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The purpose of this study is to explain how innovation capability influences business performance
by mediating the effect of Covid-19 risk perception and entrepreneurial orientation. This study's
population consists of MSMEs in Bali's tourism and creative industries. Purposive sampling was
utilized to choose 90 managers of MSMEs in the tourist and creative economy sectors. Path
Analysis with SEM-PLS was employed as the analytical approach. The findings revealed that the
COVID-19 Risk Perception had a negative and significant impact on business performance, but
the Entrepreneurship Orientation had a positive and significant impact. Furthermore, COVID-19
Risk Perception had a negative and significant impact on Innovation Capability; while the
Entrepreneurship Orientation had a positive and significant effect on Innovation Capability; and

Innovation capability
Business performance

Innovation Capability had a positive and significant impact on business performance. In addition,
Innovation Capability was able to mediate the influence of COVID-19 Risk Perception and
Entrepreneurship Orientation on business performance. Therefore, it is important for MSMEs in
the tourism and creative economy sectors in Bali to improve their Entrepreneurship Orientation so
that they are able to build higher innovation capabilities in order to improve business performance
in facing the risks of the COVID-19 pandemic.

© 2023 Growing Science Ltd. All rights reserved.

1. Introduction

The COVID-19 epidemic has had a substantial impact on micro, small, and medium-sized businesses (MSME). COVID-19
has had a significant influence on MSME:s in the tourism sector and the creative economy in Bali Province (Bae et al., 2020).
Because MSMEs in the tourism industry and the creative economy rely substantially on government rules governing tourist
travel prohibitions, this sector is extremely vulnerable to the negative effects of COVID-19. Because business players in this
sector rely on nations affected by COVID-19, these MSME actors are extremely vulnerable to COVID-19. The COVID-19
pandemic is an unpredictable element for businesses, putting additional strain on MSME operations. The variables that create
dangers arise one by one and must be considered by MSME enterprises. Perception of risk refers to a person's instinctive
assessment of the hazards they encounter or may face, including the numerous negative consequences that individuals identify
with certain causes (Bauer, 1960). As a result, MSMEs, particularly those in the tourism and creative economy sectors, must
manage this risk in their daily operations. Several studies have been undertaken to investigate the influence of COVID-19
risk perception on travel behavioral intentions (Belas et al., 2021), environmental awareness (Brug et al., 2004), and online
buying behavior during COVID-19 (Chi, 2021). Several previous empirical studies found that there was a negative
relationship between the pandemic on the performance of companies (Cori et al., 2020), banking (Dabic et al., 2018), and
MSMEs (Faradila, 2021); and there is also research by Giantari et al. (2022), showed that the perception of the COVID-19
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pandemic had no effect on business performance. Entrepreneurship is critical in improving the competitiveness of micro,
small, and medium-sized firms (MSMEs), particularly during the COVID-19 pandemic. Individual and environmental factors
influence the success of small businesses. Business players, in particular, must have a strong entrepreneurial attitude and
certain abilities. Several studies have been conducted on the relationship between entrepreneurial orientation and business
performance (Feranita and Setiawan, 2019; Fihartini et al., 2021; Kozak, 2021), including demographic characteristics,
psychological and behavioral characteristics, and human capital characteristics. Individual personality traits and competence
in the entrepreneurial process are examples of these abilities, which will have an influence on MSME performance. Migdadi
(2021), Mohammad et al. (2021), and Mulyana et al. (2020) discovered contradictory results, finding that entrepreneurial
attitude had no significant influence on firm performance. This demonstrates that entrepreneurs' entrepreneurial orientation
is insufficient to achieve exceptional firm performance. The Resource Based View technique will be utilized to fill the current
gap (RBV). The qualities and competencies created by the corporation determine the long-term success of any organization
(Mustari et al., 2021). Entrepreneurs must be able to innovate in order to meet the obstacles that come with this risk. Based
on this, the solution offered in relation to the research gap is to use the innovation capability variable as a mediating variable.
However, research on the impact of COVID-19 risk perception from the point of view of MSME actors and entrepreneurial
orientation associated with the company's innovation capability is still scant. The business phenomenon and the gap in the
results of this research become an interesting research gap to be studied further for research development. The phenomenon
gaps and previous research gaps are important reasons for conducting investigations as well as developing a COVID-19 risk
perception model and entrepreneurial orientation that is linked to the innovation capability and performance of MSMEs in
the tourism and creative economy sectors in Bali Province. Based on the current challenges, the goal of this study is to
investigate and explain the role of innovation capability in mitigating the impact of COVID-19 pandemic risk and
Entrepreneurship Orientation on the business performance of MSMEs in the tourism sector and the creative economy in Bali.

2. Literature review
2.1 COVID-19 risk perception

COVID-19 is a pandemic that has hit the whole world and has had a huge impact on the countries that are exposed to it.
Countries are forced to adopt quarantine measures due to the extremely high infectious nature of COVID-19 (Cori et al.,
2020). On the other hand, several countries have imposed restrictions to prevent the transmission of the virus, which has hit
businesses in the tourism sector very hard. Risk perception is seen as an assessment of the value associated with an uncertain
situation arising from a particular risk. Risk perception includes two dimensions (Najafi-Tavani et al., 2018): cognitive and
affective. The cognitive dimension is concerned with an individual's perceived sensitivity to risk and its severity, whereas
the emotional dimension is concerned with people' worry about their risk exposure. The risk perception of the firm is seen as
an appraisal of the hazards inherent in a circumstance (Purwanto & Trihudiyatmanto, 2018). MSMEs in the tourist and
creative economy sectors will feel the uncertainties and unpredictability of the COVID-19 epidemic as it applies to their
company operations. The perceived risk of COVID-19 is measured by the indicators adopted in Tajafi-Tavani et al., (2018):
(1) Worried that employees in a business are exposed to COVID-19, (2) There is a high probability of being exposed to
COVID-19 compared to other diseases, (3) Business owners will lose financially due to COVID-19, (4) There is considerable
uncertainty when predicting how well the business will perform, and (5) there is a high probability of failure.

2.2 Entrepreneurship Orientation

Entrepreneurship is a concept that can be seen from various perspectives. It is also understood that individuals who organize
resources, whether human or financial resources for profit, are entrepreneurs (Severo et al., 2021). According to Shen et al.
(2020), there are three main dimensions that indicate an entrepreneurial orientation, as follows: innovativeness, proactiveness,
and risk-taking are the proportions of entrepreneurial orientation assessed empirically in previous research (Solehati, 2021;
Tam, 2012; Tempo.co., 2021). Entrepreneurial orientation refers to the managerial characteristics of risk taking, innovation
and proactiveness (Zhao et al., 2021). The description of the definition of entrepreneurial orientation shows aggressiveness
and autonomy as additional elements. Therefore, proactiveness, autonomy, innovation, risk taking, and competitive
aggressiveness are applied as measurements to determine entrepreneurial orientation in this study which was adopted from
the study (Kozak, 2021).

2.3 Innovation Capability

Innovation, according to Bouncken et al. (2021), is the implementation of new company processes, marketing tactics, service
quality enhancement, or external interactions. Because it is a source of firm performance, innovation capability may be
improved by new operational procedures to gain new technology (Dabi et al., 2018). For enterprises in the tourist and creative
economy sectors to modernize and compete, innovation capability is a vital resource. The ability to innovate is needed in the
face of competition. Not only to face competition but having the ability to innovate can also make a business survive and
develop for the better. The purpose of innovation is not only to reduce costs, but by innovating can also develop business or
respond to customer needs. The capacity to assess creativity in issue solutions and possibilities to enhance performance is
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referred to as innovation capability. Product innovation (physical product change), service innovation (service process
effectiveness), and marketing are the three components of innovation capabilities, according to Migdadi (2020).

2.4 Business Performance

Business performance is an indicator of the level of success in achieving business goals. MSME performance is defined as
the result of an independent business decision process related to business management, namely, identifying, developing, and
bringing that vision into ideas to create opportunities with better ways of doing things (Ali et al., 2018). Business Performance
is a measure of the level of achievement of the performance of micro, small, and medium enterprises (Wibowo, 2018).
According to Satwika and Dewi (2018), business performance is a factor commonly used to measure the impact of a
company's strategy in facing competition. This understanding emphasizes that business performance is not something that
can just happen but requires a process (Feranita and Setiawan, 2019). Business performance in this study was measured using
indicators from Antari and Widagda (2022), and Yasa et al. (2021), Muna et al. (2022), namely growth in sales profit, growth
in the number of customers, growth in market share, and growth in sales volume.

2.5 Research Concept Framework

The perception of the risk of COVID-19 is one of the determining factors for the achievement of MSME business performance
in the tourism and creative economy sectors in Bali. The perception of COVID-19 risk is a negative impact of the condition
of the emergence of the COVID-19 pandemic since December 2019. This perception of COVID-19 risk has a negative
influence on the achievement of MSME business performance. Furthermore, MSMEs have an entrepreneurial orientation
that can increase business performance. Despite the perceived risk of COVID-19, but with a high entrepreneurial orientation,
MSME:s are able to build their innovation capabilities in order to improve business performance. The conceptual framework
for this research can be seen in Fig. 1.

COVID-19 risk
perception

Business
Performance

Innovation
Capability

Entrepreneurship
Orientation

Fig. 1. Research Conceptual Framework
3. Research Hypothesis
Based on the existing conceptual framework, the research hypotheses that can be formulated are as follows.

Hi:  COVID-19 Risk Perception has a negative and significant impact on business performance.

Hz:  Entrepreneurial orientation has a positive and significant effect on business performance.

Hs:  COVID-19 Risk Perception has a negative and significant impact on innovation capability.

H4:  Entrepreneurial orientation has a positive and significant impact on innovation capability.

Hs:  Innovation capability has a positive and significant impact on business performance.

He:  Innovation capability is able to significantly mediate the effect of COVID-19 risk perception on business
performance.

H7:  Innovation capability is able to significantly mediate the effect of entrepreneurial orientation on business
performance.

4. Research methods

This type of research is quantitative research, with a causal design. That is, this study aims to examine and analyze the
relationship between the variables of COVID-19 risk perception, entrepreneurial orientation, innovation capability, and
business performance. The population in this study were all MSME:s in the tourism and creative economy sectors in Bali
Province. The sample size of this study was 90 SMEs, where the determination of the sample in this study was carried out
by multiplying the number of measurements by 5. Indicators of the COVID-19 risk perception variable, entrepreneurial
orientation, innovation capability, and business performance are measured using a five-point Likert scale by MSMEs' owners
or managers as strategists. This approach is used to assess respondents' perceptions on a scale of highly agree (5), agree (4),
neutral (3), disagree (2), severely disagree (1).



230

This study uses two types of data, namely: 1) Primary data, namely data obtained from filling out questionnaires by
respondents in this case are owners or managers of MSMEs in the tourism and creative economy sectors in Bali Province; 2)
Secondary data, namely data obtained from other sources that support research. Data collection techniques were carried out
through questionnaires to the owners or managers of the tourism sector and creative economy SMEs in Bali Province. The
form of the research instrument used is a list of questions or a questionnaire because the nature of this research is a survey
research that requires primary data. Before the instrument is used in research, pilot testing is carried out first. Pilot testing is
the initial test of the research instrument. This test is conducted to test the feasibility of a research instrument whether it is
feasible or not before this instrument is applied to the actual research. Pilot testing is carried out by distributing it to 30
respondents for further testing. The instrument test carried out is a test of validity and reliability. The aim is to ensure that
the instrument used is appropriate in measuring what you want to measure and to know the consistency of the responses
given by the respondents. Testing the validity of the instrument using the product moment correlation technique from Pearson
with a minimum limit of r = 0.3 (Sugiyono, 2018: 150). Instrument reliability testing is done by calculating the reliability
coefficient of Cronbach Alpha with a minimum limit of Alpha coefficient 0.6. The results of the validity and reliability
analysis are presented in Table 1 and Table 2.

Table 1

Instrument Validity Test
Variable Indicator of variable Correlation Coefficient Note
COVID-19 risk perception X1.1 0.922 Valid
X1) X1.2 0.846 Valid
X1.3 0.832 Valid
X1.4 0.750 Valid
X1.5 0.921 Valid
Entrepreneurship Orientation ~ X2.1 0.841 Valid
(X2) X2.2 0.806 Valid
X2.3 0.888 Valid
X2.4 0.866 Valid
X2.5 0.914 Valid
Innovation Capability (Y1) Yl1.1 0.792 Valid
Y12 0.921 Valid
Y13 0.920 Valid
Business Performance (Y2) Y2.1 0.950 Valid
Y22 0.901 Valid
Y2.3 0.897 Valid
Y24 0.854 Valid

Source: Data processed, 2022

The results of the validity test in Table 1 show that all variables have coefficient values with a total score of all statement
items greater than 0.30. This shows that the statement in the research instrument is valid.

Table 2
Instrument Reliability Test
Variable Cronbach’s Alpha Note
COVID-19 risk perception (X1) 0.909 Reliable
Entrepreneurship Orientation (X2) 0914 Reliable
Innovation Capability (Y1) 0.852 Reliable
Business Performance (Y2) 0.922 Reliable

Source: Data processed, 2022

Table 2 shows that all the variables used in this study have met the requirements for consistency and data reliability. All
variables have Cronbach's Alpha of more than 0.70 which means that all variable indicators in this study are reliable, so they
can be used as research instruments. After the instrument is declared eligible, the next step is distributing questionnaires.
The data that has been collected is then tabulated in a table and descriptively discussed. Descriptive analysis is the provision
of numbers, both in the number of respondents along with the average value of respondents' answers and percentages. The
causal relationship formulated in this study uses a model that is not simple, the variables in the model are in a recursive
form. This form of causal relationship requires an analytical tool that is able to explain the relationship, so the inferential
statistical method used is Structural Equation Modeling (SEM) — PLS.

5. Results and discussion
5.1 Characteristics of respondents
Profiles of 90 respondents are presented in general with several characteristics including gender, age, last education. The

characteristics of the respondents in this study can be described as follows. There are more female respondents than male
respondents, namely 55 women and 35 male respondents. Age range > 40 -50 years dominated filling out the questionnaire
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by 28 people. Respondents with undergraduate education dominate, as many as 51 people. The characteristics of the
respondents are presented in Fig. 2.

20, 22, 4, 4% 25 28%
35 22% 25% ’
39% 20 51,57%
55, 28, ) 10, 11%
61% 31% 22%
020--30 O30--40 O 40--50 O High school O Associate degree
OMale OFemale O>50 O Bachelor degree O Postgraduate
Gender Age Education

Fig. 2. Characteristics of Respondents
Source: Data processed, 2022

5.2 PLS SEM Analysis Results

This study uses a two-stage approach to measuring the model before it is used for hypothesis testing, aiming to verify the
validity and reliability of a research model. First, by analyzing the convergent validity, then by analyzing the discriminant
validity.

5.2.1 Test Outer Model

Convergent Validity

The outer model test is carried out to ensure the research indicators are suitable for use as their role in measuring research
variables, so to see whether a model is valid to be the basis for research, there are three criteria that must be met, namely: (1)

all loading indicators must be above 0.65 (2) Composite Reliability (CR) must be above 0.8, and (3) Average Variance
Extracted (AVE) for each construct must exceed 0.5.

Table 3
Model Size Results

Construct Indicator Outer Loading Composite Reliability Average Variance Extracted (AVE)

COVID-19 risk X1.1 0.923

perception (X1) X1.2 0.845
X13 0836 0.954 0.815
X1.4 0.897
X1.5 0.931

Entrepreneurship X2.1 0.905

Orientation (X2) X2.2 0.911
X2.3 0.887 0.961 0.833
X2.4 0.928
X2.5 0.932

Innovation Capability Y1.1 0.903

(Y1) Y12 0.929 0.930 0.815
Y13 0.875

Business Performance Y2.1 0.953

(Y2) Y2.2 0.931
v23 0929 0.966 0.877
Y2.4 0.933

Source: Data processed, 2022

Based on Table 4, it shows that all outer loading indicators have values above 0.6 with a range between 0.845 to 0.953
meaning they are at the recommendation limit, then the Composite Reliability (CR) value is in the range between 0.930 to
0.966, all of which are above 0.8 meaning all constructs formed. has good consistency as a research model, the third is the
Average Variance Extracted (AVE) value where all values are above 0.5 with a range from 0.815 to 0.877 so it can be
concluded that the research model in this study has good validity.

Discriminant Validity

To evaluate discriminant validity, a research model is suggested to ensure that the root value of the Average Variance
Extracted (VAVE) of a latent variable must be larger.
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Table 4

Correlation Between Latent Variables
Construct COVID-19 Risk Entrepreneurship Innovation Capability Business

Perception Orientation performance

COVID-19 Risk Perception 1.000 -0.829 -0.810 -0.836
Entrepreneurship Orientation -0.829 1.000 0.892 0.882
Innovation Capability -0.810 0.892 1.000 0.881
Business performance -0.836 0.882 0.881 1.000

Source: Data processed, 2022

Table 5

Root square of the average variance extracted (AVE)
Construct Average Variance Extracted (AVE) RSAVE
COVID-19 Risk Perception 0.805 0.897
Entrepreneurship Orientation 0.833 0.913
Innovation Capability 0.815 0.903
Business performance 0.877 0.936

Source: Data processed, 2022

Discriminant validity is considered good if the root value of AVE (VAVE) in Table 6 is greater than 0.5. The research model
proposed in this study can be considered good, where the smallest VAVE value is 0.897

Inner Model Test

Structural models focus on hypothesized relationships or pathways between latent variables. The results of the inner model
test can be seen in Fig. 3.

X1.1
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X13 40886
0897
X14 0931
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Fig. 3. Structural Model

The structural model was evaluated using R-square for the dependent construct and t-test as well as the significance of the
coefficients of the structural path parameters.

Coefficient of Determination (R2)

In this study, bootstrap will be carried out which will produce two measurements of the structural model, namely: the value
of t (t-test) and R? which will be interpreted the same as multiple regression analysis in general. The predictive power of a
research model can be seen by looking at the R? value generated by the bootstrapping process, in Table 6. the R? value for
each exogenous variable contained in the model will be presented.

Table 6

Coefficient of Determination
Construct R?
Innovation Capability 0.812
Business performance 0.840

Note: only the endogenous (dependent) variable has a value of R?
Source: Data processed, 2022
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Based on Table 6, it can be explained that the highest R? value is found in the business performance variable of 0.840 which
means that as much as 84.0% of the business performance variable can be explained by the constructs contained in the model,
namely COVID-19 Risk Perception, Entrepreneurship Orientation, and Innovation Capability, while the lowest value found
in the Innovation Capability variable of 0.812 which means that 81.2% of the Innovation Capability variable can be explained
by the constructs that influence these variables, namely COVID-19 risk perception and entrepreneurial orientation. From the
examination of the R? value, it can be concluded that in general the predictive ability of this research model is good, seen
from all variables that have an R? value above 50%.

Hypothesis testing
The significance of the estimated parameters provides very useful information about the relationship between the research

variables. The basis used in testing the hypothesis is the value contained in the output path coefficients which is presented in
Table 7.

Table 7
Path Coefficient
Hypothesis . . Path t- Note
yp Correlation between Variables Cocfficient  statistic p-values

Hl  COVID-19 Risk Perception = Business performance -0.251 2.440 0.015 Significant
H2  Entrepreneurship Orientation - Business performance 0.342 2.441 0.015 Significant
H3 COVID-19 Risk Perception = Innovation Capability -0.224 2.861 0.004 Significant
H4  Entrepreneurship Orientation = Innovation Capability 0.706 9.234 0.000 Significant
H5 Innovation Capability = Business performance 0.373 3.352 0.001 Significant
H6  COVID-19 Risk Perception > Innovation Capability - Business performance -0.084 2.207 0.028 Significant
H7  Entrepreneurship Orientation = Innovation Capability = Business performance  0.263 3.088 0002 Significant

Source: Data processed, 2022

Hypothesis testing is done by using t-statistics and looking at the p-value. If the p-value <0.05 then the hypothesis is accepted.
Based on Table 8, it can be explained that the perception of COVID-19 risk on business performance has a t-statistic value
of 2,440 with a p-value of 0.015 < 0.05, so H1 is accepted. This means that the higher the COVID-19 risk perception, the
lower the business performance. Entrepreneurship orientation to business performance has a t-statistic value of 2.441 with a
p-value of 0.015 <0.05, so H2 is accepted. This means that the higher the Entrepreneurial Orientation, the higher the business
performance. The COVID-19 Risk Perception of Innovation Capability has a t-statistic value of 2.861 with a p-value of 0.004
< 0.05, so H3 is accepted. This means that the higher the perceived risk of COVID-19, the lower the Innovation Capability.
Entrepreneurship Orientation has an effect on Innovation Capability with a t-statistic value of 9.234 with a p-value of 0.000
<0.05 then H4 is accepted. Innovation Capability on business performance has a t-statistic value of 3,352 with a p-value of
0.001 < 0.05, so HS5 is accepted. This means that the higher the Innovation Capability, the higher the business performance.
Furthermore, for the indirect effect, the following results are obtained. The influence of COVID-19 risk perception on
business performance through Innovation Capability obtained a t-statistic value of 2.207 with a p-value of 0.028 < 0.05. This
means that Innovation Capability is able to partially mediate the effect of COVID-19 risk perception on business performance.
Likewise, the effect of Entrepreneurship Orientation on business performance through Innovation Capability, the t-statistic
result is 3,088 with a p-value of 0.001 < 0.05. This means that Innovation Capability is able to partially mediate the effect of
entrepreneurial orientation on business performance.

6. Discussion
6.1 Effect of COVID-19 Risk Perception on Business Performance

Based on the analysis of the impact of COVID-19 risk perception on business performance, the beta coefficient value is -
0.251 with a significance level of 0.015 < 0.05, which means Ho is rejected and H1 is accepted. These results mean that the
COVID-19 Risk Perception variable has a negative and significant effect on the business performance of SMEs in the tourism
sector and the creative economy in Bali. This means that, the higher the COVID-19 Risk Perception felt by managers of
MSMEs in the tourism and creative economy sectors, which is indicated by: employees worry about being exposed to
COVID-19, there is a greater chance of being exposed to COVID-19 compared to other diseases, business owners lose
financially due to COVID-19, there is considerable uncertainty when predicting how well the business will run, and there is
a high probability of failure, which can reduce business performance. The results of this study at the same time strengthen
the results of previous research conducted by Telagawathi et al. (2022), which states that the perceived risk of COVID-19
reduces business performance. Similar results have also been obtained previously by Wieczorek-Kosmala et al. (2021), which
stated that the perceived risk of COVID-19 did significantly reduce business performance. The results of this study are also
strengthened by the results of research from Shen et al. (2020), found that the COVID-19 Risk Perception variable had a
negative and significant effect on the business performance variable.

6.2 The Influence of Entrepreneurship Orientation on Business Performance

The influence of entrepreneurial orientation on business performance shows a beta coefficient of 0.342 with a significance
level of 0.015 <0.05, which means Ho is rejected and H1 is accepted. These results mean that the Entrepreneurial Orientation
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variable has a positive and significant effect on business performance. So, the higher the Entrepreneurship Orientation owned
by the managers of MSMEs in the tourism sector and the creative economy in Bali, which is indicated by their creativity,
innovation, risk-taking, independence, and daring to compete, the higher the business performance. The results of this study
at the same time strengthen the results of previous research conducted by Setini et al. (2020), which states that the
Entrepreneurial Orientation variable has a positive and significant effect on business performance. The results of this study
are strengthened by the research of Wahyuni and Sara (2020); Telagathi et al. (2022), found the results of the Entrepreneurial
Orientation variable having a positive and significant effect on business performance, so it can be concluded that a high
Entrepreneurial Orientation has a positive and significant effect on business performance.

6.3 Effect of COVID-19 Risk Perception on Innovation Capability

The results of the analysis of the influence of COVID-19 Risk Perception on Innovation Capability show the beta coefficient
value of -0.224 with a significance level of 0.004 < 0.05, which means Ho is rejected and H1 is accepted. These results mean
that COVID-19 Risk Perception has a negative and significant impact on Innovation Capability. This means, the higher the
COVID-19 Risk Perception shown by the concern that employees in a business are exposed to COVID-19, there is a greater
chance of being exposed to COVID-19 compared to other diseases, business owners lose financially due to COVID-19, there
is uncertainty which is quite large when predicting how well the business can run, and the presence of a high probability of
failure, can reduce the innovation capability of MSMEs in the tourism sector and the creative economy. The results of this
study at the same time strengthen the results of previous research conducted by Gong et al. (2020) regarding the role of
COVID-19 Risk Perception can indeed reduce Innovation Capability. These results are also strengthened by the results of
research by Rodrigues and de Noronha (2021), which found the result that COVID-19 Risk Perception had a negative and
significant effect on Innovation Capability.

6.4 The Influence of Entrepreneurial Orientation on Innovation Capability

The effect of Entrepreneurial Orientation on Innovation Capability, the result is a beta coefficient of 0.706 and a significance
level of 0.000 <0.05, which means Ho is rejected and H1 is accepted. These results mean, Entrepreneurship Orientation has
a positive and significant effect on Innovation Capability. This means, the higher the entrepreneurial orientation shown by
the presence of creativity, innovation, risk taking, independence, and the courage to compete, the greater the innovation
capability. The results of this study at the same time strengthen the results of previous research conducted by Kee and Rahman
(2020) concerning Entrepreneurship Orientation is able to increase Innovation Capability. Furthermore, Setini et al. (2021),
researching on the effect of entrepreneurial orientation on Innovation Capability also found the same results, namely the
existence of a high Entrepreneurial Orientation has a positive and significant impact on Innovation Capability. In addition,
there are still several researchers who show consistent results, namely Telagathi et al. (2022). It can be concluded that the
Entrepreneurship Orientation has a positive and significant influence on the Innovation Capability, this means that the higher
the Entrepreneurship Orientation owned by the MSME managers in the tourism and creative economy sectors in Bali, the
greater the Innovation Capability.

6.5 The Influence of Innovation Capability on Business Performance

Furthermore, the results of the analysis of the influence of Innovation Capability on business performance obtained a beta
coefficient of 0.373 with a significance level of 0.001 < 0.05, which means Ho is rejected and H1 is accepted. These results
mean that the Innovation Capability variable has a positive and significant impact on the business performance of MSMEs
in the tourism sector and the creative economy in Bali. This means that, the higher the Innovation Capability shown by the
product innovation capability or capability, service capability, and marketing capability, the higher the business performance.
The results of this study at the same time strengthen the results of previous research conducted by Wijaya et al. (2019), which
states that Innovation Capability plays an important role in improving business performance. Similar results have also been
obtained by Yasa et al. (2016), which states that innovation capabilities are able to improve business performance. The results
of this study are also strengthened by the results of research by Setini et al. (2021); Telagathi et al. (2022), who found that
the Innovation Capability variable had a positive and significant effect on the business performance variable.

6.6 The Role of Innovation Capability in Mediating COVID-19 Risk Perceptions on Business Performance

For the effect of COVID-19 Risk Perception on business performance through Innovation Capability, the results of the beta
coefficient value are -0.084 and a significance level of 0.028 <0.05, which means Ho is rejected and H1 is accepted. The
results of the analysis show that the Innovation Capability variable is able to significantly mediate the effect of COVID-19
risk perception on the business performance of MSMEs in the tourism sector and the creative economy in Bali. This means
that the influence of COVID-19 Risk Perception on business performance can decrease if it is able to build Innovation
Capability first and then Innovation Capability is able to improve business performance.
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6.7 The Role of Innovation Capability Mediates the Effect of Entrepreneurial Orientation on Business Performance

The results of the analysis of the influence of Entrepreneurial Orientation on business performance through Innovation
Capability obtained a beta coefficient value of 0.263 with a significance level of 0.002 < 0.05, which means Ho is rejected
and H1 is accepted. These results indicate that the Innovation Capability variable is able to significantly mediate the influence
of Entrepreneurship Orientation on the business performance of MSMEs in the tourism sector and the creative economy in
Bali. This means that the Entrepreneurship Orientation owned by MSME managers in the tourism and creative economy
sectors is able to build Innovation Capability and subsequently Innovation Capability which improves MSME business
performance in the tourism and creative economy sectors in Bali.

7. Conclusion

The results of this study are: 1) The higher the COVID-19 Risk Perception felt by the MSMEs in the tourism and creative
economy sectors in Bali, the lower the achievement of their business performance. 2) The higher the Entrepreneurship
Orientation owned by the MSME managers in the tourism and creative economy sectors in Bali, the higher the business
performance. 3) The higher the COVID-19 Risk Perception that the tourism sector and creative economy SMEs have in Bali,
the lower their Innovation Capability. 4) The higher the entrepreneurial orientation of the MSME managers in the tourism
sector and the creative economy, the more capable they are to build high Innovation Capability. 5) Likewise, the higher the
Innovation Capability, the higher the business performance. 6). Innovation Capability is able to reduce the negative impact
of COVID-19 risk perception on business performance. 7). Furthermore, Innovation Capability can be improved by building
a higher entrepreneurial orientation and later the increase in Innovation Capability has an effect on increasing MSME business
performance in the tourism sector and the creative economy in Bali.
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