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Abstract: National economic growth is largely determined by the dynamics of the regional economy, while
the regional economy is generally supported by micro-, small- and medium-scale economic activity. Business units
included in the category of micro, small and medium enterprises (MSMES) are the lifeblood of the regional and
national economies. The purpose of this study was to analyze the influence of cultural capital, the role of traditional
villages and community participation in local bank performance either directly or through local bank performance
mediation. This research was conducted on local bank customers’ SMEs. The data were collected through a
questionnaire for the proprietors, with a total of 5,244 units from which a sample of 152 units was obtained. Data
analysis was performed using the Partial Least Squares Structural Equation Modeling (PLS-SEM) method. The
results show that cultural capital, the role of traditional village, and community participation have a positive and
significant effect on local bank performance. Cultural capital and local bank performance have a positive and
significant effect on the welfare of MSMES, and while the role of traditional villages and community participation
has an effect on the welfare of MSME it is not significant.
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1. Introduction scale economic activities [24]. Local culture maintains
National economic growth is largely determined by the economic sustainability of the creative industry and

regional economic dynamics; while regional economies 1S not eroded by a shift in digital civilization [1, 25].
are generally supported by micro, small and medium  Business units that fall into the category of micro,
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small and medium (MSMEs) is the lifeblood of the
regional and national economy [2]. The contribution of
the MSMEs sector to the economic growth of Bali
Province is very large, and one of the leading sectors
[3]. As MSMEs are able to absorb a large humber of
workers, the existence of MSMEs should continue to
be empowered [4]. One way of empowering MSMEs is
through human development which is realized by
empowering human resources [5]. Thus, empowerment
can make MSMEs better and spur the growth of other
businesses with the aim of increasing the prosperity of
MSMEs. Ref [6] states that the prosperity of a region is
determined by the availability of human and other
resources. These resources interact with the
development process to achieve economic growth and
increase prosperity, with high cognitive skills and
relational capital that triggers production. Ref [7] argue
that human development can be achieved by improving
several aspects that are important to human life,
namely life span, education and a decent standard of
living. Based on these aspects, the United Nation
Development Program (UNDP) has set a standard for
measuring human resource development as outlined in
the Human Development Index (HDI). This index also
describes the achievements and developments in the
public prosperity sector in the aggregate. The economy
and social sectors, as well as MSMEs are part of the
economic sector.

The culture of the country, especially developing
countries, the growth of economic activity will grow
without leaving local culture but being able to have
more flexibility in adopting digital technology for
economic progress, especially SMEs, while still
preserving local culture [8]. An interesting observation
to note is the increasing trend of the HDI achievements
of Bali, Indonesia. Bangli Regency has the lowest HDI
achievements in the 2015-2019 period compared to the
other eight districts in Bali, which is as shown in the
table below, but shows an increasing trend from year to
year, which beats the increasing trend of the HDI for
Bali, Indonesia. In 2015-2019, Bangli Regency’s HDI
grew by 0.43%, 0.74%, 1.18%, 0.82% and 1.04%
respectively, while the HDI for Bali, Indonesia grew by
0.40%, 0.72%, and 0.41% respectively 0.52% and
0.35%. The HDI achievement of Bali, Indonesia is
always in the top rank, and it has a human development
growth rate that is always lower than Bangli Regency.

Table 1 Human Development Index Regency/City in Bali province
(2015-2019) (in points)

2013 2016 2017 2018 2019
Ragency

City HDI Trend HDI Trend HDI  Trand HDI  Trend HDI  Trend

1 Jembrana 6867 041% 6966 142% 7038 1.02% 7072 048% 71.65 1.30%
1  Tabansn 7168 031% 7334 117% 7419 08B% 7486 090% 7343 0.78%
3  Badung 7788 043% 7886 112% 7980 L.1B% 8034 0921% BO.BT 041%
4 Gianyar 7429 03%% 7503 059% 7570 0.89% 76.09 0.51% 76.61 0.68%

Klunghung 6830 0321% 6898 0599% 6931 048% 7013 117% 7080 1.09%
6  Bangli 6375 043% 66214 0.74% 67.03 L1B% 6824 1.77% 6896 1.04%

Karangasem 6401 048% 6468 1.04% 6323 0.84% 6337 0.52% 6649 1.38%
8  Buleleng 69.19 032% 7003 1.20% 7063 0.88% 7TLI11 063% 7170 0.82%
9 Denpasar Bl63 040% 8214 0.71%

B}i‘ovinp 7248 054% 7327 1.08% 7365 0.52% 7430 087w 7477 0.63%

Note: HDI = Human Development Index, Trend = Growth Trend.
Source: BPS Prov. Bali (2020)

B21.58 041% 8301 0.52% 8330 033%

There is a difference in HDI growth rates,
differences between each district that show the success
of the region in HDI. When it is related to the
empowerment of MSMEs, this indirectly also explains
the linear issue that the level of prosperity growth of
MSMEs in Bali, Indonesia, is always lower than the
level of growth in the prosperity of MSMEs in Bangli
Regency in the aggregate. This phenomenon is an
interesting subject for further study, and the focus of
this research will be on the prosperity of MSMEs in
Bali, Indonesia. The culture in each region is a
reflection of the region, with its various knowledge,
which give it its heritage and is a reflection of the state
or region. The era of technology sometimes has to
bring cultural erosion, especially concerning
entrepreneurship.

Based on empirical theory and facts, this study aims
to analyze the direct and indirect influence of cultural
capital, the role of traditional villages, community
participation, and local bank performance on the
prosperity of MSMEs in Bali, Indonesia. The resulting
structural equation modeling takes into account: 1) the
effect of capital culture, the role of traditional villages,
and community participation on local bank
performance in Bali, Indonesia; 2) the influence of
cultural capital, the role of traditional villages,
community participation and local bank performance
on the prosperity of MSMEs in Bali, Indonesia; 3)
indirect influence of cultural capital, the role of villages
customs, and community participation in the prosperity
of MSMEs in Bali, Indonesia through the local bank
performance.

2. Literature Review

2.1. Concept of THK (Tri Hita Karana) Local
Wisdom on Local Bank Performance

Local bank vision is the realization of a healthy,
strong, productive, and trusted local bank industry as a
micro-finance institution to support rural development,
as well as the preservation of Balinese local customs
and culture based on Tri Hita Karana (THK) in order to
enrich the nation's cultural treasures. Furthermore, the
mission of the local bank is to create conditions that are
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conducive to improving local bank performance and
sustainable financial services for indigenous villagers
in order to support economic growth and improve the
prosperity of traditional villages in Bali, Indonesia [9].

The influence of local culture, which is a form of
cultural capital that has been known and always carried
out from generation to generation by everyone in the
area, is very important. A Balinese cultural philosophy,
THK, is a belief that emphasizes the balance theory,
which states that the Hindu community in Bali tends to
understand themselves and their environment as a
system that is controlled by balanced values, and is
manifested in the form of behavior [10]. THK culture is
Balinese local wisdom, which is used as the basis for
individuals in every activity, especially in traditional
village communities, including local bank owners. The
concept of a good life puts forward the principles of
togetherness, harmony, and balance between economic
goals, environmental and cultural preservation,
aesthetics, and spirituality [11].

2.2. Prosperity

In general, if the economic growth rate moves in a
positive direction, then it can be said that the country is
prosperous [12]. Prosperity can be defined as equality,
safety, enjoyment of life, wealth, and so on [13].
Prosperity is an abstract concept because its existence
is directly related to one's life values and ideology. Ref
[14] explains that objective prosperity is the level of
prosperity of individuals or groups of people, measured
on average with certain benchmarks, economic, social,
and other measures. Meanwhile, Ref [15] states that
subjective personal prosperity is measured in
satisfaction and happiness.

2.3. Relationship between Variables and Conceptual
Framework

Research [16] concluded that local wisdom has a
positive and significant effect on community economic
empowerment in Bali Province. Local bank transaction
costs have a positive and significant effect on
community economic empowerment in Bali Province.
Social capital significantly strengthens the effect of
local bank transaction costs on community economic
empowerment in Bali Province. An organization's
success, such as the local bank, is also inseparable from
implementing the control or supervision function. One
of the institutions that play a role in overseeing the
local bank is the traditional village regulated through
the traditional village awig-awig (regulation). The adat
village awig-awig (regulation) contains social sanctions
against village manners that violate the agreed terms
regarding local bank activities. Although the
mechanisms and procedures for local bank supervision
have been stipulated in the awig-awig (regulation) of

the traditional village, their implementation is largely
determined by human factors that act as supervisors.
Therefore, it is also necessary to study the role of
traditional village as supervisors to support the local
bank's existence.

Apart from THK, other local pearls of wisdom
developed in Bali include Catur Purusa Artha, Catur
Guru, and Tri Kaya Parisudha. According to [17], THK
is the three causes of human life's prosperity. THK is
three forms of human relations in this life, namely the
human relationship with God Almighty (parahyangan),
the relationship between fellow humans (pawongan),
and the relationship between humans and nature
(palemah). The THK tradition is seen in every Balinese
because it is a culture that has been passed down from
generation to generation. THK's philosophy is also
very relevant to business activities [18].

Research by [19] states that empowering village
manners as local bank communities plays an important
role in supporting local banks in Bali Province.
Furthermore, this study's results state that with the
strong empowerment of village krama (in this case, the
community as  managers,  supervisors, and
members/customers of the local bank), the local bank's
existence as a financial institution belonging to
traditional villages will also be stronger. The high
involvement of the community shows the existence of
the local bank as part of the local bank community to
increase the role of the local bank in traditional village,
continuous involvement of the local bank in socio-
economic activities (provision of working capital) and
traditional and religious activities of village manners in
each traditional village. Based on literature review and
objectives research, hypotheses can be formulated:

H1: Direct effect of cultural capital on local bank
performance

H2: Direct influence of the role of traditional
villages on local bank performance

H3: Direct influence of community participation on
local bank performance

H4: Direct influence of cultural capital on the
Prosperity of MSME

H5: Direct influence of the role of traditional
villages on the Prosperity

H6: Direct influence of community participation on
the Prosperity of MSMEs

H7: Direct effect of performance on the Prosperity
of MSMEs

H8: Influence of cultural capital on the prosperity
mediating of local bank performance

H9: Influence of the role of traditional villages on
the prosperity mediating of local bank performance

H10: Influence of community participation on the
prosperity mediating of local bank performance
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Novelty: Local Wisdom

Cultural Capital
(X1)

The role of
Traditional villages
x2)

Society
participation
(X3)

LPD performance
Y)

Prosperity (Z)

————

Fig. 1 Concept framework

3. The Research Methods

The present study population was 5,244 MSMEs that
became customers of local banks in Bali, Indonesia,
during the years 2015-2019. Using the Slovin formula
for non-proportional cluster simple random sampling, a
sample of 152 units was obtained for analyses. In this
context, Bali sub-districts were considered as clusters,
but the units were chosen disproportionately to account
for the differences in population size. Data collection
spanned the 3-month period from June to September
2020. A questionnaire was designed for this purpose
and was used when conducting an online survey with
MSME representatives.

The questionnaire is divided into several sections.
The first stage is a question asking the informants'
identity whether the SME is a customer of the Bali
Regional Bank, aims to find out whether the respondent
is a customer of the Bali Regional Bank business, and
only if the information provided meets the research
inclusion criteria, then the respondent continues to the
section second is to fill in open questions according to
the indicators used related to the research objectives.

More details about the latent variables and indicators
used to explain the variables used according to the
design model (structural equation) in this study are
presented in Table 2. Data processing and analyses were
carried out using Smart PLS software.

Table 2 Variable identification

Type of
Indicator
Reflective

Tyvpe
Varable
1. Exogenows  Cultural Capital (X1)

No Name Varable Code and Name Indicator

X1.1: Parahyangan

X12: Palemahan

X13: Pawengan

2. Exogenous  Role of Traditional Village X2 .1:socialrole
2)

Feflective

X2.2: Cultural role
X2.3: Economic role
X2 4: Financial role
3. Exogenous  Commmmity Participation  X3.1: Contribution
3 thinking
X3.2: Donation of energy
X3.3: Donation of funds
X3 4:Maintaining development
results
local bank Performance Y1: Capital
[&y]

Reflective

4. Mediating Reflective

Y2: Asset

Y3: Earning

Y4: Liguidity

Z1: Life satisfaction

3. I:anogmou Prosperity (Z) Reflective

Z2: effects positive of
Z3: Health costs are met

4. Results and Discussion

4.1. Validity Test and Reliability

For testing the validity and reliability of all
constructs, the results yielded by the SEM Algorithm
provided by the PLS software (Table 3).

Table 3 Loading factors of model constructs

Original Sample  Standard T Statistics P
Sample Mean Error (|O/STDEV Values
© (L)) (STERR) ) .
X1.1=-X1 0.910 0.905 0.032 28.280 0.000
X1.2<-X1 0.905 0.903 0.025 35,933 0.000
X1.3<-X1 0.879 0.874 0.039 22.505 0.000
X21<X2 0.903 0.900 0.027 32.999 L0040
X22<-X2 0.878 0.876 0.026 33.616 0.000
X23<-X2 0.807 0.803 0.045 18.116 L0040
X2.4<-X2 0.876 0.866 0.041 21.375 0.000
X3.1<-X3 0.825 0.819 0.060 13.810 0.000
X3.2<-X3 0.828 0,816 0.063 13.190 0.000
X3.3<-X3 0.858 0.859 0.033 26.172 0.000
X3.4<-X3 0.841 0.845 0.029 28.671 0.000
Yi<-Y 0.898 0.898 0.021 42.748 0.000
Y2<Y 0.908 0.910 0.019 47.154 0.000
Y3<Y 0.888 0.887 0.030 29.293 0.000
Y4<-Y 0.712 0.709 0.091 7.797 0.000
Zl<-Z 0.946 0.944 0.016 59.483 0.000
Z2<-Z 0.945 0.942 0.016 57.896 0.000
23<-Z 0.868 0.867 0.033 26.619 0.000
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Composite reliability of the consistency of a result
measures a concept or a variable [20]. It is typically
assessed through the value of Cronbach's Alpha
(indicating the lower limit of the reliability value of a
construct) and Composite Reliability (denotes the real
value of construct reliability) [21]. According to
available evidence, Composite Reliability must be
greater than 0.7, and the Average Variance Extracted
(AVE) is greater than 0.5. This is acceptable [22].
Reliability testing uses composite reliability values and
Cronbach alpha values with all indicators above 0.7,
which means that all latent variables have consistent
and reliable results. A summary of the results of testing
the validity and reliability as in Table 4.

Table 4 Cronbach's alpha and composite reliability of the research
constructs

Cronbach's
Alpha

0.880

0.890

0.860

0.874

0910

Composite
Reliability
0.926
0924
0904
0.915
0943

Average Variance
Extracted (AVE)
0.807
0751
0703
0.732
0847

rho_A

0.884
0504
0.869
0.877
0927

N

4.2. Evaluation of the Inner Model (Structural
Model)

Evaluation of the inner model includes two main
considerations, namely evaluation of model fit
(goodness of fit) and evaluation of the effect of
exogenous variables on endogenous variables through
hypothesis testing. Effect evaluation includes direct and
indirect effects. Evaluation of model fit (goodness of fit)
and evaluation of the effect of exogenous variables on
endogenous variables refers to the PLS-SEM output as
shown in Fig. 2.

268280
X1z 35933
22505
SIS 3 - .
Culture Capital —
x1)

42748
47454 L
3.909 29293 .
Xzl 2138 T.197 LE.
32:999 - | Na
= 33616 Performance LPD (1)
18.116
21.375 232

x4 The Role of traditional
59.483
57696
26,619

y a (%M
village (X2) 1562
2812

Prosperity (Z)

13810 1.064
13.190
26172
28671

Society Participant (3{3)

Fig. 2 Path coefficient of bootstrapping

® B2 B =

Fig. 2 shows that there are three exogenous
variables, namely cultural capital (X1), the role of
traditional villages (X2) and community participation
(X3); it also shows two endogenous variables, namely
local bank performance (Y) and Prosperity (Z). The
endogenous variable of Prosperity (Z) has four
predictors, including cultural capital (X1), the role of
traditional villages (X2), community participation (X4),
and local bank performance (Y). The endogenous

variable of local bank performance (Y) has three
predictors, including cultural capital (X1), the role of
the village (X2) and community participation (X3). In
Fig. 2, the performance of local bank (Y), in addition to
acting as an endogenous variable, also acts as a
mediating variable.

4.3. Model Testing (Evaluation of the Goodness of
Fit Inner Model)

The structural model of PLS processing results need
to be evaluated using the R-square for each dependent
variable, and they need to be evaluated using Q-square
predictive relevance to see the effect of exogenous
latent constructs on endogenous variables. For the
purposes of evaluating the Goodness of Fit Inner Model,
Table 5 shows the coefficient R-squared for each
endogenous variable.

Table 5 Nilai R-square variable performance local bank and

prosperity
Variable R Square
local bank Performance (1) 0.469
Prosperity (2) 0.582

In Table 5, the R-square value is 0.469 for the local
bank performance construct (Y) and 0.582 for the
prosperity construct (Z). This means that 46.9 percent of
the variations in the local bank performance construct
can be explained by the cultural capital construct, the
role of traditional village and community participation.
The remaining 53.1 percent can be explained by other
factors. Furthermore, 58.2 percent of the results for the
construct of Prosperity can be explained by the
construct of cultural capital, the role of traditional
villages, community participation and local bank
performance. The remaining 4.8 percent is explained by
factors other than these four variables. Based on the two
coefficients R-square in Table 5. The coefficient Q2 can
also be calculated using the Stone—Geisser Q-Square
test [23]:

Q2 =1- (1 - R12) (1 - R22)

Q*=1-((1-0.469) (1 - 0.582)

Q%*=1-((0.531) (0.41.8)

Q?=1-(0.222)=0.778

The result obtained was 0.778, so it can be said that
this model has predictive prevalence where closer to 1
means the better the model. Thus, it can be explained
that 77.8 percent of the variation in SMEs business
success in the city of Bali, Indonesia, is influenced by
culture capital, the role of the traditional village, society
participant, and performance LPD, while other variables
outside the research model influence the remaining 22.2
percent.

4.4. Direct Effect, Indirect Effect and Total Effect
between Variables

Analysis of the direct effect, indirect effect and total
effect can explain the relationship between research
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variables (latent variables). For finding out the direct
influence between the construct variables, it can be seen
from the results of the analysis of the value of the path
coefficients shown in Table 6. It can be explained that
cultural capital (X1), the role of traditional villages
(X2), and community participation (X3) have a positive
and significant effect on the local bank performance
(Y). Furthermore, cultural capital (X1) has a positive
and significant effect on Prosperity (Z), but the role of
traditional villages (X2) and community participation
(X3) has no significant effect on Prosperity (Z). Local
bank performance (Y) has a positive effect and is
significant to Prosperity (Z).

Table 6 Path coefficients, T-statistics, P-values
T Statistics (| P

Original

Sample (0) ‘(}) / STDEV Values Significance
I XI1->Y(@1) 0250 2456 0007 Significant
2 X2y (B2) 0211 2138 0016 Significant
3 X3->Y (B 0319 2.812 0.003 Significant
4 XI1->Z (B, 0436 3.909 0.000 Significant
5 X2>Z(Bs) 0.160 1.562 0.059 Non-significant
6 X3->Z(Bs) 0.094 1.064 0.144 Non-significant
7 Y->Z(B;) 0.189 2.227 0.013 Significant
5. Discussion

5.1. Hypothesis Testing

At the hypothesis testing stage, it is very important
to pay attention to the direction and significance
indicated by the arrow direction between exogenous
latent variables with endogenous variables. Exogenous
variables include cultural capital (X1), the role of
traditional villages (X2), community participation (X3).
Endogenous variables include local bank performance
(YY) and Prosperity (Z). To test the research hypothesis
shown in Table 6, which contains the path coefficient, t-
statistics, and P-value.

5.2. The Direct Effect of Cultural Capital Local
Bank Performance

Based on the results of data processing, it is known
that the effect of cultural capital on local bank
performance has a regression coefficient in the form of
B1 of 0.250; the standard deviation is Staisiics Of 2.456
and a significance level of Vaw Equal to 0.007. This
shows that cultural capital has a positive and significant
effect on local bank performance in Bali, Indonesia. It
can be said that the community's cultural capital can
improve the local bank performance in Bali, Indonesia,
in line with the research of [9], [10].

5.3. Direct Influence of the Role of Traditional
Villages Local Bank Performance

Based on the results of data processing, it is known
that the influence of the role of traditional villages on
local bank performance has a regression coefficient in
the form of (3, of 0.211; the standard deviation iS Statistics
of 2.138 and a significance level of Vae of 0.016. This
shows that the role of traditional villages has a positive

and significant effect on local banks' performance in
Bali, Indonesia. It can be stated that traditional villages'
role can improve the local bank performance in Bali,
Indonesia [18].

5.4. Direct Effect of Community Participation Local
Bank Performance

Based on the results of processed data, it is known
that the effect of community participation on local bank
performance has a regression coefficient in the form of
Bs of 0.319; the standard deviation is Staisics Of 2.812
and a significance level of Vaw of 0.003. This shows
that community participation has a positive and
significant effect on local bank performance in Bali,
Indonesia. It can be stated that community participation
can improve the local bank performance in Bali,
Indonesia [17].

5.5. Direct Effect of Cultural Capital on the
Prosperity of MSME

Based on the results of processed data, it is known
that the effect of community participation on the
welfare of MSME in Bali, Indonesia has a regression
coefficient in the form of B¢ amounting to 0.094, the
standard deviation in the form of Statistics of 1.064 and
a significance level of Vawe amounting to 0.144. This
shows that community participation has a positive and
insignificant effect on the welfare of MSME in Bali,
Indonesia. It can be stated that community participation
has not improved the welfare of MSME in Bali,
Indonesia.

5.6. Direct Influence of the Role of Traditional
Villages on the Prosperity of MSME

Based on the results of processed data, it is known
that the influence of the role of traditional villages on
the Prosperity of MSMEs in Bali, Indonesia has a
regression coefficient in the form of Bs of 0.160; the
standard deviation is Sttisics Of 1.562 and a level of
significance in the form of a Vaue 0f 0.056. This shows
that traditional villages' role has a positive and
insignificant effect on the Prosperity of MSME in Bali,
Indonesia. It can be stated that the role of traditional
villages has not been able to improve the Prosperity of
MSME in Bali, Indonesia.

5.7. Direct Effect of Community Participation on the
Prosperity of MSME

Based on the results of data processing, it is known
that the participation of prosperity society to SMEs in
Bali, Indonesia is a form of regression coefficient ¢ of
0.094. The standard deviation is Staisics in the amount of
1.064 and a significance level of V. equal to 0.144.
This shows that community participation has a positive
and insignificant effect on the Prosperity of MSMEs in
Bali. It can be stated that community participation has
not improved the prosperity of MSMEs in Bali,
Indonesia.
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5.8. Direct Effect of Local Bank Performance on the
Prosperity of MSMEs

Based on the results of processed data, it is known
that the effect of local bank performance on the
Prosperity of MSME in Bali, Indonesia has a regression
coefficient in the form of B; of 0.189, the standard
deviation in the form of Sisics Of 2.227 and a
significance level of a Vay of 0.013. This shows that
local bank performance has a positive and significant
effect on Bali, Indonesia's MSMESs' prosperity. It can be
stated that the local bank performance can improve the
Prosperity of MSMEs in Bali, Indonesia.

5.9. Indirect Effect of Cultural Capital on the
Prosperity of through Local Bank Performance

Cultural capital has a direct and significant effect on
the Prosperity of MSME in Bali, Indonesia. Indirectly,
cultural capital has an effect of 0.047 on the Prosperity
of MSME in Bali, Indonesia, through local bank
performance with a t-statistic of 1.402, where this value
is smaller than the t-table value of 1.96 at the level of
0.05. This means that cultural capital has a positive and
insignificant effect on prosperity through local bank
performance. The effect of cultural capital on local bank
performance is significant (Statistics = 2.456 and Vae =
0.007), the effect of local bank performance on the
Prosperity of MSMEs is significant (Statistics = 2.227 and
Vae = 0.013). The direct influence of cultural capital on
MSMESs' Prosperity is significant (Staistics = 3.909, and
Vawe = 0.000). The nature of mediation in the
relationship between X1->Y->Z is partial mediation
because partially (direct influence) cultural capital has a
significant effect on prosperity, and is not significant if
through prosperity, but the direct influence of cultural
capital on local bank performance is significant, and the
direct effect of local bank performance on prosperity is
also significant. This causes the mediation between
traditional villages' role and prosperity through local
bank performance is mediation partial. The hypothesis,
which states that local bank performance mediates the
effect of cultural capital on the Prosperity of MSMEs in
Bali, is not yet valid. This shows that an increase in
cultural capital can directly improve the Prosperity of
MSMEs or increase local bank performance.

5.10. Indirect Influence of the Role of Traditional
Villages on the Prosperity of MSME through Local
Bank Performance

The role of traditional villages has a direct and
insignificant effect on the Prosperity of MSME in Bali,
Indonesia. Indirectly, community participation has an
effect of 0.040 on the Prosperity of MSME in Bali,
Indonesia, through the local bank performance with a t-
statistic of 1.528, where this value is smaller than the t-
table value of 1.96 at the level of 0.05. This means that
traditional villages' role has a positive and insignificant
effect on prosperity through local bank performance.

The influence of traditional villages' role on local
bank performance is significant (Sttistics = 1.562 and
Vae = 0.059), the effect of local bank performance on
the Prosperity of MSMEs is significant (Stistics = 2.227
and Vaue = 0.013). The direct influence of traditional
villages' role on Prosperity MSMEs is not significant
(Statistics = 1.562, and Vawe = 0.059). The nature of
mediation in the relationship between X2->Y->Z is full
mediation because partially (direct influence) the role of
traditional villages has no significant effect on
prosperity. It is not significant through prosperity, but
traditional villages' direct influence on local bank
performance is significant. The direct effect of local
bank performance on prosperity is also significant. This
causes the mediation between the traditional village role
and prosperity through the local bank's performance to
be fully mediated.

The hypothesis, which states that local bank
performance mediates the influence of the role of
traditional villages on the Prosperity of MSMEs in Bali,
Indonesia, is proven. This shows that local bank
performance perfectly mediates the influence of
traditional villages' role on MSMES' prosperity. So that
the role of traditional villages can realize the prosperity
of MSMEs, it should be through strengthening the local
bank's performance.

5.11. Indirect Effect of Community Participation on
the Prosperity of UMKM through Local Bank
Performance

Community participation has a direct and
insignificant effect on the Prosperity of MSMEs in Bali,
Indonesia. Indirectly Affect public participation
amounting to 0.060 against the Prosperity of SMEs in
Bali, via local bank performance with t-statistic 1.678,
where the value is smaller than t-table 0:05 1.96 level.
This means that community participation has a positive
and insignificant effect on prosperity through local bank
performance.

The effect of community participation on local bank
performance was significant (Staistics = 2.812 and Vae =
0.003), the effect of local bank performance on the
welfare of MSMEs was significant (Sttisiics = 2.227 and
Vawe = 0.013), and the direct effect of community
participation on the welfare of MSME was insignificant
(Statistics = 1.064 and Vawe = 0.144). There was full
mediation in the relationship between X3->Y->Z
because partial community participation (direct effect)
did not have a significant effect on welfare, nor was it
found to be significant through performance, but the
direct effect of participation society toward local bank
performance was significant, and the direct effect of
local bank performance on welfare was also significant.
This implied that there was total mediation between
community participation and welfare through local bank
performance.

The findings show that the hypothesis stating that
local bank performance mediates the effect of
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community participation on the prosperity of MSMES in
Bali, Indonesia has been proven. This shows that local
bank performance perfectly mediates the effect of
community participation on the prosperity of MSMEs.
This implies that community participation can realize
the prosperity of MSMEs through strengthening the
performance of the local bank.

6. Conclusions and Suggestions

6.1. Conclusions

Based on the results of the research and discussion,
the following conclusions can be drawn:

1. Cultural capital, the role of traditional villages,
and community participation had a positive and
significant effect on local bank performance in Bali.
The most dominant influence of community
participation was then followed by cultural capital and
the role of traditional villages. This means that
community participation is the strongest stimulus in
developing local bank performance levels based on
local culture.

2. Cultural capital, the role of traditional villages,
community participation, and local bank performance
have a positive effect on the prosperity of MSMEs in
Bali. Only cultural capital and local bank performance
had a significant effect, while the influence of the role
of traditional villages and community participation on
the prosperity of MSMEs was found to be insignificant.
This means that the local bank’s performance was
followed by cultural capital in terms of the ability to
provide a positive stimulus for the creation of prosperity
for MSMEs in Bali. The role of traditional villages and
direct community participation provided less of a
stimulus for the creation of prosperity. The public
perceives that the prosperity of MSME in Bali is more
clearly obtained through the performance of local banks
and cultural capital.

3. Local bank performance had a full-fledged
mediation effect on the role of traditional villages and
community participation with respect to the prosperity
of MSME. However, local bank performance was a
partial mediator of the indirect effect of cultural capital
on the prosperity of MSMEs in Bali. When mediated by
local bank performance, cultural capital, the role of
traditional villages, and community participation can
provide a positive stimulus for the prosperity of
MSMEs in Bali. Thus, it can be stated that to realize the
prosperity of MSMEs in Bali, high local bank
performance is needed.

6.2. Suggestions

Based on the conclusions of the research results as
described above, the following suggestions can be
made. Cultural capital has become a stimulus for
improving local bank performance in Bali. Cultural
capital that is implemented with the indicators of
parahyangan, pawongan, and palemahan should be

maintained and improved because it has been proven to
be able to improve local bank performance.

1. The role of traditional villages has given meaning
to improve local bank performance in Bali. As outlined
in awig-awig (regulation), the traditional village
regulations are used as the basis for local bank
operations and have been shown to be effective in
suppressing bad credit. It is also considered necessary to
make awig-awig (regulation) that regulates not only
credit but also savings, and it is essential to guarantee
public savings in the local bank

2. Community participation is an absolute
prerequisite for running a local bank, and community
participation has improved the performance of local
banks in Bali. Local banks need to make breakthroughs
by using an attractive marketing system and adopting
technology and local cultural collaboration so that
people feel at home saving and borrowing money. One
of the steps taken is the introduction of online
promotions and lucky draws for diligent customers in
saving.

3. Cultural capital has been used as a basis for
MSMEs in Bali to carry out business activities, and it
has been proven that cultural capital has a significant
effect on the prosperity of MSMES in this context. It is
therefore appropriate for SMEs in Bali to pay more
attention to palemahan to create harmony with the
business environment.

4. The role of traditional villages has not been able
to give meaning to the prosperity of MSMEs in Bali
considering that the socio-cultural role indicator ranks
highest in the variable of the role of traditional villages.
If the economic and financial indicators of the variable
of the role of traditional villages are increasing, there
will likely be an increase in the prosperity of MSME in
Bali.

5. Public participation has also not been able to give
meaning to the prosperity of MSMEs in Bali
considering that MSMEs are an individual sector. The
community tends to participate in formal institutions
such as local banks. If businesses can increase the
fulfillment of health cost indicators with respect to the
prosperity variable, it is likely that the prosperity of
MSMEs will be improved.

6. Local bank performance has been able to give
meaning to improving the prosperity of MSMEs in Bali.
MSMEs must be loyal customers of the local bank
because by doing so, they are contributing to
maintenance and performance.
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