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ABSTRACT

In the context of increasingly competitive business environments, maintaining employee well-
being has become a critical concern for organizational success. This study examines the structural
relationships among work-life balance, work stress, and employee engagement in MSME:s.
Employing a quantitative approach, we analyzed data from 250 respondents using Structural
Equation Modeling—Partial Least Squares (SEM-PLS) with bootstrapping for robust parameter
estimation. The findings reveal that work-life balance exerts a positive yet relatively weak influence
on work stress. The direct effect of work-life balance on employee engagement is negative and
statistically limited, indicating that balance alone does not automatically foster stronger involvement
at work. In contrast, work stress demonstrates a positive association with employee engagement,
suggesting that certain levels of stress may function as constructive challenges that stimulate
dedication and focus. Mediation analysis confirms that work stress serves as an intervening
mechanism linking work-life balance to employee engagement. Although the model explains a
modest proportion of variance, its predictive relevance remains statistically meaningful. These results
highlight the nuanced psychological dynamics shaping engagement in resource-constrained
organizational environments.

Keywords: Employee Engagement, Organizational Environments, Work-Life Balance, Work
Stress.

INTRODUCTION

Micro, Small, and Medium Enterprises (MSMEs) play a pivotal role in Indonesia’s
economic architecture, contributing substantially to labor absorption, Gross Domestic
Product (GDP) growth, and the promotion of local economic inclusion (Sinha et al.,
2024). In Medan, for instance, approximately 90,000 active MSME units were recorded
in 2022, reflecting a vibrant entrepreneurial landscape. However, this rapid development
has not been sufficiently accompanied by robust Human Resource Management (HRM)
quality or consistently productive work behaviors (BPS, 2022). Global evidence suggests
that MSMEs frequently encounter systemic hurdles in maintaining work-life balance,
mitigating occupational stress, and cultivating employee engagement, all of which are
critical determinants of organizational productivity and workforce retention (Bailey et al.,
2017; Haar et al., 2019; Allen et al., 2021; Salendra, 2025).

The core research problem centers on how work-life balance and work stress interact
to influence employee engagement within the MSME sector in Medan, specifically
investigating whether work stress functions as a mediating mechanism. Empirical data
highlights a substantial surge in turnover rates within industry sectors comparable to
MSMEs. For example, the manufacturing sector saw turnover escalate from 4.34% in
2020 to 17.30% in 2022. Localized data from automotive workshops and fish processing
units in Medan further reveal that over half of the workforce (52.8%) experiences heavy
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workloads, which directly correlates with diminished performance (Nippo, 2023). Such
conditions underscore that a lack of work-life equilibrium combined with elevated stress
levels can catalyze psychological strain, thereby eroding work engagement and
intensifying turnover intentions.

Conceptually, work-life balance serves as a vital indicator of psychological well-being,
aiding in the reduction of role conflict and emotional exhaustion (Talukder et al., 2018;
Allen et al., 2021; Hidayat et al., 2025; Purnawan et al., 2025). Prior literature posits that
effective work flexibility policies enhance engagement, subsequently boosting employee
retention and overall performance (Noviandari et al., 2025). Nevertheless, the majority of
existing studies have concentrated on large-scale corporations or formal service sectors,
leaving a relative void in the understanding of the MSME context in Indonesia,
particularly in regional hubs like Medan (Salendra, 2025).

While various studies have explored the nexus between work-life balance, job stress,
and engagement, a significant empirical hiatus remains. Direct relationship testing often
fails to capture the intricate internal psychological processes involved, particularly when
work stress may act as a ‘“challenge stressor” that stimulates involvement in dynamic
environments (Karatepe et al., 2014). Empirically, research within the Indonesian MSME
framework is still scant and predominantly descriptive or reliant on aggregate national
data. Given that MSMEs are characterized by informality and flexibility yet are
vulnerable to economic volatility and resource constraints, they require a distinct
analytical lens compared to large-scale organizations (Hidayat et al., 2025).

Furthermore, although established research suggests that work-life balance generally
correlates negatively with stress and positively with performance, few empirical models
systematically examine work stress as a mediating variable in the MSME context
(Salendra, 2025; Noviandari et al., 2025). In fact, work stress may function as a pivotal
variable that either exacerbates or moderates the relationship between perceived balance
and professional dedication. In Medan, reports from the MSME Agency in 2022 have
linked low engagement to declining productivity and rising customer grievances in the
culinary and household sectors, reinforcing the urgency of investigating these mediation
dynamics.

The novelty of this research lies in the integration of a mediation model specifically
tailored to the MSME context in Medan using localized primary data, thereby offering
fresh empirical contributions to HRM literature in informal and semi-formal sectors.
Moreover, by synthesizing objective indicators, such as turnover statistics, with subjective
perceptions of balance and stress, this study provides a holistic understanding of the
determinants of employee engagement. Consequently, this research aims to analyze the
impact of work-life balance on engagement, assess the influence of work stress, and
investigate the mediating role of stress therein. The findings are expected not only to
enrich academic discourse but also to provide pragmatic implications for human resource
interventions within the MSME sector.

LITERATURE REVIEW & HYPOTHESIS DEVELOPMENT
The Effect of Work—Life Balance on Work Stress

Research by Haar et al. (2019), Kundi et al. (2021), and Rasool et al. (2021) argues that
work-life balance reflects an individual’s ability to harmonize professional responsibilities
with domestic obligations. Recent studies indicate that work stress plays a crucial role in
alleviating occupational stress, particularly in post-pandemic contexts characterized by
hybrid work arrangements and increasing domestic pressures on younger employees
(Hamdy, 2024). Effective work stress not only safeguards personal well-being but also
functions as a psychological buffer that enhances focus, resilience, and sustained
engagement in dynamic work environments (Youssef-Morgan & Craig, 2019; Marques &
Berry, 2021). In Indonesian MSMESs, where formal organizational structures are often
limited, the boundaries between professional and personal life frequently blur, increasing
employees’ vulnerability to psychological strain. Maintaining balance under such



conditions is therefore essential to prevent resource depletion and support consistent work
involvement.

Research by Utami et al. (2024) highlights that in Indonesia’s MSME sector, especially
in small-scale manufacturing and culinary enterprises, role conflicts arising from
overlapping work and domestic demands substantially increase the risk of burnout and
turnover. Drawing from the Job Demands—Resources (JD-R) and Conservation of
Resources (COR) frameworks, work stress acts as a vital resource that mitigates the
intensity of job demands, buffering employees from chronic stress and supporting
sustained engagement (Demerouti, 2025). By effectively managing the interface between
professional and personal life, employees can preserve psychological, social, and
emotional resources, which in turn fosters resilience and continuity in organizational
performance. Consequently, work stress serves not only as a personal benefit but also as
a strategic mechanism for organizational sustainability in resource-constrained MSMEs.

H1: Work-life balance has a negative effect on work stress.

The Effect of Work—Life Balance on Employee Engagement

Research by Knight et al. (2017), Albrecht et al. (2018), and Bakker et al. (2023)
emphasizes that work stress goes beyond merely reducing stress, actively enhancing
intrinsic motivation and employee engagement. When individuals perceive that they can
effectively manage professional and personal roles, they demonstrate higher levels of
vigor, dedication, and overall work involvement. Evidence from Southeast Asian SMEs
suggests that even basic flexibility measures, such as adaptive working hours, are
positively associated with organizational commitment and engagement (Rasool et al.,
2021; Saks et al., 2022). These findings indicate that fostering role balance can serve as a
key driver of motivation and sustained contribution, particularly in resource-constrained
organizational settings.

Sukajie and Andriani (2025) further report that higher levels of work stress
significantly improve employee retention by enhancing engagement within organizations.
Despite these insights, much of the existing literature remains descriptive, leaving the
psychological mechanisms linking work stress to engagement underexplored. In the
context of Medan’s MSMEs, where business continuity often relies on strong
interpersonal relationships and employee loyalty, maintaining an effective balance
between work and personal life is expected to directly influence employees’ work
involvement. Understanding these dynamics is critical for developing interventions that
not only improve well-being but also strengthen organizational performance and
sustainability in small and medium-sized enterprises (Martins et al., 2022; Nabais &
Franco, 2024).

H2: Work-life balance has a positive effect on employee engagement.

The Effect of Work Stress on Employee Engagement

Prolonged work stress has been found to significantly influence employee engagement
by eroding psychological resources and reducing dedication and absorption (Kundi et al.,
2021; Saks et al., 2022). Within the Job Demands—Resources (JD-R) framework,
excessive job demands that exceed available resources can create strain, making
employees less able to invest energy and focus in their work. High stress levels can
undermine motivation, impair concentration, and lead to emotional exhaustion, all of
which directly diminish engagement. In MSMEs, where employees frequently juggle
multiple roles and responsibilities, sustained stress can disrupt the balance between effort
and reward, lowering vigor, commitment, and work involvement.

Post-pandemic observations indicate that stress arising from demand volatility,
economic uncertainty, and limited organizational support further impacts employee
engagement in MSMEs (Albrecht et al., 2018; Bakker et al., 2023; Meliani et al., 2024).
Without sufficient coping mechanisms or job resources, employees are more likely to
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disengage, reducing both individual performance and organizational effectiveness.
Addressing work stress through supportive practices and resource provision is therefore
critical for maintaining high engagement levels. By mitigating stressors and enhancing
resilience, MSMEs can ensure employees remain focused, committed, and motivated,
sustaining both personal well-being and business continuity.

H3: Work stress has a negative effect on employee engagement.

The Mediating Effect of Work Stress

A notable research gap remains in understanding the mediating mechanisms linking
work stress and employee engagement within local MSMEs contexts. While the direct
effects of work-life balance on engagement have been extensively studied, few
investigations have applied an SEM-PLS approach to examine work stress as an
intervening pathway in MSMEs samples (Knight et al., 2017). Effective work stress
reduces stress by enabling employees to manage job demands and conserve psychological
resources. This stress reduction, in turn, supports the positive energy, focus, and
dedication necessary for sustained engagement, highlighting the indirect influence of
work stress beyond its direct effects. Exploring this mediating role is crucial for designing
interventions that enhance both employee well-being and organizational performance in
resource-constrained settings (Kyambade & Namatovu, 2025; Asamani et al., 2025).

In the context of Medan’s MSMEs, where operational pressures and high turnover are
common, understanding the mediating role of work stress is especially important for
maintaining workforce stability and organizational performance (Rasool et al., 2021). By
positioning work stress as a mediator, this study provides empirical evidence on how work
stress translates into engagement through stress reduction (Dinh, 2020). Such insights
contribute both to localized knowledge and the broader literature, emphasizing the
importance of stress management in fostering employee commitment and sustaining
productivity in resource-constrained small and medium-sized enterprises.

H4: Work stress mediates the relationship between work-life balance and employee
engagement.

Work Stress

‘Work-Life Balance

H4 H3

4

H2

Employee
Engagement

Figure 1. Research Framework

Figure 1 illustrates that work-life balance influences employee engagement indirectly
through work stress as a mediating variable. The path from work-life balance to work
stress indicates that a better balance between work and personal life tends to reduce
employees’ stress levels. In turn, the relationship between work stress and employee
engagement suggests that higher levels of stress are likely to weaken employee
engagement. Thus, work stress serves as an intervening mechanism that explains how
work-life balance can affect employee engagement indirectly. This research integrates the
JD-R theory, the COR framework, the WLB construct, and Employee Engagement
theory, operationalized via the Utrecht Work Engagement Scale (UWES). The JD-R
model suggests that job demands and resources jointly shape employee well-being and



motivation (Knight et al., 2017; Bakker et al., 2023). In MSMEs, job demands are
heightened by labor shortages, multi-role expectations, and local market competition.
COR theory asserts that individuals strive to protect and accumulate psychological,
social, and material resources, with WLB acting as a “buffer resource” that mitigates
strain from resource depletion (Hobfoll et al., 2018). Employee engagement, measured
through UWES dimensions of vigor, dedication, and absorption, reflects holistic

cognitive and emotional involvement and is crucial for productivity in Medan’s MSMEs
(Saks et al., 2022).

RESEARCH METHODS

This study examines MSMEs in Medan City due to their strategic relevance to human
resource management in small businesses. A quantitative explanatory approach with a
mediation-based causal design was applied using Structural Equation Modeling—Partial
Least Squares (SEM-PLS), chosen for its capability to analyze simultaneous relationships
among latent variables and mediation effects. A cross-sectional survey was conducted to
capture employees’ perceptions and analyze causal relationships based on actual
experiences. The research process involved instrument adaptation from internationally
validated scales, followed by pilot testing to ensure clarity and contextual relevance. After
confirming feasibility, primary data were collected through questionnaires, then
validated, cleaned, and analyzed using statistical software.

The population consists of MSME employees in Medan, North Sumatra, with
approximately 90,000 active business units (2022—-2025). Due to the large and fragmented
population, the sample size followed the SEM-PLS “10-times rule,” resulting in a target
of 150-384 respondents to ensure adequate statistical power. Sampling combined
purposive and stratified random techniques, focusing on the dominant culinary and
manufacturing sectors. Respondents were permanent employees with a minimum tenure
of one year, ensuring sufficient understanding of job demands and organizational policies.

Primary data were collected using a five-point Likert scale (“strongly disagree” to
“strongly agree”). Work-Life Balance (WLB) was measured based on Fisher (2009), work
stress on House and Rizzo (2022), and employee engagement using the Utrecht Work
Engagement Scale (UWES) by Schaufeli (2021). Data collection was conducted via
Google Forms and direct visits over four to six weeks, supported by follow-ups to achieve
a response rate above 70%. Secondary data from BPS and the 2025 North Sumatra
Cooperative Office were used to strengthen contextual analysis. This study integrates
three variables: work-life balance as the independent variable, work stress as the mediator,
and employee engagement as the dependent variable. Work-life balance reflects an
individual’s ability to balance work and personal life. Work stress represents
psychological responses to job pressure, while employee engagement refers to a positive
psychological state characterized by vigor, dedication, and absorption.

Data analysis employed SPSS 25 for descriptive statistics and SmartPLS 4.0 for
structural modeling. The measurement model was evaluated using convergent validity
(loading factor > 0.70; AVE > 0.50), reliability (Composite Reliability and Cronbach’s
alpha > 0.70), and discriminant validity. The structural model was assessed through
bootstrapping (5,000 subsamples) to estimate path coefficients, R?, f2, and Q2. Mediation
effects were tested using the bootstrapping approach (Preacher & Hayes), while Harman’s
single-factor test was applied to detect common method bias. Content validity was
ensured through expert judgment, and a pilot test with 30 respondents confirmed
reliability.

This study strictly adhered to international research ethics as outlined in the
Declaration of Helsinki and the Committee on Publication Ethics (COPE) guidelines.
Participants provided informed consent digitally prior to the survey. Anonymity and data
encryption were maintained to protect respondent identities, with data stored on secure
local servers for academic purposes only. Participants retained the right to withdraw at
any stage without prejudice.
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RESULTS

The sample consisted of 250 MSME employees from the culinary and manufacturing
sectors in Medan, with a relatively balanced gender composition and a slight
predominance of female workers reflecting typical labor patterns in service-oriented and
micro-scale enterprises. Most respondents were aged 21-35, indicating a productive and
adaptive workforce navigating a critical life stage that requires balancing professional and
personal responsibilities, thereby reinforcing the relevance of work-life balance.

In terms of education, the majority were high school graduates, followed by diploma
and undergraduate holders, suggesting a diverse yet improving educational profile that
may influence perceptions of work stress and engagement. Organizational tenure was
predominantly between one and five years, indicating a stable workforce with sufficient
experience to understand workplace dynamics and provide reliable responses.

Most respondents held operational staff positions, with fewer in supervisory roles,
reflecting the lean structure of MSMEs where multitasking is common. This condition
may increase workload and influence both stress and engagement levels. The respondent
profile represents a dynamic and productive workforce, supporting the contextual
relevance of examining work-life balance, work stress, and employee engagement in
MSMEzs.

Table 1. Respondent Characteristics

Features Category Frequency Percentage (%)
Gender Male 118 47.2
Women 132 52.8
<20 years old 18 7.2
21-25 years old 64 25.6
Age 26-30 years 72 28.8
31-35 years old 46 18.4
> 35 years old 50 20.0
High School/Equivalent 121 48.4
Final Education Diploma (D3) 54 21.6
Bachelor (S1) 75 30.0
1-2 years 82 32.8
Tenure 3-5 years 96 38.4
> 5 years 72 28.8
Operational Staff 173 69.2
Departments Supervisor/Coordinator 55 22.0
Administration/Support 22 8.8

The gender distribution of the respondents is comparatively equal, as Table 1
demonstrates, with a tiny majority of women (52.8%) compared to men (47.2%). The
productive group dominates the age distribution, especially those between the ages of 26
and 30 (28.8%) and 21 and 25 (25.6%), suggesting a youthful and energetic workforce.
The majority of respondents (48.4%) had only completed high school, followed by those
with bachelor’s degrees (30.0%) and diploma holders (21.6%), indicating a moderate level
of educational diversity. The majority of workers have been employed for one to two years
(32.8%) and three to five years (38.4%), indicating very stable tenure. In terms of job roles,
the majority of respondents (69.2%) are operational staff, with lesser percentages in
administrative (8.8%) and supervisory (22.0%) functions, underscoring the predominance
of operational tasks in MSME:s.

The descriptive analysis reveals that respondents’ perceptions of work-life balance fall
within the moderate to high spectrum, suggesting that a majority of MSME employees
perceive themselves as capable of harmonizing professional mandates with personal
obligations relatively effectively. Perceptions of work stress were identified at a moderate
level, reflecting the presence of tangible occupational pressures that nonetheless remain
within tolerable thresholds. The degree of employee engagement exhibits a positive
trajectory, indicating that, in aggregate, the respondents demonstrate substantial
emotional and cognitive investment in their respective roles.



Regarding the data distribution, no extreme deviations were detected, ensuring
statistical normality. Furthermore, the multicollinearity assessment yielded Variance
Inflation Factor (VIF) values consistently below the critical threshold, thereby confirming
that the model is robust and suitable for advanced structural analysis via SEM-PLS. The
subsequent section presents the visualized structural model and the corresponding
construct calculations derived from the SEM-PLS estimation.
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Figure 2. SEM-PLS Construct Drawings
Table 2. Results of Convergent Validity Test (Outer Loadings)
Construct Indicator Outer Loading Remarks
WLBI1 0.826 Valid
WLB2 0.749 Valid
Work-Life Balance WLB3 0.723 Valid
WLB4 0.649 Acceptable
WLB5 0.680 Acceptable
WS1 0.729 Valid
WS2 0.769 Valid
Work Stress WS3 0.751 Valid
WS4 0.756 Valid
WS5 0.776 Valid
EE1 0.769 Valid
EE2 0.690 Acceptable
Employee Engagement EE3 0.745 Valid
EE4 0.744 Valid
EES5 0.628 Acceptable

Figure 2 and Table 2 show that the evaluation of the measurement model showed that
all indicators in the work-life balance, work stress, and employee engagement constructs
had an outer loading value above the minimum threshold of 0.60. In the work-life balance
construct, the loading value ranges from 0.649 to 0.826. Although one indicator is slightly
below 0.70, it is still acceptable in exploratory and contextual research (Hair & Alamer,
2022). Construct work stress shows a more stable consistency with a loading range of
0.729-0.776, while employee engagement has a range of 0.628-0.769.

The relatively homogeneous loading value indicates that each indicator is able to
adequately reflect the latent construct. These findings show that MSME employees’
perceptions of work-life balance, work pressure, and work attachment have a coherent
conceptual structure in the context of small- to medium-scale organizations.

The results of the reliability and validity of the construct, as presented in Table 3, show
that all research variables meet the feasibility criteria of the measurement model in the
SEM-PLS approach. Cronbach’s Alpha values for all three constructs were above the 0.70
threshold, which signifies the instrument’s internal consistency in stably measuring latent

Work-Life Balance and
Work Stress on
Employee Engagement

2291




Work-Life Balance and ~ dimensions. More comprehensively, the Composite Reliability value, which also exceeds

Work Stress on
Employee Engagement

2292

0.70, corroborates that the indicators in each construct have a good level of composite
reliability, even when considering the weight contribution of each indicator in the model.

Table 3. Summary of Construct Reliability and Validity

Construct Cronbach’s Alpha Composite Reliability AVE Remarks

Work-Life Balance 0.78 0.84 0.52  Valid & Reliable
Work Stress 0.82 0.88 0.59  Valid & Reliable
Employee Engagement 0.80 0.86 0.55  Valid & Reliable

The Average Variance Extracted (AVE) value for the entire construct was recorded
above 0.50, which indicates that more than half of the variance of the indicator can be
explained by the latent construct represented. These findings confirm the convergence
validity, while also demonstrating that the measurement structure has adequate
conceptual coherence. The relatively stable homogeneity of loading values indicates that
respondents’ perceptions of work-life balance, work stress, and employee engagement are
not fragmented, but rather form a consistent construct pattern in the context of MSMEs.

Table 4. Discriminant Validity Test (HTMT Ratio)

Construct Work-Life Balance Work Stress Employee Engagement
Work-Life Balance — 0.32 0.28
Work Stress 0.32 — 0.35
Employee Engagement 0.28 0.35 —

Furthermore, the testing of discriminant validity using the Heterotrait-Monotrait Ratio
(HTMT) approach, as shown in Table 4, shows that the total value of the ratio between
constructs is well below the conservative threshold of 0.85. This confirms that each
variable has a clear conceptual differentiation and that there is no redundancy or overlap
of measurements between latent variables. In other words, although the three constructs
are theoretically related in the realm of organizational behavior, each still represents a
different psychological domain. The results of the evaluation of reliability, convergent
validity, and discriminant validity show that the measurement model has adequate
psychometric qualities. This reliability and accuracy are an important foundation in
ensuring that subsequent structural model analysis is based on constructs that are
accurate, stable, and empirically robust. Thus, the interpretation of the causal relationship
between variables can be carried out with a high level of methodological confidence.

Table 5. Structural Model Test Results

Relationships Coefficient (B) t:; tics veﬁ;le Effe(cfz)Slze Conclusion
gt’r‘;r:; Life Balance — Work 0.139 1.982 0.048 0.020 Significant
Work Life Balance — -0.035 0.742 0.458 0.003 Insignificant
Employee Engagement

Work Stress — Employee 0.170 2.214 0.027 0.028 Significant
Engagement

‘Work Life Balance — Work Significant,
Stress — Employee 0.024 2.031 0.043 Partial
Engagement Mediation

Table 5 shows that the direct effect of work-life balance on employee engagement is
not significant, while work stress has a positive and significant effect on employee
engagement. The direct effect of work-life balance on work stress was also significant,
even with a small effect size. The effect size value (f?) indicates a relatively low
contribution, which is consistent with the R? value, which is in the very weak category.
The positive and significant relationship between work stress and employee engagement
suggests that a certain level of stress may function as eustress, motivating employees to be



more focused, responsive, and involved in their work rather than diminishing their
engagement.

The result also confirms that the indirect path through work stress is significant, so
work stress plays a role as a mediating variable in the relationship between work-life
balance and employee engagement. These findings indicate that internal psychological
mechanisms are key in explaining the dynamics of work involvement in the context of
MSMEs.

Table 6. Coefficient of Determination (R?) and Predictive Relevance (Q?)

Variable endogenous R? Interpretation Q2 Predictive Interpretation
Work Stress 0.019 Very weak 0.012 Relevant (positive)
Employee Engagement 0.028 Very weak 0.015 Relevant (positive)

Table 6 indicates that the coefficient of determination (R?) for work stress (0.019) and
employee engagement (0.028) is relatively low, reflecting the complexity of MSME
organizational behavior, which is influenced by many external factors beyond the model.
However, the positive predictive relevance (Q?) values confirm that the model retains
adequate predictive capability, as Q* > 0 suggests that exogenous variables can
meaningfully predict endogenous constructs in SEM-PLS. This implies that, despite
limited explanatory power, the model remains statistically useful for prediction. These
results also highlight opportunities for future research to enhance the model by
incorporating additional mediating or moderating variables. The combined interpretation
of R? and Q? demonstrates that the model, while modest in explanatory strength,
maintains acceptable predictive relevance.

DISCUSSION

The result shows that work-life balance has a positive and significant effect on work
stress. The empirical results demonstrate a positive influence, albeit with a relatively
marginal effect size. This finding implies that, within the MSME context, an enhanced
perception of role balance does not automatically translate into a direct reduction in
occupational pressure. While work-life balance is often conceptualized as a protective
mechanism against strain, in less structured and highly flexible work environments, such
flexibility can inadvertently lead to “role blurring,” which intensifies psychological
demands. This finding aligns with prior studies by Haar et al. (2019), Allen et al. (2021),
and Fan et al. (2023), which suggest that work flexibility without clear role boundaries
can increase emotional strain. In the context of MSMEs, where multitasking is common
due to limited resources, employees’ perceived work-life balance may reflect individual
coping mechanisms rather than stable organizational support. Therefore, although H1 is
statistically significant, the direction of the relationship contradicts the initial hypothesis,
as work-life balance shows a positive rather than a negative effect on work stress,
indicating that the relationship is highly contextual and reflects complex psychosocial
dynamics in small-scale organizations.

The second hypothesis examined the direct relationship between work-life balance and
employee engagement, revealing a negative and non-dominant effect, indicating that role
balance does not necessarily enhance engagement. These findings suggest that
engagement is more influenced by the intrinsic meaning and intensity of work rather than
time balance across domains. This result is not aligned with prior studies by Knight et al.
(2017), Albrecht et al. (2018), and Bakker et al. (2023), which highlight the stronger role
of work significance, autonomy, and organizational support. In Medan’s MSMEs,
engagement is more shaped by relational closeness and alignment with organizational
goals. Accordingly, H2 is not supported, emphasizing that engagement is driven by more
complex factors beyond work-life balance alone.

The findings indicate that work stress exerts a positive influence on employee
engagement. This finding suggests that, within certain thresholds, job pressure can
function as a “challenge stressor” that galvanizes energy, focus, and dedication. Within
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the Job Demands-Resources (JD-R) framework, occupational demands are not inherently
destructive; when perceived as challenges, they can stimulate intrinsic motivation. This
finding aligns with prior studies by Podsakoff et al. (2020) and Zhou et al. (2025), which
confirm that challenge stressors can positively influence employee engagement when
supported by adequate self-regulation and organizational support. In the MSME context,
work pressure is often linked to shared goals and business growth, leading employees to
perceive it as a meaningful contribution to organizational success. Therefore, although
H3 is statistically significant, the direction of the relationship contradicts the initial
hypothesis, as work stress shows a positive rather than a negative effect on employee
engagement, indicating that the impact of stress depends on individual perceptions and
the surrounding work context.

The mediation analysis reveals that the indirect pathway through work stress is more
significant than the direct effect of work-life balance on engagement. This finding
confirms that the relationship between role balance and professional involvement is
nonlinear and is instead mediated by internal psychological processes. Work-life balance
shapes the perception of demands, which subsequently dictates whether pressure is
interpreted as a debilitating burden or a constructive challenge. Contemporary literature
suggests that psychological mediation mechanisms, including stress framed as a
challenge, bridge the gap between organizational practices and behavioral outcomes
(Caesens et al., 2017; Tisu et al., 2020; Molino et al., 2023). Thus, this study expands the
understanding that work-life balance does not operate in isolation to enhance engagement
but functions through the transformation of adaptive stress experiences. The discussion
asserts that the dynamics within MSMESs are nonlinear and deeply rooted in subjective
interpretations. The resulting model contributes to organizational behavior literature by
demonstrating that work balance and stress must be understood as interacting constructs
that collectively shape the quality of employee engagement.

CONCLUSION

This study concludes that the nexus between work-life balance, work stress, and
employee engagement within the MSME framework is neither linear nor simplistic.
While work-life balance demonstrates a discernible impact on work stress, the limited
effect size suggests that achieving a perceived role equilibrium does not automatically
alleviate occupational pressures in a volatile business environment. Interestingly, the
direct link between work-life balance and employee engagement revealed a negative
trajectory with a marginal contribution. This underscores the premise that professional
involvement is not merely a byproduct of time distribution or role harmony; rather, it is
profoundly dictated by how individuals derive meaning from their work. Conversely,
work stress exhibited a positive influence on engagement, indicating that within specific
thresholds, job demands can function as constructive challenges that catalyze energy,
dedication, and focus. The mediation analysis further clarifies that work stress serves as a
pivotal intervening mechanism, bridging the transformation of role balance perceptions
into professional engagement. This research model reaffirms that internal psychological
dynamics play a central role in articulating engagement levels within the MSME sector.

In light of these findings, MSME managers are encouraged to look beyond
administrative efforts toward work balance and instead focus on modulating occupational
stress to remain at constructive levels. Managerial strategies should prioritize the
reinforcement of work significance, role clarity, and interpersonal support systems to
ensure that job pressures are interpreted as developmental opportunities rather than
debilitating threats. Despite its contributions, this study has limitations, including the
exclusion of contextual variables and the use of a cross-sectional design that may not
capture dynamic changes over time. Future research should incorporate factors such as
leadership, organizational culture, and social support, and adopt longitudinal approaches
to enhance explanatory power and better understand the evolving dynamics of stress and
engagement.
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