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Absiract

This study inspeot md asalyvees e mpect of governmem sspport on SME pedformance neh ivecily md
indirectly thavagh inovvation. The sample i this snidy was 165 SMEs in East Java which focused on several
megencies | cilics which wese the easlern develvpment comichor anca and had a digizctive saperior Pl and
beverage busmess. The mllected das = then amlyoed usang path dmadysis OF the four kypolbeses proposed i
this stanfy, all were scceptedl The rerults of testing the hwpothesis of direct influesce ndicate that gevernmesi

support influsnces the perfommance of SMEReovermmem suppon influences EMEs innevation. and insovatinn
influences the perfommunce of SMEs. The nesulls of hypathesis lestmg indirect effects indicate thid povermnest
suppurt isfluences the performance of SMEs through nnovation.

Kevwords: Governmem Support. Inmovation. Pesformonee, SMEs.
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1. Introdaction

Small and Medium Enterprises (SME2) i the country of Indonesia are the main
ammunition for loced ecomomic development. The Indonesian government has taken several
Bheps 1o improve the performance of SMEs, o of which s by making SMEs empowerment
one of the national priorites in the Making Indonesia 4.0 ininative, In 2007, SMEs. in
Indemesia conmribimed 99,995% of he ol bisitess units, 97 02% of the weal workforce, Gl
of the total Gross Domestic Product {GRPY, 14.177% of the total non-oil and gos exports, and
SE,I8% of the total investment, These figures show the essentiality of 3MEs im shaping the
Indonesan economy.

However, SMEs in less developed countries have ithe opporiuniy o hold up and even
grow in the long ferm (Tambunan, 2008, The growth of SMEs remains s prohleom becawse of
harriers o financial scoess that prevent greafer paricipation m the economy and prevent
SMEs from expanding their business operations. 3MEs need more rescarch and development
subsidies 10 innovate than brge businesses (Cramitzki and Delanote (2015). Subsidies
atfered by the government can be in the form of tax credits or direct grants (Kobayashi, 2014;
Cim e, 2007).

Ome of the things that needs to be done by SMEs in fecing global competition, is using
information technology (IT). As a developing country. SMEs districts in Indonesia still do
mob fully wse and wtilize IT in business processes. Covernment support will tend to move
SMEs o adopt IT (Nugrodw, 2005). That is, there is very liode availubiliny of skilled Babor in
ladonesda, urging the government o focus on producing skilled workforee that meets the
requiirements of SMEs,

Interventions designed w suppon SME: are very popular among policy makers, given the
role of SMEs in the coonomy in Indonesia. Accordmg o Amar [2002), support must be in
accordance with the needs of SMEs. Unfortunately, the curent government program i
srengthen local SMEs is sull far from their seeds. especially o belp their inovation
adoption,




Given the importance of SME=s to the local economy, it 15 important 1o study and evaluate
the performance of SMEs, This study is infended 1o investigate the performance of
Indonesian SME= and fill the research gap by highlighting the factors of government suppost
e improve the performance §ERMEs both straight and indirectly over innovation. Several
empirical studies have assert the role of government support for the performance of SMEs
Aadebiyi er ol 2007, Briozzo dan Cardone-Ripociella, 20065 Moma, 018, Cinoer of,, 2007,
Earhumen dan Huovart, 200 6&; Romere-lordan e al., 2004; Garone ot afl., 20050 and the roke
of government support for SMEs innovation (Paik & al., 20 7; Cowling, 2016; Yu-Bing ef
B.. 2011; Crarnitzki dan Delanote, 2015; Uvarova, 20019 However, several studies have
examine the effect of government support on 3MEs performance through the medisting
effects of innovation variables (Yang, 2017: Hervas-Oliver ef al., 20016; Udimal er al., 2019)
directing the author to concenirate this research a5 a central focus. Thus, the reszarch guestion
for this study was formulated: Does govermment suppon affect SMEs performance and
innovation? Does innovationfBjfect the performance of SMEsT Is innovation considered an
important medisting effect on the relationship betwsen government support snd SMEs

performance *

2. Literature Review

2.1 Small and Medium Emerprises {SMEs)

[15]

Some institutions and even Laws (UL} in Indonesia afford definitions of SMEs. The
Central Statistics Agdiey (BFS) is afforded an explanation of SMEs based on the abundance
of labor, namely for small businesses having a workforce of 3 w 19 people, while medium
buHiﬂEHﬁ:‘:ﬂﬂm a workforee of 20 to %0 people.

The definitioffflf SMEs delivered by Law No. 20 of 2008 is algf] different from the
defipition abowe. Accordieg o Law No. 20 of X003, the so-called Small Business is a
productive cconomic caterprise that is independent, carvied out by individuals or business
entities that are not subsidiaries or not branches of ompanies that are owned, coatralled, or
become part directly or indfectly with Small or Large Enterprizes that statisfy the crileria for
Medivm Business, While Medium Enterprises are productive economic basinesses that ane
independent, carmied out by personal or business entities that are aol subsidianes anches
of of association that are become part, owned, or controlled of either directly ar Midirectly
with Small or Large Buslnme:-:ﬂlm atatisfy the eriteria of Business Middle,

Takle 1. Criteria for SMEs Based on Assers and Tumover

: ] Frnens
Business Sipe N I nieri e
Smeall Business > Bp 50 Million - Rp 500 > Rp 300 Million - Rp 2.5
Million Billion
i r > Kp 300 Million - Rp 10 = Rp 2.5 Billion - Rp 50
Medium Business Billion ——

Eources: Law Moo 200 of 2008

2.2 Government Support for SMEs

The suthor reviews preceding studies on government support for SME= in wanouws
coumniries.. lsmail and Kuivalainen {2005) argue that institutional theory 15 very important to




investigate the strategies of SMEs in Malaysia becawse the rules of the game. such as
triggening cermain policies and the economic prosperity of the nation. SMEs that have a
ngreahle domestic institutional climate have a positive effect on international performance,

Aceess to finence is one of the most dongerous challenges for SME emrefgencurs
{Rupeika-Apoan, 2004}, The results of the stody indicate the priomty of altermative external
fimancing resources for small developing countries such as the baltic and the need to support
the design and evaluation of policy measures and to monitor the indication of financial
reforin on access o smes financing,

The growth of SMEs in Europe i= very high dependent on financial access (Moneira,
2016}, Accede to Prelipoean and Boscolanu (2004), the govemment must behave more
carnzstly tn mesolve the difficulties faced by SMEs in accessing finance through capital
injections in guaraniced loan programs, direct loan programs, micro crednt loans and other
pummrniess, These prograoms must alse be devesse throsgh ather imeresting mnevalive pallem
such ns privite portnerships, specinl special investment funds with flexible structures,

Klonow {8 (2010) evaluates government assistance programs for SMEs in Poland and
assesses the effectivencss of these programs in stimulating the development of the SMEs
sector. The study shows that the Polish govemment support program 15 unstractured.,
fragmented and sot targeted. In additon, these programs do not meel the actual needs of the
SMEs sector and are used poordy and there 15 a liquidity zap in financing the SMEs sector.

The UK coalition government wanis W increase acoess of SMEs w public procarement
{Loader, 2016}, Besides SMEs in Evrope and America, public acquisitions are progressively
perceived & a steategic behaviour of public administeation because of the loge amount of
resources consumed, as well as the important policy objectives that are (0 be promoted.,
including the objectives related o SMEs (Kidalov and Snider, 20017,

The govemment and SMEs in India are expected to form partnerships o increase the
level of skills in the SMEs sector (Thiruchanuni, 2006}, This can be done through increasing
funding for iraining SMEs workers by the povemment. In addition, the government

tablished an SMEs consultaton and training center 1o help SMEs with their chalknges.

2.3 SME= Innovation

Conler w Fatana (2011:40), inmovation is 4 cconimic and soffil accomplishonent
because of the sddion of sew things or new combinations of old ways or sew combinfffions
of old ways (o convert inpuis into output in such a way that larpe changes are made in the
companson between the value of benefils and prices confer (o the perceptions of buyers and /
or the user, Wignaraja (2003} states that i assessing the Factors that shape mnovation ane
Eivided ino four elements: oppostunities, incentives, resources and managerial capabilities.
Opporunities depend on a combination of technfpeical and market ideas o wentify new
organizational products, procesfs or methods, Incentives depemnd on the expectation of
Bifficient profits to offset risk in relation to invested capital. Besources include not only
formal B & [ elements but also all the complementary assets necded o transfer ideas into
practice. Capability relates to the knowledge and skills of company organizations ivolved in
managing ihe innovation process.

With the armival of glohalization amd a knowledge -hased economy . 5MEs must continoe
to inmovate o stay competitive. An important issue similar to this consideration 15 the role of
[T competence in enabling innovation processes such as developing new products, and in
determining the performance of product mnovations from SME. Raymond er ai. (2018) argue




that there are three configurations of IT capshiliies for SME in Consda, namely 1T
Defenders, IT Analvzers and IT Prospectors, the Later two of which are correlate with grester
product innovation performance,

Open inmovation is-the key o the success of mony componics bosed on the wse of oll
possible  rewowrces  intelligently, including collaboratioswiten with parties  oaside  the
company. 5MEs in Switzerland smboulden collaborative development by building bridoes
between startups and SMEs, moking identification of achievable new technology wsers
{(BME=) more reachable o starmups, and making stamups more detectable by SMEs
(Mercanderti er gl 2017

External kmowledge, internal innovation snd the R & D department are the main
determinants of SME open mnovation performance in Malaysia | Hameed er af.. 2018).
Spanish SME that carry out the process of innovatwm strategies rely densely on amass
enterml sources of knewledgB o complement their weisk infernal inoovation capsbilities,
and their innovition patterns show clear differences from traditional B & Debpsed product
innowvabion strategics { Hervs-Dliver e af ., Hi14).

There are thrae factons thet 5MEs in Austrafia toke o survive §ffl innovate in s changing
business enviromment (Evans and Bosuwa, 2017), namely (i) emphasis on developing
knowledpe: (i} openness o sustainable learming: and (iii) involvement in social netwaorks
with various stakeholders. In sddiion. mformation technology plavs an enabling and
supportive role in strengthening the ability of SMEs to be more innovative.

Recenly, the wend mowards comtinuoas advancement las led wo vaned Orsented
anovation / 500 categories (Ciang Wu, X T However, developing S0 15 a difficulr task
for SMEs becouse they have limited resources and eiperize, especially for family -basad
SME=, Family SMEs are the unity of ownership and leadership (Werner of of.. 20051, The
next gencration of family company leaders seems o be more risk-averse than the {founding
gencration. As a result, the putput of innovation continues W decline fromm generation i
generation. Strength, expenence and culture that will accelerar wnovation for famaly SMIEs
in Thailand (Pirchayadol & a2, 2018].

24 SMEs Pedormance

SMEs Performance Confer to Bitie (2005:33-34), performance is the Eficency is the
amount of resources that an operation uses e provide resulis / output. Effectiveness i the
extent 1o which the results of an action meel our expectations / reguirements | specificaons,

Performance assessment is the process of assemble, analvzing and reporting mformataon
about the performance of an action {Bitieci, 2015:35-36), Throughoor the 1980 and 19905
various models of performance measwement and frameworks emerged. This was lareely
developed (o respoasd 1o increased l::I.'l'I'I:I.]'I'IEEil_'r within snd otside the orgamzation, ogether
with manmsgemen meeds for betier organismtional conirel, financial and non-lancial ae
indicators for genersl performance messurement, Company performance measurement can
also he done in the company’s intermal and external envimnment,

Cevvernment inervenion through business suppor can improve e performnoe of
SMEs snd construgt jobs in Jow ond middle income countrics (Crovo ond  Pizn, 2008,
Howewver, slight is known shout which interventions are most suceessful for ShEs

Lee and Jo (2008 argue that govermment support doss nol only expand B & D
investments and registration of intellectual property righis for SMEs in Korea, but also
ingrense investment in mngible assets ond human resources and marketing, Meanwhile, the




results of the Tingvall snd Videnord (2018} study on SMEz in Sweden show thot there is no
puarantee the grants will have an itffflct on the company’s prowth, both positive and
pegative. The positive growih effect is most likely w be fffnd for public-sponsored B & D
grants that target SMEs located in arens that are rich m skilled labor, while the reverse 15
Foumd for SME= located in areas with imited sopply of skilled labor,

Many studics show that government policies such &= B & D subsidies and public credit
puamntees will stimuiste company growth and activities that sre comsistent with the
objectives of this SMEs policy., The resulis of the Tsuru study OIEY show thit SME=
palicies can be lmportant 1o redsce market Tatlure, However, the SMEs palicy implemented
in Japsn hompered the company's growih, Thenefore, the governmient muest be careful in
implementing w series of excessive policies to support SMEs,

3. Hypothesis Development

Al G-mtmm:ﬁ':iupmrt and 5MEs Performance

The study of the rale of government support for SMEs performance has been caried out
previously. This is due to the assertive role played by SMEs in most developed and
developing countries. Adebiyi f al. (2017) conductedfffstudy of 250 SMEs i the State of
Lagos, the results of the study showsd that there was a significant relationship between the
praciice of lnsncial munagzinent and the perfomance of SMEs. The goverament must pul in
point flexible affpgements for SMEs to facilitate them to access fumds. The government
imisst fined ways to escourage financial instnons @ lend o SME= by provading auarantess,
interest rate subsidies and other incentives, The stedy of Broezo and Cardone-Riporiella
{2016} analyzes the impact of two Spanish public programs that provide financial support o
SMEx. namely subsidized loans by the Official Credit Institution and bank loens guarantesd
by the mutual guarantor community. These programs can influence the growth of assets,
sales, and sales mtivs of SMEs assets. Motta (2018) also settle thar SMEs that applied for
bank loams but were rejected had lower equalize of labor produectivity than SME= that gam
financing., a

Cinet ol (200 T Dind significant evidence that there is a posilive effec of publc B & D
subsidies on B & D spending and the sdded value of productivity of Korean masufacturing
SMEs. In line with thar, B & I} subsidies also produce positive employment effects and
increase the survival of companes for SMEs in Finland (Karbupen amd Huoovari, 2016),
Study results of Romero-Jordan e of, (2004} showed different resualts that ta credits and
public grants on B & D investments from Spasish mamfacturng SMEs had a very low
impact, Ths evidence dinects the government (o discess alternative public policy designs,
The CGarone e a@f. (205) evaluate@@ibe jolt of Braesl Aranjos Poodwtivos Locais {APL)
policy, n gather development policy, on the perdformonee of SMEs in Brozd, The results af the
siudy indicate that APL policy produces a postive direct impact on three interesting results,
namzly on emplovment growth, total export value. and the possibility of exporting

Depend on the stofement ond evidenee above, the researcher expects:
Hi: Government support influences SMEs perfommance
12 Government Support snd SMEs Innowvation

There are o sumber of studics on government support and SMEs innovation, Paik er af,
{207y conducted & study of 250 IT sector SMEs in Koren, The resuli shows that government




A
cupport hos o positive effect on the ability of fechnology standardization for SME=

innmovation, The government can build infrastrecire and encourage the approval and
utilization of companies. The results of the Cowling study (20163 show that the acceptance of
tax credits by SMEs in the UK leads o increased product, service, of process Inogvalmed,
Furthermore, there are few additional prodect and service mnovaiions, and there i evidence
of radical radical process improvements, especially if combined with strong capabalitges amd
planming af the company level,

Ad imiporiant impoertant key Factor affected the development of information nepawork
|J|i'|'[fu€|'|'|‘: o povernment services and sechimeal support and the level of conscaonsness of
high=iech SMEs-in Shomxi towards information network platforms {Ye-Bing e af.. 20017,
Whereas the B & LI¥ policy on SME=s mnovation in the Europesn Union's high-tech sector
shows that independent high-tech companies do not have a kbower outpit effect than other
companics and thus indicate that the current policy focus on certain types of companies is oot
effective (Czamitzki and Delanote, 20005 ) ffparova (2019) identifies key threal and space for
the introdoction of innovation in $MEs in six European countries { Bulgana. Crech Republic,
EBnzary. Italy, Latvia and Slovenin). Recommended policy recommendations to promiobe
inpovation in rural SMEs by focusing on cooperation end nerworking, inforemation and
traiming. innovation support progruns, marketing and sales promation and labor avalabilicy.

Based on the statemient and evidence above, the rescarcher expecis:
H:: Government support infloences SMEs innovation
33 lmnovation asd SMEs Perfoamance

Inmovation is a key [BFable for improving SMEs performance. Vladimirov (20016}
conducted a sudy of 300 SMEs in imanufacturing sector in Bulgarin. The results of the
siudy reveal that product isnevation has & direct and positive impact on porfoemance., while
progress ianovaton has a positive and sigrificant effect, but only indirect determing on
performance., In increasingly erratic and competitive markets, tounsm sector SMES are often
pressured o inovate in various iypes of imnovations (Vemrevone ef of., 20091 The diversity
of mnovakions creates synergies where capabilities developed for one Type can increase the
yiehd of other types of innovatons, The study found that nnovation diversity reduced the
pegative effecs of wcerainiy on SMEs perfommance,

While micst studies inspect the effect of markenng. innovation, and leaming ability an
performance separately, research by Sok er af, (2003) developed an integrated model 1o
inwestigate the combined effect of this ability on performance, The sudy findings show that
marketing, inpovation, and lesming shilitics ane positively smiliar to the perfformance of
SME=, In other, these competence indernct with each other o creste pread synergies in
achieving SMEs performance. Business Model Innovation (BMID is a key driver for corporate
endiffice and supenor perfomianes nolably in developing industres, Anwar (2018} study of
303 5MEs in the manufactunng sector in Pakistan showed that BMI bad a significant positive
impact on competitive advfage and SMEs perfarmance. Insovations sceompanied by the
e o corporale IT have a sigmilcant effect on the performance of SME=s in Cumeroon
{Tsombou and Fomba Komgn, 2017) contribuie to the productivity of the compoany, The use
of IT con guicken the innovation mechanism and enhance the performance of SMEs in terms
of cost devalustion and process rationalization.

Based om the statements and evidence ohowve that researchers foresee:

Hi: Innovation influences the performance of SMEs




34 Inmovation Medistes 'f_'-:ntmn'ﬁnt Support and 5MEs Performance

Previous research has found (EE one of the factors that influence SMEs performance
through innovation s government support, The resulis of the Yang (2017} study conducied
on SMEs in Letin Americe snd the Caribbean showed that the benefits of innovotive SMEs
declined more than non-innovation companies when aspects of regulntion or governance
were poor. Creating a enablmg environment involves many pillars, but what canmot he
overlooked is the role of govemance and govemment institutions.

Hervas{fliver e al, (2001 6) conducted a study of 2537 SMEs in Spain. The results of the
siudy show that the integration of technology and organizations creates high-level complex
innovation capabilities and positive compinentarity that improves performance. For policy
makers. the results of this study make it clear that policies must promote not only greater
technological Innovation but alse the adoption of non-technological imnovation companies
(e, introduction of management innovation) and el there must be investment in =ocial aml
managerial cofpbilities. In other wonds, policy makers must realize the petential for improved
performance when innovation 15 handled in 8 more comprehensive view, including the
integration of technological and non-technological innovations.

Udirmal e el (2009) focus on authority of financing innovation from the ey government
in the pattern of tax credits, subsidies, bank loass, venture capital {VC), and from foreign
partpers in SMEs in Ghana, Government subsidies and tax credits have a significant positive
reaction on sales revenue for new product innovations. Compared to other SMEs financing
sources, they wene tound to have a significant influence on sales revenue. The increase in
units in government subsidies and tax credits directed at innovation results are approsimately
42% and 21% in sales of new products, respectively.

Based on the statement and evidence above, the researcher expecis:

Hy: Innovation will mediate the influence between govermment suppoat for performance

SMEs

Based on theoretical and empirical studies, Rgure 1 shows the framework and rescarch
hypothesis.

] Wy
] ]
] L]
H; | SMEs ' H,
. Innovation '
[ ] i
. :
Growvernment H; i SME=
Support Performance

Figure 1. Hypothesis Model

4. Method




A

The populntion of thi= stwdy is oll 3MEs in East Java which focus on several districts
citses that are the esstern development corndor area and have a supenofivpicd food and
beverape business (28} SMEs), The districts / cities chosen were Probolinggo City,
Probolingpo  Repency, Lumajang Regency, Jember FReency. Bondoweso Regency.
Sibonde Begency, and Banyowang Begency. Sampling in this sudy used the propocticnate
Bmpling method based on the propomions of each Regency ¢ Ciy, The method wsed
determine the npumber of samples = wsing the Slovin formula with an error mte of 5%
obtained by the number of samples of 165 SME=,

This sty vsed a questionnaire ufle @ 3-point Likert scale and adapted from the
appropriste Titeratre, The messurement of govemment suppoer sariables was Ehpted from a
gquestionnaire developed by Kim e af, (20068, messurements of innovation variables were
adapted fromgeestionnaire developed by Ciang Wau (201 7). and measurements of company
performance vanables were adapted from a guestionnaire developed by Ar e al. (2011} and
Me Dermiodt er al, {20012),

The main data collection method for the purposes of testing the hypothesis in this sody
wsing 4 questionmaire. The unit of analysis 5 an orgasization which in this case s represened
by leaders ¢ entreprencurs [ owners [ managers of SMEs. The questionnaire was submitted 10
the respondent directly by visiting the respondent. The submission of the questionnaire was
conductzd from April to Muy 9,

5. BEesulis and Discussion

From the general description of the respondents, several conclusions can be drawn. First,
most of the respoadents were women (BL.E% ). Second, the majority of respondents are 41-50
years old (34353%). Third, almos all respondents were marricd {P.4%0. Fourth, the maost
recent educanon of most respondents was domunated by high school [ vocational schood
graduates [394%) and junior high school (32.0%5, Ffih. the highest fength of time of
coaducting respondents’ business is 510 vears (44, 8%,

The resulis of the direct effect testing are presented in Table 2. OF the three direct path
madels, all of them have a significam effect.

Table 2. Hypothesis Testing FBesulis Divect ECfect
Coefficient Path

Mo Hypothesis

L stmateon R g
Gowvernment Support =+ SMEs e
. H PR (18052 34005570 *
2, p, Govermment Support > SMEs (,15493 346305 wes
RLUEGR || L | P P . 1) o e
k| H: Inpovation = SMEs Performance 21494 2T70133F (M523

CR* szipnificant al the level ol o~ 5%

The results of testing for indirect effects an: presented in Tahle 3. One indirect test model
tested proved o have a significant effect.

Table 3. Hypothesis Testing Results Indirect Influence
No Hyrmlmii CoefTicient Path
: Estimutiin CE P
I. H, Govemmem Support —* [nnovation 053 2073 04298




=# SMEs Pedormance
CR*: significant a E{L"I = 3%

Government support has a posiive and significanfect on the performance of SMEs a0
that H; 15 accepred. That is, of innovanon optimized it will increase the performance of SMEs.
This finding provides @idence that government support consiging of direct and indirect
sopport indicators will have a significant effect on the performance of SMEs. This finding
supports the theory and fndings of previous studies (Adebiyi o al., 20017, Bricezo dan
Cardone-Riporella, 2006, Moita, 2008, Cin er ol 207, Karhunen dan Hweovan, 2006;
M|Eu~.lcn-¢1n of el 20145 Garane ef o, 2015),

Govermment support has a positive and significant effect on SMEs innovation o H- is
accepled, That s, if govemment support increases it will also increase SMEs innosation, This
finding provides evidence tha SMEs thar have received support from the government in
making inmovations will be able to improve their innovations in both product, process and
organizational inmovation, This finding suppons the theory and findings of previous studies
{Paik er al., 2017; Cowling, 2016; Yu-Bing ef al.. 2011: Crarnitzki dan Delanote, 2005
Uvarowi, 3]]4&

Innovation hixs a positive and significant iffBpct on the performance of SMEs so that Ha is
accepted, That is, if inmovobion incresses it will enhance the performance of SMEs. This
finding provides evidence that finovation coasisting of indicators of product, process, and
arganizational innovation will have a significant effect on the performance of SMEs. This
finding suppornts the theory and findings of previows studses (Viadimirov, 2006; Verreynne er
., 201%; Gok er u.!..ﬂl!l: Amaar, 2018; Trambou dan Fomba Kamga, ZH17).

Government support has a conclusive and significant response on the performance of SMEs
through imnovation so that it supponts decisions from H4. When compared with the direct
effect of gofffinment support on SMEs performance. it can be concluded that government
suppot has @ direet snd indirect infuence on the perfomminee of S3MEs through inmeyation.
So that @t can be said thar wnovation 15 o partial mediating vanable between government
support and SMEs performance. This finding supporis the theory and findings of previous
sudies CYang, 2007 Hervas-CHiver of e, 2006; Lidimal ef of., 20193,

. ﬂm'luslms

Thiz swdy ums e examing and analvee the effect of povemnmeni suppor on ithe
performance of SMEs both directly and indingBlly through innovation, OF the four hypoiheses
proposed in this study, all were accepted. The resultz of testing the hypothesis of direct
influence indicate that government support influesces i performance of SMEs, government
support influences SMEs innovation, and innovation infleences the performemce of SKEs.
E¥ic reaults of hypothesis testing indirect effects indicate thot government support influcnces
the performance of SMES theough insovation,

The resulis of this stusly conmmbule o the Distnct / City Government relared thar the
government needs to providefppport to SMEs so that they can improve innovation and
performiife of SMEs. Such support can be directly in the form of financial support and
indirect support in the form of sUppor m carying oul Innovations. sepport maeging from
purchasing raw materials w marketing products,
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