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Abstract

:

Social enterprise (SE) is a significant global phenomenon that occurs when an organization with social concerns can grow concurrently with its commercial activities. However, the factors that influence the sustainability of SE remain relatively understudied. This study argues that innovation is a prerequisite for SE’s sustainability. Therefore, this study aims to find alternatives to SE’s sustainability strategy, considering the need for SE to have dynamic capabilities, to anticipate changes in the ecosystem, and to manage the company’s internal resources to build on SE’s innovation and sustainability. The dataset was obtained from a survey of 187 SEs in Indonesia, which was then processed using SEM. Results indicate that internal factors have no direct significant effect on sustainability, but the ecosystem and innovation have been shown to have a direct and significant positive effect on sustainability. Dynamic capabilities have a significant but negative direct relationship to sustainability. Internal and ecosystem factors cannot be mediated by dynamic capabilities when it comes to sustainability, whereas innovation can only mediate internal factors towards sustainability. Finally, serial mediation of dynamic capabilities and innovation are key elements that contribute to sustainability. It is proven that if dynamic capabilities are directed to foster innovation, it will increase sustainability.
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1. Introduction


Social Enterprise (SE) is a worldwide phenomenon that has had a major impact on communities and society [1,2,3]. SE has just developed as a research field and is extensively used to address social problems all around the world [4]. SE is capable of resolving economic disparities as well as social or environmental issues, and it is regarded as successful in empowering marginalized communities by providing access to education, low-cost health care, and assisting those who have been neglected to become useful members of society [3,5].



In contrast to commercial businesses, which are driven solely by profit, SE is driven by a social mission in that the majority of earnings are reinvested in the beneficiaries or the community. However, SE still has to ensure the availability of funds so that the business continues to operate [6]. Complexity, even the conflict between efforts to achieve social missions (benefits for the community) and the need to maintain the availability of funds, often causes SE to experience difficulties, even not be able to survive [7]. The success of combining these two things is a prerequisite for SE’s sustainability [6,8].



The notion of SE is important to develop in Indonesia since many societal problems that have not been adequately handled result in unmet demands (market failure). Many people remain impoverished, and trash that has not been adequately handled may eventually cause health concerns, a lack of clean water, and other issues that preclude possibilities for SE to expand and flourish in Indonesia [9].



Although most of the social services are still relatively small and their scope is still limited, they have a positive impact on the welfare of the people involved in them; therefore, the sustainability of social services is very important. André and Pache explained that SE is an entrepreneurial activity used to fulfil a social mission, such as developing a community, increasing welfare, or creating a healthier environment [10]. SE’s main purpose is social, while commercial efforts are carried out as a support to achieve the main goal [11,12].



With this understanding, SE sustainability requires that SEs must be able to maintain their social goals and at the same time must be able to obtain financial support from time to time [6,7]. Business sustainability requires innovation [13,14,15]. Innovation itself is inseparable from various factors, including company resources, access to resources, entrepreneurial orientation, leadership, and personal characteristics [16,17]. At the internal SE level, business mission, leadership, personal characteristics, and company resources are believed to have an impact on innovation [18,19]. Social innovation occurs within the ecosystem, and therefore, will be influenced by the elements of the ecosystem, such as access to finance, access to network, social culture, institutional infrastructure, and government policy [20,21]. Moreover, the ability to manage the internal factors to cope with the everchanging environment which would influence the ecosystem is called dynamic capability. Teece, Pisano, and Shuen argued that dynamic capability is an organizational capability to manage resources dynamically, namely integrating, building, and reconfiguring competencies [22]. This capability is a central response in anticipating an everchanging environment. While internal and external factors that influence the sustainability of SE have been explored in previous studies, limited studies have been conducted to understand the role of dynamic capabilities and innovation in enhancing the sustainability of SE. Considering the present state of the gaps in the earlier research, the research questions addressed in this study are: (1) how does the management of the SE’s internal factors and ecosystems affect SE sustainability, and (2) what is the intermediary role of dynamic capabilities-based innovation in fostering sustainability.



Furthermore, the general objective of this study is to examine the factors affecting the sustainability of SE. Specifically, this study aims: (1) to discover how internal factors and ecosystems are managed to achieve the sustainability of the SE, and (2) to clarify the role of innovation built through dynamic capabilities as a mediator in creating SE sustainability. This study enriches the social enterprises literature by investigating the mediating function of dynamic capabilities and innovation in determining what management can do to increase SE sustainability.




2. Literature Review


SE’s sustainability refers to the capacity of SE to continue to fund its organization’s activities and have a good social effect today and in the future [23,24]. The long-term existence of an organization depends on the organization’s ability to generate its own income as a major contributor to income [25,26].



2.1. Internal Factors and Sustainability


The organization’s sustainability can be determined by internal factors. These elements typically include the company’s vision, mission, resources, and leaders [27,28,29,30]. Bart found that the organization’s mission will affect innovation and organizational performance [31]. The organization’s mission is the most basic manifestation of its identity and ultimate goal: who will be served and how? [32,33]. Marshall, Coleman, and Reason revealed that leadership can be a factor supporting the sustainability of an organization [34]. Entrepreneurial leadership, developed by Renko, El Tarabishy, Carsrud, and Brännback, is one of the best leadership theories for social entrepreneurs. Entrepreneurial leadership is defined as leadership that influences and directs group members’ performance toward the achievement of organizational goals, which includes recognizing and capitalizing on entrepreneurial opportunities [35]. In addition, personal characteristics also greatly determine whether an organization will continue to grow or stop operating [36].



Growth-oriented small business entrepreneurs are more likely to take risks than managers in large companies [37]. Zimmer stated certain personal characteristics lead to entrepreneurial success [38]. Taking risks is a common factor associated with entrepreneurship. Risk-taking propensity is an individual’s proclivity to assume a certain level of risk associated with one’s business ventures, particularly when making business decisions [39]. Furthermore, Chipeta and Surujlal stated that other factors, such as proactive personality, are closely related to entrepreneurship [40]. Proactive behavior is defined as creating new opportunities for oneself or taking the initiative to improve current circumstances, and determining how individuals take-action to influence their environment [40,41]. While in terms of organization resources, human capital, such as skills, behaviors, and values, are believed to be an important factor in creating competitiveness and sustainability [29], and lack of financial resources and funding is a major obstacle to sustainability [27]. Based on the explanation given from the results of previous research, the following hypothesis is suggested.



Hypothesis 1 (H1).

SE internal factors have a positive effect on sustainability.






2.2. Ecosystem and Sustainability


The entrepreneurial ecosystem is a collection of interconnected elements that influence the formation of productive entrepreneurs and, as a result, add value to the economy, society, and environment [42,43,44,45,46,47]. Productivity rises as the number of new businesses (start-ups) grow, absorbing a larger number of more productive workers. Similarly, Han and Shah proposed that elements of the ecosystem such as financing, organizations, technology and data, strategies, institutional infrastructure, and government policy would ease the scaling up of the enterprises [21], while Venkataraman found the entrepreneurial ecosystem, or the environment that encourages the formation of new businesses, is a web of interconnected elements that includes risk-takers, information brokers, resource providers, demand markets, and enabling technologies that work together to create a virtuous cycle of wealth creation [46]. Beyond the entrepreneur, some ecosystem components include supporting infrastructure, culture, business support services, policies, and various regulations. Because enterprises are also part of the ecosystem, it is obvious that the performance of the company will affect the quality of the ecosystem.



In addition to internal resources, external components (in this case the ecosystem) are also believed to be able to influence the success and sustainability of a business [48]. An entrepreneurial ecosystem is defined as a set of interdependent actors and factors that are coordinated in such a way as to enable productive entrepreneurship within a given area [45]. If it is associated with SE, to support its productivity, the SE ecosystem can be in the form of access to finance, access to networks and social culture that supports SE to develop. Funding is a factor that can determine the continuation of SE in terms of access to finance [30]. SE funding can vary; historically, SEs have relied on government grants and donor funding [49]. However, SE’s financial resources do not come solely from these two sources; SE must also be able to manage the income generated by its business activities. Government funding, donor funding of international organizations, and individual donations are all examples of external funding. Sigasa found that only 45% of social enterprises generate sufficient revenue from operations to sustain the organization. The remaining 55% depend on donor funding and other means of survival, such as using personal income and relying on volunteers [30].



Furthermore, the presence of a network increases organizational sustainability [12], because social capital can help organizations obtain resources and information [50]. Access to networks/social capital has proven to be effective in influencing organizations to achieve business sustainability [51]. Community involvement is also important in terms of developing, proposing, and enforcing potential solutions to social problems. High levels of social capital and trust among ecosystem actors have a positive impact on SEs’ ability to introduce social innovations [20]. Social culture, the next component of the ecosystem, is the norms of people’s behavior, including ethical and moral codes, which are people’s reactions to market failures [52]. The community and culture of a location can have a significant impact on the entrepreneurial process [42,53], thus a culture that supports social entrepreneurship is required to encourage the growth and development of social enterprises in a region [45,54]. In addition to access to finance and networks, the role of social culture can also affect economic performance [52]. The following hypothesis is proposed based on previous research and the explanation above.



Hypothesis 2 (H2).

SE ecosystem has a positive effect on sustainability.






2.3. Dynamic Capabilities and Sustainability


Organizations with strong competitive advantages rooted in the company’s processes, culture, or mindset are not always able to keep pace with changes in external environmental conditions (e.g., technological changes), and this condition can cause organizations to be late in dealing with these changes. Organizations must constantly update their internal capabilities to deal with these dynamic environmental changes, which are referred to as dynamic capabilities [22].



The ability of a company to integrate, build, and reconfigure internal competencies in the face of a rapidly changing environment is defined as dynamic capabilities [22]. Teece divides dynamic capabilities into three categories: sensing, seizing, and transforming [55]. Dynamic capabilities refer to a company’s ability to develop new manufacturing processes and products/services to respond quickly to environmental changes [56]. Meanwhile, other researchers said dynamic capabilities refer to a company’s ability to integrate, build, and reuse internal and external resources to be the best and configure to create and develop new capabilities and market opportunities [57,58]. Dynamic capabilities are typically embedded in organizational processes and routines that enable businesses to adapt to changing market conditions. sequentially reconfigure their source base, and ultimately gain a competitive advantage [59]. According to research on dynamic capabilities, the ability to reconfigure internal and external capabilities occurs not only in companies facing fast and dynamic environmental changes, but also in companies facing relatively stable environmental conditions [60]. In this case, the learning mechanism will encourage a dynamic capability process.



Finally, establishing a long-term competitive advantage is dependent on the organization of the company’s resources and capabilities [57]. In line with this, Eikelenboom and de Jong argued that dynamic capabilities are important in the context of MSMEs because they can help MSMEs overcome resource constraints and increase their level of success in efforts to achieve sustainability [61]. Ince and Hahn found that SE’s dynamic capabilities can support business sustainability as long as they are able to seize opportunities and take advantage of them well [62]. Based on the previous research and the explanation above, the following hypothesis is proposed.



Hypothesis 3. (H3).

Dynamic capabilities have a positive effect on sustainability.






2.4. Innovation and Sustainability


In its most basic form, innovation is doing something new, useful, and rewarding that requires management to capitalize on [63]. Social innovation is defined as new solutions (products, services, models, markets, processes, organizations, or others) that simultaneously meet social needs (more effectively than existing solutions) and lead to new or improved opportunities and relationships, as well as better use of assets and resources [64].



Several researchers contended that innovation is central to the SE process [20]. Furthermore, the use of market-based revenue generation methods is part of the innovation process and, as a result, SE is essentially an innovation process [3]. Entrepreneurship and innovation are inextricably linked because both involve the process of discovering, evaluating, and exploiting opportunities (entrepreneurship) and new things (innovation) [65]. The company’s proclivity to experiment, new ideas, and creative processes that can result in new products/services is reflected in innovation [66]. Innovation can take many forms, including incremental improvements and radical breakthroughs. It is possible to conclude that all innovations imply change, but not all changes imply the introduction of new ideas or the achievement of significant improvements [37].



Innovation can be classified into four categories [67,68,69]. First, product and/or service innovation, which entails changing the organization’s products or services by utilizing new or existing technologies. It refers to the creation and promotion of new products and services related to customer satisfaction. The second type of innovation is process innovation, which involves changing the way new products or services are improved. It entails the development of new methods of manufacturing and providing services. Third is marketing innovation, which refers to altering the context in which goods or services are introduced to the market by focusing on consumer needs. Fourth, organizational innovation (management or mental processes) entails changing the underlying mental model. Fontana and Musa stated that one of the dimensions of innovation is continuous innovation in terms of the social impact that comes with it. The positive impact of an organization’s innovation created or generated for stakeholders is referred to as sustainable innovation [70]. The dimensions of innovation in this study are divided into five categories based on the characteristics of the society to be studied, namely product innovation, process innovation, marketing innovation, continuous innovation, and open innovation.



The goal of social innovation is to provide outcomes that are relevant to the needs of the community, and this is a problem that the community must face and handle. Employee innovation is required for business sustainability [71], but social innovation is the key for companies to achieve corporate sustainability [13,14,15]. Therefore, social innovation capacity plays a very important role in achieving organizational sustainability. SE will be sustainable if it has a greater capacity for innovation. The following hypothesis is suggested based on prior research and the explanation above.



Hypothesis 4. (H4).

Innovation has a positive effect on sustainability.






2.5. Mediation of Dynamic Capabilities on Sustainability


Businesses today operate in a world that is not only riskier but also more volatile, uncertain, complex, and ambiguous [72]. Organizations that are too close to traditional ways of operating will be hindered from achieving success. On the other hand, those who focus on developing new products and processes coupled with business model innovation must enhance their dynamic capabilities. One of the important factors to be able to have a strong dynamic ability is to increase the entrepreneurial leadership of the top management team [73].



The relationship between company resources and dynamic capabilities is often seen as a necessity. McKelvie and Davidsson examined how the relationship between the characteristics of the founders, which are personal characteristics, with dynamic capabilities in the company’s efforts to build competitiveness. Conclusively, they found that different founder characteristics define different capabilities [74].



In previous research, Wu discovered that in achieving performance, the relationship between company resources and dynamic capabilities is very close, where dynamic capability is an intermediary between company resources and performance [58]. Arend discovered the same thing: personal characteristics in SMEs have a positive impact on dynamic capabilities in achieving company performance [75].



Dynamic capabilities, in addition to having a relationship with the company’s internal factors, are also closely related to its external factors. The original concept of dynamic capability emphasized at least three elements, namely sensing, seizing, and transforming [50], and this concept is still evolving [56,62,76]. Sensing and seizing capabilities, according to this concept, are the company’s response to the business environment, particularly changes in the market or technology. However, it has been discovered that the business environment is an important factor in developing dynamic capabilities. Eriksson discovered in an extensive literature review that the role of the external environment in building the company’s internal capabilities is becoming increasingly important, both in the form of business networks or resources or capabilities from outside the company that can be used to supplement the company’s internal capabilities [77]. Small businesses’ dynamic capabilities can be gradually developed by utilizing resources from outside their business network [78]. Furthermore, Eikelenboom and de Jong discovered that dynamic capabilities have an impact on business sustainability [61]. Based on the previous research and the arguments presented above, the following hypotheses are proposed.



Hypothesis 5. (H5).

Dynamic capabilities mediate the influence of internal factors on sustainability.





Hypothesis 6. (H6).

Dynamic capabilities mediate the effect of ecosystems on sustainability.






2.6. Mediation of Innovation on Sustainability


Leadership always involves vision [79] and leaders will serve as role models by their subordinates [80]. This means that leaders’ ethical behavior must be taken-into account because it plays an important role in promoting innovative ideas in organizations [81]. In the context of entrepreneurial leadership, leaders have an important role in the formation of corporate entrepreneurship. Leadership has an effect on organizational growth capability, one of which is measured by the innovation process [82]. Furthermore, several other researchers studied the relationship between leadership and organizational innovation and concluded that leadership is one of the components supporting the formation of innovation [16,83,84,85].



Proactive personal characteristics will trigger innovation [19], and this personality will also encourage someone to develop SE [86]. Meanwhile, it is critical to emphasize that financial and human resources are the driving forces behind innovation [17,87].



Entrepreneurial activity, as an output of the entrepreneurial ecosystem, is considered the process by which individuals create opportunities for innovation [45]. Igwe et al. also found that various elements of an ecosystem, such as regulatory norms (formal or informal), access to markets, access to other resources, and culture, as well as the use of technology, will encourage the mechanism of innovation [88]. Entrepreneurs will use this mechanism to channel knowledge, share information, resources, and networks. This mechanism necessitates collaboration among various stakeholders, including industry, government, academia, and society (Quadruple Helix) [89]. However, Biggeri, Testi & Bellucci warned that ecosystems can also hinder SEs in achieving their objectives and, more generally, in fostering social innovation [20].



Aside from internal elements that drive innovation, ecosystems are thought to be capable of shaping innovation. Several studies have found that a company’s potential to innovate is hampered by a lack of financial access [90,91]. According to Chuluun, Prevost, and Upadhyay, diverse network characteristics influence the inputs and outputs of innovation [92]. Meanwhile, some studies claimed that network interactions between consumers, intermediaries, business groups, and providers of goods or services have an impact on innovation [87,93]. As previously said, numerous studies have shown that innovation has an impact on sustainability, they discovered that the key to a company’s sustainability was its potential for innovation. Based on the previous research and the explanation above, the following research hypotheses are proposed [13,14,15,20]



Hypothesis 7. (H7).

Innovation mediates the influence of internal factors on sustainability.





Hypothesis 8. (H8).

Innovation mediates the effect of ecosystems on sustainability.






2.7. Mediation of Dynamic Capabilities and Innovation on Sustainability


The mediating role of dynamic capabilities and innovation on sustainability does not stand alone. Dynamic capabilities that are well managed will create innovations which will then increase sustainability. Organizations need to be supported by the organization’s ability to dynamically manage resources, namely integrating, building and reconfiguring internal and external competencies in the face of drastic environmental changes [94].



Research from Liao, Kickul, and Ma explored the ability to recognize opportunities and to configure and use existing resources (dynamic capabilities) in the company’s innovation process [95]. In line with that, several other studies have also proven that dynamic capabilities affect innovation [14,96,97]. Meanwhile, other studies emphasized the importance of corporate resources on dynamic capabilities [17,98]. Rothaermel and Hess specifically emphasized three levels of internal resources that determine a company’s innovation capability, namely the individual, company, and network levels as determinants of the company’s innovation ability [98]. Although they did not explicitly define the existence of a dynamic capability construct, it is implied that this capability is formed due to the configuration of various resources owned by the company. Several recent studies have also found that resources and capacities can help drive innovation [87,99]. The ability to absorb plays a very important role in increasing the company’s ability to create new knowledge that drives innovation. The Resource-Based-View also emphasized that resources and capabilities are important factors for companies to develop competitive advantages that ultimately drive innovation. The following hypotheses are proposed based on the findings of previous studies and the explanation provided.



Hypothesis 9. (H9).

Dynamic capabilities and innovation mediate the influence of internal factors on sustainability.





Hypothesis 10. (H10).

Dynamic capabilities and innovation mediate the influence of the ecosystem on sustainability.





The research model, as shown in Figure 1, is derived from the relationships between the variables stated in the hypotheses above.





3. Methods


3.1. Data Collection and Sampling


Data collection was carried out through an online survey (SurveyMonkey platform) and some were conducted face-to-face during October 2020 to February 2021 in all regions in Indonesia. This study uses non-probability sampling or purposive sampling methods. The unit of research analysis is MSME, which is a social enterprise in Indonesia, and has been established for at least two years. Research respondents are the founders, owners, or managers who manage these MSMEs.



The sample measurement is based on Hair, Black, Babin, and Anderson’s recommendation of a minimum sample size of 150 samples [100]. The sample of this study amounted to 187 respondents. This sample size is comparable with that in the previous research conducted by Puspadewi, Soetjipto, Wahyuni, and Wijayanto, which received responses from 189 social enterprises in Indonesia [101]. This research investigated the cognitive complexity of social enterprise leaders, which results in behavioral complexity and has an effect on sustainability performance.



Structural Equation Modeling (SEM) was used to analyze the data. SEM is made up of two analyses: the measurement model and the structural model. The measurement model quantifies the relationship between indicators and their latent variables, whereas the structural model explains the relationship between latent variables [102]. The validity and reliability of the model are assessed while evaluating the measurement model, while the level of fitness of the data with the model (via GOFI) and the significance of the coefficient of the variable being tested (through the t-value) are tested when testing the structural model.




3.2. Instrument Development


Five latent variables were measured in this study, namely sustainability, innovation, dynamic capabilities, internal factors, and ecosystem. Prospective respondents were asked screening questions to ensure that they met the requirements before filling out the questionnaire. The filter questions were: 1. The organization has been in existence for over two years; 2. All activities of the organization are not funded by grants; 3. The primary goal is to carry out a social mission; 4. The remaining operating profits are not only distributed to SE’s shareholders.



The research questionnaire was designed to elicit responses to research questions from respondents. This study employed a six-point Likert scale, with 1 being ‘strongly disagree’ and 6 being ‘strongly agree’. Each variable in this study was quantified using an indicator variable adapted from previous research. Table 1 summarizes the measurement model testing, as well as an example of an indicator for each dimension.





4. Results


As shown in Table 2, the number of SEs is distributed evenly between those who do not have legal entities (sole proprietorship, 49.2%) and those who do. The SE studied came from all over Indonesia, although the largest number (89.3%) came from Java Island, according to the SE distribution map [116]. Respondents were dominated by micro-scale SE (62.0%) with sales below Rp. 300 million per year, 27.3% small scale and 10.7% medium scale. Based on the number of employees, most (39.0%) of SEs have less than 5 employees, and 29.4% 6 to 10 people. Only 31.6% of SE have more than 10 employees. Most of the SEs have employees who are also beneficiaries (76.5%) and only 23.5% of SEs whose employees are not beneficiaries.



In addition, based on the source of capital, the majority (56.7%) of SE did not receive any grants at all. Most (84%) of SE’s capital did not come from loans to other parties (banks, non-banks, or moneylenders), and 51.3% had the dominant capital composition (76–100% of capital) coming from their own capital and family. Most SEs do two or three social activities. Poverty alleviation, education, and business empowerment are the top three social activities carried out by almost all social activities, both as primary and secondary activities. Similarly, in terms of business activities, SE does not have a single type of commercial activity. The trade and production sectors are the top two commercial activities carried out by SE, both as primary and secondary activities. The gender composition of respondents is balanced, with men 50.3% and women 49.7%, and ages ranging from 25 to 40 years (44.4%), followed by ages 41 to 56 years (41. 7%). This is consistent with the current population’s demographics, which show that Gen X and Gen Y are the most productive generations. In terms of education, the majority (49.2%) have a bachelor’s degree and a high school diploma (35.8%). The majority of respondents (72.7%) are owners or founders, with the remainder (27.35%) are managers.



4.1. Measurement Model


From the results of the validity test, two indicators of sustainability, two indicators of innovation, four indicators of internal factor, and four indicators of ecosystem have a standard factor loading (SFL) value of <0.5, so they are excluded from the model. The results of the latent variable reliability test show that the value of construct reliability (CR) > 0.7 and the value of variance extract (VE) > 0.5, except for construct sustainability (CR value is 0.78), so even though the VE is 0.47 (close to 0.5), it is still acceptable and categorized as acceptable [102,117]. Thus, all variables are declared valid and reliable.




4.2. Structural Model


Construction model testing was conducted to validate the proposed research model. The test results show the goodness of fit index consisting of RMSEA = 0.00; SRMR = 0.042; RMR = 0.028; GFI = 0.99; AGFI = 0.99; NFI = 1.00; NNFI = 1.02; RFI = 1.00 and Normed Chi-square = 0.12 all have a good fit. It can be said that the overall model fit of the structural model is good and the research data fit the model.



Figure 2 shows the research model with the results of hypothesis testing. Furthermore, an analysis of the structural relationship is performed. The t-value and coefficient on the structural equation are used to test the research hypothesis. If the variable has a t-value greater than 1.645, it is declared to have a significant effect (one-tailed). Table 3 displays the coefficients, the significance of the relationship between the direct variables, and the role of the mediating variable as calculated by the Sobel test.



It was discovered that the factors that directly influence SE’s sustainability are ecosystems, dynamic capabilities, and innovation, while the factors that indirectly influence SE’s sustainability are internal factors. Internal factors, with mediating variables dynamic capabilities and innovation, are the most effective way to influence SE’s sustainability.





5. Discussion, Implications, and Conclusions


5.1. Discussion


The purpose of this research is to examine the factors that have a direct impact on SE’s sustainability, as well as the role of dynamic capabilities and innovation in ensuring SE’s sustainability. The findings of this study do not support the previous studies that found internal factors have direct impacts on sustainability [27,34,36]. This study shows that SE’s mission, leadership, leader personality, and resources (financial, human, and social) are insufficient to ensure sustainability. Therefore, internal factors do not have a significant positive effect on sustainability.



This study attempts to clarify the ecosystem and dynamic capability theories. The ecosystem theory suggests that the environment has provided the elements required to construct mechanisms for innovation [45,88,89]. Thus, it is up to any enterprise within the ecosystem to utilize the mechanisms and resources available within the ecosystem. Meanwhile, dynamic capability theory asserts that resources alone are insufficient to create innovation. The findings of this study point out social enterprises should equip themselves with the ability to capture what is happening in the ecosystem and combine it with internal resources to innovate. According to the literature, this innovation should be collaborative.



Furthermore, this study also demonstrates that the ecosystem has a significant positive effect on SE’s sustainability. This is consistent with previous research [12,30,48,51,52], which discovered that access to finance and networks, as well as the role of social culture, all contribute to SE’s sustainability. This study particularly reveals that social culture and access to networks play an important role as shown by the finding that SE activists are motivated by the community’s encouragement and appreciation.



In contrast with the findings of Ince and Hahn [62], who found that SE sustainability will be aided by dynamic capabilities, this study shows a negative relationship which can be explained as follows: first and foremost, it must be acknowledged that developing organizational capabilities that are constantly adaptable to changes in the environment is extremely difficult [118]. Even if it is technically possible, dynamic capabilities like this have the potential to reduce SE’s sustainability. This is due to the fact that the characteristics of SE are not always the same as those of SMEs that only carry out commercial activities and want to continue to change in response to changes in the environment to maintain their competitive advantage. In the case of SE, too dynamic (radical) changes can jeopardize the organization’s sustainability because they consume resources; thus, not surprisingly, dynamic capabilities have a negative impact [119,120]. This is reinforced by SE in this study majority (62%) are micro-scale MSMEs with annual sales of less than Rp 300 million. Changes that are too frequent and necessitate relatively large costs (for example, changing machines, SOPs, layouts, or others) will have a significant impact on the company’s finances and, ultimately, its sustainability.



The impact of innovation on sustainability is significant. This is consistent with the findings of previous research [13,14,20], which showed that innovation has a significant impact on sustainability. The dimensions of process innovation, sustainability innovation, product innovation, and marketing innovation strongly shape the innovation. In practice, SE must continue to innovate to meet market demands. Nonetheless, the innovations implemented must remain consistent with SE’s mission and primary goals. Several SEs with social activities focused on poverty alleviation and women’s empowerment want to help the surrounding community prosper by teaching mothers and young women in the SE environment to sew blankets and bags out of patchwork. SE saw new business opportunities as a result of the pandemic, sewing masks, prayer mats for traveling, and even hats with a face shield. This solution may not be long-term, but to survive, SE must be able to produce short-term innovations.



Dynamic capabilities do not mediate the influence of internal and ecosystem factors on SE sustainability. Nonetheless, this study demonstrates that innovation mediates internal factors to sustainability; innovation plays a role in absorbing internal factors to build sustainability. This is consistent with previous that found that internal factors create innovation [16,17,19,85], and that innovation, in turn, increases sustainability [13,14,20]. Leaders or owners of SEs need to continuously create opportunities to ensure their sustainability that would help the beneficiaries.



Dynamic capabilities and innovation, when combined, mediate internal and ecosystem factors to SE sustainability. This is consistent with previous research [14,96,97] that found dynamic capabilities will encourage innovation and eventually sustainability. Although dynamic capabilities do not mitigate the impact of internal and ecosystem factors on SE sustainability, they will increase SE sustainability if they are used to foster innovation through product changes, work methods, promotions, or other small (incremental) changes.



Earlier studies on ecosystem theory imply that firms and their ecosystems have a reciprocal relationship [45]. Various elements of the ecosystem can facilitate or hinder business continuity, and firms’ activities or conduct would have an impact on the ecosystem’s quality or even sustainability. To capture this relationship, the research develops various indicators to determine how far the company is giving back to the business environment or ecosystem, in addition to examining the various factors that influence the sustainability of social enterprises, which is the main purpose of this study. “Our company establishes a new SE,” “our organization motivates people to care about social enterprise,” “our organization is involved in the social enterprise community,” and “there is a bond between institutions in the community and us” were among the indicators examined.



Most of the indicators used (with loading levels above 50%) confirm that the firm delivers something back to its ecosystem. This is strong evidence that social enterprises have contributed to the development of broad social awareness in the community, which will ultimately strengthen the ecosystem. However, the indicator for “developing new SE” is low, implying that SE in Indonesia has not yet fully contributed to the growth of new enterprises of the same kind (scale-up).




5.2. Implications


This study demonstrates that the ecosystem is a difficult factor for the SE to control, but it can determine the SE’s life or death. For example, if the culture of the community has been absorbed through various social activities, the sustainability of the SE can be expected; however, the opposite situation can also occur. Faced with this, SE does not have to surrender to circumstances in the external environment over which he has no control. Through their dynamic capabilities, SE management must learn to manage changes in the external environment (ecosystem). Therefore, SE needs to adapt to the ecosystem that can affect sustainability. SE needs to understand changes in the environment and strive to attract support from the surrounding community. SE assisted by the local government can socialize the importance of the existence of SE to the local community and open themselves to opportunities or changes that exist. What needs to be considered is the adaptation that is made as much as possible does not change the SE mission.



On the other hand, management must recognize that SE’s internal resources are insufficient to ensure the sustainability of SE. It requires the ability to recognize and seize opportunities, as well as to filter which ones are important to the organization and rearrange internal resources to deal with them. SE needs to increase the flexibility of its resources in order to create innovation and improve sustainability. SE should make its employees more generalist in order to be more adaptive to change. SE should also not be fixated on rigid programs when making financial budgets and be more active in SE activities that support its mission.



However, SE management must exercise caution when developing dynamic capabilities to support its sustainability. The ability to identify and capitalize on existing opportunities, followed by too radical changes, will actually reduce SE’s sustainability. SE managers need to be careful in choosing the right strategy when adapting to environmental changes. If the environment changes so drastically, it is better for SE managers to concentrate on preparing HR so that they can work more flexibly, but do not need to make drastic changes to the organization, SOPs and others (which characterize dynamic capabilities). SE’s innovation should be in the form of incremental change, not radical change. SE does not need to force innovation on radical change. SE should perform a collaborative innovation, utilizing resources and infrastructures that available in ecosystem. This innovation should be in the form of incremental change, not radical change. SE does not need to force innovation on radical change. SE can multiply creative ideas to make product diversification, marketing channels, promotions and more.




5.3. Limitation and Future Research Suggestions


This article provides empirical evidence on the importance of innovation and dynamic capability in ensuring the sustainability of a society. However, some limitations must be considered. The study’s first limitation is the relatively small sample size. Despite the fact that it has covered all of Indonesia, the number of samples is still very small. If this study is to be replicated in other countries, the research sample should be expanded. This study was carried out on the MSE scale SE; the results may differ when applied to a larger scale SE. Similarly, if applied outside of Indonesia, which has a different organizational culture and the role of the private sector or the government may be very different, it is necessary to exercise extreme caution in generalizing the study’s findings. In addition, more research into more appropriate government support for SEs is required. The following research can include infrastructure variables that support innovation, as well as an examination of SE based on the type of activity, which may yield different results. Furthermore, the perspectives of employees and beneficiaries were not taken-into account in this study. As a result, future research should include the perspectives of employees and beneficiaries to validate the study’s findings.




5.4. Conclusions


Ecosystems, dynamic capabilities and innovation are proven to have a direct effect on sustainability, while internal factors must be managed properly before they can affect the sustainability of SE. Ecosystems have a significant positive direct effect on the sustainability of SE; meaning that changes in the ecosystem can determine the life/death of SE. An interesting finding in this study is that dynamic capabilities have a significant but negative direct effect on SE sustainability. The higher the dynamic capability can endanger the sustainability of SE. Innovation is proven to have a significant positive effect on sustainability.



The role of dynamic capabilities as a mediator from internal and ecosystem factors to SE sustainability is not proven. The management of internal factors and ecosystems is not enough to make SE able to continue its business. However, innovation is proven to play a role as a mediator in the influence of internal factors on sustainability. If internal factors succeed in creating innovation, then business sustainability will be higher. However, the role of innovation to mediate ecosystem effects is not proven. The joint role of capability and innovation as a mediator in the influence of internal and ecosystem factors to increase SE sustainability has proven to be significantly positive. When internal factors can be absorbed by dynamic capabilities and create innovation, SE sustainability will increase. It’s the same with ecosystems, if SE’s dynamic capabilities are able to absorb the ecosystem and then create innovations, SE will be able to increase the sustainability of its business.



Ecosystems, dynamic capabilities, and innovation have been shown to have a direct impact on sustainability, whereas internal factors must be managed properly before they can have an impact on SE’s sustainability. Ecosystems have a significant positive direct effect on SE’s sustainability, which means that changes in the ecosystem can determine SE’s life/death. This study discovered an intriguing finding: dynamic capabilities have a significant but negative direct effect on SE sustainability. The greater the dynamic capability, the greater the risk to SE’s sustainability; however, innovation has been shown to have a significant positive effect on sustainability.



The role of dynamic capabilities as a mediator between internal and ecosystem factors and socioeconomic sustainability has not been established. The management of internal factors and ecosystems is insufficient to allow SE to continue operations. However, it has been demonstrated that innovation can act as a mediator in the influence of internal factors on sustainability. If internal factors succeed in generating innovation, business sustainability will improve. However, the role of innovation in mediating ecosystem effects has yet to be established. The combined role of capability and innovation as a mediator in the influence of internal and ecosystem factors on SE sustainability has proven to be extremely beneficial. SE sustainability will increase when internal factors can be absorbed by dynamic capabilities and generate innovation. It is the same with ecosystems; if SE’s dynamic capabilities can absorb the ecosystem and then create innovations, SE will be able to increase its business’s sustainability.
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Figure 1. Research Model. 
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Figure 2. Research Result Model. 
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Table 1. Measurement Model Testing.






Table 1. Measurement Model Testing.





	
Variables

	
Dimension

	
SLF

	
CR

	
Sources

Modified From






	
Sustainability

	
Financial Sustainability (3 items)

• Our business revenues are sufficient

	
0.73

	
0.78

	
[12,103,104,105,106]




	

	
Non-financial Sustainability (3 items)

• Community development through empowering beneficiary

	
0.75




	
Innovation

	
Product Innovation (4 items)

• Number of new products/services introduced

	
0.91

	
0.93

	
[67,70,107]




	

	
Process Innovation (3 items)

• Pioneer disposition to introduce new process.

	
0.98




	

	
Marketing Innovation (3 items)

• Renewing the product promotion techniques employed for the promotion

	
0.90




	

	
Sustainable Innovation (3 items)

• The activities of our organization do not pollute the environment.

	
0.93




	

	
Open Innovation (3 items)

• The community gives us the idea of innovating.

	
0.51




	
Dynamic Capability

	
Sensing (3 items)

• We systematically search for information on the current market situation

	
0.84

	
0.86

	
[108]




	

	
Seizing (3 items)

• We recognize what new information can be utilized in our organization

	
0.80




	

	
Transforming (3 items)

• In our organization, the change plan can be adapted to the situation.

	
0.82




	
Internal Factors

	
Mission (4 items)

• Since its beginning, our organization has sought to improve society

	
0.69

	
0.93

	
[6]




	

	
Leadership (7 items)

• Is passionate about his/her work

	
0.82

	

	
[35]




	

	
Leader Personality (8 items)

• Quickly adapt when the business environment changes.

	
0.82

	
[35,41]




	

	
Company Resources(financial, human and social) (14 items)

• Our organization is easy to get loans from external parties

	
1.02

	
[12,105,109,110,111]




	
Ecosystem

	
Access to Finance (5 items)

• Many choices of sources of funds or loans in our area.

	
0.53

	
0.74

	
[112,113]




	

	
Access to Networks (4 items)

• There is a bond between institutions in the community and us

	
0.75

	
[105,114]




	

	
Social Culture (5 items)

• The local government rewards social enterprise’s activities.

	
0.80

	
[45,115]
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Table 2. Social Enterprise’s profile.
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	Category
	Number of SE
	Percentage





	1. Legal Entity
	
	



	Sole proprietorship
	92
	49.2



	Foundation
	46
	24.6



	Inc., Ltd.
	33
	17.6



	CV
	13
	7.0



	Cooperation
	3
	1.6



	
	187
	100



	2. Area
	
	



	West Java
	65
	34.8



	East Java
	31
	16.6



	Central Java
	29
	15.5



	Jakarta
	21
	11.2



	Bodetabek
	21
	11.2



	Kalimantan, Sulawesi
	9
	4.8



	and Papua
	
	



	Sumatra
	7
	3.7



	Bali and Nusa Tenggara
	4
	2.1



	
	187
	100



	3. Annual Sales
	
	



	<Rp 300 Mio
	116
	62.0



	Rp 300 Mio–2.5 Bio
	51
	27.3



	Rp 2.5 Bio–50 Bio
	20
	10.7



	
	187
	100



	4. Number of employees
	
	



	≤5
	73
	39.0



	6–10
	55
	29.4



	11–20
	34
	18.2



	>20
	25
	13.4



	
	187
	100



	5. Employees concurrently
	
	



	   beneficiaries
	
	



	Yes
	143
	76.5



	No
	44
	23.5



	
	187
	100
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Table 3. Statistical Test Results: Structural model decomposition.
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Hypo-thesis

	
Relationship between

Variables

	
Coefficient

	
Result






	
Direct Effect




	
H1

	
Internal factor to

sustainability

	
0.23

	
Not significant

	
Hypothesis is not

supported




	
H2

	
Ecosystem to

sustainability

	
0.36 **

	
Significant positive

	
Hypothesis is

supported




	
H3

	
Dynamic capability

to sustainability

	
−0.32 **

	
Significant negative

	
Hypothesis is not

supported




	
H4

	
Innovation to

sustainability

	
0.32 ***

	
Significant positive

	
Hypothesis is

supported




	
Mediation Role of Dynamic Capability




	
H5

	
Internal factor to

sustainability

	
0.67x − 0.32 = −0.21

	
Not significant

	
Hypothesis is not

supported




	
H6

	
Ecosystem to

sustainability

	
0.31x − 0.32 = −0.1

	
Not significant

	
Hypothesis is not

supported




	
Mediation Role of Innovation




	
H7

	
Internal factor to

sustainability

	
0.44 × 0.32 = 0.28 ***

	
Significant positive

	
Hypothesis is

supported




	
H8

	
Ecosystem to

sustainability

	
0.00 × 0.32 = 0.00

	
Not significant

	
Hypothesis is not

supported




	
Mediation Role of Dynamic Capability and Innovation




	
H9

	
Internal factor to

sustainability

	
0.67 × 0.47 × 0.32 = 0.1 **

	
Significant positive

	
Hypothesis is

supported




	
H10

	
Ecosystem to

sustainability

	
0.31 × 0.47 × 0.32 = 0.05 **

	
Significant positive

	
Hypothesis is

supported








T-Value of Mediation Effect is calculated using the calculation for the SOBEL TEST (quantpsy.org). ** significant 5%. *** significant 1%.
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