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Abstract: Business sustainability has become obligatory in small and medium enterprises (SMEs). To
remain competitive and survive in the market, sustainable innovation is the key. However, SMEs,
especially in food processing in emerging markets, still lack resources to become more innovative.
The objective of the article is to analyze factors affecting sustainable innovation in food processing
SMEs and their impact on business sustainability. Cross-sectional quantitative research builds on a
sample of 157 owners of food processing SMEs in Indonesia. The results show that organizational
sustainable innovation in food processing SMEs depends on employees’ innovation potential and
an organization’s innovation culture; meanwhile, both variables are influenced by leaders’ support
of sustainable innovation. Promisingly, organizational sustainable innovation increases business
sustainability. Thus, our research highlights the important role of leaders’ support in achieving
organizational sustainable innovation and, finally, long term business success. Furthermore, this
study uncovers the underlying mediatory mechanisms, which deepen our theoretical understanding
and guide practitioners with a concise and comprehensive framework for sustainable innovation
in SMEs.

Keywords: sustainability; innovation; leader’s support; employee capability; SMEs; developing countries

1. Introduction

Nowadays, many companies recognize that sustainable innovation plays a vital role
in building a sustainable competitive advantage [1]. A total of 62% of executives consider a
sustainability strategy necessary to be competitive today, and another 22% think it will be
in the future [2]. Furthermore, a previous study mentioned that sustainable innovations,
including product innovation and market innovation, are the source of value creation and
essential for survival in the future competitive era [3]. However, innovation should not
only help increase competitive advantage but must also be able to protect the environment
and improve social welfare [4]. Therefore, it is crucial to balance economic, environmental,
and social dimensions for the sustainable development of the industry [5]. In line with this
argument, sustainable innovation in a company, including SMEs, must lead to business
sustainability, where businesses can respond to their short term financial needs without
compromising their ability to meet their future needs [6].
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SMEs significantly contribute to sustainable development goals’ (SDGs) achievement
by creating jobs, reducing poverty, and redistributing income, particularly in developing
countries [7]. In Indonesia, for instance, SMEs number 64.2 million units and contribute
61.07% to the total gross domestic product (GDP). In addition, SMEs can absorb 97% of the
total national workforce [8]. Besides their remarkable contribution to poverty reduction
and SDGs in general, food processing SMEs should consider the sustainability issue in
their business operation so that their contribution to environmental protection can be
higher [9]. Additionally, from a marketing perspective, customers now have more concerns
about sustainability in food processing products, especially in food packaging, food waste,
recycling plastic, bottles and cans, and water and energy conservation [10].

Previous studies noted that food processing produces a large quantity of waste world-
wide, and SMEs also create a large share of the waste in the environment [11,12]. Con-
sidering environmental footprint, SMEs are responsible for Ω significant carbon emis-
sions [13,14]. A study in OECD countries estimated that SMEs contribute 60–70% to
industrial pollution [15]. Therefore, to diminish the undesirable effect on the environment,
SMEs should not focus just on operational performance, but also on integrating sustainabil-
ity practices. In this sense, the adoption of sustainable innovation has become a necessity
for food processing SMEs today. SMEs with a good awareness of sustainability practices
would obtain a competitive advantage sustainably [16–18]. However, the implementation
of sustainable innovation practices is not perceived as a promising business strategy by
SMEs owners [19]. Furthermore, research related to the impact of sustainable innovation
on the business sustainability of SMEs is still limited [20].

Sustainable innovation, as defined by Kneipp et al. [21], is the creation of something
new that improves performance in the three dimensions: the social, environmental and
economic. Sustainable innovation could be studied based on three primary perspectives:
internal managerial, external relational, and performance evaluation [22]. At the level of
SMEs, there are many internal managerial obstacles when SMEs try to practice sustainable
innovation [23,24]. Therefore, a study focusing on the internal factors that affect sustainable
innovation and business sustainability is important. Moreover, past literature mentioned
that internal capacity enables SMEs to unlock the barrier and practice of innovation, as it is
related to their ability to absorb new knowledge, leaders’ commitment, and human capital
readiness [25–27]. Previous research conducted by Iqbal et al. [28] confirms that sustainable
leaders indirectly influence environmental performance through environmental innovation.
Nevertheless, research related to the organizational sustainable innovation model that
considers the leader’s support of sustainable innovation, employees’ innovation potential
capability and organizational innovation culture as determinant factors comprehensively
are still rare, especially in the context of SMEs.

It is vital to analyze the impact of the organizational sustainable innovation model
developed in this study on business sustainability, since sustainable innovation practices
in the context of SMEs will reduce environmental damage, improve the quality of life,
and increase the economic development of the country [5,29]. Therefore, this study will
provide insight into enhancing the business sustainability of food processing SMEs through
sustainable innovation practices. Based on the research gap, as explained above, this study
aims to analyze factors affecting sustainable innovation and evaluate its impact on business
sustainability. Specifically, this study aims: (1) to describe organizational sustainable
innovation practice in Indonesian food processing SMEs, (2) to analyze the direct effect of
leaders’ support of sustainable innovation, employees’ innovation potential capability and
organizational innovation culture on organizational sustainable innovation, (3) to discover
the impact of organizational sustainable innovations on business sustainability, and (4) to
evaluate the indirect effect of a leader’s support of sustainable innovation on organizational
sustainable innovation and business sustainability.

This research will have both theoretical and practical contributions. This study has
revealed a more robust organizational sustainable innovation model in the food processing
SMEs’ context for theoretical contribution. It has also highlighted the significant impacts of
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a leader’s support of sustainable innovation on employees’ innovation potential capabilities
and organizational innovation culture, which were neglected previously. For managerial
implications, this study has contributed a method for the managers of SMEs to develop
their organizational sustainable innovation by giving more attention to a leader’s support
to sustainable innovation, employees’ innovation potential capability and organizational
innovation culture. This study also contributes to decision makers, such as the government,
in arranging a sustainable strategy for SMEs in Indonesia.

2. Literature Review

Tello and Yoon [30] defined sustainable innovation as the development of new prod-
ucts, processes, services and technologies that contribute to the development and well-
being of human needs and institutions while respecting natural resources and regeneration.
In line with this, Schiederig et al. [31] defined sustainable innovation as an extension of
the concept of green innovation or environmentally friendly innovation by adding social
orientation and the needs of future generations. Wang et al. [32] defined sustainable in-
novation as an innovation intended for safe future generations and a firm’s sustainability.
Based on such literature, the applicable definition of sustainable innovation used in this
study is an innovation that maintains a balance between economic, environmental and
social orientations.

In the context of a food processing company, sustainable innovation becomes more
important, particularly to respond to environmental regulation and changing customer
behavior. Concerning sustainable innovation, researchers argue that food processing
should make changes in food procurement, service provision, waste management, energy
efficiency and water conservation [33,34]. Companies that adopted sustainable innovations
have decided to implement sustainability practices or products to alleviate their adverse
environmental, social, and economic impacts [35].

Sustainable innovation could be studied from internal and external perspectives [22].
According to dynamic capabilities and resource based view theories, organizational re-
sources (including tangible and intangible resources) and capability influence innovation
and business performance [36–38]. However, from the perspective of SMEs, internal factors
play a more substantial role in developing innovation [39]. Several authors [40,41] have
analyzed how managerial capabilities can help companies respond to ongoing changes in
the business environment and improve their competitive advantage. This study argues that
managerial capability in this study context is related to the role of a leader in supporting
sustainable innovation, employee capability and innovation culture. Therefore, this study
will evaluate those variables concerning sustainable innovation and business sustainability
in the food processing SMEs context.

2.1. Leader’s Support of Sustainable Innovation

Leader refers to the actor who leads in an organization; meanwhile, leadership is an
influencing process from a leader to a member in an organization to achieve a common
goal [42]. Previous studies have shown the critical role of a leader in influencing an
employee’s attitude and behavior [26]. One of the vital roles of a leader is enhancing
their employees’ morale and motivating them to achieve their best performance and
continuously improve their employees’ capability [43]. In other words, the role of the
leader is to provide support, in this case, to support sustainable innovation.

Employee capability itself can be defined as the ability of employees to properly exploit
the resources they have, including skills, knowledge, and experience. Capabilities create the
basic framework for developing individual skills so that employees can perform. Therefore,
the concept of capability implies an interactive process of coproduction, engaging a person
and her or his environment [44]. The role of a leader in improving employees’ innovation
potential capability can be completed by managing interactions, showing support as a
leader, displaying organizational support and so forth [45]. This study argues that a
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leader’s support of sustainable innovation will lead employees to improve their knowledge
and sustainability skills.

A leader’s support of sustainable innovation is not only as a motivator who encourages
an employee to become more innovative, but also promotes a creative environment and
climate of confidence, such as facilitated knowledge sharing or hearing employee voices,
that leads to innovation culture [45]. Concerning the culture of organizational innovation,
a leader’s support influences the innovation ecosystem applied in organizations, which
leads to employee creativity and innovation [43,46]. Moreover, Waite [42] confirmed
that leadership is one of the significant factors that affects innovation in an organization.
The leader’s support is to help the organization members to define and shape work
environments that contribute to innovation. Moreover, the leader also has the power to
create and manage an organizational culture that promotes innovation. Based on previous
literature, this study proposed hypotheses as follows:

Hypothesis 1 (H1). Leaders’ support of sustainable innovation influences employees’ innovation
potential capability.

Hypothesis 2 (H2). Leaders’ support of sustainable innovation influences organizational
innovation culture.

2.2. Factors Affecting Organizational Sustainable Innovation

Fostering innovation in companies needs competencies and capabilities and strategy
and culture [47]. Competences and capabilities are more related to employees; meanwhile,
the strategy and culture development for innovation is part of a leader’s role. Research con-
ducted by Waite [42] mentioned that the role of a leader is responsible for driving creativity
and innovation in organizations. Furthermore, a leader concerned about sustainability
will encourage their employees and organize their company to practice sustainability,
such as developing new environmentally friendly products. Therefore, a leader’s sup-
port of sustainable innovation plays a vital role in ensuring sustainable innovation in an
organization [48]. In this study, the following hypothesis is proposed:

Hypothesis 3 (H3). Leaders’ support of sustainable innovation influences organizational
sustainable innovation.

Employees have hidden abilities for innovation [49], which can be made visible, rec-
ognized, and exploited to benefit both the firm and its employees. In terms of the resource
based view, these hidden abilities can be understood as an existing, albeit underutilized,
resource. Such an approach implies that employees at all levels of the organization are
perceived as innovation capital or innovation assets. Since innovation becomes essential for
competition, the competitive advantage of SMEs could be built through their employees’
creative potential to develop innovative products for their niche markets [50]. Furthermore,
previous studies revealed that retaining capable employees is critical for innovation [51,52].
In this sense, employees capable of innovation and environmental issues are needed to
develop sustainable innovation. Therefore, employees’ innovation potential capabilities,
characterized by knowledge and skill, are the key enablers of innovation [50]. Hence, this
study posits a hypothesis as follow:

Hypothesis 4 (H4). Employees’ innovation potential capability influences organizational
sustainable innovation.

Culture has an essential role in determining creative behavior. An innovative organi-
zational culture, such as a creative organization culture, can provide the opportunity to
initiate sustainable innovation [53]. Innovation culture can be defined as an entrepreneurial
venture that facilitates activities including, but not limited to, the pursuit of novel products,
services, and production processes [50,54,55]. Meanwhile, El Harbi et al. [47] defined
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innovation culture as a firm’s social and cognitive environment, the shared view of reality,
and the collective belief and value systems reflected in a consistent pattern of behaviors
among participants. According to Higgins and Allastar [56], an organizational innovation
culture represents an intangible resource that contributes to increased levels of innovation.
Thus, an organizational innovation culture provides a way of thinking and a way of acting
that aids innovation. Several previous researchers noted that organizational innovation
culture could be a significant driver for sustainable innovation [47,51].

Hypothesis 5 (H5). Organizational innovation culture influences organizational sustainable innovation.

2.3. Factors Affecting Business Sustainability

Business sustainability is a company’s strategy to prioritize its efforts on long term
business goals [29,57]. The sustainability of a business is mainly influenced by its ability to
face competitive pressures and adapt to rapid environmental changes, such as consumers’
preferences [58,59]. In the context of SMEs, business sustainability relates to business
performance. Hence, business performance may become one of the business sustainability
indicators. Besides, business sustainability is indicated by three orientations, including
ecology, economy and social orientation. Therefore, this study may improve business
performance as indicators of business sustainability besides other indicators, i.e., ecology
and social performance.

The sustainability of a business depends on the skill and ability of employees working
in the organization. According to Ullah et al. [60], capable employees (capable of ensur-
ing environmental sustainability through the company’s manufacturing practices) tend
to contribute to business sustainability. Past research had also explored the relationship
between employee capability and business performance. Wei et al. [51] confirm that em-
ployee capability has a positive link to performance. Moreover, research conducted by Bag
and Gupta [61] in the Chinese manufacturing industry found that employee capability
in sustainability practices has a positive influence on business performance. Research
conducted by Iqbal [62] mentioned that green human resource management had a moder-
ating role on environmental sustainability. From the perspective of business sustainability,
research confirms that green human capital has a positive and significant effect on business
sustainability [60]. In addition, a previous study mentioned that employee capability in
environmental concerns plays a crucial role in organizational sustainability [63]. Therefore,
this study proposes the following hypothesis:

Hypothesis 6 (H6). Employees’ innovation potential capability influences business sustainability.

Creativity and innovative thinking play an essential role in improving an organiza-
tion’s productivity, processes, and services. They also encourage innovation, driven by
the organization’s culture [64]. The constructive culture of a firm increases cooperation
within organizational units in firms. In the framework of innovation culture, employees
are encouraged to share their ideas and solve organizational problems together. The cul-
ture that facilitates employees to express their ideas freely, share knowledge, and learn
together becomes an innovative friendly culture. An organizational innovation culture will
develop employees to become alert, creative, and innovative, and it can indirectly enhance
a firm’s performance [50]. Previous studies also noted that an organizational innovation
culture has a positive influence on organizational performance [55]. In addition, another
previous study indicated that, compared to a non-innovating firm, innovation activity has
positive effects on firms’ productivity [65]. Consequently, this study proposes a hypothesis
as follows:

Hypothesis 7 (H7). Organizational innovation culture influences business sustainability.

Several previous studies [66,67] highlight the importance of innovation as a driver of
business performance. Previous research also found that the practice of innovation is the
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driver of business performance in the context of SMEs restaurants [29]. Sustainable innova-
tion reflected by product and process innovations generates success in terms of sales and
profit [2]. Furthermore, researchers believed that sustainable innovation positively impacts
business performance [39] and ecology and social performance [4]. However, the effect of
sustainable innovations on business performance is still unclear. Sustainable innovation
pushed by the government or environmental regulation may impose additional costs and
decrease profits [68]. For example, a palm oil company wishing to adopt sustainable palm
oil practices found that the costs incurred were higher than the potential revenue [69,70].

Furthermore, past research noted that green innovation generated by the strictness of
environmental regulations harmed business performance [71]. Therefore, it means danger
for business sustainability from the economic perspective. Based on the literature review
above, this study posits the following hypotheses:

Hypothesis 8 (H8). Organizational sustainable innovation influences business sustainability.

2.4. The Indirect Effect of Leader’s Support on Business Sustainability

Business sustainability needs leaders who have a commitment to implementing sus-
tainable practices in their organization [72]. Several studies [43–45] mentioned that the role
of leader may facilitate conducive environment for innovation, workforce development,
and encourage them to improve their knowledge and creativity. The role of leader is also
important in establishing an organizational innovation culture [45]. Further, research con-
ducted by Iqbal et al. [28] noted that the role of the leader in environmental performance is
mediated by environmental innovation. This study establishes the following hypotheses:

Hypothesis 9a (H9a). Leaders’ support of sustainable innovation influences business sustainabil-
ity indirectly through sustainable innovation.

Hypothesis 9b (H9b). Leaders’ support of sustainable innovation influences business sustainabil-
ity indirectly through employees’ innovation potential capability.

Hypothesis 9c (H9c). Leaders’ support of sustainable innovation influences business sustainability
indirectly through organizational innovation culture.

A review of the organizational innovation literature [22,23,28] clarifies that variables
such as a leader’s support of sustainable innovation, employees’ innovation potential capa-
bility and organizational innovation culture positively influence sustainable innovation.
Therefore, this study argues that a leader with a sustainable orientation, employees capable
in sustainability issues, and organizational innovation culture in SMEs will positively im-
pact sustainable innovation. Furthermore, organizational sustainable innovation, together
with employees’ innovation potential capability and organizational innovation culture,
would be a predictor of business sustainability. Consequently, this study proposes an
initial organizational sustainable innovation and business sustainability model, as seen in
Figure 1.
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3. Methods

Our objective is to analyze factors affecting organizational sustainable innovation
and evaluate its impact on business sustainability in Indonesian food processing SMEs, as
an emerging market country. This study is not developing or testing theory, but assess-
ing existing concepts’ explanatory power and relevance in a different context. Therefore,
this research tries to evaluate a leader’s support of sustainable innovation, employees’
innovation potential capability, and organizational innovation culture concerning sustain-
able innovation and business sustainability in the context of food processing SMEs in an
emerging market country, since this kind of study is still rare.

3.1. Data Collection

A cross-sectional single post-test design was used to study the population of food pro-
cessing SMEs. The unit of analysis was SME, whereas the unit of observation was the SME’s
owner or manager. Primary data was collected by surveying owners or managers of food
processing SME in Jakarta and the surrounding area in September 2019–February 2020. As
the capital city of Indonesia and its surrounding areas, such as Bogor, Depok and Tangerang
district, Jakarta has many SMEs, particularly in the food processing sector. Samples were
selected based on the purposive sampling technique with the following criteria: (1) SMEs
engaged in the food processing sector, (2) have been operating for more than two years,
(3) respondents were owners or managers who understand their business comprehensively.
The criteria for SMEs used classification was based on the Indonesian Statistics Agency
(BPS). SMEs were divided based on the number of workers, where small enterprises have
fewer than 20 workers, and medium enterprises have 21–99 workers. The number of sam-
ples in this study was determined based on the rule of thumb in SEM analysis, a minimum
of 100 samples or 5–10 times the number of indicator variables [73,74]. As the number of
variable indicators was 24, the sample collected can be between 120 and 240 samples. In
this study, 180 respondents had been collected; however, after preliminary checks such as
questionnaire completion, only 157 responses (87.2%) were analyzed.
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3.2. Measurement

The research questionnaire was developed to enable respondents to respond to re-
search questions. The closed list of questions was provided using a 5 Likert’s scales, so
that the respondent only had to answer 1 for strongly disagreed and 5 for strongly agreed
for each question. Each variable to be tested in this study was measured by an indicator
variable adapted from previous studies. The adaptation process of existing measurement
tools is based on consultation with five experts: two marketing experts, one organizational
and behavioral expert, one environmental expert and one SME development strategy
expert. Consultation with experts in the field is also essential to ensure content validity
and face validity. The measurement items for each variable can be seen in Table 1.

Table 1. Measurement items.

Construct Measurement Items Sources

Leader’s support of sustainable innovation Four items [48,75]
Employees’ innovation potential capability Five items [76,77]

Organizational innovation culture Five items [78,79]
Organizational sustainable Innovation Three items [21,80]

Business sustainability Six items [17,21,39]

3.3. Data Analysis

The data were analyzed using the structural equation model (SEM). The use of SEM
made it possible to strengthen the existence of a perspective that was developed based on
previous research, since this analysis was characterized as a confirmatory analysis. In the
SEM analysis, factor analysis and regression analysis can be conducted simultaneously
so that the relationship between latent variables can be analyzed accurately and between
latent variables and their observed variables. Two models will be analyzed in SEM,
namely, the measurement and structural models [73,74]. The measurement model was
used to analyze the relationship between observed variables and their latent variables;
meanwhile, the structural model was used to analyze relationships among exogenous
latent variables and endogenous latent variables. To analyze the explanatory power of
the business sustainability model developed, this study used R2 value. Statistical Package
for the Social Sciences (SPSS 24) and Analysis of Moment Structures (AMOS 24) were
employed for assessing the data gathered from the 157 respondents of SMEs’ owners
or managers.

4. Results
4.1. Profile of Respondent

This study reported the respondents’ profiles based on demographic factors, including
gender, age, income level, education, and business experience. Table 2 shows that most
of the respondents were males (72%). This is in line with the characteristic of small and
medium businesses in Indonesia, which are majority owned or managed by males [59].
Furthermore, it was found that the highest number of respondents’ age (36.9%) ranged
between 30 and 40 years, representing the business’s maturity. In terms of education
level, most respondents (42%) graduated from senior high school; this is also typical of the
owners of SMEs in Indonesia. Apart from formal education, all respondents have attended
relevant training for business development (see Table 2). The three pieces of training
that respondents mostly attended were managerial training (97.5%), entrepreneurship
training (77.1%) and waste management and sanitation training (75.2%). In terms of
work experience, 52.2% of respondents had worked at other food companies for more
than five years. This experience can be a sufficient provision to be able to manage the
business better.
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Table 2. Profile of respondent.

Characteristic Criteria Frequency (N = 157) Percentage (%)

Gender
- Male 113 72
- Female 44 28

Age (years old)

- <30 54 34.4
- 30–40 58 36.9
- 41–50 27 17.2
- >50 18 11.5

Education level
- Junior high school or less 38 24.2
- Senior high school 66 42.0
- Bachelor or above 53 33.8

Training *

- Entrepreneurship training 121 77.1
- Managerial training 153 97.5
- New product development training 97 61.8
- Waste management and sanitation 118 75.2
- Others 47 29.9

Experience as a worker in other food business
- More than five years 62 39.5
- Less than five years 82 52.2
- Never 13 8.3

Location

- Jakarta 52 33.1
- Bogor 39 24.9
- Depok 31 19.7
- Tangerang 35 22.3

* Respondent may answer more than one option.

4.2. Business and Innovation Profile

Table 3 shows the business and innovation profile. Regarding the number of workers,
48.4% of the SMEs employed between 10 and 20 people, and the rest (51.6%) had between 21
and 99 employees. Based on the business category by Indonesian Statistic, the majority of
respondents came from medium sized enterprises. Previous study in Indonesia found that
medium sized businesses are more innovative than small businesses [4]. Most respondents
have operated their business between 3 and 10 years (65%) in terms of length of operation.
It is a sufficient time to evaluate the factors that affect business sustainability, as the
companies surveyed have proven to survive more than three years. Research conducted
by Higdon [81] shows that in the context of a coffee shop, a business that can go through
the first three years of the pioneering and introductory phases has the potential to build a
sustainable business.

Table 3. Business profile and innovation.

Characteristic Criteria Frequency
(N = 157)

Percentage
(%)

Number of Workers
- 10–20 76 48.4
- 21–50 52 33.1
- 51–99 29 18.5

Length of Operation (years):

- <3 25 15.9
- 3–5 59 37.6
- 5–10 43 27.4
- >10 30 19.1

Sales Value (IDR)
- <25 million/month 27 17.2
- 25–50 million/month 89 56.7
- >50 million/month 41 26.1

Types of Process Innovation *

- Processing waste properly (reduce, reuse, recycle) 118 75.2
- Minimizing electricity 157 100
- Using clean energy (gas, solar cell, etc.) 125 79.6
- Avoiding the use of plastic products 157 100

Types of Product Innovation *
- Using organic raw material for new product 79 50.3
- Avoiding/minimizing the use of chemicals additive 116 73.8
- Using eco friendly packaging 157 100
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Table 3. Cont.

Characteristic Criteria Frequency
(N = 157)

Percentage
(%)

Reason for sustainable Innovation *

- Want to protect the environment 145 92.4
- Because of government regulation 121 77.1
- Competitive pressure 98 61.8
- Requested by consumers 112 71.3

Source of Innovation Idea *

- Leader/manager 139 88.5
- Staff 126 80.3
- Consumers 75 47.8
- Competitors 98 62.4
- Government 47 29.9
- University or research institution 63 40.1
- Social media 99 63.1
- Others 32 20.4

* Respondent may answer more than one option.

Regarding the innovation variable, all companies have made product and process
innovations (see Table 3). The most common forms of sustainable innovation in process
innovations are saving electricity (100%) and avoiding plastics in services (100%). Respon-
dents in this study have many ways to minimize their electricity use, including designing
a factory layout that allows more lighting from sunlight and the use of energy efficient
lamps. Process improvements are also focused on reducing plastics and replacing them
with more environmentally friendly ones. Meanwhile, in terms of product innovation,
all respondents stated that their businesses are already using environmentally friendly
packaging (100%), and the new products they offer to consumers are generally free from
hazardous food additives such as chemical additives (73.8%).

Currently, there are many reasons for companies to perform sustainable innovation,
such as government pressure. In this study, most food processing SMEs carried out sus-
tainable innovation to protect the environment (92.4%). Even so, there are also quite a
significant number of SMEs that carry out sustainable innovation because of government
encouragement (77.1%). The local governments where the sample SMEs for this study
operate have encouraged all companies to be more environmentally friendly, for exam-
ple, by issuing stricter regulations regarding plastics. This could effectively influence
food processing SMEs in Jakarta and its surroundings to carry out sustainable innovation.
Previous studies [20,22,24] have shown that internal motives (the desire to protect the envi-
ronment) and external motives (government regulation) are pretty effective in influencing
the adoption of green innovation product.

4.3. Measurement Model

It is necessary to perform a reliability test using Cronbach’s alpha to measure the
consistency and stability of the research instrument. The cut off point of Cronbach’s
alpha value is above 0.6. Table 4 shows that the smallest Cronbach’s alpha value is 0.856,
which means that the measurement instrument is reliable. Furthermore, the measurement
indicators of each variable can be confirmed as reliable if the value of the loading factor
is greater than 0.7 [73,82]. In this study, the lowest loading factor is 0.759; therefore, all
indicators are reliable. In addition, composite reliability (CR) in this study exceeded the
threshold limit of 0.6 (see Table 4), as suggested by Hair et al. [73], which proves that there
is an acceptable level of internal consistency and reliability. Lastly, convergent validity can
be seen from the average variance extracted (AVE) value, higher than 0.50 for all factors.
Table 5 shows that the shared variance of different variables is not higher than the square
root of the average variance explained. Thus, the discriminant validity of the measurement
model is accepted. Therefore, these findings confirmed that the measurement instruments
could be used to measure the constructs in this study.
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Table 4. Measurement model testing.

Variables Loading Factor AVE Composite Reliability Cronbach’s Alpha

Leader’s Support of Sustainable Innovation (LS) 0.762 0.822 0.899
• I motivate my employees to increase their environmental knowledge. 0.860
• I support my employees to develop new products. 0.857
• I am committed that my business develops eco friendly products. 0.863
• I support my employees to be creative and innovative. 0.868

Employees’ Innovation Potential Capability (EC) 0.801 0.862 0.903
My employees . . .
• are interested and participate in developing new product ideas. 0.858
• are very creative. 0.844
• have environmental knowledge. 0.867
• understand processes of developing eco friendly products. 0.854
• join training for new product development. 0.859

Organizational Innovation Culture (IC) 0.823 0.766 0.942
• My employees participate in problem-solving tasks. 0.874
• My employees are encouraged to share knowledge and ideas. 0.832
• My employees appreciate and respect their colleagues’ ideas. 0.844
• My company provides rewards for employees who have ideas for new products and process improvements. 0.855
• My company facilitates space, equipment and materials for the development of new products. 0.848

Organizational Sustainable Innovation (SI) 0.740 0.817 0.856
My business . . .
• develops new products that are environmentally friendly. 0.864

• releases products that comply with environmental regulation standards. 0.868

• develops innovations in production and service processes to reduces its negative impact on the environment. 0.854

Business Sustainability (BS) 0.777 0.725 0.895
• The sales volumes of my business increase. 0.865
• Our customer satisfaction is high. 0.869
• Our business profits increase. 0.765
• Our business operations empower the surrounding community. 0.777
• Our business operations influence social wellbeing. 0.788
• Our business operations avoid environmental damage. 0.759
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Table 5. Correlation among constructs.

Latent Variables Mean SD RL EC IC SI BS

Leader’s support of sustainable innovation (LS) 4.525 1.341 0.934
Employees’ innovation potential capability (EC) 4.432 1.524 0.635 0.921

Organizational innovation culture (IC) 4.751 1.276 0.588 0.526 0.873
Organizational sustainable innovation (SI) 4.612 1.365 0.623 0.611 0.638 0.824

Business sustainability (BS) 4.211 1.352 0.737 0.475 0.536 0.604 0.833

Note: N = 157, squared roots of AVE extracted are shown in italics on the diagonal, and variable correlations are below the diagonal.

4.4. Structural Model

Before conducting hypothesis testing, it is crucial to analyze the goodness of fit indices,
since this represents how well the model is. In SEM analysis, the goodness of fit test is
carried out using several indices, such as RMSEA, NFI, IFI, TLI, and CFI.

Table 6 shows the value of goodness of fit, in which the majority values above the
standard proposed. Therefore, the structural model in this study is developed within a
good fit category.

Table 6. Goodness of fit.

Indicators Value Recommended Value

RMSEA 0.058 a ≤0.08
CMIN/DF 1.214 a ≤2.00

NFI 0.915 a ≥0.90
IFI 0.959 a ≥0.90
TLI 0.840 b ≥0.90
CFI 0.956 a ≥0.90

Note(s): a Acceptability: acceptable; b Acceptability: marginal.

Table 7 shows the hypothesis testing. This study found that the leader’s support
of sustainable innovation has a significant influence on employees’ innovation potential
capability (β = 0.622, p < 0.01) and organizational innovation culture (β = 0.485, p < 0.05).
Therefore, H1 and H2 were supported by this study. However, the leader’s support has
no significant direct impact on organizational sustainable innovation (β = 0.061, p > 0.05);
hence, hypothesis 3 was rejected. Moreover, the findings indicated that 43% of the variance
in organizational sustainable innovation could be explained by employees’ innovation
potential capability (β = 0.421, p < 0.01) and organizational innovation culture (β = 0.390,
p < 0.05). Hence, these results supported hypotheses 4 and 5.

This study found that business sustainability was significantly affected by employees’
innovation potential capability (β = 0.564, p < 0.01), organizational innovation culture
(β = 0.542, p < 0.01), and organizational sustainable innovation (β = 0.411, p < 0.05). There-
fore, H6, H7 and H8 were supported. In addition, this study indicates that the model of
organizational sustainable innovation can predict 64% of business sustainability.

Besides testing the direct effect of sustainable innovation and a business sustainability
model, this study evaluates the indirect effect of a leader’s support of sustainable innova-
tion on organizational sustainable innovation and business sustainability. Hypothesis 3a
proposes that a leader’s support of sustainable innovation indirectly affects sustainable
innovation through employees’ innovation potential capability; meanwhile, hypothesis
3b posits that a leader’s support affects sustainable innovation through organizational
innovation culture.

The result found that a leader’s support of sustainable innovation effects organiza-
tional sustainable innovation indirectly through employees’ innovation potential capability
(β = 0.261, p < 0.05) and organizational innovation culture (β = 0.189, p < 0.05). Conse-
quently, this study accepts H3a and H3b. Furthermore, this study evaluates the indirect
relationship between a leader’s support of sustainable innovation and business sustainabil-
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ity through organizational sustainable innovation (H9a), employees’ innovation potential
capability (H9b) and organizational innovation culture (H9c). The result found that a
leader’s support has a significant relationship with business sustainability through em-
ployees’ innovation potential capability (β = 0.351, p < 0.05) and organizational innovation
culture (β = 0.263, p < 0.05) indirectly. Meanwhile, the indirect relationship between a
leader’s support and business sustainability through organizational sustainable innovation
is not significant (β = 0.025, p > 0.05). Therefore, H9b and H9c are verified by this study,
while H9a is rejected.

Table 7. Hypothesis testing.

Hypotheses β p-Values Decision

Direct Effect

H1: LS
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H3a: LS ➔ EC ➔ SI 0.261 ** Supported 
H3b: LS ➔ IC ➔ SI 0.189 ** Supported 
H9a: LS ➔ SI ➔ BS 0.025  Not Supported 

H9b: LS ➔ EC ➔ BS 0.351  ** Supported 
H9c: LS ➔ IC ➔ BS 0.263 ** Supported 

** p < 0.05. *** p < 0.01. R2 for sustainable innovation: 0.43, R2 for business sustainability 0.64. 

Besides testing the direct effect of sustainable innovation and a business sustainabil-
ity model, this study evaluates the indirect effect of a leader’s support of sustainable in-
novation on organizational sustainable innovation and business sustainability. Hypothe-
sis 3a proposes that a leader’s support of sustainable innovation indirectly affects sustain-
able innovation through employees’ innovation potential capability; meanwhile, hypoth-
esis 3b posits that a leader’s support affects sustainable innovation through organizational 
innovation culture. 

The result found that a leader’s support of sustainable innovation effects organiza-
tional sustainable innovation indirectly through employees’ innovation potential capabil-
ity (β = 0.261, p < 0.05) and organizational innovation culture (β = 0.189, p < 0.05). Conse-
quently, this study accepts H3a and H3b. Furthermore, this study evaluates the indirect 
relationship between a leader’s support of sustainable innovation and business sustaina-
bility through organizational sustainable innovation (H9a), employees’ innovation poten-
tial capability (H9b) and organizational innovation culture (H9c). The result found that a 
leader’s support has a significant relationship with business sustainability through em-
ployees’ innovation potential capability (β = 0.351, p < 0.05) and organizational innovation 
culture (β = 0.263, p < 0.05) indirectly. Meanwhile, the indirect relationship between a 
leader’s support and business sustainability through organizational sustainable innova-
tion is not significant (β = 0.025, p > 0.05). Therefore, H9b and H9c are verified by this 
study, while H9a is rejected. 
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hence, hypothesis 3 was rejected. Moreover, the findings indicated that 43% of the vari-
ance in organizational sustainable innovation could be explained by employees’ innova-
tion potential capability (β = 0.421, p < 0.01) and organizational innovation culture (β = 
0.390, p < 0.05). Hence, these results supported hypotheses 4 and 5. 

This study found that business sustainability was significantly affected by employ-
ees’ innovation potential capability (β = 0.564, p < 0.01), organizational innovation culture 
(β = 0.542, p < 0.01), and organizational sustainable innovation (β = 0.411, p < 0.05). There-
fore, H6, H7 and H8 were supported. In addition, this study indicates that the model of 
organizational sustainable innovation can predict 64% of business sustainability. 

Table 7. Hypothesis testing. 

Hypotheses β p-Values Decision 
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H5: IC ➔ SI 0.390 ** Supported 
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H9a: LS ➔ SI ➔ BS 0.025  Not Supported 

H9b: LS ➔ EC ➔ BS 0.351  ** Supported 
H9c: LS ➔ IC ➔ BS 0.263 ** Supported 

** p < 0.05. *** p < 0.01. R2 for sustainable innovation: 0.43, R2 for business sustainability 0.64. 

Besides testing the direct effect of sustainable innovation and a business sustainabil-
ity model, this study evaluates the indirect effect of a leader’s support of sustainable in-
novation on organizational sustainable innovation and business sustainability. Hypothe-
sis 3a proposes that a leader’s support of sustainable innovation indirectly affects sustain-
able innovation through employees’ innovation potential capability; meanwhile, hypoth-
esis 3b posits that a leader’s support affects sustainable innovation through organizational 
innovation culture. 

The result found that a leader’s support of sustainable innovation effects organiza-
tional sustainable innovation indirectly through employees’ innovation potential capabil-
ity (β = 0.261, p < 0.05) and organizational innovation culture (β = 0.189, p < 0.05). Conse-
quently, this study accepts H3a and H3b. Furthermore, this study evaluates the indirect 
relationship between a leader’s support of sustainable innovation and business sustaina-
bility through organizational sustainable innovation (H9a), employees’ innovation poten-
tial capability (H9b) and organizational innovation culture (H9c). The result found that a 
leader’s support has a significant relationship with business sustainability through em-
ployees’ innovation potential capability (β = 0.351, p < 0.05) and organizational innovation 
culture (β = 0.263, p < 0.05) indirectly. Meanwhile, the indirect relationship between a 
leader’s support and business sustainability through organizational sustainable innova-
tion is not significant (β = 0.025, p > 0.05). Therefore, H9b and H9c are verified by this 
study, while H9a is rejected. 
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hence, hypothesis 3 was rejected. Moreover, the findings indicated that 43% of the vari-
ance in organizational sustainable innovation could be explained by employees’ innova-
tion potential capability (β = 0.421, p < 0.01) and organizational innovation culture (β = 
0.390, p < 0.05). Hence, these results supported hypotheses 4 and 5. 

This study found that business sustainability was significantly affected by employ-
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H9c: LS ➔ IC ➔ BS 0.263 ** Supported 

** p < 0.05. *** p < 0.01. R2 for sustainable innovation: 0.43, R2 for business sustainability 0.64. 

Besides testing the direct effect of sustainable innovation and a business sustainabil-
ity model, this study evaluates the indirect effect of a leader’s support of sustainable in-
novation on organizational sustainable innovation and business sustainability. Hypothe-
sis 3a proposes that a leader’s support of sustainable innovation indirectly affects sustain-
able innovation through employees’ innovation potential capability; meanwhile, hypoth-
esis 3b posits that a leader’s support affects sustainable innovation through organizational 
innovation culture. 

The result found that a leader’s support of sustainable innovation effects organiza-
tional sustainable innovation indirectly through employees’ innovation potential capabil-
ity (β = 0.261, p < 0.05) and organizational innovation culture (β = 0.189, p < 0.05). Conse-
quently, this study accepts H3a and H3b. Furthermore, this study evaluates the indirect 
relationship between a leader’s support of sustainable innovation and business sustaina-
bility through organizational sustainable innovation (H9a), employees’ innovation poten-
tial capability (H9b) and organizational innovation culture (H9c). The result found that a 
leader’s support has a significant relationship with business sustainability through em-
ployees’ innovation potential capability (β = 0.351, p < 0.05) and organizational innovation 
culture (β = 0.263, p < 0.05) indirectly. Meanwhile, the indirect relationship between a 
leader’s support and business sustainability through organizational sustainable innova-
tion is not significant (β = 0.025, p > 0.05). Therefore, H9b and H9c are verified by this 
study, while H9a is rejected. 
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hence, hypothesis 3 was rejected. Moreover, the findings indicated that 43% of the vari-
ance in organizational sustainable innovation could be explained by employees’ innova-
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** p < 0.05. *** p < 0.01. R2 for sustainable innovation: 0.43, R2 for business sustainability 0.64. 

Besides testing the direct effect of sustainable innovation and a business sustainabil-
ity model, this study evaluates the indirect effect of a leader’s support of sustainable in-
novation on organizational sustainable innovation and business sustainability. Hypothe-
sis 3a proposes that a leader’s support of sustainable innovation indirectly affects sustain-
able innovation through employees’ innovation potential capability; meanwhile, hypoth-
esis 3b posits that a leader’s support affects sustainable innovation through organizational 
innovation culture. 

The result found that a leader’s support of sustainable innovation effects organiza-
tional sustainable innovation indirectly through employees’ innovation potential capabil-
ity (β = 0.261, p < 0.05) and organizational innovation culture (β = 0.189, p < 0.05). Conse-
quently, this study accepts H3a and H3b. Furthermore, this study evaluates the indirect 
relationship between a leader’s support of sustainable innovation and business sustaina-
bility through organizational sustainable innovation (H9a), employees’ innovation poten-
tial capability (H9b) and organizational innovation culture (H9c). The result found that a 
leader’s support has a significant relationship with business sustainability through em-
ployees’ innovation potential capability (β = 0.351, p < 0.05) and organizational innovation 
culture (β = 0.263, p < 0.05) indirectly. Meanwhile, the indirect relationship between a 
leader’s support and business sustainability through organizational sustainable innova-
tion is not significant (β = 0.025, p > 0.05). Therefore, H9b and H9c are verified by this 
study, while H9a is rejected. 
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hence, hypothesis 3 was rejected. Moreover, the findings indicated that 43% of the vari-
ance in organizational sustainable innovation could be explained by employees’ innova-
tion potential capability (β = 0.421, p < 0.01) and organizational innovation culture (β = 
0.390, p < 0.05). Hence, these results supported hypotheses 4 and 5. 

This study found that business sustainability was significantly affected by employ-
ees’ innovation potential capability (β = 0.564, p < 0.01), organizational innovation culture 
(β = 0.542, p < 0.01), and organizational sustainable innovation (β = 0.411, p < 0.05). There-
fore, H6, H7 and H8 were supported. In addition, this study indicates that the model of 
organizational sustainable innovation can predict 64% of business sustainability. 
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Direct Effect    
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H2: LS ➔ IC 0.485 ** Supported 
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H4: EC ➔ SI  0.421 ** Supported 
H5: IC ➔ SI 0.390 ** Supported 
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H9c: LS ➔ IC ➔ BS 0.263 ** Supported 

** p < 0.05. *** p < 0.01. R2 for sustainable innovation: 0.43, R2 for business sustainability 0.64. 

Besides testing the direct effect of sustainable innovation and a business sustainabil-
ity model, this study evaluates the indirect effect of a leader’s support of sustainable in-
novation on organizational sustainable innovation and business sustainability. Hypothe-
sis 3a proposes that a leader’s support of sustainable innovation indirectly affects sustain-
able innovation through employees’ innovation potential capability; meanwhile, hypoth-
esis 3b posits that a leader’s support affects sustainable innovation through organizational 
innovation culture. 

The result found that a leader’s support of sustainable innovation effects organiza-
tional sustainable innovation indirectly through employees’ innovation potential capabil-
ity (β = 0.261, p < 0.05) and organizational innovation culture (β = 0.189, p < 0.05). Conse-
quently, this study accepts H3a and H3b. Furthermore, this study evaluates the indirect 
relationship between a leader’s support of sustainable innovation and business sustaina-
bility through organizational sustainable innovation (H9a), employees’ innovation poten-
tial capability (H9b) and organizational innovation culture (H9c). The result found that a 
leader’s support has a significant relationship with business sustainability through em-
ployees’ innovation potential capability (β = 0.351, p < 0.05) and organizational innovation 
culture (β = 0.263, p < 0.05) indirectly. Meanwhile, the indirect relationship between a 
leader’s support and business sustainability through organizational sustainable innova-
tion is not significant (β = 0.025, p > 0.05). Therefore, H9b and H9c are verified by this 
study, while H9a is rejected. 
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hence, hypothesis 3 was rejected. Moreover, the findings indicated that 43% of the vari-
ance in organizational sustainable innovation could be explained by employees’ innova-
tion potential capability (β = 0.421, p < 0.01) and organizational innovation culture (β = 
0.390, p < 0.05). Hence, these results supported hypotheses 4 and 5. 

This study found that business sustainability was significantly affected by employ-
ees’ innovation potential capability (β = 0.564, p < 0.01), organizational innovation culture 
(β = 0.542, p < 0.01), and organizational sustainable innovation (β = 0.411, p < 0.05). There-
fore, H6, H7 and H8 were supported. In addition, this study indicates that the model of 
organizational sustainable innovation can predict 64% of business sustainability. 

Table 7. Hypothesis testing. 

Hypotheses β p-Values Decision 
Direct Effect    
H1: LS ➔ EC 0.622 *** Supported  
H2: LS ➔ IC 0.485 ** Supported 
H3: LS ➔ SI 0.061 0.07 Not Supported 
H4: EC ➔ SI  0.421 ** Supported 
H5: IC ➔ SI 0.390 ** Supported 

H6: EC ➔ BS 0.564 *** Supported 
H7: IC ➔ BS 0.542 *** Supported 
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H9a: LS ➔ SI ➔ BS 0.025  Not Supported 
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H9c: LS ➔ IC ➔ BS 0.263 ** Supported 

** p < 0.05. *** p < 0.01. R2 for sustainable innovation: 0.43, R2 for business sustainability 0.64. 

Besides testing the direct effect of sustainable innovation and a business sustainabil-
ity model, this study evaluates the indirect effect of a leader’s support of sustainable in-
novation on organizational sustainable innovation and business sustainability. Hypothe-
sis 3a proposes that a leader’s support of sustainable innovation indirectly affects sustain-
able innovation through employees’ innovation potential capability; meanwhile, hypoth-
esis 3b posits that a leader’s support affects sustainable innovation through organizational 
innovation culture. 

The result found that a leader’s support of sustainable innovation effects organiza-
tional sustainable innovation indirectly through employees’ innovation potential capabil-
ity (β = 0.261, p < 0.05) and organizational innovation culture (β = 0.189, p < 0.05). Conse-
quently, this study accepts H3a and H3b. Furthermore, this study evaluates the indirect 
relationship between a leader’s support of sustainable innovation and business sustaina-
bility through organizational sustainable innovation (H9a), employees’ innovation poten-
tial capability (H9b) and organizational innovation culture (H9c). The result found that a 
leader’s support has a significant relationship with business sustainability through em-
ployees’ innovation potential capability (β = 0.351, p < 0.05) and organizational innovation 
culture (β = 0.263, p < 0.05) indirectly. Meanwhile, the indirect relationship between a 
leader’s support and business sustainability through organizational sustainable innova-
tion is not significant (β = 0.025, p > 0.05). Therefore, H9b and H9c are verified by this 
study, while H9a is rejected. 
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hence, hypothesis 3 was rejected. Moreover, the findings indicated that 43% of the vari-
ance in organizational sustainable innovation could be explained by employees’ innova-
tion potential capability (β = 0.421, p < 0.01) and organizational innovation culture (β = 
0.390, p < 0.05). Hence, these results supported hypotheses 4 and 5. 

This study found that business sustainability was significantly affected by employ-
ees’ innovation potential capability (β = 0.564, p < 0.01), organizational innovation culture 
(β = 0.542, p < 0.01), and organizational sustainable innovation (β = 0.411, p < 0.05). There-
fore, H6, H7 and H8 were supported. In addition, this study indicates that the model of 
organizational sustainable innovation can predict 64% of business sustainability. 

Table 7. Hypothesis testing. 

Hypotheses β p-Values Decision 
Direct Effect    
H1: LS ➔ EC 0.622 *** Supported  
H2: LS ➔ IC 0.485 ** Supported 
H3: LS ➔ SI 0.061 0.07 Not Supported 
H4: EC ➔ SI  0.421 ** Supported 
H5: IC ➔ SI 0.390 ** Supported 

H6: EC ➔ BS 0.564 *** Supported 
H7: IC ➔ BS 0.542 *** Supported 
H8: SI ➔ BS 0.411 ** Supported 

Indirect effect    
H3a: LS ➔ EC ➔ SI 0.261 ** Supported 
H3b: LS ➔ IC ➔ SI 0.189 ** Supported 
H9a: LS ➔ SI ➔ BS 0.025  Not Supported 

H9b: LS ➔ EC ➔ BS 0.351  ** Supported 
H9c: LS ➔ IC ➔ BS 0.263 ** Supported 

** p < 0.05. *** p < 0.01. R2 for sustainable innovation: 0.43, R2 for business sustainability 0.64. 

Besides testing the direct effect of sustainable innovation and a business sustainabil-
ity model, this study evaluates the indirect effect of a leader’s support of sustainable in-
novation on organizational sustainable innovation and business sustainability. Hypothe-
sis 3a proposes that a leader’s support of sustainable innovation indirectly affects sustain-
able innovation through employees’ innovation potential capability; meanwhile, hypoth-
esis 3b posits that a leader’s support affects sustainable innovation through organizational 
innovation culture. 

The result found that a leader’s support of sustainable innovation effects organiza-
tional sustainable innovation indirectly through employees’ innovation potential capabil-
ity (β = 0.261, p < 0.05) and organizational innovation culture (β = 0.189, p < 0.05). Conse-
quently, this study accepts H3a and H3b. Furthermore, this study evaluates the indirect 
relationship between a leader’s support of sustainable innovation and business sustaina-
bility through organizational sustainable innovation (H9a), employees’ innovation poten-
tial capability (H9b) and organizational innovation culture (H9c). The result found that a 
leader’s support has a significant relationship with business sustainability through em-
ployees’ innovation potential capability (β = 0.351, p < 0.05) and organizational innovation 
culture (β = 0.263, p < 0.05) indirectly. Meanwhile, the indirect relationship between a 
leader’s support and business sustainability through organizational sustainable innova-
tion is not significant (β = 0.025, p > 0.05). Therefore, H9b and H9c are verified by this 
study, while H9a is rejected. 
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hence, hypothesis 3 was rejected. Moreover, the findings indicated that 43% of the vari-
ance in organizational sustainable innovation could be explained by employees’ innova-
tion potential capability (β = 0.421, p < 0.01) and organizational innovation culture (β = 
0.390, p < 0.05). Hence, these results supported hypotheses 4 and 5. 

This study found that business sustainability was significantly affected by employ-
ees’ innovation potential capability (β = 0.564, p < 0.01), organizational innovation culture 
(β = 0.542, p < 0.01), and organizational sustainable innovation (β = 0.411, p < 0.05). There-
fore, H6, H7 and H8 were supported. In addition, this study indicates that the model of 
organizational sustainable innovation can predict 64% of business sustainability. 

Table 7. Hypothesis testing. 

Hypotheses β p-Values Decision 
Direct Effect    
H1: LS ➔ EC 0.622 *** Supported  
H2: LS ➔ IC 0.485 ** Supported 
H3: LS ➔ SI 0.061 0.07 Not Supported 
H4: EC ➔ SI  0.421 ** Supported 
H5: IC ➔ SI 0.390 ** Supported 

H6: EC ➔ BS 0.564 *** Supported 
H7: IC ➔ BS 0.542 *** Supported 
H8: SI ➔ BS 0.411 ** Supported 

Indirect effect    
H3a: LS ➔ EC ➔ SI 0.261 ** Supported 
H3b: LS ➔ IC ➔ SI 0.189 ** Supported 
H9a: LS ➔ SI ➔ BS 0.025  Not Supported 

H9b: LS ➔ EC ➔ BS 0.351  ** Supported 
H9c: LS ➔ IC ➔ BS 0.263 ** Supported 

** p < 0.05. *** p < 0.01. R2 for sustainable innovation: 0.43, R2 for business sustainability 0.64. 

Besides testing the direct effect of sustainable innovation and a business sustainabil-
ity model, this study evaluates the indirect effect of a leader’s support of sustainable in-
novation on organizational sustainable innovation and business sustainability. Hypothe-
sis 3a proposes that a leader’s support of sustainable innovation indirectly affects sustain-
able innovation through employees’ innovation potential capability; meanwhile, hypoth-
esis 3b posits that a leader’s support affects sustainable innovation through organizational 
innovation culture. 

The result found that a leader’s support of sustainable innovation effects organiza-
tional sustainable innovation indirectly through employees’ innovation potential capabil-
ity (β = 0.261, p < 0.05) and organizational innovation culture (β = 0.189, p < 0.05). Conse-
quently, this study accepts H3a and H3b. Furthermore, this study evaluates the indirect 
relationship between a leader’s support of sustainable innovation and business sustaina-
bility through organizational sustainable innovation (H9a), employees’ innovation poten-
tial capability (H9b) and organizational innovation culture (H9c). The result found that a 
leader’s support has a significant relationship with business sustainability through em-
ployees’ innovation potential capability (β = 0.351, p < 0.05) and organizational innovation 
culture (β = 0.263, p < 0.05) indirectly. Meanwhile, the indirect relationship between a 
leader’s support and business sustainability through organizational sustainable innova-
tion is not significant (β = 0.025, p > 0.05). Therefore, H9b and H9c are verified by this 
study, while H9a is rejected. 
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hence, hypothesis 3 was rejected. Moreover, the findings indicated that 43% of the vari-
ance in organizational sustainable innovation could be explained by employees’ innova-
tion potential capability (β = 0.421, p < 0.01) and organizational innovation culture (β = 
0.390, p < 0.05). Hence, these results supported hypotheses 4 and 5. 

This study found that business sustainability was significantly affected by employ-
ees’ innovation potential capability (β = 0.564, p < 0.01), organizational innovation culture 
(β = 0.542, p < 0.01), and organizational sustainable innovation (β = 0.411, p < 0.05). There-
fore, H6, H7 and H8 were supported. In addition, this study indicates that the model of 
organizational sustainable innovation can predict 64% of business sustainability. 

Table 7. Hypothesis testing. 

Hypotheses β p-Values Decision 
Direct Effect    
H1: LS ➔ EC 0.622 *** Supported  
H2: LS ➔ IC 0.485 ** Supported 
H3: LS ➔ SI 0.061 0.07 Not Supported 
H4: EC ➔ SI  0.421 ** Supported 
H5: IC ➔ SI 0.390 ** Supported 

H6: EC ➔ BS 0.564 *** Supported 
H7: IC ➔ BS 0.542 *** Supported 
H8: SI ➔ BS 0.411 ** Supported 

Indirect effect    
H3a: LS ➔ EC ➔ SI 0.261 ** Supported 
H3b: LS ➔ IC ➔ SI 0.189 ** Supported 
H9a: LS ➔ SI ➔ BS 0.025  Not Supported 

H9b: LS ➔ EC ➔ BS 0.351  ** Supported 
H9c: LS ➔ IC ➔ BS 0.263 ** Supported 

** p < 0.05. *** p < 0.01. R2 for sustainable innovation: 0.43, R2 for business sustainability 0.64. 

Besides testing the direct effect of sustainable innovation and a business sustainabil-
ity model, this study evaluates the indirect effect of a leader’s support of sustainable in-
novation on organizational sustainable innovation and business sustainability. Hypothe-
sis 3a proposes that a leader’s support of sustainable innovation indirectly affects sustain-
able innovation through employees’ innovation potential capability; meanwhile, hypoth-
esis 3b posits that a leader’s support affects sustainable innovation through organizational 
innovation culture. 

The result found that a leader’s support of sustainable innovation effects organiza-
tional sustainable innovation indirectly through employees’ innovation potential capabil-
ity (β = 0.261, p < 0.05) and organizational innovation culture (β = 0.189, p < 0.05). Conse-
quently, this study accepts H3a and H3b. Furthermore, this study evaluates the indirect 
relationship between a leader’s support of sustainable innovation and business sustaina-
bility through organizational sustainable innovation (H9a), employees’ innovation poten-
tial capability (H9b) and organizational innovation culture (H9c). The result found that a 
leader’s support has a significant relationship with business sustainability through em-
ployees’ innovation potential capability (β = 0.351, p < 0.05) and organizational innovation 
culture (β = 0.263, p < 0.05) indirectly. Meanwhile, the indirect relationship between a 
leader’s support and business sustainability through organizational sustainable innova-
tion is not significant (β = 0.025, p > 0.05). Therefore, H9b and H9c are verified by this 
study, while H9a is rejected. 
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hence, hypothesis 3 was rejected. Moreover, the findings indicated that 43% of the vari-
ance in organizational sustainable innovation could be explained by employees’ innova-
tion potential capability (β = 0.421, p < 0.01) and organizational innovation culture (β = 
0.390, p < 0.05). Hence, these results supported hypotheses 4 and 5. 

This study found that business sustainability was significantly affected by employ-
ees’ innovation potential capability (β = 0.564, p < 0.01), organizational innovation culture 
(β = 0.542, p < 0.01), and organizational sustainable innovation (β = 0.411, p < 0.05). There-
fore, H6, H7 and H8 were supported. In addition, this study indicates that the model of 
organizational sustainable innovation can predict 64% of business sustainability. 

Table 7. Hypothesis testing. 

Hypotheses β p-Values Decision 
Direct Effect    
H1: LS ➔ EC 0.622 *** Supported  
H2: LS ➔ IC 0.485 ** Supported 
H3: LS ➔ SI 0.061 0.07 Not Supported 
H4: EC ➔ SI  0.421 ** Supported 
H5: IC ➔ SI 0.390 ** Supported 

H6: EC ➔ BS 0.564 *** Supported 
H7: IC ➔ BS 0.542 *** Supported 
H8: SI ➔ BS 0.411 ** Supported 

Indirect effect    
H3a: LS ➔ EC ➔ SI 0.261 ** Supported 
H3b: LS ➔ IC ➔ SI 0.189 ** Supported 
H9a: LS ➔ SI ➔ BS 0.025  Not Supported 

H9b: LS ➔ EC ➔ BS 0.351  ** Supported 
H9c: LS ➔ IC ➔ BS 0.263 ** Supported 

** p < 0.05. *** p < 0.01. R2 for sustainable innovation: 0.43, R2 for business sustainability 0.64. 

Besides testing the direct effect of sustainable innovation and a business sustainabil-
ity model, this study evaluates the indirect effect of a leader’s support of sustainable in-
novation on organizational sustainable innovation and business sustainability. Hypothe-
sis 3a proposes that a leader’s support of sustainable innovation indirectly affects sustain-
able innovation through employees’ innovation potential capability; meanwhile, hypoth-
esis 3b posits that a leader’s support affects sustainable innovation through organizational 
innovation culture. 

The result found that a leader’s support of sustainable innovation effects organiza-
tional sustainable innovation indirectly through employees’ innovation potential capabil-
ity (β = 0.261, p < 0.05) and organizational innovation culture (β = 0.189, p < 0.05). Conse-
quently, this study accepts H3a and H3b. Furthermore, this study evaluates the indirect 
relationship between a leader’s support of sustainable innovation and business sustaina-
bility through organizational sustainable innovation (H9a), employees’ innovation poten-
tial capability (H9b) and organizational innovation culture (H9c). The result found that a 
leader’s support has a significant relationship with business sustainability through em-
ployees’ innovation potential capability (β = 0.351, p < 0.05) and organizational innovation 
culture (β = 0.263, p < 0.05) indirectly. Meanwhile, the indirect relationship between a 
leader’s support and business sustainability through organizational sustainable innova-
tion is not significant (β = 0.025, p > 0.05). Therefore, H9b and H9c are verified by this 
study, while H9a is rejected. 

  

BS 0.351 ** Supported
H9c: LS

Sustainability 2021, 13, x FOR PEER REVIEW 13 of 19 
 

hence, hypothesis 3 was rejected. Moreover, the findings indicated that 43% of the vari-
ance in organizational sustainable innovation could be explained by employees’ innova-
tion potential capability (β = 0.421, p < 0.01) and organizational innovation culture (β = 
0.390, p < 0.05). Hence, these results supported hypotheses 4 and 5. 

This study found that business sustainability was significantly affected by employ-
ees’ innovation potential capability (β = 0.564, p < 0.01), organizational innovation culture 
(β = 0.542, p < 0.01), and organizational sustainable innovation (β = 0.411, p < 0.05). There-
fore, H6, H7 and H8 were supported. In addition, this study indicates that the model of 
organizational sustainable innovation can predict 64% of business sustainability. 

Table 7. Hypothesis testing. 

Hypotheses β p-Values Decision 
Direct Effect    
H1: LS ➔ EC 0.622 *** Supported  
H2: LS ➔ IC 0.485 ** Supported 
H3: LS ➔ SI 0.061 0.07 Not Supported 
H4: EC ➔ SI  0.421 ** Supported 
H5: IC ➔ SI 0.390 ** Supported 

H6: EC ➔ BS 0.564 *** Supported 
H7: IC ➔ BS 0.542 *** Supported 
H8: SI ➔ BS 0.411 ** Supported 

Indirect effect    
H3a: LS ➔ EC ➔ SI 0.261 ** Supported 
H3b: LS ➔ IC ➔ SI 0.189 ** Supported 
H9a: LS ➔ SI ➔ BS 0.025  Not Supported 

H9b: LS ➔ EC ➔ BS 0.351  ** Supported 
H9c: LS ➔ IC ➔ BS 0.263 ** Supported 

** p < 0.05. *** p < 0.01. R2 for sustainable innovation: 0.43, R2 for business sustainability 0.64. 

Besides testing the direct effect of sustainable innovation and a business sustainabil-
ity model, this study evaluates the indirect effect of a leader’s support of sustainable in-
novation on organizational sustainable innovation and business sustainability. Hypothe-
sis 3a proposes that a leader’s support of sustainable innovation indirectly affects sustain-
able innovation through employees’ innovation potential capability; meanwhile, hypoth-
esis 3b posits that a leader’s support affects sustainable innovation through organizational 
innovation culture. 

The result found that a leader’s support of sustainable innovation effects organiza-
tional sustainable innovation indirectly through employees’ innovation potential capabil-
ity (β = 0.261, p < 0.05) and organizational innovation culture (β = 0.189, p < 0.05). Conse-
quently, this study accepts H3a and H3b. Furthermore, this study evaluates the indirect 
relationship between a leader’s support of sustainable innovation and business sustaina-
bility through organizational sustainable innovation (H9a), employees’ innovation poten-
tial capability (H9b) and organizational innovation culture (H9c). The result found that a 
leader’s support has a significant relationship with business sustainability through em-
ployees’ innovation potential capability (β = 0.351, p < 0.05) and organizational innovation 
culture (β = 0.263, p < 0.05) indirectly. Meanwhile, the indirect relationship between a 
leader’s support and business sustainability through organizational sustainable innova-
tion is not significant (β = 0.025, p > 0.05). Therefore, H9b and H9c are verified by this 
study, while H9a is rejected. 

  

IC

Sustainability 2021, 13, x FOR PEER REVIEW 13 of 19 
 

hence, hypothesis 3 was rejected. Moreover, the findings indicated that 43% of the vari-
ance in organizational sustainable innovation could be explained by employees’ innova-
tion potential capability (β = 0.421, p < 0.01) and organizational innovation culture (β = 
0.390, p < 0.05). Hence, these results supported hypotheses 4 and 5. 

This study found that business sustainability was significantly affected by employ-
ees’ innovation potential capability (β = 0.564, p < 0.01), organizational innovation culture 
(β = 0.542, p < 0.01), and organizational sustainable innovation (β = 0.411, p < 0.05). There-
fore, H6, H7 and H8 were supported. In addition, this study indicates that the model of 
organizational sustainable innovation can predict 64% of business sustainability. 

Table 7. Hypothesis testing. 

Hypotheses β p-Values Decision 
Direct Effect    
H1: LS ➔ EC 0.622 *** Supported  
H2: LS ➔ IC 0.485 ** Supported 
H3: LS ➔ SI 0.061 0.07 Not Supported 
H4: EC ➔ SI  0.421 ** Supported 
H5: IC ➔ SI 0.390 ** Supported 

H6: EC ➔ BS 0.564 *** Supported 
H7: IC ➔ BS 0.542 *** Supported 
H8: SI ➔ BS 0.411 ** Supported 

Indirect effect    
H3a: LS ➔ EC ➔ SI 0.261 ** Supported 
H3b: LS ➔ IC ➔ SI 0.189 ** Supported 
H9a: LS ➔ SI ➔ BS 0.025  Not Supported 

H9b: LS ➔ EC ➔ BS 0.351  ** Supported 
H9c: LS ➔ IC ➔ BS 0.263 ** Supported 

** p < 0.05. *** p < 0.01. R2 for sustainable innovation: 0.43, R2 for business sustainability 0.64. 

Besides testing the direct effect of sustainable innovation and a business sustainabil-
ity model, this study evaluates the indirect effect of a leader’s support of sustainable in-
novation on organizational sustainable innovation and business sustainability. Hypothe-
sis 3a proposes that a leader’s support of sustainable innovation indirectly affects sustain-
able innovation through employees’ innovation potential capability; meanwhile, hypoth-
esis 3b posits that a leader’s support affects sustainable innovation through organizational 
innovation culture. 

The result found that a leader’s support of sustainable innovation effects organiza-
tional sustainable innovation indirectly through employees’ innovation potential capabil-
ity (β = 0.261, p < 0.05) and organizational innovation culture (β = 0.189, p < 0.05). Conse-
quently, this study accepts H3a and H3b. Furthermore, this study evaluates the indirect 
relationship between a leader’s support of sustainable innovation and business sustaina-
bility through organizational sustainable innovation (H9a), employees’ innovation poten-
tial capability (H9b) and organizational innovation culture (H9c). The result found that a 
leader’s support has a significant relationship with business sustainability through em-
ployees’ innovation potential capability (β = 0.351, p < 0.05) and organizational innovation 
culture (β = 0.263, p < 0.05) indirectly. Meanwhile, the indirect relationship between a 
leader’s support and business sustainability through organizational sustainable innova-
tion is not significant (β = 0.025, p > 0.05). Therefore, H9b and H9c are verified by this 
study, while H9a is rejected. 

  

BS 0.263 ** Supported

** p < 0.05. *** p < 0.01. R2 for sustainable innovation: 0.43, R2 for business sustainability 0.64.

5. Discussion and Contribution
5.1. Discussion and Theoretical Contribution

Research findings show that sustainable innovation in SMEs is determined by em-
ployees’ innovation potential capability and organizational innovation culture. This result
of the study does not support research conducted by Aboelmaged and Hashem [23], which
concluded that there was no significant relationship between human capital and green
innovation adoption. However, this study is in line with several previous studies that
confirm the effect of employee capability on sustainable innovation [44,52]. Furthermore,
this study also confirmed research conducted by Fiordelisi et al. [54], which found that
organizational innovation culture has a vital role in sustainable innovation. Therefore, the
organizational sustainable innovation model developed in this study is considered a robust
model to explain sustainable innovation in the context of food processing SMEs.

This study also examined a leader’s support in influencing employees’ innovation
potential capability and developing an organizational innovation culture. Thus, this study
approves the body of knowledge explaining a leader’s support in promoting culture
innovation and supporting an employee to have capability to innovate [45,46]. These
findings are significant, since they provide the first basic sustainable innovation model in
food processing SMEs in an emerging market country. Other previous research assessing
sustainable innovation explained determinant factors of sustainable innovation in a partial
way [4], using large companies and conducted in the settings of developed countries [50].

This study rejected the direct relationship between a leader’s support of sustainable
innovation and organizational sustainable innovation. However, this does not mean that
a leader’s support of sustainable innovation has no relationship at all with influencing
organizational sustainable innovation. This study demonstrates that a leader’s support
indirectly affects sustainable innovation through employee capability and innovation
culture. Therefore, this study provides scientific evidence that to improve organizational
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sustainable innovation, the leaders of SMEs should improve organizational innovation
culture and employee capability. Amjad et al. [63] mentioned that employee capability and
performance could mediate between management and organizational sustainability.

Furthermore, this study evaluates the impact of an organizational sustainable inno-
vation on business sustainability for food processing SMEs. It is important to explain the
link between organizational sustainable innovation and business sustainability, particu-
larly for food processing SMEs. As mentioned by Shashi et al. and Najib et al. [18,26],
with the limited resources that SMEs have, applying sustainable innovation can be a bur-
den. However, this study reveals that sustainable innovation has a positive influence
on business sustainability. Therefore, this research finding may encourage food process-
ing SMEs to implement organizational sustainable innovation. This study strengthened
Smerecnik and Andersen [35], who argue that sustainable practice innovation will benefit
business sustainability.

This study also confirms that employees’ innovation potential capability positively
influences the business sustainability of food processing SMEs. Therefore, this study notes
the importance of employees’ innovation potential capability for both organizational sus-
tainable innovation and business sustainability. In line with Ullah et al. [60], this study
found that employees who have environmental capability tend to contribute more to devel-
oping business sustainability. This study offers a new perspective on sustainability issues,
particularly in food processing SMEs. Previous studies on sustainability focus on external
factors, such as government regulation or social pressure, business opportunities from
technological advances or customer demand for eco-friendly products [4,30]. Meanwhile,
this study develops factors affecting sustainable innovation and business sustainability
from the internal perspective, namely, a leader’s support of sustainable innovation, em-
ployees’ innovation potential capability and organizational innovation culture. For SMEs,
the significant impact of sustainable innovation on business sustainability can be a source
of motivation to practice organizational sustainable innovation. Further, this finding will
change the mindset by considering sustainable innovation as an investment for the future
of their business.

Regarding factors affecting business sustainability directly, this study presents that
employees’ innovation potential capability is the highest determinant factor of business
sustainability. Meanwhile, employees’ innovation potential capability is affected by the
leader’s support of sustainable innovation. Overall, by considering the direct and indirect
effects of sustainability, the leader represents the highest determinant factor in the model
of organizational sustainable innovation and business sustainability. Therefore, a leader’s
support in determining sustainable innovation and business sustainability is vital and
unprecedented. Furthermore, this study found that a leader’s support of sustainable inno-
vation indirectly affects organizational sustainable innovation and business sustainability
through employees’ innovation potential capability and organizational innovation culture.
Thus, this study strengthens the past studies about the role of leaders concerning employee
capability and organizational innovation culture. Since the organizational structure in
SMEs is typically a simple structure, the role of the leader becomes central in organizational
sustainable innovation and business sustainability.

This study highlights three theoretical contributions. First, it provides a more robust
model to predict organizational sustainable innovation and business sustainability in food
processing SMEs. Second, this study also established the effect of a leader’s support,
organizational innovation culture and employees’ innovation potential capability on orga-
nizational sustainable innovation and business sustainability, and empirically validates
the existence of this relationship in the context of food processing SMEs in Indonesia as
an emerging market country. Finally, to foster sustainable innovation practice in food pro-
cessing SMEs, this study highlights the critical factor in increasing employees’ innovation
potential capability and promoting organizational innovation culture. The variable of em-
ployees’ innovation potential capability and organizational innovation culture can mediate
the relationship between a leader’s support and organizational sustainable innovation.
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5.2. Managerial Implication

These findings provide a guideline for owners or managers of food processing SMEs
to develop sustainable innovation and increase business sustainability. First, the owners or
managers of food processing SMEs should evaluate their employees’ innovation potential
capability and how they can comply with the idea of sustainable innovation and business
sustainability. The employee’s mindset, knowledge, skill, and attitude should represent
the capability needed to implement sustainable innovation and business sustainability.
Second, in line with employee capability development, the owners or managers also should
establish an organizational innovation culture in their business. Owners or managers
can facilitate knowledge sharing traditions, the freedom to promote new ideas, learning
together and so forth.

It is essential to establish sustainable innovation; however, this should be balanced
with creating profit. This study notes that the sources of business sustainability come from
organizational innovation culture, organizational sustainable innovation and employees’
innovation potential capability. Therefore, SMEs’ owners need to increase employee capa-
bility, establish an organizational innovation culture, and develop sustainable innovation,
since those variables directly affect business sustainability. Increasing employee capabil-
ity can be achieved, for example, by involving employees in specific training needed by
their firm. It is believed that training is still an effective method to improve employees’
innovation potential capability. However, some SMEs have a lack of budget to train their
employees. Therefore, the role of the government in facilitating SMEs to improve their
employees’ innovation potential capability is crucial. Furthermore, since organizational
sustainable innovation significantly impacts business sustainability, universities or other
research institutions could be encouraged to help food processing SMEs become more
innovative than before.

5.3. Conclusion, Limitation and Future Research

This study aims to develop organizational sustainable innovation and a business
sustainability model from an internal organization sources perspective. The study found a
positive and significant relationship between a leader’s support of sustainable innovation,
employees’ innovation potential capabilities and organizational innovation culture. This
shows that sustainable innovation is influenced by employees’ innovation potential capabil-
ities and organizational innovation culture directly and indirectly by the leader’s support
of sustainable innovation. This study also highlighted that business sustainability in food
processing SMEs was directly affected by employees’ innovation potential capability, orga-
nizational innovation culture and organizational sustainable innovation. In addition, the
leader’s support of sustainable innovation has an indirect effect on business sustainability
through employees’ innovation potential capability and organizational innovation culture.
Overall, this study proved that the organizational sustainable innovation and business sus-
tainability model could be applied to food processing SMEs, since the model of this study
has high explanatory power. Therefore, it can be used to predict sustainable innovation
and business sustainability in food processing SMEs in Indonesia and might be applied to
other emerging market countries.

Although this study has succeeded in proving almost all of the hypotheses proposed,
it still has several limitations that can be improved in future research. First, this study uses
primary data, where data collection is carried out using a self-administered approach of
interviews and observations on the selected sample. Future research would be better if it
could be carried out using primary and secondary data from internal financial and sales
company records and data from statistics agencies or the government. By using both types
of data, the research model can be better validated. Second, this study only uses data from
one sector, namely the food processing industry.

Further research can be enriched by collecting data from various industries so that
this research model can be more generalizable. Second, other industries outside the food
processing industry also need sustainable innovation and business sustainability. Third,
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this study proposes an integration model between sustainable innovation and business
sustainability by developing several latent variables and observed variables. However,
the constructs used in this study are limited to SMEs and can also be tested in large
enterprises. Future studies can compare the application of sustainable innovation and
business sustainability models between SMEs and large enterprises.
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