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This study examines the impact of regeneration 
and external knowledge on business sustainability 
in the Tanggulangin cracker MSME in Sidoarjo 
Regency, by implementing innovation practices as 
a modification. This study uses a quantitative 
research approach and asks questions to 65 
respondents who are MSME actors who have a 
perspective on the business regeneration 
succession process and regularly participate in 
training activities organized by the local 
government. By using SmartPLS 4.0 to analyze the 
data, the findings show that regeneration and 
external knowledge have a significant positive 
effect on business sustainability. This finding is 
consistent with the Theory of Planned Behavior, 
which states that intention is a function of three 
determinants: the first is personal, the second 
reflects social influences, and the third is related to 
control with problems. Intention plays a unique 
role in directing action, serving as a link between a 
person's deep beliefs and desires and specific 
actions. 
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INTRODUCTION  
Indonesia has many MSMEs, particularly in the food industry 

Indonesia’s diverse cultural traditions, with their unique regional 
characteristics, contribute to the variety of food products created, which in turn 
has led to a surge in the growth of MSMEs in the food sector. Sidoarjo Regency 
is a region located in East Java Province, with a population of 1,996,825 in 2024. 
Known as the City of Shrimp, Sidoarjo is famous for its various shrimp-based 
processed products, including crackers, which are produced in Tanggulangin 
District. Tanggulangin District is an area in Sidoarjo Regency with small-scale 
industries and MSMEs that produce various types of crackers in a wide range of 
flavors. 
Over time, the prospects for MSMEs have declined 

As family businesses age, the owners inevitably make changes. One such 
change is the generational succession process. In 2000, there were 252 cracker 
MSMEs operating in Tanggulangin, peaking in 2020. Since then, one by one, 
cracker MSMEs in Tanggulangin have closed, leaving only 180 still in operation. 
Based on direct interviews with one cracker MSME owner in Tanggulangin, 
Sidoarjo Regency, it was revealed that there is still a lack of interest from his 
children or grandchildren in continuing the cracker business. This is because 
some of his children prefer office jobs, which they perceive as "cooler." This 
mindset has led the informant to continue managing the business independently. 

On the other hand, a second informant—also a cracker MSME owner in 
Tanggulangin, Sidoarjo Regency—has successfully passed the business on to his 
children. He stated that he prepared the business for his children so they could 
achieve financial stability in the current difficult job market. As a result, his 
cracker MSME now has several branches across different villages in Sidoarjo 
Regency. 
This study attempts to introduce Innovation Practices as a mediating or 
intervening variable 

One of the most important aspects in developing a business is innovation. 
A product is considered attractive not only in terms of taste but also in its 
packaging strategy. Packaging design is one of the key drivers of product sales 
(Makaroni, 2023). 

In MSMEs, cracker innovations include packaging and flavor variants. 
Packaging that was once done with thin plastic is now vacuum-sealed in 
transparent plastic, making it look cleaner, more hygienic, and professional. 
Flavor innovations have also been introduced: where previously there was only 
the original flavor, now there are new variants like balado (spicy), cheese, grilled 
corn, and sweet-spicy flavors. This variety has increased consumer buying 
interest. Product innovation doesn’t just mean creating something new, but also 
improving existing products. 
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LITERATURE REVIEW 
Regeneration 

According to Harmis (2020), regeneration refers to the replacement of 
business actors with individuals who have sufficient capability to manage the 
business and respond to environmental dynamics. Generational change and 
business continuity mean continuing the production process. Regeneration is 
expected to bring new “energy,” both physical and non-physical. The ability to 
keep learning and master technology—especially information technology—will 
positively impact competitiveness. 
External Knowledge 

According to Adam & Alarifi (2021), external knowledge refers to 
knowledge assistance provided to business actors by external parties. It provides 
essential knowledge and information needed to strengthen a business’s 
competitive position and increase its future prosperity. This includes market 
growth, innovation stimulation, and capability enhancement through improved 
managerial and marketing skills, thereby ensuring that MSMEs contribute more 
significantly to the national economy. 
Innovation Practices 

Innovation practices are an organization's ability to succeed in product 
development, which impacts increased sales, profits, and competitiveness. 
Innovation starts from an idea and involves the development of new products, 
processes, or services introduced to the market (Utomo, 2020). According to Chu 
(2024), innovation is essential for modern businesses seeking to survive in a 
world marked by competition, technological advancement, and recurring crises. 
Innovation practices are linked to business survival, with several relevant 
concepts highlighting this connection. 
Business Survival 

Business survival is the company’s ability to sustain its operations 
(Widayanto et al., 2020). It represents entrepreneurial characteristics that 
maximize the efficient use of human resources. It involves strong self-confidence 
and optimism, task and result orientation, risk-taking, leadership spirit, 
creativity and innovation, and accountability for business and social issues. 
 

RESEARCH HYPOTHESES AND FRAMEWORK 
The Effect of Regeneration on Business Survival 

According to Adam & Alarifi (2021), regeneration concerns how well a 
business learns from past experiences and uses them to ensure long-term 
survival. Regeneration involves transferring business operations and assets from 
parents to children willing to continue the business. This process usually 
happens in family businesses and requires a solid foundation built by the 
founding generation and a smooth transition to the next generation to ensure 
business continuity (Harmis, 2020). 

Hacdi & Mustamu (2016) found that regeneration has a significant impact 
on business survival. Similarly, Wayan et al. (2018) also found a positive and 
significant effect. Hence, the hypothesis is: 
H1: Regeneration has a positive and significant effect on Business Survival. 
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The Effect of External Knowledge on Business Survival 
According to Adam & Alarifi (2021), external knowledge includes 

knowledge and information from being part of a business social network, which 
helps develop resilience capabilities. External knowledge supports competitive 
positioning and future prosperity. 

Medase & Abdul-Basit (2020) and Ramirez et al. (2018) both found that 
external knowledge significantly affects business survival. Therefore, the 
hypothesis is: 
H2: External Knowledge has a positive and significant effect on Business 
Survival. 
The Effect of Regeneration on Business Survival through Innovation Practices 

Innovation refers to new ideas, practices, or objects considered new by 
individuals. It includes introducing added value in economic and social areas 
such as new products, services, production methods, and management systems 
(Widyawati, 2021). Business regeneration can enhance innovation practices in the 
next generation, which can in turn support business survival. 
According to Padilla-Meléndez et al. (2019), innovation practices significantly 
mediate the effect of regeneration on business survival. 
H3: Innovation Practices positively and significantly mediate the effect of 
Regeneration on Business Survival. 
The Effect of External Knowledge on Business Survival through Innovation 
Practices 

Business innovation is not only driven by generational ideas but also 
influenced by external knowledge gained through government or private sector 
programs. External knowledge supports innovative ideas that enhance market 
competitiveness and business sustainability (Anita, 2022). 
Adolph (2016) and Darsini et al. (2019) found that innovation practices positively 
mediate the effect of external knowledge on business survival. 
H4: Innovation Practices have a positive and significant mediating effect on the 
relationship between External Knowledge and Business Survival. 
 

METHOD 
This study uses a quantitative research method. The sampling technique 

employed is probability sampling with simple random sampling. This method 
ensures that every individual in the population has an equal chance of being 
selected as a sample member. 

The measurement scale used is ordinal, using the Likert scale. The population 
for this research includes 180 cracker MSMEs in Tanggulangin, Sidoarjo Regency. 
A sample of 65 cracker MSMEs was selected, with respondents being business 
actors from the Tanggulangin cracker industry. The sampling criteria are: 

1. Second and third-generation cracker MSME business owners in 
Tanggulangin 

2. Business owners who have been operating their cracker business for at 
least 10 years 
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RESULT 
Convergent Validity 

The relationship model between variables and indicators in the 
measurement model for Reflective variables, namely Regeneration, External 
Knowledge, Innovation Practices, and Business Survival, is based on the outer 
loading table. 
 
 

 

 

 

 

 

 

 

  

 
Source: Processed Primary Data, 2025 

Factor Loading is the correlation between an indicator and a variable. If it 
is greater than 0.5 and/or the p-value is significant, then the indicator is valid 
and serves as an indicator/measure of the variable. 

Based on the outer loading table above, the Loading Factor (e.g., for the 
Regeneration variable (X1), X1.1 = 0.545; X1.2 = 0.595; X1.3 = 0.759; and so on) is 
greater than 0.5, thus meeting convergent validity. The analysis results in the 
table above show that all indicators in the research variables—Regeneration, 
External Knowledge, Innovation Practices, and Business Survival—have loading 
factors >0.5, thus meeting convergent validity. 
Discriminant Validity 

 

 

 

 

 

 

  

Source: Processed Primary Data, 2025 

Outer loadings
Matrix

Business 

Survival (Y)

External 

Knowledge (X2)

Innovation 

Practices (Z)

Regeneration 

(X1)

X1.1 0,545

X1.2 0,592

X1.3 0,759

X2.1 0,688

X2.2 0,735

X2.3 0,693

Y1 0,561

Y2 0,654

Y3 0,766

Z1 0,639

Z2 0,626

Z3 0,739

Table 1. Convergent Validity 

Discriminant validity
Fornell-Larcker criterion

Business 

Survival (Y)

External 

Knowledge (X2)

Innovation 

Practices (Z)

Regeneration 

(X1)

Business Survival (Y) 0,695

External Knowledge (X2) 0,524 0,706

Innovation Practices (Z) 0,671 0,388 0,677

Regeneration (X1) 0,619 0,363 0,648 0,638

Table 2. Discriminant Validity 
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If the AVE square root is greater than the correlation of the variable, then the 
discriminant validity is met. For example, for the Business Survival (Y) variable 
with 3 indicators (Y1 to Y3) it has an AVE square root of 0.695 which is greater 
than its correlation value with other variables of 0.524; 0.671; 0.619; etc.; so that 
the Business Survival (Y) variable meets discriminant validity. Overall, it shows 
that all research variables, namely Regeneration, External Knowledge, 
Innovation Practices, and Business Survival, have a AVE square root value 
greater than their correlation value with other variables, so the discriminant 
validity is met. 
Construct Reliability 
 

 

 

 

 

Source: Processed Primary Data, 2025 
 The next measurement model is the Average Variance Extracted (AVE) 
value, which indicates the magnitude of the indicator variance contained in the 
latent variable. Convergence: An AVE value greater than 0.5 also indicates 
adequate validity for the latent variable. Reflective indicator variables can be seen 
from the Average Variance Extracted (AVE) value for each construct (variable). 
A good model is required if the AVE value for each construct is greater than 0.5. 
Test results indicate that the AVE value for the constructs (variables) 
Regeneration, External Knowledge, Innovation Practices, and Business Survival 
is greater than 0.5, thus valid. 
 Construct reliability is measured by the composite reliability value. A 
construct is reliable if the composite reliability value is above 0.70, indicating that 
the indicator is consistent in measuring its latent variable. Test results indicate 
that the constructs (variables) Regeneration, External Knowledge, Innovation 
Practices, and Business Survival have composite reliability values greater than 
0.7, thus reliable. 
Analysis of PLS Results 
 

 

 

 

 

 

 Source: Data Processing, SmartPLS Output 

Construct reliability and validity
Overview

Cronbach's 

alpha

Composite 

reliability 

(rho_a)

Composite 

reliability 

(rho_c)

Average variance 

extracted (AVE)

Business Survival (Y) 0,741 0,739 0,701 0,644

External Knowledge (X2) 0,736 0,751 0,748 0,698

Innovation Practices (Z) 0,710 0,724 0,719 0,629

Regeneration (X1) 0,726 0,728 0,737 0,611

Table 3. Construct Reliability 

Figure 2 Outer Model Factor Load Rsquare 
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From the PLS output image above, we can see the magnitude of the factor 
loading value for each indicator located above the arrow between the variable 
and the indicator. We can also see the magnitude of the path coefficients located 
above the arrow line between the exogenous variable and the endogenous 
variable. In addition, we can also see the magnitude of the RSquare which is right 
inside the circle of the endogenous variable. 
R-Square 

 

 

 

 

 

Source: Processed Primary Data, 2025 

The R2 value (Business Survival) = 0.841. This can be interpreted that the 
model is able to explain the phenomenon/problem of Business Survival by 
59.60%. While the remaining (40.40%) is explained by other variables (besides 
Regeneration, External Knowledge, and Innovation Practices) that have not been 
included in the model and error. This means that Business Survival is influenced 
by Regeneration, External Knowledge, and Innovation Practices by 59.60%, while 
40.40% is influenced by variables other than Regeneration, External Knowledge, 
and Innovation Practices. 
Path Coefficient 
Direct Influence 

 

 

 

 

 

Source: Processed Primary Data, 2025 
H1: Regeneration has a significant positive effect on business survival 

with a path coefficient of 0.348, where the p-value = 0.028 is smaller than the α 
value of 0.05 (5%). Hypothesis 1 is accepted. 

H2: External knowledge has a significant positive effect on business 
survival with a path coefficient of 0.269, where the p-value = 0.043 is smaller than 
the α value of 0.05 (5%).  
 
 
 
 

Tabel 3. R-Square 

Path coefficients
Mean, STDEV, T values, p values

Original 

sample (O)

Sample 

mean (M)

Standard 

deviation 

(STDEV)

T statistics 

(|O/STDEV|)
P values

Regeneration (X1) -> 

Business Survival (Y)
0,348 0,338 0,158 2,205 0,028

External Knowledge (X2) -> 

Business Survival (Y)
0,269 0,272 0,133 2,029 0,043

Table 4. Direct Influence 
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Hypothesis 2 is accepted 
 
 

 

 

 

 

 

 

Source: Processed Primary Data, 2025 
H3: Regeneration has a significant positive effect on business survival, 

mediated by innovation practices, with a path coefficient of 0.204, where the p-
value is 0.045, which is smaller than the α value of 0.05 (5%). Hypothesis 3 is 
accepted. 

H4: External knowledge has a non-significant effect on business survival, 
mediated by innovation practices, with a path coefficient of 0.054, where the p-
value is 0.269, which is greater than the α value of 0.05 (5%). Hypothesis 4 is 
rejected. 
 

DISCUSSION 
The Effect of Regeneration on Business Survival 

The effect of regeneration on business survival in this study shows that 
the indicator of quality of life influences business survival, as illustrated by 
statements that entrepreneurial activity promotes better mental health and 
employment opportunities. In the findings, quality of life has a high loading 
factor, indicating that respondents expect the succession process in business 
regeneration to enable faster personal development through learning new things, 
contributing to decision-making, engaging in production processes, and leading 
a lifestyle aligned with values such as sustainability, fairness, or innovation. 
If MSME actors implement the regeneration process properly, it can create and 
enhance the survival of MSMEs. This is a crucial step MSME actors must take to 
continue their businesses without doubting their successors' ability to carry on. 
These findings are in line with the research of Hacdi & Mustamu (2020), which 
emphasizes that business actors need to implement a regeneration process to 
reduce the risk of business failure. However, the process must be done correctly 
to ensure continuity. The findings also align with Wayan et al. (2018), who 
showed that regeneration significantly influences business survival. 
 
 
 
 

Table 5. Indirect Effects 
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The Effect of External Knowledge on Business Survival 
This study finds that the knowledge management acquisition process is 

the strongest factor influencing business survival, as represented by the 
statement “gaining business insights through discussions with business 
partners.” The act of knowledge sharing with business partners has a high 
loading factor, indicating that respondents expect improved communication 
among business partners to develop their business in the future. 
Adequate knowledge can enhance strategic thinking in running MSMEs. For 
example, when MSME actors engage in discussions or product packaging 
training, they are more likely to develop innovative and attractive packaging. 
This becomes a crucial step for MSME actors to keep up with digital 
developments in today's market, ultimately increasing business survival. 
This finding is consistent with Medase & Abdul-Basit (2020), who stated that the 
broader and more mature the external knowledge acquired and applied by 
business actors, the greater the impact on business survival. It is also supported 
by Ramirez et al. (2018), who found that external knowledge significantly 
influences business survival. 
The Effect of Regeneration on Business Survival through Innovation Practices 

This study shows that the indicator resilience to future changes is the 
strongest factor, illustrated by the statement “able to adapt to technological 
changes and the industrial revolution.” Innovation practices significantly and 
positively mediate the influence of regeneration on business survival. This is 
shown by the fact that stronger innovation practices enhance the realization of 
regeneration in the succession process of MSME actors. 

Regeneration contributes significantly to the development of innovation 
practices. Previous generations may not have had sufficient experience with 
creative innovation, but through regeneration, the next generation can apply 
their ideas and the innovations they’ve acquired. 

This finding is consistent with Padilla-Meléndez et al. (2019), who found 
that innovation practices partially and simultaneously mediate the effect of 
regeneration on business survival. This means that renewing a business through 
regeneration can enhance innovation practices in the next generation, thereby 
supporting MSME business survival.  
The Effect of External Knowledge on Business Survival through Innovation 
Practices 

In this study, the strongest factor is the innovation process, indicated by 
the statement “often utilizing spare time to plan product innovation and create 
something new through training provided by the local government.” However, 
innovation practices do not significantly mediate the influence of external 
knowledge on business survival. 

Field data shows that external knowledge, especially training provided by 
institutions, does not significantly impact innovation practices in MSMEs. This is 
due to other factors that influence innovation more strongly, such as internal 
sources (family support) or external sources (advanced technology). 
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Some respondents agreed that their greatest support in maintaining business 
survival comes from technological ideas, such as increasingly advanced social 
media and creative content, rather than institutional training programs. 
This result contradicts the findings of Adolph (2016) and Darsini et al. (2019), 
which claimed that external knowledge can enhance innovation, thus supporting 
business survival. Instead, this finding aligns with Bambang & Handoko (2020), 
who stated that innovation practices do not mediate the effect of external 
knowledge from training on business resilience. 
 
CONCLUSION 
Based on the research findings and supported by data analysis, the following 
conclusions can be drawn: 

1. The resilience of cracker MSMEs in Tanggulangin, Sidoarjo Regency, is 
due to a well-implemented regeneration process carried out by the MSME 
actors. 

2. The survival of cracker MSMEs is also supported by external knowledge 
in the form of regular training held by local village institutions, which 
helps MSME actors improve their product sales processes. 

3. Business innovation practices emerge as a result of a strong regeneration 
process and a well-managed leadership succession, which contributes to 
the resilience of cracker MSMEs in Tanggulangin. 

4. Innovation practices derived from external knowledge (e.g., regular 
training) do not significantly impact the business resilience of cracker 
MSMEs in Tanggulangin. This is due to the increasing influence of 
advanced social media platforms and creative content, which provide 
more impactful ideas than conventional training programs held by local 
institutions. 
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