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ABSTRACT

Improving the business performance of small-scale dairy farms requires
more than technical farming skills; farmers must also be able to translate
entrepreneurial competence into effective business practices. However,
entrepreneurial competence may not directly improve business performance
unless farmers possess the capacity to apply and operationalize these
competencies in managing their enterprises. This study therefore examines
the role of entrepreneurial capacity in linking entrepreneurial competence to
business performance among dairy farmers affiliated with the Solidaritas
Alumni Sekolah Peternakan Rakyat Indonesia (SASPRI) in Cijeruk District,
Bogor Regency, Indonesia. A quantitative approach was employed using
questionnaire data collected from 41 SASPRI-affiliated dairy farmers. The
relationships among entrepreneurial competence, entrepreneurial capacity,
and business performance were analysed using Partial Least Squares
Structural Equation Modelling (PLS-SEM). The results show that
entrepreneurial competence has no significant direct effect on business
performance but is positively associated with entrepreneurial capacity.
Entrepreneurial capacity, in turn, is positively associated with business
performance and fully mediates the relationship between entrepreneurial
competence and business performance. These findings indicate that
entrepreneurial competence alone is insufficient to improve dairy farm
performance; its value is realized when farmers have the capacity to translate
their competencies into effective business actions. The study highlights
entrepreneurial capacity as a critical mechanism through which farmer
competencies contribute to improved business performance and provides
implications for capacity-building interventions targeting small-scale dairy
farmers.
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INTRODUCTION

Dairy farming is an important livestock
subsector that plays a strategic role in
supplying highly nutritious food, particularly
milk as a rich source of protein, calcium, and
other essential nutrients. However, the low
level of national milk productivity has limited
the ability of domestic production to meet
increasing demand. This condition highlights
the need to strengthen dairy farmers’
capabilities in managing their farming
enterprises professionally to improve both
productivity and the long-term sustainability
of their businesses.

In the context of modern agribusiness, the
success of livestock enterprises is determined
not only by technical production expertise but
also by farmers’ Entrepreneurial competence
in managing resources and responding to
changes in the business environment. These
competencies are essential prerequisites for
improving business performance and ensuring
the sustainability of smallholder livestock
farming. Numerous studies have demonstrated
that Entrepreneurial competence positively
influences business success (Kisubi et al.,
2022; Oraya and Maina, 2023; Yuceol and Can,
2023), including in the livestock subsector
(Sihite etal., 2025). Entrepreneurial competence
enables enterprises to overcome limitations
in physical capital by leveraging the advantages
of human capital (Soomro et al., 2025).
However, many dairy farmers still face
limitations in managerial competencies, which
hinder the performance of their farming
enterprises (Pamela et al., 2017).

In the business context, Entrepreneurial
competence is closely associated with
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managerial competencies. Entrepreneurs
need to develop these competencies because
they are responsible for managing all business
activities. A high level of Entrepreneurial
competence contributes to business success
by equipping entrepreneurs with the essential
knowledge and skills required to effectively
manage business operations (Pranowo et al.,
2020). Entrepreneurial competence is not
innate ability but can be acquired and
enhanced through entrepreneurship training
programs and formal education (Pepple and
Enuoh, 2020; Kanaan-Jebna et al., 2022).
Entrepreneurial competence consists of
business competence, social competence,
opportunity competence, industry-specific
competence, and entrepreneurial self-efficacy
(Lans et al., 2014).

Business competence reflects entrepreneurs’
capacity to manage operational, financial, and
marketing activities, thereby enabling
business processes to be conducted efficiently
and in a value-creating manner (Man et al.,
2002). Enhanced business competence is
associated with the ability to develop products
that are attractive, of high quality, and aligned
with market needs, thereby contributing to
greater product value and improved business
competitiveness (Mitchelmore and Rowley,
2009). However, Entrepreneurial competence
does not necessarily have a direct impact on
business performance. Instead, they need to
be translated into entrepreneurial capacity
through continuous learning and the
development of practical capabilities for
managing business operations effectivelyand
consistently (Yang et al., 2023).

Social competence refers to the ability to
establish, maintain, and develop business
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networks, as well as to communicate
persuasively in order to gain access to
information, resources, and collaborative
opportunities (Baron and Markman, 2003).
Such sensitivity to opportunities provides an
important foundation for developing adaptive
entrepreneurial capacity in business decision-
making. Industry-specific competence
encompasses technical knowledge and an
understanding of market characteristics that
support strategic decision-making, risk
management, and business decision-making,
which collectively contribute to the development
of entrepreneurial capacity (Man and Lau,
2000; Massis et al., 2017). In addition to
competencies related to technical expertise,
social interaction, and opportunity recognition,
psychological factors also play a crucial role
in shaping entrepreneurial behavior. One such
factor is self-efficacy, which reflects an
individual’s confidence in their ability to
manage and develop a business (Chen et al.,
1998). In the entrepreneurial context, self-
efficacyis closely associated with entrepreneurial
motivation, as confidence in one’s capabilities
encourages individuals to translate their
competencies into concrete actions for
managing and developing their businesses in
a sustainable manner (Bandura, 1997).

Entrepreneurial competence constitutes a
fundamental basis for individuals to identify
opportunities, manage resources, make
strategic decisions, innovate, and establish
and maintain business networks. These
competencies comprise a combination of
knowledge, skills, and personal attributes that
enable entrepreneurs to conduct business
activities effectively (Mitchelmore and Rowley;,
2009). The development of Entrepreneurial

competence strengthens individuals’ ability to
transform their knowledge into concrete
actions. This perspective is consistent with the
view that competencies serve as a prerequisite
for the development of entrepreneurial
capacity, which refers to the actual ability to act,
adapt, absorb information, and create value
in a dynamic business environment (Man et
al., 2002; Shane and S. Venkataraman, 2012).

Entrepreneurs with high levels of Entre-
preneurial competence generally possess
extensive knowledge, strong skills, creativity,
and sound managerial capabilities. However,
these competencies do not automatically lead
to superior business performance unless they
are translated into entrepreneurial capacity.
Entrepreneurial capacity refers to the actual
ability of entrepreneurs to identify and
develop business opportunities, make
informed decisions, optimize the use of
available resources, and effectively manage
organizational and business operations (Xie
et al.,, 2021). Therefore, entrepreneurial
capacity serves as the mechanism through
which entrepreneurs transform their
competencies into concrete actions that
ultimately enhance business performance
(Baron and Markman, 2003; Davidsson and
Honig, 2003)

As entrepreneurial capacity increases,
entrepreneurs are better able to make
informed decisions, manage business
processes efficiently, and implement relevant
innovations, thereby enhancing business
performance. Therefore, entrepreneurial
capacity functions as a mediating mechanism
that bridges the translation of Entrepreneurial
competence into business performance.
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Entrepreneurial capacity is developed through
three key components. First, training, which
encompasses the knowledge and skills
acquired through learning processes. Second,
experience, which refers to the practical
understanding gained through direct
involvement in business activities and other
relevant experiences. Third, self-confidence,
which reflects an individual’s belief in their
ability to overcome challenges (Teruel-
Sanchezetal., 2021). These capabilities enable
entrepreneurs to respond more effectively to
market opportunities, optimize the utilization
of available resources, and implement
business strategies efficiently, thereby
contributing to increased sales volume,
business revenue, achievement of sales
targets, and sustained sales growth as key
indicators of business performance (Man et
al., 2002; Trailer et al., 1996).

The Solidaritas Alumni Sekolah Peternakan
Rakyat Indonesia (SASPRI) Cijeruk is a dairy
farmers’ organization with considerable
potential, managing a livestock population of
261 dairy cattle and producing approximately
750 liters of milk per day. However, its
institutional functions and business develop-
ment activities have not yet been fully
optimized. This condition indicates the need
to strengthen farmers’ Entrepreneurial
competence and entrepreneurial capacity to
ensure the sustainability of their farming
enterprises. Although numerous studies have
examined the relationship between entre-
preneurial competence and business per-
formance, limited attention has been given to
the mechanism through which Entrepreneurial
competence are translated into business
performance via entrepreneurial capacity,
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particularly in the context of dairy farming.
This study offers a novel contribution by
examining the mediating role of entrepreneurial
capacity in the relationship between entre-
preneurial competence and business perfor-
mance among SASPRI-affiliated dairy farmers.
This approach provides new insights by
demonstrating that Entrepreneurial compe-
tence do not necessarily lead directly to
improved business performance but require
entrepreneurial capacity as a bridge that
transforms knowledge into concrete actions
in business management. Based on this
background, this study formulates the
following research questions:

1. How does farmers’ entrepreneurial
competence influence the business
performance of dairy farms?

2. How does farmers’ entrepreneurial
competence influence the entrepreneurial
capacity of dairy farmers?

3. Howdoesfarmers’ entrepreneurial capacity
influence the business performance of dairy
farms?

4. How doesentrepreneurial capacity mediate
the effect of entrepreneurial competence
on the business performance of dairy
farms?

METHOD

This study employed a quantitative research
approach using both primary and secondary
data. Primary data were collected through a
guestionnaire survey administered to dairy
farmers who are members of the Solidaritas
Alumni Sekolah Peternakan Rakyat Indonesia
(SASPRI) in Cijeruk District. The study
population consisted of 41 dairy farmers;
therefore, all members of the population were
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included as respondents using a census
sampling method. Secondary data were
obtained from various documents and
scientific literature relevant to entrepreneurial
competence, entrepreneurial capacity, and
the business performance of dairy farming
enterprises. These data were used to support
the development of the conceptual framework,

strengthen the theoretical foundation, and
provide an overview of the research context.
This study aims to analyze the effects of
entrepreneurial competence on entrepreneurial
capacity and the business performance of
dairy farming enterprises. The conceptual
framework of the study is presented in Figure 1.

|L|

Figure 1. Conceptual Framework of the Study

This study examines three main variables:
entrepreneurial competence, entrepreneurial
capacity,and business performance. Theresearch
hypotheses are formulated as follows:

H1 Entrepreneurial competence is
positively associated with business
performance.

H2 Entrepreneurial competence s

positively associated with entre-
preneurial capacity.

H3 Entrepreneurial capacity is positively
associated with business performance.
H4 Entrepreneurial capacity mediates the

relationship between entrepreneurial

competence and business performance.
Eachvariable is reflected by a set of indicators.
The detailed indicators representing each
variable are presented in Table 1.

Table 1. Research Variables

Variable Indicator Description
Entrepreneurial competence (x) x_1 Business competence
x_2 Social competence
x_3 Industry-specific competence
x_4 Opportunity competence
x_5 Entrepreneurial self-efficacy
Entrepreneurial capacity (y) y 1 Knowledge of dairy farm management
y 2 Participation in dairy farming training programs
y 3 Information seeking and knowledge enhancement
y 4 Experience in dealing with business challenges
y 5 Competitive advantage gained through experience
y 6 Experience in decision-making
y 7 Confidence in business success
y_8 Confidence in achieving business targets
y_9 Willingness to take calculated risks
Business performance (z) z 1 Increase in sales volume
z 2 Higher business income
z 3 Sales target achievement
z 4 Sustained sales growth
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These indicators were used to compre-
hensively assess entrepreneurial competence,
entrepreneurial capacity, and business
performance in the context of dairy farming
entrepreneurship. The relationships among
the variables examined in this study are
illustrated in Figure 2.

The data were analysed using both descriptive
statistics and Partial Least Squares Structural
Equation modelling (PLS-SEM) with SmartPLS
3.0 software. Descriptive analysis was
conducted to provide an overview of the
characteristics of dairy farmers who are
members of SASPRI-affiliated dairy farmers.
PLS-SEM is well recognized for its flexibility in
handling small to medium sample sizes.
Moreover, PLS-SEM emphasizes the development
and testing of predictive relationships among

x ]

latent variables rather than population
parameter estimation, making it particularly
suitable for studies with limited sample sizes
and without requiring strict assumptions of
data normality. The PLS-SEM analysis involves
two main stages of evaluation: the measurement
model (outer model) and the structural model
(inner model) (Garson, 2016; Munyeke et al.,
2018; Sarstedt et al., 2021).

a). Measurement Model Evaluation (Outer Model)
The evaluation of the outer model was
conducted to assess the extent to which the
observed indicators adequately represent their
respective latent constructs. This evaluation
consisted of five assessment criteria: factor
loadings, composite reliability, convergent
validity, discriminant validity, and model fit,
as presented in Table 2.

P

- k.\
=
)(_4 /
Entrepreneurial
X3 competence (x)
y_1 y_2 y_3 y 4

y 5

z2
3
Business z4
performance (z)
y.6 Vil y8 y9

Figure 2. Research Operational Framework
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Table 2. Outer Model Evaluation Criteria

No. Eval.uat'lon Parameter Threshold Reference
Criteria
1 Factor Loading Outer Loading > 0.70: highly satisfactory; the (Hair et al., 2014)
indicator is retained.
0.50-0.70: acceptable in exploratory
research or when construct reliability
and validity criteria are satisfied.
< 0.50: does not meet the criterion
and should be considered for removal
from the model.
2 Composite Composite >0.70 (Hair et al., 2014)
Reliability Reliability (CR)
3 Convergent Average Variance > 0.50 (Hair et al., 2014)
Validity Extracted (AVE)
4 Discriminant Fornell-Larcker The square root of the AVE of each (Hair et al., 2014)
Validity Criterion construct should be greater than its
correlations with other constructs.
5 Model Fit GoF 0.10 (small), 0.25 (medium), 0.36 (Wetzels et al.,

(large).

2009)

b). Structural Model Evaluation (Inner Model)

development of farmers’ competencies in

managing their farming enterprises. Factors
such as age, educational attainment, social
networks, and access to information play
important roles in improving farmers’
knowledge, skills, and capabilities to adapt
to the evolving demands of their businesses.

Following the evaluation of the outer model,
the structural model (inner model) was
assessed using the coefficient of determination
(R?) and predictive relevance (Q? Predict), as
presented in Table 3.

RESULTS AND DISCUSSION

RESPONDENT CHARACTERISTICS Based on the classification of productive age

groups, the majority of SASPRI-affiliated dairy
farmers (56.10%) were between 35 and 54
years old. This age group represents the

Respondent characteristics are important to
understand because they may influence the

Table 3. Inner Model Evaluation Criteria
Rule of Thumb

0.67 (substantial), 0.33 (moderate), 0.19 (weak)
Q2> 0: the model has predictive relevance,
Q2 < 0:the model lacks predictive relevance

Reference

(Chin, 1998)
(Chin, 1998)

No. Evaluation Criteria

1 R-Square
Q-Square Predict (Q?)

Table 4. Respondents’ Age Distribution

Age Range (years) Percentage (%)

24-34 19.5
35-54 56.1
>55 24.4
Total 100.0
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middle productive stage, during which farmers
generally possess substantial farming
experience while maintaining adequate physical
capacity. The combination of experience and
work capacity constitutes an important asset
for business decision-making, innovation
adoption, and the development of Entre-
preneurial competence. These findings
indicate that most respondents belong to the
middle productive age group, which is
generally characterized by sufficient physical
capacity and practical experience in managing
dairy farming enterprises (Fauzan, 2021).
Farmers within the productive age group also
tend to demonstrate more stable physical
capabilities and stronger motivation to
enhance their Entrepreneurial competence,
including increasing product value, improving
productivity, and identifying market oppor-
tunities (Laguador, 2013). Meanwhile, farmers
aged 55 years and above accounted for 24.39
percent of the respondents. This group
possesses extensive experience in dairy
farming and therefore has the potential to
serve as an important source of knowledge
and learning for other farmers. Their
accumulated experience over many years
enables them to manage business risks more
effectively and address both technical and
non-technical challenges encountered in dairy
farming operations. In contrast, 19.51 percent
of respondents were between 24 and 34 years

old. The presence of younger farmers provides
opportunities to strengthen entrepreneurial
capacity through the adoption of new
technologies and more innovative business
approaches, while the extensive experience
of senior farmers contributes to sound
judgment and greater prudence in business
decision-making.

Based on the respondents’ educational
background, the majority had completed
primary school (63.4%), followed by senior
high school/vocational high school (22.0%),
junior high school (12.2%), and diploma (2.4%).
The high proportion of respondents with only
primary school education indicates that dairy
farming enterprises in the study area are
largely managed by individuals with relatively
low levels of formal education. Limited formal
education may reduce farmers’ ability to
process information effectively, thereby
constraining their capacity to adopt innovations
(Uaiene, 2011). However, in the context of
agribusiness entrepreneurship, practical
experience often serves as the primary
foundation for developing Entrepreneurial
competence, particularly technical and
operational competencies. This condition also
underscores the importance of entrepreneurial
capacity as a mediating mechanism, as it can
compensate for structural limitations associated
with low levels of formal education and

Table 5. Respondents’ Educational Attainment

Education Level

Percentage (%)

Elementary school 63.4
Junior high school 12.2
Senior high school/Vocational high school 22.0
Diploma 2.4
Total 100.0
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ultimately contribute to improved business
performance.

On average, each respondent identified 2.49
individuals as frequent sources of advice. This
indicates that each dairy farmer typically
relied on two to three people within their
social network, primarily fellow farmers, for
guidance and consultation. Of the 41
respondents, 23 farmers (53.49%) reported
having personal connections with government
extension officers or government officials.

peer networks but also increasingly by access
to digital information. The diversity of
information sources has the potential to
broaden farmers’ access to knowledge and
facilitate the development of competencies
required for managing dairy farming
enterprises effectively.

STRUCTURAL EQUATION MODEL ANALYSIS

Structural Equation Modelling (SEM) using the
Partial Least Squares (PLS) approach involves
the evaluation of both the measurement

Table 6. Respondents’ Sources of Information

Source of Information

Percentage (%)

Digital media 50.0
Formal sources (government agencies, extension services,

dairy farm centre, and educational institutions) 29.2
Farmer groups/other farmers 20.8
Total 100.0

Digital media emerged as the dominant source
of information, accounting for 50.0 percent
of all reported information sources. This
finding indicates that dairy farmers rely
heavily on online platforms, such as Google,
YouTube, and Facebook, to obtain knowledge
and advice related to dairy farming. Access
to digital information can strengthen
entrepreneurial capacity and entrepreneurial
competence by enhancing market understanding,
promoting product innovation, and improving
business efficiency (Nambisan, 2017). Formal
information sources, including government
agencies, extension services, research
centres, and educational institutions,
accounted for 29.2 percent, while fellow
farmers and farmer groups contributed 20.8
percent. These findings suggest that farmers’
learning processes are supported not only by
directinteractions with formal institutions and

model (outer model) and the structural model
(inner model). The analysis was conducted to
assess the validity and reliability of the
measurement indicators, the internal
consistency of the constructs, and the
significance of the relationships among the
latent variables in the proposed research
model. The evaluation process began with an
assessment of the factor loadings and t-
statistics of each indicator in the measurement
model to ensure that the indicators adequately
represented their respective latent constructs.

The results of the outer model assessment
presented in Table 7 indicate that not all
indicators adequately represented their
respective latent constructs, thereby
necessitating model respecification. According
to Hair et al., (2014), indicators with factor
loadings greater than 0.70 are considered to
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exhibit satisfactory convergent validity,
whereas indicators with loadings between
0.50and 0.70 may be retained in exploratory
research when they are theoretically justified
and contribute to the overall quality of the
construct. For the entrepreneurial competence
construct, indicatorsx_1,x_2,and x_3 showed
strong representational ability, as evidenced
by factor loadings exceeding 0.70, and were
therefore retained in the model. In contrast,
indicator x_4 was removed because its factor
loading was substantially below the
acceptable threshold (0.311). Although
indicator x_5 yielded a factor loading of 0.602,
it was not retained in the final model because
its contribution to the entrepreneurial
competence construct was relatively weaker
than that of the other indicators and did not
improve the overall measurement quality of

the construct. Accordingly, model respecification
was performed by retaining only the indicators
that most effectively represented the
entrepreneurial competence construct.

For the entrepreneurial capacity construct (y),
the results indicated that indicatorsy_4,y 5,
y_6, and y_9 showed satisfactory factor
loadings and t-statistics and were therefore
retained in the final measurement model. In
contrast, indicatorsy_1andy_2 wereremoved
because their factor loadings were
substantially below the acceptable threshold,
indicating that they did not adequately
represent the entrepreneurial capacity
construct. Indicatorsy_3,y_7,andy_8 were
also excluded from the final model because
their contributions to the measurement of the
construct were relatively weaker than those
of the retained indicators.

Table 7. Factor Loadings and t-Statistics of Indicator Variables in the Initial Measurement Model

Factor

Latent Construct Indicator Loading t-Statistic Decision
Entrepreneurial competence (x) x_1 0.795 5.729 Retained
x_2 0.79 5.921 Retained

x_3 0.88 8.288 Retained

x_4 0.311 1.212 Removed

x_5 0.602 4.929 Removed

Entrepreneurial capacity (y) y_1 0.164 0.694 Removed
y_2 0.003 0.013 Removed

y_3 0.526 3.248 Removed

y 4 0.682 5.81 Retained

y_ 5 0.711 5.888 Retained

y_6 0.764 5.741 Retained

y_7 0.609 3.302 Removed

y_8 0.615 3.281 Removed

vy 9 0.671 3.875 Retained

Business performance (z) z 1 0.538 2.5 Removed
z 2 0.842 4.172 Retained

z 3 0.878 4.303 Retained

z 4 0.891 4,983 Retained
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For the business performance construct (Z),
indicatorsz_2,z 3, andz_4 showed high and
statistically significant factor loadings,
indicating that they adequately represented
the business performance construct. In
contrast, indicator z_1 was removed because
its factor loading was relatively low and did
not make a sufficient contribution to the overall
quality of the construct. Overall, the model
respecification process involved retaining only
those indicators that most effectively
represented their respective latent constructs,
resulting in a measurement model that was
more stable, reliable, and satisfied the criteria
for convergent validity and construct reliability.
The estimated measurement model following
the respecification process is presented in
Figure 3.

Figure 3 shows the measurement model after
the respecification process, retaining

indicators x_1, x_2, and x_3 for the
entrepreneurial competence construct; y 4,
v_ 5,y 6, and y_9 for the entrepreneurial
capacity construct; and z_2, z_3, and z_4 for
the business performance construct. All
retained indicators had acceptable factor
loadings and were subsequently used in the
structural model assessment. A more detailed
evaluation of the indicators after the
respecification process is presented in Table 8.

The results of the outer model assessment
after the indicator elimination process showed
that all retained indicators met the construct
evaluation criteria and were suitable for
measuring their respective latent constructs.
For the latent variable of entrepreneurial
competence (x), the three retained indicators
x_1, x_2, and x_3 exhibited high factor
loadings of 0.823; 0.843; and 0.866
respectively, with significant t-statistics

x
-
0.823.
K2 4—0.843 —
—
0.866
*.-—"‘
¥ 3

Entrepreneurial
competence (x)

0.585

0.037

z?2
0.843 5
—0.895 — Z:3
0.876
z4

Business
performance (2)

0476

/4trepreneu$

0.729 p775

v _5./

capacity (y)

0.608

s

y_6 y.9

0.799

Figure 3. PLS-SEM Model Estimation Results after Respecification
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Table 8. Factor Loadings and t-Statistics of Indicators in the Respecified Model

Latent Construct Indicator Factor Loading t-Statistic Decision
Entrepreneurial competence (x) x_1 0.823 11.174 Retained
X_2 0.843 6.982 Retained

x_3 0.866 9.057 Retained

Entrepreneurial capacity (y) y_4 0.729 7.254 Retained
y 5 0.775 5.982 Retained

y_6 0.799 7.993 Retained

vy 9 0.658 3.6 Retained

Business performance (z) z 2 0.843 6.318 Retained
z 3 0.895 15.663 Retained

z 4 0.876 9.06 Retained

exceeding the threshold of 1.96 (Hair et al.,
2014). These results indicate that all three
indicators consistently make strong contributions
torepresentingthe entrepreneurial competence
construct.

In this study, the entrepreneurial competence
of SASPRI dairy farmers was predominantly
reflected in business competence, social
competence, and industry-specificcompetence.
Fundamentally, farmers’ entrepreneurial
competence is characterized by the integration
of business competence, social competence,
and industry-specific competence. Business
competence plays a particularly important
role, as dairy farmers are increasingly required
to transition from being primarily engaged in
production activities to managing farm
enterprises that can adapt to changing market
dynamics. According to (Man et al., 2002), the
ability to identify opportunities and manage
risks is a key determinant of small business
competitiveness. This capability is particularly
relevantin the Indonesian context, where dairy
farmers frequently face various production-
related risks, including livestock diseases,
forage availability, and milk quality issues
(Guntoro et al., 2025; Prasetyo et al., 2020;
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Septiani et al., 2017). Social competence also
emerges as a distinctive characteristic, reflecting
the strong collective culture embedded in
Indonesian agricultural and livestock farming
systems. Farmers with strong social competence
are better able to build trust and maintain
relationships with fellow farmers, cooperatives,
field officers, and agricultural extension
workers (Saraswati and Prihtanti, 2015).
Industry-specific competence, meanwhile,
represents an essential set of technical
capabilities that cannot be overlooked, given
the inherent biological risks associated with
livestock farming.

For the entrepreneurial capacity construct (y),
the four indicators retained in the model,
namelyy 4,y 5,y 6,andy_9, also exhibited
acceptable factor loadings ranging from 0.658
to 0.799, with statistically significant t-
statistics. These four indicators adequately
represented the entrepreneurial capacity
construct. The entrepreneurial capacity of
farmers within the SASPRI farmer organization
reflects a continuous learning process rooted
in practical experience. Experience in dealing
with business challenges emerged as a
prominent characteristic, as smallholder
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livestock farmingin Indonesia operates under
persistent uncertainty. These challenges
naturally foster farmers’ resilience, as each
successfully addressed constraint becomes a
source of practical knowledge that strengthens
their entrepreneurial mindset and ability to
sustain their farming enterprises. Greater
experience also enables farmers to respond
more effectively to the difficulties and challenges
encountered in managing their farms (Aziz et
al., 2024). The experience gained through
addressing these challenges can subsequently
generate a competitive advantage derived
from experience. Such experience extends
beyond the length of time spentin dairyfarming;
rather, it encompasses the accumulation of
local knowledge and technical skills that serve
as valuable resources for maintaining
competitiveness in an increasingly open and
competitive market. Collectively, these
accumulated experiences strengthen farmers’
decision-making capacity and their willingness
to take calculated risks.

Meanwhile, the business performance
construct (z) was strongly represented by three
retained indicators, namelyz,, zf,and z,,, which
exhibited high factor loadings of 0.843, 0.895,
and 0.876, respectively, and were supported
by highly significant t-statistics. Higherincome,
as an indicator of business performance,
directly reflects farmers’ success in managing
milk productivity and quality. In dairy farming,
income is determined not only by the volume
of milk produced but also by milk quality,
particularly its fat and protein content, which
influences the price received by farmers from
cooperatives and milk processing companies
(Fadillah et al., 2023; Selviana et al., 2024).

Achieving sales targets reflects consistency
and professionalism in farm business
management. The ability to meet these
targets indicates that farmers are not only
capable of maintaining milk production but
also of meeting the quantity and quality
standards established by cooperatives and
milk processing companies. Furthermore,
remunerative milk prices can provide farmers
with an incentive to maintain the quality of
the milk they produce (Panyuluh and Zebua,
2022). Stable sales growth serves as an
indicator of long-term business performance
and reflects the sustainability of the farming
enterprise. Amid fluctuations in feed prices
and challenges associated with livestock
diseases, sustained sales growth indicates
farmers’ ability to adapt to changing conditions
and manage risks effectively. Such stability is
particularly important in dairy farming, given
its continuous production cycle and the need
for regular cash flow to cover daily farm
operations and maintenance costs.

Overall, these results indicate that the final
measurement model satisfied the construct
validity criteria, with all retained indicators
adequately representing their respective
latent constructs. The respecified model
demonstrated improved stability and
reliability and was therefore considered
appropriate for subsequent structural model
assessment. The reliability and validity of the
constructs were further evaluated, with the
results presented in Table 9.

The assessment of reliability and convergent
validity of the measurement model showed
that all constructs met the required statistical
criteria. The Composite Reliability (CR) values
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for all three constructs exceeded the
recommended minimum threshold of 0.70,
indicating satisfactory internal consistency.
The entrepreneurial capacity construct had a
CR value of 0.830, demonstrating adequate
reliability, while entrepreneurial competence
had a CR value of 0.882. Business performance
exhibited the highest CR value of 0.905,
indicating a high degree of internal consistency
among its indicators in measuring the
respective latent construct. In terms of
convergent validity, as assessed using the
Average Variance Extracted (AVE), all
constructs exceeded the recommended
threshold of 0.50. The entrepreneurial capacity
construct had an AVE value of 0.551, indicating
that more than 55 percent of the variance in
its indicators was explained by the construct.
Entrepreneurial competence exhibited an AVE
value of 0.713, while business performance
had the highest AVE value of 0.760, indicating
a strong ability of the construct to explain the
variance in its indicators.

Furthermore, the Fornell-Larcker criterion
assessment indicates that all constructs
satisfy the requirements for discriminant
validity. The square root of the AVE for
business performance (0.872), entrepreneurial

capacity (0.742), and entrepreneurial
competence (0.844) exceeds the correlations
between each construct and the other
constructs. These findings indicate that each
construct is empirically distinct from the other
constructs in the research model. The results
of the assessment are presented in Table 10.

The overall model fit was evaluated using the
Goodness of Fit (GoF) index. The GoF index
was used as a supplementary measure to
assess the overall model fit and was
calculated based on the average value of the
Average Variance Extracted (AVE) and the
average coefficient of determination (R?). The
results showed an average AVE value of 0.675
and an average R?value of 0.302, resulting in
a GoF value of 0.451. According to the criteria
proposed by Wetzels et al. (2009), a GoF value
exceeding 0.36 is classified as large. Thus,
the obtained GoF value indicates an adequate
overall fit of the proposed model and provides
additional support for proceeding with the
hypothesis testing of the structural model.

The subsequent analysis focused on the
assessment of the inner model, including the
coefficient of determination (R?) and Q-Square
Predict. The R? values are presented in Table 11.

Table 10. Fornell-Larcker Criterion Assessment Results

Business Entrepreneurial Entrepreneurial
performance (z) capacity (y) competence (x)
Business performance (z) 0.872
Entrepreneurial capacity (y) 0.498 0.742
Entrepreneurial competence (x) 0.320 0.595 0.844

Table 11. Coefficient of Determination (R?) Values

R Square R Square Adjusted
Entrepreneurial capacity (y) 0.354 0.337
Business performance (z) 0.249 0.209
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The R?value for entrepreneurial capacity was
0.354, indicating that 35.4 percent of the
variance in entrepreneurial capacity was
explained by entrepreneurial competence as
the predictor variable, while the remaining 64.6
percent was attributable to other factors
outside the research model. This value
indicates a moderate level of explanatory
power, suggesting that entrepreneurial
competence makes a meaningful contribution
tothe development of farmers’ entrepreneurial
capacity. Meanwhile, business performance
had an R? value of 0.249, indicating that 24.9
percent of its variance was explained by the
predictor variables included in the model,
namely entrepreneurial competence and
entrepreneurial capacity. The remaining 75.1
percent of the variance was attributable to
other factors notincorporated into the model.
Although this value indicates relatively limited
explanatory power, it nevertheless suggests
that the predictors included in the model
contribute to explaining variationsin dairy farm
business performance. Overall, the R? results
indicate that the model has greater
explanatory power for entrepreneurial
capacity than for business performance. These
findings also provide a basis for further
examining the mediating role of entrepreneurial
capacity in the relationship between entre-
preneurial competence and business perfor-
mance. Following the assessment of R?, the
model’s predictive relevance was evaluated
using Q-Square Predict (Q?).

Table 12. Q-Square Predict (Q?) Values
Q2 (=1-SSE/SSO)
Entrepreneurial capacity (y) 0.154

Business performance (z) 0.128

As shown in Table 12, the Q2 values for
entrepreneurial capacity and business
performance were 0.154 and 0.128,
respectively. Since both values were greater
than zero (Q? > 0), the model demonstrated
predictive relevance for the endogenous
constructs (Chin, 1998). Having established
the model’s predictive relevance, the
subsequent analysis focused on evaluating
the path coefficient estimates to determine
the direction, magnitude, and statistical
significance of the relationships among the
latent constructs, as presented in Table 13.

The inner model analysis using PLS-SEM
showed that not all relationships among the
latent constructs were statistically significant.
First, the relationship between entrepreneurial
capacity and business performance yielded a
path coefficient of 0.476 with a t-statistic of
2.486, exceeding the critical value of 1.96. This
resultindicates that entrepreneurial capacity
had a positive and significant effect on
business performance, suggesting that the
greater the capacity possessed by individuals
or organizations, the better the performance
they are likely to achieve. Entrepreneurial
capacity plays an important role in improving
business performance. The greater the capacity
possessed by individuals or organizations,

Table 13. Path Coefficients among Latent Constructs

Relationship Path Coefficient (B)  t-Statistic Result
Entrepreneurial capacity - Business performance 0.476 2.486 Significant
Entrepreneurial competence - Entrepreneurial capacity 0.595 5.037 Significant
Entrepreneurial competence - Business performance 0.037 0.162 Not significant
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particularly in terms of their ability to absorb,
process, and create new knowledge, the
greater their potential for improved
performance. Such capacity enables business
actors to develop collaborative working
relationships and adapt to changes more
rapidly and effectively (Su et al., 2023). This
finding can also be explained by the role of
external knowledge utilization in supporting
entrepreneurial capacity. Jansen et al. (2005)
showed that organizations’ ability to acquire
and utilize external knowledge can foster
innovation in both products and processes,
thereby supporting operational efficiency and
long-term competitiveness.

The ability to absorb and create new
knowledge is strongly influenced by the types
of information sources used by farmers. In this
study, digital media emerged as the primary
source for acquiring knowledge and identifying
solutions related to livestock management.
This finding indicates that farmers are
becomingincreasingly adaptive to developments
in information technology and are taking
advantage of greater access to available
knowledge. In addition, farmer groups remain
an important platform for exchanging
experiences and facilitating collective
learning. Formal information sources, such as
relevant government agencies and
educational institutions, also play a role in
providing technical knowledge and more
structured guidance, although they are utilized
less intensively than digital media. Thus, the
use of diverse information sources, including
digital media, farmer communities, and formal
institutions, is an integral part of farmers’
capacity to absorb and develop knowledge.
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This capacity ultimately facilitates innovation,
improvements in business processes, and the
continuous enhancement of farm
performance. The relationship between
entrepreneurial competence and
entrepreneurial capacity was also found to be
statistically significant, with a path coefficient
of 0.595 and a t-statistic of 5.037. This result
indicates that entrepreneurial competence
makes a substantial contribution to enhancing
entrepreneurial capacity, suggesting that
stronger competence can significantly
reinforce the capabilities of individuals or
organizations. The ability to absorb new
knowledge is fundamentally a function of the
knowledge already possessed (Lane et al.,
2006).

However, the relationship between
entrepreneurial competence and business
performance showed a different result. The
path coefficient was only 0.037, with a t-
statistic of 0.162, which was well below the
critical value for statistical significance,
indicating that the relationship was not
significant. This finding suggests that
entrepreneurial competence does not directly
affect business performance and that its
effect is more likely to occur indirectly through
entrepreneurial capacity. In dairy farming,
business performance is strongly influenced
by several factors, including feed availability
and quality, livestock genetic quality, access
to animal health services, milk prices, and
cooperative support. Social and business
competencies may effectively contribute to
improved performance only when business
actors have adequate access to networks,
information, and resources (Baron and
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Markman, 2003). In addition, external environ-
mental factors, such as the milk purchase
price set by cooperatives, livestock diseases
such as foot-and-mouth disease (FMD), and
fluctuationsin feed prices, may have a greater
influence on business performance than
individual competence. Previous studies
reported that FMD can result in livestock
mortality, forced slaughter, and the sale of
cattle at substantially reduced prices (Asmara
et al., 2025; Putri et al., 2024; Sulistyati et al.,
2024). These consequences can lead to
declining milk production and subsequent
income losses, ultimately forcing many
farmers to discontinue their farming activities.
This situation demonstrates that even when
farmers possess strong willingness, motivation,
and entrepreneurial maturity, external factors
may exert a greater influence on business
performance. This finding is consistent with
(Pulka et al., 2021; Wiklund and Shepherd,
2003) who highlighted the important role of
external conditions in shaping the perfor-
mance of small and medium-sized enterprises
(SMEs), beyond the influence of individual
competencies. When the external environ-
ment does not support business development,
even a high level of competence may not be
sufficient to achieve strong business perfor-
mance. Conversely, a supportive environment
can facilitate the development of entre-
preneurial competence, which may ultimately
contribute positively to improved business
performance (Amadi, 2024).

In addition to the direct effects, this study also
examined the indirect effect of entrepreneurial
competence on business performance through
entrepreneurial capacity. The bootstrapping
results showed that the entrepreneurial
competence ’! entrepreneurial capacity ’!
business performance path had a t-statistic
of 2.580 and a p-value of 0.010. These results
indicate that the indirect effect of entre-
preneurial competence on business perfor-
mance through entrepreneurial capacity was
positive and statistically significant.

This finding indicates that entrepreneurial
capacity fully mediates the relationship
between entrepreneurial competence and
business performance, as evidenced by the
non-significant direct effect of entrepreneurial
competence on business performance and the
significant indirect effect through entre-
preneurial capacity. In other words, entre-
preneurial competence can contribute to
improved business performance when it is
translated into entrepreneurial capacity, as
reflected in experience in dealing with
business challenges, decision-making ability,
the development of experience-based
advantages, and willingness to take risks.
Such capacity enables farmers to translate
their entrepreneurial competence into more
effective business actions, ultimately leading
toimproved business performance.

The findings indicate that entrepreneurial
capacity is a key attribute of entrepreneurs,

Table 14. Indirect Effect of Entrepreneurial Competence on Business Performance through
Entrepreneurial Capacity

Entrepreneurial competence (x) -> Entrepreneurial
capacity (y) -> Business performance (z)

Path Coefficient
(B)

t-Statistics p-Values

0.283 2.580 0.010
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as without such capacity, existing compe-
tencies may not translate into significant
improvements in business performance
(Rodriguez-Lopez and Souto, 2020). Therefore,
entrepreneurial capacity serves as a crucial
mediating mechanism that enables entre-
preneurial competence to transform farmers’
mindsets from a survival-oriented approach
toward a growth-oriented perspective (Fazal
et al.,, 2019).

CONCLUSIONS AND RECOMMENDATIONS

Based on the findings of this study, several

conclusions can be drawn as follows:

1. Entrepreneurial competence does not have
a significant direct effect on dairy farm
business performance. This finding
indicates that improvements in entre-
preneurial competence alone may not
directly lead to better dairy farm business
performance.

2. Entrepreneurial competence is positively
associated with the entrepreneurial
capacity of dairy farmers. Higher levels of
entrepreneurial competence are associated
with greater entrepreneurial capacity, as
reflected in experience in dealing with
business challenges, competitive advantages
gained through experience, decision-
making ability, and willingness to take risks.

3. Entrepreneurial capacity is positively
associated with business performance.
Greater entrepreneurial capacity enables
farmers to manage their businesses more
effectively, thereby contributing to higher
income, the achievement of sales targets,
and sustained business growth

4. Entrepreneurial capacity fully mediates the
relationship between entrepreneurial
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competence and business performance.
This finding demonstrates that the effect
of entrepreneurial competence on
business performance operates through
the development of entrepreneurial
capacity.

Based on these findings, dairy farming
development programs should place greater
emphasis on strengthening entrepreneurial
capacity through experiential training and
mentoring, as well as strengthening business
networks and access to information to
facilitate the effective application of entre-
preneurial competence. Future research could
extend the proposed model by examining
additional factors that may influence the
relationship between entrepreneurial capacity
and dairy farm business performance.
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