurial
Orientation (EO), Market Orientation (MO), and Innovation Capability (IC) on the financial
performance of SMEs in Quezon Province. PLS-SEM was chosen due to its robustness
in analyzing complex relationships among latent variables and its suitability for predictive
research in business contexts.

Population and Sampling

The target population comprises owners or managers of SMEs operating in
Quezon Province and registered with the Department of Trade and Industry (DTI). The
study employs purposive sampling to select respondents with adequate knowledge of
their business operations and financial performance. Using Cochran's formula for sample
size determination, a minimum of 200 respondents was targeted to ensure sufficient
statistical power for PLS-SEM analysis.

Data Gathering Procedure

Primary data was collected through a structured questionnaire distributed to SME
owners or managers online and face-to-face. Coordination with local DTI offices and SME
associations facilitated access to respondents. A pilot test was conducted with 20 SMEs
to ensure the questionnaire's reliability and validity before the full-scale survey.

Research Instruments
The survey questionnaire comprises the following sections:

The first section of the survey collects demographic information about the SMEs,
including business age, size, industry, and the respondent's profile. Business age
indicates how long the company has been operating, while the number of employees or
sales measures size. Industry type helps categorize the SMEs into sectors like
manufacturing, retail, or services. The respondent's profile includes their role within the
company (owner or manager) and professional background.

The second section measures Entrepreneurial Orientation (EO), Market
Orientation (MO), and Innovation Capability (IC) using validated scales from existing
research. EO includes risk-taking, proactiveness, and innovation; MO focuses on
customer and competitor orientation; and IC looks at product and process innovation. All
items are rated on a 4-point Likert scale from 1 (Strongly Agree) to 4 (Strongly Disagree).

The third section assesses financial performance through revenue growth,

profitability, and market share indicators. These metrics are rated on a 5-point scale,
providing a clear picture of the SME's financial health. Revenue growth tracks sales
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increases, profitability measures the firm's ability to generate profit, and market share
reflects its position in the industry.

Process of Analysis
Data analysis follows a structured approach:

The first step in data analysis is cleaning, which involves checking for missing
values and outliers. Missing data will be addressed through imputation techniques, while
outliers will be identified and handled to ensure the integrity of the analysis.

Next, PLS-SEM analysis will be conducted using software like SmartPLS. The
measurement model will be assessed for reliability and validity using metrics like
Cronbach's alpha, composite reliability, and Average Variance Extracted (AVE). The
structural model will then be evaluated for path coefficients, R? values, and effect sizes to
understand the relationships between variables.

Finally, hypothesis testing will be performed by examining path coefficients for
statistical significance. Bootstrapping with 5,000 subsamples will be used to determine
the stability and significance of the paths, ensuring reliable results for the proposed
model.

Statistical Treatment

The first step in data analysis is descriptive statistics, which summarizes the
demographic data of the respondents and the financial performance indicators of the
SMEs. This provides an overview of the sample's characteristics and overall business
performance.

Next, reliability and validity tests will be conducted to ensure the consistency and
accuracy of the measures. Cronbach’s alpha will assess internal consistency, composite
reliability will evaluate the overall reliability of the constructs, and Average Variance
Extracted (AVE) will confirm convergent validity.

Finally, inferential statistics will be used to test the relationships between
Entrepreneurial Orientation (EO), Market Orientation (MO), Innovation Capability (IC),
and financial performance. Partial Least Squares Structural Equation Modeling (PLS-
SEM) will be employed to assess the hypothesized relationships and determine

Scope and Limitations
The study focuses on SMEs in Quezon Province, limiting generalizability to other
regions or larger enterprises. It examines EO, MO, and IC as predictors of financial

performance without exploring external environmental factors such as market competition
or regulatory changes.
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RESULTS AND DISCUSSION

BUSINESS PROFILE OF SMEs IN QUEZON PROVINCE

Table 1
Duration of Business Operations
Percentage
Duration Frequency (%)
Less than 1 year 71 20.3
1-3 years 145 41.4
4—6 years 61 17.4
7-10 years 20 5.7
More than 10 years 53 15.1
Total 350 100

The data reveals that most SMEs in Quezon Province (41.4%) have been
operating for 1 to 3 years, indicating a strong presence of relatively new businesses. The
second largest group comprises businesses operating for less than 1 year (20.3%),
highlighting a surge in newly established enterprises. In addition, 17.4% of businesses
have been operating for 4 to 6 years, suggesting that some SMEs are transitioning from
early stages to more stable growth. Meanwhile, only 5.7% have been in operation for 7
to 10 years, and 15.1% have been in business for more than 10 years, representing long-
standing enterprises that have successfully navigated market challenges and established
themselves in their respective industries.

Research by Neneh (2017) emphasizes the critical challenges new businesses
face, particularly those in their early years. According to Neneh, many small businesses
are more likely to survive the first few years if they develop a clear business strategy and
engage in consistent market adaptation. This supports the high percentage of businesses
in the Quezon Province study operate for 1 to 3 years and less than 1 year. A study by
Kusi, Asamoah, and Owusu (2020) found that SMEs in their early years are particularly
vulnerable due to resource acquisition, market positioning, and competition challenges.
Their research suggests that only a few SMEs survive beyond five years, supporting the
findings in the study regarding the significant percentage of businesses in their early
stages. A 2019 study by Suarez-Ortega and Garcia-Sanchez on SMEs in Spain
highlighted that firms operating for 4 to 6 years are often in a transition phase, where they
experience growth but face significant challenges, including competition and the need to
scale their operations. This result aligns with the 17.4% of businesses in the data
operating for 4 to 6 years. Research by Phelps, Adams, and Binns (2018) supports that
businesses with more than 10 years of operation have developed resilience through
strategic orientation, market adaptation, and sustained customer relationships. Their
study reinforces that businesses reaching this stage have successfully navigated
significant market challenges, corresponding with the study's 15.1% of long-standing
SMEs.
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Table 2
Business Size Based on Number of Employees

Percentage

Business Size Frequency (%)
Micro (1-9 employees) 256 73.1
Small (10-49 employees) 75 21.4
Medium (50-199
employees) 5 1.4
Large (200+ employees) 14 4
Total 350 100

The data in Table 2 reveal that most SMEs in Quezon Province are classified as
micro businesses, with 73.1% of firms employing 1 to 9 employees. The second largest
group comprises small businesses, employing between 10 and 49 employees (21.4%).
Only a tiny percentage of businesses fall under the medium category, employing 50 to
199 employees (1.4%). Finally, large businesses, defined as those with 200 or more
employees, account for 4% of the sample.

According to a report by the World Bank (2020), micro businesses account for a
significant portion of SMEs, often representing the majority of businesses in developing
economies. The second largest group comprises small businesses, employing between
10 and 49 employees (21.4%). Research by Kottke et al. (2017) suggests that small
businesses are pivotal to job creation and economic stability, typically growing from micro
to small as they expand. Only a tiny percentage of businesses fall under the medium
category, employing 50 to 199 employees (1.4%), corresponding with global patterns
showing that medium-sized businesses are relatively few compared to micro and small
enterprises (OECD, 2019). Lastly, large businesses, defined as those with 200 or more
employees, account for 4% of the sample. This low percentage of large businesses is
consistent with studies by Phelan et al. (2018), which indicate that large enterprises are
fewer but often disproportionately impact employment and economic performance in their
regions.

Table 3
Annual Revenue of Businesses
Percentage
Annual Revenue Frequency (%)
Less than Php 500,000 187 53.4
Php 500,000 - Php 5,000,000 79 22.6
Php 5,000,001 - Php 10,000,000 58 16.6
More than Php 10,000,000 26 7.4
Total 350 100

The data in Table 3 reveal that most SMEs in Quezon Province have an annual
revenue of less than Php 500,000, with 53.4% of businesses falling into this category.
This result indicates that a significant portion of SMEs in the region are in the early The
second largest group consists of businesses with annual revenues ranging from Php
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500,000 to Php 5,000,000 (22.6%); a smaller percentage of businesses report annual
revenues between Php 5,000,001 and Php 10,000,000 (16.6%), Finally, 7.4% of
businesses have an annual revenue of more than Php 10,000,000.

According to a study by de la Cruz et al. (2021), most SMEs in developing countries
operate at the lower revenue spectrum, especially in their early years, due to limited
market access, resources, and capital. The second largest group comprises businesses
with annual revenues ranging from Php 500,000 to Php 5,000,000 (22.6%). Research by
Kusi et al. (2020) highlights that businesses within this revenue range are generally in a
growth phase, where they have established market niches but still face challenges in
scaling. A smaller percentage of businesses report annual revenues between Php
5,000,001 and Php 10,000,000 (16.6%), reflecting the number of firms that have
transitioned to a more stable, mid-sized category. This trend is consistent with findings by
Phelan et al. (2018), who note that SMEs in this revenue bracket often optimize their
operations and diversify their customer base. Finally, 7.4% of businesses have an annual
revenue of over Php 10,000,000. This group is smaller still, yet represents firms that have
successfully scaled and captured larger markets. According to the OECD (2019), these
businesses often face fewer barriers to growth and benefit from increased access to
finance and government support.

Table 4
Primary Industry Businesses
Percentage
Industry Frequency (%)
Service 148 42.3
Retalil 64 18.3
Manufacturing 87 24.9
Agriculture 34 9.7
Others (e.g., food, store) 17 4.9
Total 350 100

The data in Table 4 reveal that most SMEs in Quezon Province operate in the
service industry, with 42.3% of businesses falling under this category. The second largest
group consists of businesses in manufacturing, comprising 24.9% of the total sample.
Retail businesses account for 18.3% of SMEs, reflecting a notable portion of businesses
focused on selling goods directly to consumers. Agricultural businesses represent 9.7%,
indicating that a smaller but significant portion of SMEs in the region are involved in
farming, fishing, and related activities. Finally, 4.9% of businesses fall under the "other"
category (e.g., food stores).

This result aligns with a study by Eremia et al. (2019), which observed that the
service sector is the dominant industry for SMEs in many developing regions, driven by
growing demand for various services, including professional, healthcare, and educational
services. The second largest group consists of businesses in manufacturing, comprising
24.9% of the total sample. According to Agyapong et al. (2020), manufacturing is a key
industry for many SMEs as it offers opportunities for value-added production and local job
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creation, which is crucial for economic growth in rural and urban areas. Retail businesses
account for 18.3% of SMEs, reflecting a notable portion of businesses focused on selling
goods directly to consumers. Research by Shaw et al. (2020) shows that retail businesses
often experience rapid growth in developing economies, fueled by increasing consumer
spending and urbanization. Agricultural businesses represent 9.7%, indicating that a
smaller but significant portion of SMEs in the region are involved in farming, fishing, and
related activities. The agricultural sector's contribution to SMEs is highlighted by Batte et
al. (2017), who note that despite challenges, SMEs in agriculture remain vital for food
security and rural development. Finally, 4.9% of businesses fall under the 'other' category
(e.g., food stores), which reflects the diversity of entrepreneurial activities in the region
and aligns with the findings of the Philippine Statistics Authority (2021), which suggests a
rise in niche markets and specialized small businesses.

Table 5
Role in the Company
Percentage

Role Frequency (%)
Owner 259 74
Co-owner 21 6
Manager 58 16.6
Secretary 11 3.1
Employee 1 0.3
Total 350 100

The data in Table 5 reveal that most respondents in Quezon Province hold the
owner role, with 74% of businesses managed by the owners. Smaller businesses are co-
owned, with 6% of firms having multiple owners. This result indicates that some
businesses are managed by partnerships or groups of entrepreneurs sharing
responsibilities and resources. Managers represented 16.6% of respondents, indicating
that some SMEs have appointed individuals to oversee operations and manage teams,
though the owner often retains significant control.

Only 3.1% of businesses have a secretary, reflecting that administrative roles may
be less prominent or are handled by other staff members within small businesses.

Finally, just 0.3% of respondents identify as employees, suggesting that very few
SMEs in the region have separate employees from the owners and managers. This
information is typical of small businesses, where the owner is often the primary employee.

This finding is consistent with the study by Baporikar (2019), which highlights that
most small and micro businesses in developing economies are owner-managed, with
entrepreneurs personally involved in day-to-day operations and decision-making. Smaller
businesses are co-owned, with 6% of firms having multiple owners. This result reflects
the growing trend of partnerships and shared entrepreneurship, which, according to
Gupta et al. (2020), allows entrepreneurs to pool resources and share risks, making it
more feasible to scale their operations. Managers represented 16.6% of respondents,
indicating that some SMEs have appointed individuals to oversee operations and manage
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teams. However, the owner often retains significant control, as observed by Luthra et al.
(2021), who state that owners typically remain deeply involved in strategic decisions and
the company's overall direction, even in businesses with managers. Only 3.1% of
businesses have a secretary, which aligns with findings by McMillan et al. (2018),
suggesting that administrative roles in small businesses are typically minimal or managed
by the owner or manager themselves rather than through formal staffing. Finally, just 0.3%
of respondents identified as employees, which supports the notion that small businesses,
especially in their early stages, tend to rely on the owner and a small team to handle all
functions, as seen in studies by Khan et al. (2019), who argue that in small businesses,
employees are often hired only when the business grows beyond the owner's capacity.

Table 6
Years of Experience in Managing or Owning a Business
Percentage

Years of Experience Frequency (%)

Less than 1 year 68 19.4
1-3 years 127 36.3
4—6 years 51 14.6
7-10 years 44 12.6
More than 10 years 60 17.1
Total 350 100

The data in Table 6 reveal that a significant portion of SME owners and managers
in Quezon Province have relatively limited experience in business management. 36.3%
of respondents have been managing or owning a business for 1 to 3 years, indicating that
entrepreneurs lead many SMEs in the early stages of their business journey.

Another 19.4% have less than 1 year of experience, highlighting the presence of
new entrepreneurs who are just starting to navigate the complexities of business
management. A smaller percentage, 14.6%, have 4 to 6 years of experience, suggesting
that these entrepreneurs are consolidating their business operations and adapting to
market dynamics.

12.6% of respondents have been managing or owning a business for 7 to 10 years,
reflecting a group of more seasoned entrepreneurs who have likely encountered and
overcome various challenges in the business landscape.

Finally, 17.1% of respondents have more than 10 years of experience,
representing long-standing business owners with a wealth of experience and expertise in
managing their businesses. This group is likely to have established themselves within
their respective markets and industries.

This finding aligns with research by Ritchie et al. (2017), highlighting that new
entrepreneurs often face challenges in the early stages of business ownership,
particularly in decision-making and resource management. Another 19.4% have less than
1 year of experience, highlighting the presence of new entrepreneurs who are just starting
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to navigate the complexities of business management. According to a study by Khanna
et al. (2019), entrepreneurs in this group often lack the experience to anticipate and
handle the initial hurdles of business operations, such as cash flow management and
market positioning. A smaller percentage, 14.6%, have 4 to 6 years of experience,
suggesting that these entrepreneurs are consolidating their business operations and
adapting to market dynamics. This phase is often marked by trial and error, as indicated
by Parnell (2020), who notes that businesses in this stage are refining their operations to
better compete in the marketplace. 12.6% of respondents have been managing or owning
a business for 7 to 10 years, reflecting a group of more seasoned entrepreneurs who
have likely encountered and overcome various challenges in the business landscape. As
Jones et al. (2021) reported, entrepreneurs with 7-10 years of experience tend to possess
more advanced strategic decision-making skills and have a deeper understanding of the
market. Finally, 17.1% of respondents have more than 10 years of experience,
representing long-standing business owners with a wealth of experience and expertise in
managing their businesses. This group is likely to have established themselves within
their respective markets and industries, as seen in the work of Patel and Dange (2018),
who argue that entrepreneurs with over a decade of experience often have a strong
competitive advantage due to their deep industry knowledge and established networks.

Table 7
Highest Level of Education Completed
Percentage

Education Level Frequency (%)
High School 99 28.3
Associate Degree 35 10
Bachelor's Degree 163 46.6
Master’s Degree 39 11.1
Doctorate 14 4
Total 350 100

The data in Table 7 reveal that most SME owners and managers in Quezon
Province have completed at least a Bachelor's Degree, with 46.6% of respondents
holding this level of education. This result suggests that many business owners and
managers have formal education, which may contribute to their decision-making abilities
and business strategies.

28.3% of respondents have completed high school, indicating that individuals with
a secondary education background manage many SMEs. This result could reflect a more
entrepreneurial-driven sector, where hands-on experience and practical knowledge are
often prioritized over formal education.

11.1% of business owners and managers have earned a Master's Degree, showing

that a small but notable group has pursued advanced education to enhance their
knowledge and expertise in business management.
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10% of respondents have completed an associate degree, highlighting a mid-level
educational background, and 4% have achieved a Doctorate, representing a highly
educated group with specialized academic qualifications.

Studies have found that formal education, particularly a bachelor's degree, equips
entrepreneurs with valuable skills, such as critical thinking and strategic planning,
essential for running a successful business (Robinson & Judge, 2019). 28.3% of
respondents have completed high school, indicating that individuals with a secondary
education background manage many SMEs. This info could reflect a more
entrepreneurial-driven sector, where hands-on experience and practical knowledge are
often prioritized over formal education. According to a study by Choi and Lee (2018),
many entrepreneurs with a high school education rely on practical experience, personal
networks, and risk-taking abilities to succeed in business. 11.1% of business owners and
managers have earned a Master's Degree, showing that a small but notable group has
pursued advanced education to enhance their knowledge and expertise in business
management. Advanced education can enhance leadership skills, as found by Wang et
al. (2020), who noted that MBA graduates often demonstrate better financial management
and long-term strategic thinking. 10% of respondents have completed an Associate
Degree, highlighting a mid-level educational background, and 4% have achieved a
Doctorate, representing a highly educated group with specialized academic qualifications.
Research by Zhao and Zeng (2017) emphasizes that higher education, particularly at the
graduate level, fosters innovation and problem-solving capabilities, leading to competitive
advantages in business.

THE RELATIONSHIP BETWEEN ENTREPRENEURIAL ORIENTATION AND THE
FINANCIAL PERFORMANCE OF SMES IN QUEZON PROVINCE

Table 8
Spearman's Correlation Matrix for Entrepreneurial Orientation and
Financial Performance

Entrepreneurial Financial
Orientation Performance

Entrepreneurial Spearman's .
Orientation rho
p-value —
Financial Performance Spe?rr]rgan S 0.459 b —
p-value <.001 —

Note. *p <.05, **p <.01, *™* p <.001

A Spearman's correlation analysis was conducted to evaluate the relationship
between Entrepreneurial Orientation and Financial Performance among SMEs in Quezon
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Province. The results revealed a moderate positive correlation between
Entrepreneurial Orientation and Financial Performance (p = 0.459, p < 0.001). This
indicates that higher levels of entrepreneurial orientation are associated with better
financial performance. The result was statistically significant at 0.001, suggesting a
meaningful relationship between the two variables.

This finding is supported by previous research highlighting the importance of
entrepreneurial orientation, which includes risk-taking, proactivity, and innovation, in
driving business success. Rauch et al. (2009) found a significant relationship between
entrepreneurial orientation and the performance of SMEs, indicating that firms with a
strong entrepreneurial orientation tend to achieve superior financial outcomes. Similarly,
Wiklund and Shepherd (2005) emphasize that entrepreneurial orientation fosters a
competitive advantage and enables firms to adapt to market changes, leading to
improved financial performance. The positive correlation between entrepreneurial
orientation and financial performance in SMEs has also been documented in studies by
Lumpkin and Dess (2001), who argue that entrepreneurial behaviors contribute to
superior firm performance by enabling firms to exploit new opportunities and navigate
uncertainties effectively.

THE INFLUENCE OF MARKET ORIENTATION ON THE FINANCIAL PERFORMANCE
OF SMES IN QUEZON PROVINCE.

Table 9
Model Fit Summary for the Influence of Market Orientation
on Financial Performance

Model R R2

1 0.423 0.179

A linear regression analysis was conducted to examine Market Orientation's
influence on SMEs' Financial Performance in Quezon Province. The model demonstrated
a moderate fit with an R2 value of 0.179, indicating that Market Orientation explained
17.9% of the variance in Financial Performance. The correlation coefficient (R = 0.423)
suggests a moderate positive relationship between Market Orientation and Financial
Performance.

This finding aligns with recent studies emphasizing the importance of market
orientation in enhancing business performance. For instance, Resurreccion (2015) found
that market orientation positively influences the performance of micro, small, and medium
enterprises (MSMEs) in lligan City, Philippines, highlighting its role in achieving
competitive advantage and improved financial outcomes. Similarly, Espina (2017)
reported a positive relationship between entrepreneurial orientation and firm profitability
among small enterprises in Batangas City, suggesting that a strong market orientation
can lead to better financial performance. These studies underscore the critical role of
market orientation in driving the success of SMEs in the Philippines.
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THE IMPACT OF INNOVATION CAPABILITY ON THE FINANCIAL PERFORMANCE OF
SMES IN QUEZON PROVINCE

Table 10
Model Coefficients for the Impact of Innovation Capability on Financial
Performance
Predictor Estimate SE t p
Intercept 1.687 0.1007 16.75 <.001
Innovation Capability 0.353 0.0358 9.85 <.001

A linear regression analysis was conducted to examine Innovation Capability's
impact on SMEs' Financial Performance in Quezon Province. The results showed that
Innovation Capability was a statistically significant predictor of Financial Performance.
The intercept was 1.687 (SE = 0.1007), with a t-value of 16.75 (p < 0.001), indicating a
significant baseline of financial performance when innovation capability is absent.
Additionally, the coefficient for Innovation Capability was 0.353 (SE = 0.0358), with a t-
value of 9.85 (p < 0.001), suggesting that for every one-unit increase in innovation
capability, financial performance increased by 0.353 units. This indicates a positive
relationship between innovation capability and financial performance. The results are
statistically significant at the 0.001 level, highlighting innovation capability's important role
in influencing SMEs' financial success in Quezon Province.

Recent studies have provided similar findings. Research by Guerrero (2017)
demonstrated that innovation capability positively influences the financial performance of
SMEs in Manila, where businesses with higher innovation capacity tend to perform better
financially. Similarly, Garcia et al. (2020) found that innovation capability, particularly in
product development and process optimization, significantly boosted profitability in small
enterprises in Cebu City. These studies emphasize the importance of continuous
innovation in maintaining competitiveness and driving financial growth for SMEs

THE MEDIATING ROLE OF INNOVATION CAPABILITY IN THE RELATIONSHIP
BETWEEN ENTREPRENEURIAL, MARKET ORIENTATION, AND FINANCIAL
PERFORMANCE.

Table 11
Mediation Estimates for the Role of Innovation Capability in the
Relationship Between Entrepreneurial Orientation, Market
Orientation, and Financial Performance

Effect Estimate SE Z p
Indirect 0.116 0.0239 4.86 <.001
Direct 0.322 0.0426 7.55 <.001
Total 0.438 0.0384 11.40 <.001
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Table 11
Mediation Estimates for the Role of Innovation Capability in the
Relationship Between Entrepreneurial Orientation, Market
Orientation, and Financial Performance

Effect Estimate SE Z p

A mediation analysis was conducted to assess the mediating role of Innovation
Capability in the relationship between Entrepreneurial Orientation, Market Orientation,
and Financial Performance. The results revealed that the indirect effect of
Entrepreneurial Orientation and Market Orientation on Financial Performance through
Innovation Capability was significant, with an estimate of 0.116 (SE = 0.0239), Z = 4.86,
p < 0.001. This indicates that Innovation Capability partially mediates the relationship
between the predictors (Entrepreneurial Orientation and Market Orientation) and the
outcome (Financial Performance). Furthermore, the direct effect of Entrepreneurial
Orientation and Market Orientation on Financial Performance was significant, with an
estimate of 0.322 (SE = 0.0426), Z = 7.55, p < 0.001, suggesting that both Entrepreneurial
Orientation and Market Orientation have a direct positive impact on Financial
Performance. Finally, the total effect of Entrepreneurial Orientation and Market
Orientation on Financial Performance was 0.438 (SE = 0.0384), Z = 11.40, p < 0.001,
representing the combined impact of both the direct and indirect pathways. These findings
highlight that Innovation Capability is critical in enhancing the relationship between
Entrepreneurial Orientation, Market Orientation, and Financial Performance.

Recent studies align with these findings. For example, a study by Lopez et al.
(2019) showed that innovation capability mediates the relationship between
entrepreneurial orientation and financial success in SMEs. High entrepreneurial
orientation leads to better innovation, which, in turn, improves financial performance.
Similarly, Zhang et al. (2021) found that market orientation's impact on financial
performance is partly mediated by innovation capability, demonstrating that market-driven
strategies alone are insufficient without the capacity to innovate.

Table 12
Mediation Estimates for the Role of Innovation Capability in the
Relationship Between Entrepreneurial Orientation, Market Orientation,
and Financial Performance

Effect Estimate SE Z p
Indirect 0.112 0.0204 5.50 <.001
Direct 0.198 0.0371 5.34 <.001
Total 0.310 0.0355 8.74 <.001

A mediation analysis was conducted to examine the mediating role of Innovation
Capability in the relationship between Entrepreneurial Orientation, Market Orientation,
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and Financial Performance. The results showed that the indirect effect of
Entrepreneurial Orientation and Market Orientation on Financial Performance through
Innovation Capability was significant, with an estimate of 0.112 (SE = 0.0204), Z = 5.50,
p < 0.001. This suggests that Innovation Capability partially mediates the relationship
between the predictors and the outcome. Furthermore, the direct effect of
Entrepreneurial Orientation and Market Orientation on Financial Performance was
significant, with an estimate of 0.198 (SE = 0.0371), Z = 5.34, p < 0.001, indicating that
Entrepreneurial Orientation and Market Orientation have a positive direct impact on
Financial Performance, even after accounting for the mediator. Finally, the total effect of
Entrepreneurial Orientation and Market Orientation on Financial Performance was 0.310
(SE =0.0355), Z =8.74, p < 0.001, representing the combined impact of both direct and
indirect pathways. These findings demonstrate that Innovation Capability is critical in
enhancing the relationship between Entrepreneurial Orientation, Market Orientation, and
Financial Performance.

Recent studies support these findings. For instance, Wang et al. (2020) revealed
that innovation capability mediates the relationship between entrepreneurial orientation
and financial performance in SMEs, underscoring the importance of innovation in
improving business outcomes. Additionally, Garcia et al. (2021) found that both market
orientation and innovation capability have a significant combined effect on financial
performance, with innovation as a key mediator in the process.

STRUCTURAL EQUATION MODEL TO IDENTIFY KEY FACTORS INFLUENCING THE
FINANCIAL PERFORMANCE OF SMES IN QUEZON PROVINCE

Results of Structural Equation Modeling Analysis
Path Coefficients

Table 13
Path Coefficient of Entrepreneurial Orientation to Innovation Capability

Path Path Coefficient

Entrepreneurial Orientation —
Innovation Capability

0.502

The analysis revealed that Entrepreneurial Orientation significantly directly affects
Innovation Capability. The path coefficient for this relationship is 0.502, indicating a
moderate positive effect.

Recent research, such as from Ratten (2018), highlights that entrepreneurial

orientation fosters an environment conducive to innovation, thereby enhancing overall
organizational performance.
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Table 14
Total Effect Result of Entrepreneurial Orientation
and Innovation Capability

Predictor Outcome Total Effect
Entrepreneurial Orientation Innovation Capability 0.502

The analysis revealed no indirect effects within the model, indicating that the
relationships between variables operate exclusively through direct pathways without
mediation. Consequently, the total effects are equivalent to the direct effects, as no
indirect effects were observed. This underscores the straightforward nature of the
relationships in the model. The findings highlight that fostering Entrepreneurial Orientation
within an organization positively and directly impacts Innovation Capability. This result
emphasizes the critical role of entrepreneurial strategies in enhancing an organization's
capacity for innovation, underscoring their value as a driver for innovative outcomes.

Zhao et al. (2020) confirmed that entrepreneurial orientation is a crucial factor
driving innovation, acting as a direct catalyst without needing mediation.

Table 15
Correlation Matrix Between Entrepreneurial Orientation
and Innovation Capability

Entrepreneurial

Variables - - Innovation
Orientation -

Capability
Entrepreneurial Orientation 1.000 0.502
Innovation Capability 0.502 1.000

The correlation matrix analysis identified a moderate positive relationship between
Entrepreneurial Orientation and Innovation Capability, with a correlation coefficient 0.502.
This indicates that higher levels of Entrepreneurial Orientation are associated with
increased Innovation Capability. The findings suggest that promoting entrepreneurial
practices within an organization can significantly drive innovation, reinforcing the
importance of adopting entrepreneurial strategies to enhance organizational
performance.

As noted by Liu and Liu (2019), organizations that adopt entrepreneurial practices
tend to show more substantial innovation outcomes, highlighting the critical role of
entrepreneurial orientation in fostering innovation.

Table 16
Results of Construct Reliability and Validity Analysis
Construct Cronbach's Composite Composite
Alpha Reliability (p_a) Reliability (p_c)
Entrepreneurial Orientation 0.535 0.536 0.763
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Cronbach's Composite Composite
Alpha Reliability (p_a) Reliability (p_c)

Innovation Capability 0.481 0.483 0.794

Construct

The reliability and validity of the constructs were evaluated using Cronbach's
alpha, composite reliability (p_a), and composite reliability (p_c). The analysis revealed
that Cronbach's alpha values for both constructs were below the standard threshold of
0.7, indicating low internal consistency. However, the composite reliability (p_c) values
exceeded the recommended minimum of 0.7 for both constructs, suggesting acceptable
construct reliability despite the lower alpha values. These results highlight that, while
internal consistency may be a concern, the overall reliability of the constructs remains
adequate.

This finding is consistent with Hair et al. (2017), who suggest that composite
reliability provides a more reliable measure of internal consistency than Cronbach’s alpha,
mainly when alpha values fall below the conventional threshold.

Table 17
Results of Discriminant Validity
Variables HTMT Ratio
Entrepreneurial orientation <« Innovation Capability 0.986

The Heterotrait-Monotrait Ratio (HTMT) was used to assess discriminant validity.
The HTMT ratio between Entrepreneurial Orientation and Innovation Capability was found
to be 0.986, exceeding the commonly accepted threshold of 0.85 or 0.90 in some cases).
This suggests potential issues with discriminant validity, indicating that the constructs may
not be sufficiently distinct from one another. These findings highlight the need for further
examination to ensure the conceptual separation between the two variables.

Henseler et al. (2015) note that an HTMT ratio above 0.85 indicates a lack of
discriminant validity, implying that the two constructs might be conceptually similar or
overlapping.

Table 18
Results of Fornell-Larcker Criterion Between Entrepreneurial Orientation
and Innovation Capability

Entrepreneurial Innovation

Variables Orientation Capability
Entrepreneurial Orientation 0.720 0.502
Innovation Capability 0.502 0.811

The Fornell-Larcker criterion was applied to assess discriminant validity. According
to this method, the square root of the AVE (diagonal values) for each construct should
exceed its correlations with other constructs. The results indicate whether each construct
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demonstrates adequate discriminant validity by showing stronger relationships with its
indicators than with other constructs in the model.

The results show that the square root of the AVE values (diagonal values) for both

constructs are higher than their correlations, indicating that Entrepreneurial Orientation
and Innovation Capability are distinct constructs in the model.

Entrepren...lnnwaticrn

Innnvatin...lnnwatin:rn
Entrepren. actweness'l— H
Innovatio.. Innovation

Entrepren..about R|sk

Entreprenuerial Orientation Innovation Capability

Figure 1
Assessment of Discriminant Validity and Reliability Between
Entrepreneurial Orientation and Innovation Capability

While Entrepreneurial Orientation meets the Fornell-Larcker criterion, the high
HTMT ratio (0.986) indicates potential issues with discriminant validity between the
constructs. This suggests a significant overlap between Entrepreneurial Orientation and
Innovation Capability, which could challenge the distinctiveness of the model.

The analysis highlights acceptable composite reliability for both constructs despite
low Cronbach's alpha values that raise concerns about internal consistency. The identified
discriminant validity issues emphasize the need for further refinement of the
measurement model to ensure more precise differentiation between the constructs.

Conclusions
Based on the summary of findings, the following are the conclusions of the study:

1. The study offers an in-depth profile of SMEs in Quezon Province. It shows a
predominance of micro-enterprises with modest earnings, relatively young
businesses, and a workforce with a notable share of college-educated managers,
reflecting a growing yet developing SME sector.

2. A significant positive relationship between entrepreneurial orientation and financial
performance was identified, emphasizing that SMEs with higher entrepreneurial
traits, such as innovation and risk-taking, tend to perform better financially.
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Market orientation was found to moderately influence financial performance,
accounting for nearly 18% of the variance, highlighting its importance in driving
better financial results for SMEs in the region.

Innovation capability was found to significantly impact financial performance, with
improvements in innovation directly translating into enhanced business outcomes.
This emphasizes the importance of fostering innovation for SME success.

The mediation analysis confirmed that innovation capability is key in mediating the
relationship between entrepreneurial orientation, market orientation, and financial
performance, reinforcing its critical function in business growth.

The direct effect of entrepreneurial orientation on innovation capability was
significant, with a moderate positive correlation, although concerns regarding
internal consistency and discriminant validity suggest areas for further model
refinement.

Recommendations

Based on the summary of findings, the following recommendations are proposed for
enhancing the financial performance of SMEs in Quezon Province:

1.

2.

Implement training programs focused on innovation, risk-taking, and proactivity to
improve financial performance.

Encourage SMEs to gather customer feedback and adapt to market trends to boost
financial success.

Prioritize innovation by adopting new technologies and encouraging creative
problem-solving to increase business performance.

Provide business management training and workshops to enhance entrepreneurial
skills among SME owners.

Integrate innovation strategies with entrepreneurial and market orientation
practices to improve financial outcomes.

Refine business models by addressing internal consistency and discriminant
validity issues for more reliable results.

It is also recommended that The Role of Digital Transformation and Technological
Adoption be studied in Enhancing the Innovation and Financial Performance of
SMEs in Quezon Province.

Compliance with Ethical Standards

Ethical protocols were strictly observed. Respondents were provided with informed

consent forms detailing the study's purpose, voluntary participation, and confidentiality of
responses. Anonymity is assured by assigning unique codes to each participant, and all
data is stored securely. The study adheres to ethical guidelines set by institutional
research boards and relevant governing bodies.
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