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Abstract

The covid-19 pandemic felt its impact on small businesses in Bantul, Yogyakarta.
Internal strengths and external challenges participate in determining firm survival.
This research aimed to examine and analyze the effect of Muslim religiosity
and innovation capability on firm survival. Also, this research investigated the
moderation role of environmental uncertainty on the effect of Muslim religiosity and
innovation capability on firm survival. The study was conducted during the covid-19
pandemic. The analysis unit of this research was the owners of processed food small
enterprises fostered by the regional government of Bantul Regency, Yogyakarta. The
number of respondents involved in this research was 120 Muslim entrepreneurs.
Data were collected using closed questionnaires distributed online, than processed
using SEM-WarpPLS. The results showed that the Muslim religiosity and
innovation capability significantly affected firm survival. Environmental uncertainty
significantly weakened the effect of innovation capability on firm survival. However,
environmental uncertainty insignificantly weakened the effect of Muslim religiosity
on firm survival. These research results indicate the importance of religious
formation for small entrepreneurs in this crisis time. Innovation is also important
in increasing the firm survival of small companies during the covid-19 pandemic.
The government must provide religious assistance to small entrepreneurs, both in
normal conditions and in conditions of crisis to increase business enthusiasm. The
government should facilitate access to information for small entrepreneurs so that
they can carry out marketing innovations in order to access a wider market.

Keywords: Muslim religiosity, Innovation capability, Firm survival,
Environmental uncertainty, Small enterprise.

INTRODUCTION

Small and Medium Enterprises (SMEs) is proven able to survive during the
1997-1998 monetary crisis and become the economic backbone of a country
(Sitharam & Hoque, 2016). The Covid-19 pandemic today increasingly have a
greatimpact on Indonesia’s economy, affecting SME performance. SME access
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centers to reduce or even stop their business activities. Environmental
uncertainty is felt as a hampering factor for SMEs in increasing their
performance and existence. This research was directed to analyze the effects
of internal and external factors on firm survival. The research results of in
China showed that small enterprises generally managed individually are
proven to have a higher survival level (Yu Cao, 2012). This result is necessarily
re-examined for the covid-19 pandemic cases in Indonesia.

Small enterprises engaged in the production of processed food are
experiencing impacts of Covid-19, including those in Bantul, Yogyakarta.
The results of observation and interview with the respondents (processed
food entrepreneurs) in the area on April 15-16", 2020 showed that they were
highly impacted by the Corona Virus outbreak. However, not all SMEs are
negatively affected by this situation. There are various impacts emerging,
such as decreased sales, inefficient production due to increased raw material
costs, delayed product distribution, and even forced business closure or
bankruptcy. There are many factors influencing the performance of small
enterprises, covering internal and external factors (Ontorael et al., 2017).
Internal factors such as religiosity and innovation capability. Spiritual power
is needed when disasters or bad situations happen because it is estimated to
have impact on mentality or mental endurance. In the context of this research,
weak mentality can lead to high stress levels so it has implications for causing
mistakes in making decisions and small enterprise behavior in managing the
business. Meanwhile, innovation capability directs small enterprise strategies
in serving changing market behavior.

Studies on firm survival in the crisis time is still limited (Karadag,
2016). Therefore, the researcher were interested to carry out this research
with the aim at finding solutions for small enterprises in this crisis time so as
to minimize the number of bankrupt small enterprises. Wahab et al. (2018)
conducted a study of Islamic religious practices as a moderator of the success
of SMEs. Mohd (2014) and Mohamad et al. (2018) revealed that Islamic values
are the key to the success of SMEs. Tahir & Abdul (2013) predict that religious
orientation is related to company performance. Ghouri et al. (2018) found
that religious orientation has a significant impact on employees’ competitive
behavior. Meanwhile, Baqutayan (2011) examined the relationship between
religiosity and stress levels. Researcher see that there is still a research gap
that links religiosity to firm survival.

Studies that examine the relationship between innovation and
performance have been carried out (Battor & Battor, 2010; Sulistyo &



Siyamtinah, 2016). Research examining the effect of innovation on firm
survival is still limited (Ortiz-Villajos & Sotoca, 2018). Research on the
effect of innovation on firm survival, especially in times of crisis is needed.
Environmental uncertainties that occur during times of crisis have also not
been studied as firm survival inhibiting variables, so they are research gaps
in previous studies.

This research closes the research gap so that it is a research novelty.
Novelty research shows the relationship between religiosity and firm survival
as well as the role of environmental uncertainty as an obstacle to firm survival.
In addition, this study was carried out on pandemic covid-19 so that it gives

a different phenomenon under normal conditions.

The objective of this research was to examine and analyze the effect
of religiosity and innovation capability on firm survival levels as well as to
test the effect of environmental uncertainty as the moderator. There has
been only a small number of research examining the effects of spirituality
and innovation factors on firm survival in the crisis time, especially on small
enterprises.

LITERATURE REVIEW

Religiosity

Religiosity shows the extent to which someone is involved in their religion and
the extent to which someone integrates religion or refers to transcendence in
their daily lives (Saroglou, 2010). El-Menouar (2014), Ghorbani et al. (2014),
Kusumawati et al. (2020), Mahudin et al. (2016), and Olufadi (2017) has
developed a measurement of Muslim religiosity but with a different approach.

There is no uniformity in measuring religiosity so measurements can be made

according to the opinion of each researcher.

Innovation Capability

Innovation is an important organizational capability, because the success of
new products is an engine of growth that has an impact on increasing sales,
profits, and the power of competition (Battor & Battor, 2010). Innovation is
a process that starts with an idea, which is the result of developing findings
and introducing new products, new processes and services in the market
(Thornhill, 2006).

Innovation is a process and/or outcome of undertaking changes in an
organizational conduct by pursuing new activities, routines and processes
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in service to enhance the delivery of significant benefits to customers, the
release of capabilities within the service firm and the competitive posture of
the firm (Anning-Dorson, 2017). Thus, Innovation Capability in the context
of this study is the ability of SMEs to develop new products or new services in
accordance with market demand.

Firm survival

Firm survival shows the level of resilience of the company in the face of
competition and environmental changes. Changes in the environment
that drastically drained the company’s resources quickly and it threatened
the company’s survival. The implication is a decrease in performance
until bankruptcy. This study measures firm survival during the Covid-19
pandemic crisis based on company operations (operating normally, declining
operational, and stopping operating completely). According to the resource-
based view, the survival and growth of a company is determined by the
company’s resources and capabilities (Barney, 1991). Each company has
unique resources, both tangible and intangible resources (Shin et al., 2017).
Utilization of resources is maximized to improve performance and firm
survival.

Environmental Uncertainty

Environmental Uncertainty refers to the perception of the uncertainty of
environmental variables that have an impact on organizational performance
(Miller, 1993). Environmental Uncertainty is caused by changes in market,
technology, and regulatory environment (Bstieler, 2005; Engau & Hoffmann,
2009). In the context of this research, only two indicators have been developed
namely changes in the market environment and regulations. Market
uncertainty refers to market uncertainty, changes in market structure and
the level of competition with respect to industry (Bstieler, 2005). Regulatory
uncertainty refers to the uncertainty of the actions of regulatory agencies that
create and enforce regulations and policies (Engau & Hoffmann, 2009).

Environmental uncertainty makes it difficult for SMEs to understand
the rapidly changing environment so that SMEs have difficulty making
strategic decisions. Information needed to make comprehensive decisions
may not be available (Fredrickson & Mitchell, 1984). This lack of information
together with the uncertainty of environmental variables can cause serious
mistakes in decision making. Likewise, innovations created by SMEs do not



necessarily have a positive impact on performance. As such, SMEs need to
continue aligning strategies to accommodate the ongoing environmental
changes that are full of uncertainties.

Conceptual Framework and Hypothesis
Religiosity and Firm Survival

Wahab et al. (2018) revealed that the practice of Islamicreligion is a moderator
of the success of SMEs. Mohd et al. (2014) and Mohamad et al. (2018) also
revealed that Islamic values are the key to the success of SMEs. Tahir & Abdul
(2013) predict that religious orientation is related to company performance.
Ghouri et al. (2018) found that religious orientation has a significant impact
on employees’ competitive behavior thereby increasing firm survival.
Meanwhile, Baqutayan (2011) found a relationship between religiosity and
stress levels. The higher the religious orientation, the lower the stress level.
Someone who is stressed is predicted to have difficulty in making rational
business decisions because the level of stress affects the quality of decision
making. Errors in making business decisions have implications for business
continuity. Religiosity is also predicted to give spirit in running a business.
As a Muslim, giving work to others is worth worshiping so that a Muslim
entrepreneur has a high spirit to develop and maintain the existence of his
business. Thus, religiosity is an antecedent factor that affects firm survival.

Hypothesis 1. Religiosity has a significant effect on firm survival
Innovation Capability and Firm Survival

Innovation capability is one of the company’s resources created through
creative human resources. The resource-based view explains that company
resources have implications for the survival of the company (Barney, 1991).
Products and services that are unique in accordance with market demand
are responded positively by consumers so that the company has high
competitiveness. Studies conducted by Battor & Battor (2010) show there is
a strong relationship between innovation ability and performance. Sulistyo &
Siyamtinah (2016) concluded that SME innovation had a significant positive
effect on SME performance. Ortiz-Villajos & Sotoca (2018) found that
innovation has the opportunity to improve firm survival. Bamfo and Kraa
(2019) found that innovation maximizes SME performance. Soininen et al.
(2012) showed that innovation is needed during an economic crisis to reduce
the impact of the crisis on performance so that SMEs have high survival.
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Hypothesis 2. Innovation capability has a significant effect on firm survival

Environmental Change, Religiosity, Innovation Capability, and Firm
Survival

During the Covid-19 pandemic, environmental changes occurred rapidly in
both supply and market terms. Strategic choice theory reveals that companies
actively make decisions quickly in response to changing environments so
that they are still able to grow and survive (Mellahi & Wilkinson, 2004).
SMEs must have resilience in the face of unexpected environmental changes
(Ayala & Manzano, 2014). However, rapid changes make it difficult for
SMEs to accelerate strategy. SMEs have difficulty making new innovations
in an uncertain environment. The acceleration of SMEs in implementing an
innovation strategy is not proportional to the rapid market changes caused by
uncertain regulations. This of course also impacts on firm survival. Thus the
Environmental Uncertainty is predicted to weaken the influence of religiosity
and innovation capability on firm survival. Based on this description, the
specific hypothesis is formulated as follows:

Hypothesis 3. Environmental uncertainty weakens the effect of religiosity

on firm survival

Hypothesis 4. Environmental uncertainty weakens the effect of innovation
capability on firm survival

RESEARCH METHOD
Data Collection and Sample

Researcher used survey methods to collect data by distributing questionnaires
online to respondents. The sample of this study is a small-scale Muslim
entrepreneur in the field of processed food in Bantul, Yogyakarta, which is
incorporated in the business group “Agro Mirasa Boga”. The criteria used are
processed food producers that have operated in the field of processed foods
for at least the last 3 years. The data was collected at the pandemic covid-19 in
March-April 2020. Researchers distributed 130 questionnaires to members
of the “Agro Mirasa Boga” business group that met the criteria and collected
as many as 120 completed questionnaires.



Instrument and Data Analysis

The instrument used to collect research data was a questionnaire containing
a set of questions or statements related to respondent demographic data
and research variable items. This study uses literature studies to measure all
constructs in this study. Muslim religiosity variables are measured by three
dimensions (Faith, Islam, Ikhsan) which were adapted from (Mahudin et
al., 2016). Innovation capability is measured using indicators developed by
Thornhill (2006). Firm survival is done by comparing the level of surgery
at the time of the pandemic covid-19 with the level of surgery before the
pandemic covid-19. Firm survival is measured using an ordinal scale
consisting of 3 scales: normal company operations; the company’s operating
level has decreased; not operating. Environmental uncertainty was adapted
from the indicators of Bstieler (2005) and Engau & Hoffmann (2009). This
research is perceptional so testing research instruments is needed. Validity
and reliability tests were carried out before using the instrument for data
collection by testing 30 respondents. Data were analyzed using SEM-
WarpPLS.

RESULTS

Results of Instrument Validity and Reliability Tests

Table 1 shows that the correlation coefficient for all items is more than 0.30
and the Cronbach’s a value in each variable used in this research is beyond
0.6. It can be interpreted that all items of question are proven to be valid and
reliable to use as a tool of data collection.

Profile of Respondents

Table 2 shows the characteristics of the respondents. Most respondents were
female (65%). The age of respondents is dominated by entrepreneurs with
the age group 26-45 years (58.33%) and most companies are> 10 years old
(54.17%). Based on marital status, most respondents were married (79.17%).

Final Structural Model

Measurement of model fit and quality indices refers to the WarpPLS analysis
tool (Kock, 2015). The measurement results show the followings. Average
Path Coefficient (APC) was 0.354, p < 0.001; average R-squared (ARS)
was 1.437, p < 0.001; average adjusted R-square (AARS) was 1.233, p <
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0.001; average block VIF (AVIF) was 4.285, acceptable if < 5; average full
collinearity VIF (AFVIF) was 4.312, acceptable if < 5; Tenenhaus GoF (GoF)
was 0.703, acceptable if > 0.36; Sympson’s Paradox Ratio (SPR) was 1,000,
acceptable if > 0.7; Statistical Suppression Ratio (SSR) was 1,000, acceptable
if > 0.7; Nonlinear Bivariate Causality Direction Ratio (NLBCDR) was 0.782,
acceptable if > 0.7. These results indicate that the model is supported by good
data and has quality indicators that meet the requirements in the WarpPLS.

Hypothesis Testing

Hypothesis 1 states that religiosity influences firm survival. The results (Table
3) show that p value is <0.000 (<0.05), so hypothesis 1 is accepted. Positive
coefficients indicate that religiosity has a significant positive effect on firm
survival.

Hypothesis 2 states that innovation capability influences firm survival.
The results (Table 3) show that p value is <0.000 (<0.05), so hypothesis 2
is accepted. Positive coefficients indicate that innovation capability has a
significant positive effect on firm survival.

Hypothesis 3 states that environmental uncertainty moderates the effect
of Muslim religiosity on firm survival. The results (Table 3) show that p value
is 0.125 (>0.05), so hypothesis 3 is rejected. Negative coefficients indicate
that environmental uncertainty weakens the effect of Muslim religiosity on
firm survival.

Hypothesis 4 states that environmental uncertainty moderates the effect
of innovation capability on firm survival. The results (Table 3) show that p
value is <0.000 (<0.05), so hypothesis 4 is accepted. Negative coefficients
indicate that environmental uncertainty weakens the effect of innovation
capability on firm survival.

Figure 1. the conceptual models for the SEM framework
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Table 1. Result of instrument validity test

Variable Indicator Correla.tlon Cronbach’s a
coefficient
At any point of time in life, I can
strengthen my relationship with 0.554
Allah
I strive for both worldly affairs and
the hereafter as advised by Prophet
Muhammad (SAW) 0.579
I avoid behavior that will be
punished in the hereafter
The more knowledge I have, the 0.870
more humble I should become -7
Muslim I strive to follow my agl
Religiosity (rationality) more than my nafs 0.663 0.780
(lust)
I teach my family members the 0.6
greatness of Allah. 074
I teach my family members to 0.88
always remember Allah. 003
I feel bad doing something
forbidden even if I know others are 0.767
also doing it.
I am pleased with what I have. 0.613
For fear of Allah I will always tell o
the truth. 735
) the ability to create new product
Innovation innovations 0-465 0.862
Capability — - ’
the ability to create new services 0.569
Market changes 0.731
Environmental )
Uncertainty Changes in the regulatory 0779 0.773

environment

Table 2. Characteristics of the sample (% of respondents, n = 120)

Gender Male 35.00
Female 65.00
Entrepreneur age 18-25 years 25.00
26-45 years 58.33
>45 years 16.67
Firm age 3-6 years 18.33
7-10 years 27.50
> 10 years 54.17
Marital status Single 20.83
Married 79.17
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Table 3. Hypothesis testing results

Relations between variables

(dependent variable Coefficient p-value Description Hypo.t l}es1s
. . Decision
independent variable)
Muslim Firm .
Religiosity survival 0.447 < 0.000 Significant Accepted
Innovation Firm ..
capability survival 0.372 < 0.000 Significant Accepted
Muslim
Environmental Religiosity Not .
uncertainty X Firm -0.018 0-125 Significant Rejected
survival_
Innovation
Environmental capability .
uncertainty X Firm -0.226 < 0.000 Significant Accepted
survival

Innovation

Figure 2. Final Structural Model

Muslim
religiosity

capability

Environmental

uncertainty

0.447***

0.372%**

Standardized coefficient, *** p < 0.01, ** p < 0.05, NS = Not Significant

DISCUSSION

Effects of Muslim Religiosity on Firm Survival

The results show that Muslim religiosity has a significant effect on firm

survival. According to Mohamad et al. (2018), Islamic values drive the success

of SMEs. Muslim entrepreneurs who have high religious make their work as

worship so they are patient in facing every obstacle of business. They can

help others through their business by providing employment. The business

goal is not only to pursue profit, but to make others happy through zakat

payment. In addition, Muslim entrepreneurs also have the desire to make



Hajj or Umrah from business profits so that business is a means to draw
closer to God. In this regard, the determination of faith, Islam, and ihsan
strengthen the foundation in running a business. High religious increase
one’s motivation in living life. Driscoll et al. (2019) revealed that spirituality
is related to ethical and socially responsible actions. Entrepreneurs who have
high spirituality try to maintain their companies to help employees. In the
context of the covid-19 pandemic, religiosity helps a person get out of a heavy
pressure and strive to maintain the existence of his company. Thus, religiosity
affects firm survival in times of crisis.

The results of this study contribute to the theory by presenting empirical
evidence from the resource-based view. Company resources have implications
for the survival of the company (Barney, 1991). The results of this study
support previous research conducted by Wahab et al. (2018), Mohamad et
al. (2018), Mohd et al. (2014), and Tahir & Abdul (2013). Islamic values are
the key to the success of SMEs, thereby increasing firm performance. This
research has closed the research gap with new finding. Religiosity is proven
to have a significant effect on firm survival.

Religiosity is one of the company’s resources thereby increasing the
company’s ability to maintain its existence. Ajuna et al. (2017) and Sarif
(2016) revealed that honesty is one aspect of religiosity that makes others
believe. This social capital is needed when a crisis occurs so that other parties
(investors, creditors, suppliers) are willing to collaborate in overcoming
shared problems. SMEs are also honest in offering products to consumers
so that consumers trust (Ghoniyah & Hartono, 2014) and will be respected
more in dealing business (Kamaluddin et al., 2018) so that it has implications
for the company’s future. Kurt et al. (2020) further confirms that spirituality
encourages members’ commitment to business networks. This result is
also beneficial for the government in fostering SMEs. Coaching is not only
associated with things that are technical or financial assistance, but mental
support is needed. Mental guidance is needed for small entrepreneurs
especially when the business environment is unstable which can have an
impact on decreasing entrepreneur motivation. Thereby SME coaching
should also involve agencies that are related to religious coaching.

Effects of Innovation Capability on Firm Survival

The results show that innovation capability has a significant effect on firm
survival. The results of this study are consistent with the resource-based view
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which states that company resources have implications for the survival of the
company (Barney, 1991). Innovation capability is sourced from the ability of
the company’s human resources in creating new products and new services.
Innovation creates company competitiveness, performance and firm survival.
The results of this study are consistent with the results of the studies of Battor
& Battor (2010), Giovannetti et al. (2011), Sulistyo & Siyamtinah (2016), and
Afriyie et al. (2019). Innovation significantly and positively influences the
performance of SMEs.

Processed food product innovation and sales services are needed in
response to growing market demand. These results indicate that the ability
of innovation to improve firm survival during the covid-19 pandemic so that
it does not experience bankruptcy. SMEs have high flexibility in creating
new products to serve changing market demands. The decline in people’s
purchasing power is being addressed by small businesses by providing
affordable products. Some small entrepreneurs also provide traditional food
products that contain nutrients to increase the body’s power to covid-19. In
addition, innovation is also done through online sales using social media so
that it can reach consumers when at home.

Environmental Uncertainty Moderates the Effects of Muslim
Religiosity on Firm Survival

The results of this study indicate that Environmental uncertainty does not
significantly weaken the influence of Muslim religiosity on firm survival.
Although the influence of moderation is there, but its influence is so weak that
it does not significantly affect Muslim religiosity on firm survival. This shows
that Muslim religiosity has an important role in increasing firm survival.
Muslim religiosity is really needed in times of crisis that have an impact on
the sustainability of small business entrepreneurs. The government should
provide religious assistance to small entrepreneurs, both in normal conditions
and in crisis conditions to improve business spirit. Muslim religiosity is
proven to affect attitudes and behavioral intentions (Listyorini et al., 2018).
Mental endurance is proven to affect firm survival, even though the business
environment is unstable. This research has closed the research gap with new
finding. Environmental uncertainty has not been proven to significantly
weaken the effect of Religiosity on firm survival.



Environmental Uncertainty Moderates the Effects of Innovation
Capability on Firm Survival

This finding shows that environmental uncertainty significantly weakens the
effect of innovation capability on firm survival. During the covid-19 pandemic,
consumers could not access the store so at the beginning of the pandemic,
small entrepreneurs had difficulty selling products. The purchasing power
of the people has also declined due to reduced employment. Bourletidis &
Triantafyllopoulos (2014) suggest that in times of crisis, small entrepreneurs
increase innovation, set new prices, and alliances with suppliers. During
the covid-19 pandemic, small entrepreneurs had innovated products by
producing varied foods at more affordable prices. Online sales through
social media have also been carried out to facilitate the delivery of product
information. This is consistent with the opinion of Absah et al. (2018) that
social media enhances the performance of small and medium companies.
In accordance with Bendickson et al. (2018), companies can take strategic
actions to reduce the effects of uncertainty in order to survive. Some small
entrepreneurs work together with suppliers to get lower prices and work with
the distribution agencies in delivering products to consumers’ homes. The
innovations that have been made have a significant effect on firm survival,
but the effect is weakened by environmental uncertainty. Innovations made
by small entrepreneurs are not able to compensate for the rapid changes in
the environment. Market changes and changes in regulations issued by the
government are considered to weaken the effect of speed of innovation on
firm survival. Based on these findings, the government should facilitate access
to information for small entrepreneurs, especially small entrepreneurs who
are in rural areas so they can access a wider market. This research has closed
the research gap with new findings. Environmental uncertainty is proven to
significantly weaken the effect of innovation on firm survival.

CONCLUSION

Based on the results and analysis of this study it can be concluded as
follows: Muslim religiosity has a significant effect on the survival of small
companies, innovation capability has a significant effect on the survival of
small companies, Environmental uncertainty does not significantly weaken
the influence of Muslim religiosity on the survival of small companies; and
Environmental uncertainty significantly weakens the effect of innovation
capability on the survival of small companies. In times of crisis, small
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companies need mental strength and the ability to innovate in responding
to difficulties in doing business so they can survive in times of uncertainty.
Spiritual poweris proven to increase firm survival despite uncertain situations.
The government is expected to play a role in increasing the spiritual strength
of small businesses in dealing with crisis conditions. The government also
facilitates online marketing for small entrepreneurs in order to expand the
market. For example, the government provides free internet data packages
for small entrepreneurs.

LIMITATION

Thisresearch has aweakness namelyin the measurement of Muslim religiosity.
Until now there has been no absolute measurement of religiosity so that
measurements with different indicators can have different results. Future
studies are expected to use a more comprehensive indicator of religiosity.
This study is cross sectional so it cannot compare conditions before and after
the covid-19 pandemic. Future studies can compare normal conditions with
crisis conditions. Future studies can also examine the effect of religiosity on
the level of risk taking of companies in times of crisis according to the study
of Jiang et al. (2015).
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