— European Proceedings of
J— Social and Behavioural Sciences
European Proceedings Ep SB S
www.europeanproceedings.com e-ISSN: 2357-1330

DOI: 10.15405/epsbs.2024.05.43

INCOMAR 2023
The 9™ International Conference on Marketing and Retailing

MECHANISM OF INNOVATION AND DIGITALIZATION TO
CREATE COMPETITIVE ADVANTAGE OF INDONESIAN’S
MSMES

Vini Wiratno Putri (a)*, Bimo Aryohanindyo Putro (b)
*Corresponding author

(a) Management Department, Economics Faculty, Universitas Negeri Semarang, Semarang, Indonesia,
viniwp@mail.unnes.ac.id
(b) Management Department, Economics Faculty, Universitas Negeri Semarang, Semarang, Indonesia

Abstract

This study aims to analyse business performance models through innovation and digitalization
approaches. This research identifies how innovation and digitalization create competitive advantages for
MSMEs in Indonesia, especially in Semarang City, Central Java. This research method uses a quantitative
approach involving 115 MSME respondents. The results of this study indicate that innovation and
digitalization can create a competitive advantage and business performance for MSMEs in Semarang
City. The research results also show that competitive advantage is also a mediator of the role of
innovation and digitalization in the business performance of MSMEs. Thus, to create an increase in the
business performance of MSME managers in Indonesia, it is necessary to pay attention to the ability of
business innovation and digitalization. This means that the higher and better the innovation and
digitization are owned by MSMEs, the more they will be able to create a highly competitive advantage

and influence business performance.
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1. Introduction

MSMEs have an important role in the Indonesian economy because businesses in the MSME
sector absorb a lot of labor in an area, besides that, businesses in the MSME sector can be a good
alternative solution in opening job opportunities for people who cannot afford to work in companies or in
the government (Widiatmo, 2019). Based on data from the Indonesian Ministry of Cooperatives and
Small and Medium Enterprises (Kemenkop UKM) for March 2021, the number of MSMEs reached 64.2
million with a contribution to the Gross Domestic Product of 61.07 percent or IDR 8,573.89 trillion.
MSMESs can absorb 97 percent of the total existing workforce and can collect up to 60.42 percent of total
investment in Indonesia (Indonesian Ministry of Finance).

MSMEs in Indonesia are defined as productive businesses owned by individuals or business
entities that meet the criteria for micro-enterprises. Businesses that fall under the criteria of micro-
enterprises are businesses that have a net worth of up to IDR 50,000,000 and do not include buildings and
land where the business is located. The maximum annual sales proceeds for micro businesses are IDR
300,000,000. Businesses included in the criteria for small businesses have a net worth of IDR 50,000,000
with a maximum requirement of IDR 500,000,000. The proceeds from business sales annually range from
IDR 300,000,000.-. to a maximum of IDR 2,5,000,000,000.-. Medium businesses are often categorized as
large businesses with the criteria for a net worth of more than IDR 500,000,000 to IDR 10,000,000,000
and do not include buildings and land where the business is located. Annual sales results reach IDR
2,5,000,000 billion to IDR 50,000,000,000 (laws and regulations No. 20 of 2008).

However, MSMEs in Indonesia are currently facing a difficult situation amid changes in the
increasingly complex business environment and increasingly fierce competition along with the swift flow
of free trade which makes competition come from all directions both domestically, regionally, and even
globally (Aristiyo & Murwatiningsih, 2017). The existence of this competition makes companies face
various opportunities and threats. Therefore, these MSMEs are required to think creatively to face
increasingly dynamic market conditions (L. F. Sari, 2013).

One way to be able to judge whether a business has good progress or not is by looking at the
performance of the business. Performance (business performance) refers to the level of achievement of
the company in a certain period which is said to be good if marked by good sales growth, profits which
are always increasing, and capital which is always increasing (Anomsari, 2011). Marketing performance
is generally used to measure the impact of corporate strategy and is an aspect of determining business
performance which can increase if the company is able to choose and implement the right approach
(Tanoko, 2010).

Research conducted by Hasanah (2020), states that innovation has a partial influence on the
performance of MSMEs. Meanwhile, in their research, Finoti et al. (2017) found that innovation does not
directly affect business performance. Lestari et al. (2019) also stated that innovation significantly affects
competitiveness. However, Bahren et al. (2018) stated that innovation activities, both product innovation,
process innovation, marketing innovation, and organizational innovation, have no effect on competitive
advantage.

The increasing number of MSMEs that are developing in Indonesia makes MSME actors also have

to develop their companies' strengths so they can survive in increasingly fierce competition. Especially in
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this modern era, many small and medium businesses use technology to develop their business through
product promotion, production, or marketing. In fact, now, more and more MSMEs do not have a
physical place to sell. Instead, they use digital technology to trade.

The current industrial development is known as the Industrial Revolution 4.0, which relies on
digital media and modern technology to produce, promote, and market products or services. The
implementation of Industry 4.0 in large companies is by automating all forms of production without
human intervention, known as Smart Factory. To implement Smart Factory, a large amount of money is
definitely needed. So, for MSMEs, Industry 4.0 is shown by the development of the MSME market
through digital media. MSMEs, which previously could only market their products in the vicinity of the
shop, now have a wider market. This is aided by the emergence of many e-commerce recently, such as
Shopee, Bukalapak, and Lazada. Apart from e-commerce, digital marketing is also implemented through
online motorcycle taxi applications such as Gojek and Grab, which help MSMEs deliver their products to
customers.

In line with this, Martin-Pefia et al. (2020) in their research revealed that servitization and
digitalization have a positive effect on firm performance. However, Sanchez-Rioftrio et al. (2021) stated
different things in their research which stated that market digitalization was negatively related to business
performance. Furthermore, in his research, Swastuti (2020) stated that the adoption of digital marketing
has an influence on competitive advantage. However, Lee and Falahat (2019) state that digitalization does
not directly affect competitive advantage.

Implementing the two strategies above, which include innovation and digitalization, aims to
achieve superior company conditions in a competition, leading to increased business performance.
Competitive advantage itself is an advantage to exceed competitors obtained by offering greater value to
consumers than competitors (Kotler & Keller, 2012). By having a competitive advantage, a business will
be able to survive in competition, existing business competitiveness supports business performance
(Nizam et al., 2020).

Husaeni et al. (2021) in his research found that the competitive advantage possessed by a company
will affect the company's business performance. However, it is different from the research conducted by
Bahren et al. (2018), who stated that competitive advantage has no effect on business performance. The
growth of MSME business performance can be measured by the number of workers, fluctuations in sales,
and net profits. MSME performance is strongly influenced by internal factors (coordination system and
formalization) and external factors (competition, industry growth, and market concentration) (Rodrigues
& Raposo, 2011). Internal factors include products, innovation, business models, and human resources,
while external factors include government policies and regulations, market changes, competitors, and
developments in information technology.

Based on data from the Semarang City Cooperatives and UKM Office, the performance of
MSMEs from 2015 to 2018 in Semarang City was not stable. Especially in 2016, the performance of
MSME businesses, as seen from the labor indicator, the number of MSMEs and business turnover
decreased dramatically compared to the previous year. However, 2017, in addition to the increasing
number of MSMEs, MSMEs in Semarang City began to show positive things by absorbing more workers

and increasing overall turnover. This increase continued in 2018, as indicated by an increase in overall
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data. Starting in 2017, MSMEs have been more able to optimize information technology that has
developed.

MSMEs are seen as one of the most important components of the Indonesian economy. The
central government even appealed to local governments to help improve the welfare of MSME:s in their
respective regions. To support the economic development of MSMEs, the Semarang City government
facilitated online entrepreneurship licensing by launching the I Jus Melon program, or Online Business
Permits. Apart from being supported by the government, MSMEs in Semarang City have been able to
grow rapidly since the existence of online motorcycle taxis. Online motorcycle taxis such as Gojek and
Grab provide platforms for MSMEs to trade online, encouraging the growth of community
entrepreneurial skills. This online-based business model is preferred by MSME players because it does
not require large capital but can reach a broad market. However, that does not mean that trading using
online media does not have problems. According to Fikri, Head of Business Operations from Blanja.com,
the biggest challenge for MSME:s in trading through online platforms is the willingness of MSMEs to
continue to improve product quality and update information and data on their respective online stores.
This needs to be done, of course, so that MSMEs are not less competitive in the market and protect
consumers. The description above explains that there are differences of opinion between researchers, the
actual situation in the field, differences in variables, and differences in the samples taken in this study and

other studies. It can be concluded that this topic requires further research.

1.1. Business performance

Business performance is the result of management activities. Organizational performance can be
measured by how satisfied consumers are with the products or services offered as a result of their
subscriptions (Khadka & Maharjan, 2017). Business performance can also be measured from the
company's internal factors by looking at financial information, or other reports related to the company's
production activities. Performance appraisal aims to monitor how effective the company's operations are.
For companies, knowing their performance is very profitable. If the performance in a period is not
satisfactory, it will be evaluated at the end of the period, so that the next period can be run better.
Heilbrunn et al. (2011) stated that managers and employees must know what things have significant

implications for successful business performance

1.2. Innovation

Innovation is one of the things that have implications for the success of the business performance,
F. A. P. W. Sari and Farida (2020) stated that product quality is not the only factor in improving
marketing performance that affects business performance. To be competitive, MSMEs must have
innovation. A business venture that is capable of innovating can lead and minimize the possibility of
competitors innovating earlier. Therefore, businesspeople must prepare an innovation strategy for their
business ventures in order to create an advantage over competitors (Lestari et al., 2019).

Innovation is a company mechanism for adapting to a dynamic environment, so companies are
required to be able to create new assessments and new ideas, offer innovative products, and improve

service performance that satisfies customers (Utaminingsih, 2016). The application of innovation is not
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only carried out on products and promotions but can also be applied to business models. There are three
ways to apply innovation in business models, namely by being first in the market, modifying internal
operating processes, to increase efficiency, without changing the products/processes delivered or

changing the entire business model to suit the business environment and consumers (Trimi & Berbegal-

Mirabent, 2012)

1.3. Hypothesis Development

Several studies regarding the effect of innovation on business performance say that there is a
positive influence between innovation and business performance, as research conducted by Hasanah
(2020). explained that innovation can improve a company's performance. Several studies regarding the
effect of digitalization on business performance say that there is a positive effect between digitalization
and business performance, as research conducted by Martin-Pefia et al. (2020) explained that
digitalization can improve a company's performance. Several studies regarding the effect of competitive
advantage on business performance say that there is a positive influence between competitive advantage
and business performance, as research conducted by Husaeni et al. (2021) and Mahmood and Hanafi
(2013) explains that competitive advantage can improve a company's performance. Several studies on the
mediating effect of competitive advantage in the relationship between innovation and business
performance say that there is a positive influence between innovation and business performance through
competitive advantage, as research conducted by Susana and Andarwati (2021) explained that
competitive advantage can mediate the influence of innovation on a company's performance. Several
studies on the mediating effect of competitive advantage in the relationship of digitalization to business
performance say that there is a positive influence between digitalization and business performance
through competitive advantage, as research conducted by Slamet et al. (2017) which explains that
competitive advantage can mediate the effect of digitalization on business performance company. So that
the hypothesis can be drawn as follows:

H1: Innovation has a positive effect on MSME performance.

H2: Digitalization has a positive effect on the performance of MSMEs.

H3: Competitive advantage has a positive effect on MSME performance.

H4: Innovation affects business performance through competitive advantage in MSMEs.

HS5: Digitalization affects business performance through competitive advantage in MSMEs.

2. Problem Statement

Based on data from the Semarang City Cooperatives and UKM Office, the performance of
MSMEs from 2015 to 2018 in Semarang City was not stable. Especially in 2016 the performance of
MSME businesses as seen from the labour indicator, the number of MSMEs and business turnover
decreased dramatically compared to the previous year. However, in 2017, in addition to the increasing
number of MSMEs, MSME:s in Semarang City began to show positive things by absorbing more workers

and increasing overall turnover. This increase continued in 2018, as indicated by an increase in overall
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data. Starting from 2017, MSME:s are considered to be more able to optimise information technology that
has developed. Based on the background above, the formulation of the research problem is as follows:
i.  Does innovation, digitalization, and competitive advantage affect business performance in
MSMEs?
ii.  Does innovation affect business performance mediated by competitive advantage in MSMEs?

iii. Does digitalization affect business performance mediated by competitive advantage in

MSMEs?
3. Research Question

The research question in this research is how business performance models through innovation and
digitalization approaches. Does this research identify how innovation and digitalization play a role in

creating competitive advantages for MSMEs in Indonesia, especially in Semarang City, Central Java?
4. Purpose of the Study

This study’s purpose is to analyse business performance models through innovation and
digitalization approaches. This research identifies how innovation and digitalization play a role in

creating competitive advantages for MSMEs in Indonesia, especially in Semarang City, Central Java
5. Research Method

The population in this study is SMEs in the city of Semarang, with a sample of 115 SMEs. This
study used data collection techniques with questionnaires, namely data collection carried out by giving

respondents a set of questions or written statements to answer.
5.1. Variable Measurement

This study observes four variables: Innovation, Digitalization, competitive advantage, and
Business performance. The first variable, namely Innovation, is the practical application of an idea into a
new product or process. To measure this variable, three indicators are used as parameters: product/service
innovation, process innovation, and market innovation (Lestari et al., 2019). Meanwhile, the digitization
variable in this research is defined as changes that occur in companies and their business models due to
the increasing use of digital technology to improve performance and business scope. This variable is
measured by three measurement tools: access, use, and skills (Sanchez-Riofrio et al., 2021). Then the
competitive advantage variable is defined as a benefit that exists when a company has and produces a
product or service that is seen by its target market as better than its closest competitors. This variable is
measured through three parameters, namely competitive prices, production costs, and product quality (Li
et al., 2006). Finally, the business performance variable is defined as the company's level of success in
achieving its goals through the use of its various resources. These variables have three indicators: growth,

profitability, and internal efficiency (Suprantiningrum, 2002).
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5.2. Data Analysis

In this study, path analysis was used which aims to identify the path that causes a certain variable

to other variables it influences.
6. Findings

All figures and tables should be referred to in the text and numbered in the order in which they are

mentioned.
6.1. Partial Test (Test Statistical t)

The t-statistical test is used to test the hypothesis partially. The t-statistical test shows how far the
influence of the independent variables individually explains the variation of the dependent variable
(Ghozali, 2018). The basis for decision-making can be seen from the significant probability value. If the
probability number is significant > 0.05, there is no influence between the independent and dependent
variables. If the probability number is significant <0.05, then there is an influence between the
independent variables and the dependent variable.

Based on Table 1, the innovation variable has a t count of 3.891 and a significant value of 0.000
<0.05. Then H1, which states that innovation positively affects business performance, is accepted. The
digitization variable has a t count of 2.657 and a significant value of 0.009 <0.05. Then H2, which states
that digitization positively affects business performance, is accepted. Based on table 1, the competitive
advantage variable has a t count of 3.484 and a significant value of 0.001 <0.05. Then H3 which states

that competitive advantage has a positive effect on business performance is accepted.

Table 1. Partial Test Results (Statistical Test t)

Coefficients”
Model Unstandardized Coefficients Standardized t Sig.
Coefficients
B Std. Error Beta

(Constant) 2.119 2.466 .859 392
| X1 298 .077 313 3.891 .000

X2 203 .076 217 2.657 .009

Y1 .330 .095 292 3.484 .001

a. Dependent Variable: Y2
Source: Primary Data Processed, 2022

6.2. Path Analysis

According to Ghozali (2018), path analysis is the use of regression analysis to estimate the causal
relationship between variables (causal models) that have been previously determined. The causality
variables tested in this study are innovation and digitalization variables on business performance with
competitive advantage as intervening variables. A comparison of the path coefficients is carried out to test
whether there is a mediating effect. Path coefficients are calculated by constructing two regression model

equations that show the hypothesized relationship. In this study, path analysis is explained as follows:
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i.  Analysis of the effect of innovation and digitalization on competitive advantage (Model 1).

Table 2. Competitive Advantage Summary Model

Model Summaryb
Model R R Square Adjusted R Square Std. Error of the Estimate
1 A444° 197 183 1.495
a. Predictors: (Constant), X2, X1
b. Dependent Variable: Y1

Source: Primary Data Processed, 2022

Based on Table 2, it is known that the R square value is 0.377, where this value is used to calculate
the error value (el) with the following formula:
e1= 1-R 2

e;=+v1-0,197
e; =0, 896

Table 3. Effects of Innovation and Digitalization on Competitive Advantage

Coefficients®
Model Unstandardized Coefficients Standardized t Sig.
Coefficients
B Std. Error Beta
(Constant) 13.748 2.089 6.582 .000
1 X1 214 .074 254 2.904 .004
X2 252 .072 305 3.487 .001

a. Dependent Variable: Y1

Source: Primary Data Processed, 2022

Based on table 2 and table 3 above, it can be seen that the regression equation is as follows:
Y=o+t Xi+B Xot+e
Y, =13.748 + 0,254 X; + 0,305 X5+ 0,896...c.cniniiiiiiiniii 1)
The regression equation model 1 can be explained that:
ii.  The value of a is a constant of 13,748 which means that business performance will continue to
increase by 13,748 without the influence of independent variables.
iii.  Every time there is an increase in the innovation variable by 1 unit, it will be followed by an
increase in competitive advantage by 0.254 units if other variables are assumed to be constant.
iv.  Every time there is an increase in the digitization variable by 1 unit, it will be followed by an
increase in competitive advantage by 0.305 units if other variables are assumed to be constant.
v.  Every time there is an increase in the partnership variable by 1 unit, it will be followed by an
increase in competitive advantage by 0.234 units if other variables are assumed to be constant.

vi. el is an error with a value of 0.896.
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6.2.1. Analysis of the effect of innovation, digitalization and competitive advantage on

business performance (Model 2).

Based on Table 4, it is known that the R square value is 0.373, where this value is used to calculate

the error value (e2) with the following formula:

€y =1/ 1- R2
e, =+v1-0,373
e, =0, 791

Table 4. Business Performance Summary Model
Model Summaryb
Model R R Square Adjusted R Square Std. Error of the Estimate
1 611° 373 356 1.499
a. Predictors: (Constant), Y1, X1, X2
b. Dependent Variable: Y2
Source: Primary Data Processed, 2022

Based on table 4 and table 5, it can be seen that the regression equation is as follows:
Yo=a+B: X+ Xo+Bs Y+ e
Y,=2,119+0,313X; +0,217 X, + 0,292 Y1 + 0,791 ..o, 2)
The regression equation model 2 can be explained that:
i.  The value of a is a constant of 2.119, which means that business performance will continue to
increase by 2.119 without the influence of independent and mediating variables.
ii.  Every time there is an increase in the innovation variable by 1 unit, it will be followed by an
increase in business performance by 0.313 units if other variables are assumed to be constant.
iii.  Every time there is an increase in the digitization variable by 1 unit, it will be followed by an
increase in business performance by 0.217 units if other variables are assumed to be constant.
iv.  Every time there is an increase in the competitive advantage variable by 1 unit, it will be
followed by an increase in business performance of 0.293 units if other variables are assumed
to be constant.

v. el is an error with a value of 0.791.

Table 5. Effects of Innovation, Digitalization, and Competitive Advantage on Business Performance

Coefficients”
Model Unstandardized Coefficients Standardized t Sig.
Coefficients
B Std. Error Beta

(Constant) 2.119 2.466 .859 392
| X1 298 .077 313 3.891 .000

X2 203 .076 217 2.657 .009

Y1 .330 .095 292 3.484 .001

a. Dependent Variable: Y2
Source: Primary Data Processed, 2022
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Based on the calculation of the regression equation of the two models, it can be explained the

regression of this study as follows:
Y, =13.748 + 0,254 X; + 0,305 X5+ 0,896.....coviiiiiiiiiiiiiiiiiee 1
Y,=2,119+0,313 X; + 0,217 X, + 0,292 Y, + 0,791

From the above equation, the following results are obtained:

The effect of competitive advantage (Y1) on business performance (Y2)

The results of the calculation in Table 5 show that the effect of competitive advantage on
marketing performance is indicated by BS, which is equal to 0.292 with a significance value of 0.001
<0.05, which means that competitive advantage has an effect on business performance. So that H4,
namely competitive advantage has a positive effect on business performance is accepted.

The indirect effect of innovation (X1) on business performance (Y2) through competitive
advantage (Y1)

i.  The direct effect of innovation on business performance, which is denoted by B3, is 0.313.

ii.  The indirect effect of innovation on business performance through competitive advantage can
be seen by multiplying the innovation path coefficient (1) and competitive advantage (B5),
namely 0.254 x 0.292 = 0.074

iii.  The total effect of the path coefficient can be determined by adding up the direct effect (point
a) and the indirect effect (point b), namely B3 + (B1 x f5) =0.313 + (0.254 x 0.292) = 0.387.
Figure 1 is an image of path analysis to prove the mediating or intervening effect of competitive

advantage on the effect of innovation on business performance:

Competitive
advantage

1) 5=0,292

innovation B;=0,313 Business
X1 Performance
(X1) a2

Figure 1. Path analysis of the influence of innovation on business performance through competitive
advantage

It can be seen from the calculation results that the total influence of the path coefficient is equal to
0.387 while the direct influence of the path coefficient of innovation on business performance is 0.313. So
the total effect of the path coefficient is 0.387 > the direct path coefficient is 0.313 which indicates that

competitive advantage is able to mediate innovation variables on business performance. This shows that
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H4, which states that innovation positively affects business performance through competitive advantage,

is accepted.

The indirect effect of digitalization (X2) on business performance (Y2) through competitive

advantage (Y1)

i.  The direct effect of digitization on business performance, denoted by B4, is 0.217.

ii.  The indirect effect of digitization on business performance through competitive advantage can

be seen by multiplying the digitalization path coefficient (f2) and competitive advantage (B5),
namely 0.305 x 0.292 = 0.089.

iii.  The total effect of the path coefficient can be determined by adding up the direct effect (point

a) and the indirect effect (point b), namely 4 + (B2 x B5) =0.217 + (0.305 x 0.292) = 0.306.

Figure 2 is a path analysis image to prove the mediating effect of competitive advantage on the

effect of digitalization on business performance:

Competitive
Advantage
(YD)

B,= 0,305 20,292

Business
Performance
(Y2)

Digitalization
(X2)

Figure 2. Path Analysis of the Effects of Digitalization on Business Performance Through Competitive

Advantage

It can be seen from the calculation results that the total influence of the path coefficient is 0.306

while the path coefficient of the direct effect of digitization on business performance is 0.217. So the total

effect of the path coefficient is 0.306 > the direct path coefficient is 0.217 which indicates that

competitive advantage is able to mediate the digitalization variable on business performance. This shows

that HS, which states that digitalization has a positive effect on business performance through competitive

advantage, is accepted.
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Innovation
Xy

Competitive
Advantage
(YD)

Business
Performance
(Y2)

B, 0,305

Digitalization
(X3)

Figure 3. Path Analysis Test Results

Based on the results of the analysis above, the calculation of the direct, indirect, and total indirect

effects between variables can be seen in Table 6.

Table 6. Direct Influence, Indirect Influence, and Total Indirect Influence

No. Variable effect Competitive Business Description
advantage Performance
direct 0,254 0,313
. . Lo 0,387>0,313
1 innovation indirect - 0,074 .
mediate
Total 0,254 0,387
direct 0,305 0,217
T o 0,306 > 0,217
2 Digitalization indirect - 0,089 .
mediate
Total 0,305 0,306

Source: Primary Data Processed, 2022

6.3. Discussion

This discussion section contains an explanation of the results of the research and answers the
hypotheses that have been previously set. Based on the results of research that examines the effect of
innovation and digitalization on business performance through the competitive advantage of MSMEs in

Semarang City, it can be seen as follows:
6.3.1. The Effect of Innovation on Business Performance

Based on the data analysis test that has been carried out, the results of the partial test or statistical
t-test on the innovation variable have a sig value. 0.000 the number is smaller than the significance value
of a 0.05. So it can be said that the innovation variable positively affects business performance. The
results of this study indicate that innovation consisting of product/service innovation, process innovation,

and market innovation has a positive influence on efforts to improve business performance. This means
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that the better the innovations implemented, the better the business performance of MSME actors in
Semarang City.

The results of this study are supported by previous research conducted by Hasanah (2020) which
shows a positive and significant relationship between innovation and business performance. Innovation is
one of the main things that MSMEs need to pay attention to. According to Narver and Slater (1990), the
company's success in product innovation makes it easier for companies to achieve the expected sales
targets.

Innovation is also important for MSMEs, where the competition is getting tougher. With the
implementation of innovation, business actors need to conduct research regarding changes or
improvements that can be applied to their products; MSME actors must also be able to find alternative
goods production processes with the aim of improving product quality; in market innovation, MSME
actors are directed to be able to apply marketing methods. new or an improvement in their marketing
strategy. All efforts made are aimed at improving the performance of the MSMEs they run. The results of
this study indicate that to create good business performance, SMEs in Semarang City must have good

innovation.

6.3.2. Effect of Digitalization on Business Performance

Based on the data analysis test that has been carried out, the results of the partial test or statistical
t-test on the digitization variable have a sig value. 0.009 the number is smaller than the significance value
of a 0.05. So it can be said that the digitization variable positively affects business performance. The
results of this study indicate that digitization, which consists of access, use, and skills, has a positive
influence on efforts to improve business performance. This means that the better the application of
digitization, the better business performance will be.

The results of this study are supported by previous research conducted by Martin-Pefa et al.
(2020) which shows that there is a positive and significant relationship between digitization and business
performance, digital transformation is one of the main drivers for change in the business world, because
companies are able to develop new technologies based on the internet with implications for society as a
whole (Unruh & Kiron, 2017). In MSMEs, this has a positive impact on business performance.

Digitalization is affecting all sectors, including the business economy. In practice, digitalization
has been described as all changes that occur in companies and their business models due to the increased
use of digital technology to improve performance and business scope (Westerman et al., 2011). With the
implementation of digitization in the form of using digital systems in running a business such as online
marketing, the use of marketplaces will have a very good impact on marketing, ease of digital access
(internet) is also a factor that has a very positive impact on business implementation, MSME players can
get various kinds of information with internet access. Digital skills are also very important to improve in

order to be able to take advantage of digitalization in various aspects of business processes.

6.3.3. The Effect of Competitive Advantage on Business Performance

Based on the data analysis test that has been carried out, the results of the partial test or statistical

t-test on the competitive advantage variable have a sig value. 0.001 the number is smaller than the
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significance value of a 0.05. So it can be said that the competitive advantage variable positively affects
business performance. The results of this study indicate that competitive advantage consisting of
competitive prices, production costs, and product quality has a positive influence on efforts to improve
business performance. This means that the more superior MSMEs are in competition, the better the
business performance of MSMEs in Semarang City.

The results of this study are supported by previous research conducted by Husaeni et al. (2021)
which states that competitive advantage has a positive and significant effect on business performance.
Competitive advantage is a benefit that exists when a company has and produces a product or service that
is seen by its target market as better than its closest competitors (Saiman, 2012).

Competitive advantage is very important for MSMEs, which are currently faced with very tight
competition; in this case, competitive advantage can be obtained by carrying out various ways, some of
which are developing better product quality while still paying attention to production costs so that
production costs remain constant. affordable, so you get a product of good quality but at a competitive

price.

6.3.4. The Effect of Innovation on Business Performance through Competitive Advantage

Based on path analysis testing, the results of this study indicate that innovation has a positive
effect on business performance through competitive advantage. These results are based on the total
influence of the innovation path coefficient on business performance through competitive advantage of
0.387 > direct effect of 0.313. The results of this study are supported by previous research conducted by
Susana and Andarwati (2021) which states that competitive advantage acts as an intermediary between
innovation and business performance.

MSMEs in Semarang City have implemented innovation well. The way to do this is to innovate
products/services so that the products offered are more unique and different compared to competitors,
updating the production process can also be done in order to reduce production costs or improve product
quality, and marketing innovations are also implemented in order to expand the market so that it can
outperform the competition.

Based on the implementation of these innovations can encourage MSME actors to always excel in
competition; in this case, competitive advantage will further increase the influence of innovations
implemented by MSME actors to be able to improve their business performance, such as more efficient

production processes, faster revenue growth, and increased business performance. profit will increase.

6.3.5. Effect of Digitalization on Business Performance through Competitive Advantage

Based on path analysis testing, the results of this study indicate that digitalization has a positive
effect on business performance through competitive advantage. These results are based on the total
influence of the digitalization path coefficient on business performance through competitive advantage of
0.306 > direct effect of 0.217. The results of this study are supported by previous research conducted by
Slamet et al. (2017) which states that digitalization positively affects business performance through

competitive advantage.
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MSMEs in Semarang City have implemented digitization well. The way to do this is to use,
namely using digital platforms, especially in marketing their products and expanding their market by
entering the marketplace, MSME actors also apply for access where MSME actors begin to increase their
access to digital platforms, especially the internet in order to get a lot of information that can they apply
in their business, the skills of MSME actors are also increasing so that MSME actors can take advantage
of digitization to excel in competition and will improve their business performance.

Based on the application of digitalization, it can encourage MSME actors to always excel in
competition, in this case, competitive advantage will further increase the influence of digitalization
applied by MSME actors to be able to improve their business performance, such as marketing products
more broadly in the marketplace, getting more information they can apply it in their business based on the
access they have, and are increasingly able to apply digitization in various business lines to be ahead of

the competition so that in the end it will improve business performance.
7. Conclusion

Based on the research and discussion results, it can be concluded that innovation has a positive
effect on business performance. This means that the better the innovation implemented by MSME actors
will affect business performance. Furthermore, innovation has a positive effect on business performance
through competitive advantage. Competitive advantage is able to mediate the effect of innovation on
business performance. The higher and better the innovation that is owned by MSMEs, the more
competitive advantage it will be able to create so that it can influence business performance. Then,
digitization has a positive effect on business performance. This means that the higher and better
digitization owned by MSME actors will affect business performance. Then, digitization has a positive
effect on business performance through competitive advantage. Competitive advantage is able to mediate
the digitalization of business performance. The more massive the application of digitalization to MSME
players, the more competitive advantage they will be able to create, thereby influencing business
performance. Furthermore, competitive advantage has a positive effect on business performance. This
means that the more superior MSMEs in the competition will affect business performance.

This research still has some weaknesses and limitations, namely, the sample used in this study is a
random sample given to business actors who have been involved in the MSME world for a long time and
new business actors, besides that the object under study is also too broad or has not researched
specifically on one business sector. Therefore, future researchers are expected to use a sample that is
more focused on business actors who have been doing this business for a long time so that the
information obtained is more relevant, narrowing the research object in an MSME sector can also be done

in order to further reduce the bias of the research results.

Acknowledgments

The author would like to thank the Semarang City Office of Cooperatives and Micro Enterprises

for providing support regarding this research.

524


http://dx.doi.org/

https://doi.org/10.15405/epsbs.2024.05.43

Corresponding Author: Vini Wiratno Putri

Selection and peer-review under responsibility of the Organizing Committee of the conference
elSSN: 2357-1330

References

Anomsari, M. A. (2011). Studi pada usaha kecil menengah di kawasan usaha Barito Semarang [Study of
small and medium businesses in the Barito Semarang business area]. Seminar Nasional Teknologi
Informasi &  Komunikasi Terapan 2011 (Semantik  2011), 2011, 1-8.
https://publikasi.dinus.ac.id/index.php/semantik/article/view/27

Aristiyo, R., & Murwatiningsih, M. (2017). Meningkatkan Kinerja Pemasaran melalui Keunggulan
Bersaing dengan Orientasi Kewirausahaan, Orientasi Pasar, Kemitraan [Improving Marketing
Performance through Competitive Advantage with Entrepreneurial Orientation, Market
Orientation, Partnerships]. Management Analysis Journal, 6(1), 36-44.
https://journal.unnes.ac.id/sju/index.php/maj/article/view/12420

Bahren, B., Ramadhani, 1., & Suroso, E. (2018). Membangun keunggulan bersaing melalui inovasi
produk, inovasi proses, inovasi marketing dan inovasi organisasi untuk meningkatkan kinerja
Perusahaan [Building competitive advantage through product innovation, process innovation,
marketing innovation and organizational innovation to improve Company performance]. Jurnal
Ekonomi Manajemen, 4, 8-18. https://doi.org/10.37058/jem.v4i1.689

Finoti, L., Didonet, S. R., Toaldo, A. M., & Martins, T. S. (2017). The role of the marketing strategy
process in the innovativeness-performance relationship of SMEs. Marketing Intelligence and
Planning, 35(3), 298-315. https://doi.org/10.1108/MIP-01-2016-0005

Ghozali, 1. (2018). Aplikasi analisis multivariate dengan program IBM SPSS 25 [Application of
multivariate analysis with IBM SPSS 25 program]. In Semarang, Universitas Diponegoro. Badan
Penerbit Universitas Diponegoro.

Hasanah, R. (2020). Pengaruh inovasi dan teknologi informasi terhadap kinerja UMKM pakaian
sasirangan di Kota Banjarmasin [The influence of innovation and information technology on the
performance of sasirangan clothing MSMEs in Banjarmasin City]. Procuratio, 8(4).
http://eprints.uniska-bjm.ac.id/8909/

Heilbrunn, S., Rozenes, S., & Vitner, G. (2011). A “DEA” based taxonomy to map successful SMEs.
International ~ Journal  of  Business  and  Social  Science, 2(2), 232-241.
https://www.ijbssnet.com/journal/index/153

Husaeni, R., Zulkifli, Z., & Derriawan, D. (2021). Strategi keunggulan bersaing untuk meningkatkan
kinerja pada kantor jasa penilai publik Rija Husaeni dan Rekan [Competitive advantage strategy to
improve performance at the public appraisal service office Rija Husaeni and Partners]. Jurnal
Apresiasi Ekonomi, 9(3), 379-392. https://doi.org/10.31846/jae.v9i3.427

Khadka, K., & Maharjan, S. (2017). Customer satisfaction and customer loyalty. Centria University of
Applied Sciences Pietarsaari, November. https://doi.org/10.4337/9781781955970.00008

Kotler, P., & Keller, K. L. (2012). Marketing management. Pearson Education Limited.

Lee, Y. Y., & Falahat, M. (2019). The impact of digitalization and resources on gaining competitive
advantage in international markets: The mediating role of marketing, innovation and learning
capabilities. Technology Innovation Management Review, 9(11), 26-38.
https://doi.org/10.22215/TIMREVIEW/1281

Lestari, 1., Astuti, M., & Ridwan, H. (2019). Pengaruh Inovasi dan Orientasi Kewirausahaan terhadap
Keunggulan Bersaing UMKM Kuliner [The Influence of Innovation and Entrepreneurial
Orientation on the Competitive Advantage of Culinary MSMEs]. Jurnal Riset Manajemen Dan
Bisnis (JRMB) Fakultas Ekonomi UNIAT, 4(1), 111-118. https://doi.org/10.36226/jrmb.v4i1.245

Li, S., Ragu-Nathan, B., Ragu-Nathan, T. S., & Subba Rao, S. (2006). The impact of supply chain
management practices on competitive advantage and organizational performance. Omega, 34(2),
107-124. https://doi.org/10.1016/j.omega.2004.08.002

Mahmood, R., & Hanafi, N. (2013). Entrepreneurial orientation and business performance of women-
owned small and medium enterprises in Malaysia: Competitive advantage as a mediator.
International Journal of  Business and Social Science, 4(1), 82-90.
https://repo.uum.edu.my/id/eprint/12295/

525


http://dx.doi.org/
https://journal.unnes.ac.id/sju/index.php/maj/article/view/12420
https://doi.org/10.31846/jae.v9i3.427

https://doi.org/10.15405/epsbs.2024.05.43

Corresponding Author: Vini Wiratno Putri

Selection and peer-review under responsibility of the Organizing Committee of the conference
elSSN: 2357-1330

Martin-Pefia, M. L., Sanchez-Lopez, J. M., & Diaz-Garrido, E. (2020). Servitization and digitalization in
manufacturing: the influence on firm performance. Journal of Business and Industrial Marketing,
35(3), 564-574. https://doi.org/10.1108/JBIM-12-2018-0400

Narver, J. C., & Slater, S. F. (1990). The effect of a market orientation on business profitability. Journal
of Marketing, 54(4), 20. https://doi.org/10.2307/1251757

Nizam, M. F., Mufidah, E., & Fibriyani, V. (2020). Pengaruh Orientasi Kewirausahaan Inovasi Produk
Dan Keunggulan Bersaing Terhadap Pemasaran UMKM [The Influence of Entrepreneurial
Orientation on Product Innovation and Competitive Advantage on MSME Marketing]. Jurnal
EMA, 5(2), 100-109. http://doi.org/10.47335/ema.v5i2.55

Rodrigues, R. G., & Raposo, M. (2011). Entreprencurial orientation, human resources information
management, and firm performance in SMEs. Canadian Journal of Administrative Sciences, 28(2),
143-153. https://doi.org/10.1002/cjas.205

Saiman, L. (2012). Kewirausahaan teori, praktik, dan kasus-kasus [Entrepreneurship theory, practice, and
cases]. Salemba Empat. http://inlislite.banjarkab.go.id/opac/detail-opac?id=513

Sanchez-Riofrio, A. M., Lupton, N. C., & Rodriguez-Vasquez, J. G. (2021). Does market digitalization
always  benefit firms? The Latin  American case.  Management  Decision.
https://doi.org/10.1108/MD-01-2021-0117

Sari, F. A. P. W., & Farida, N. (2020). Pengaruh orientasi pasar dan orientasi kewirausahaan terhadap
kinerja pemasaran melalui inovasi produk sebagai variabel intervening [The influence of market
orientation and entrepreneurial orientation on marketing performance through product innovation
as an intervening variable]. Jurnal Administrasi Bisnis, 10(10), 345-352.

Sari, L. F. (2013). Pengaruh orientasi pasar dan kreativitas terhadap kinerja pemasaran pedagang pakaian
jadi di pasar kliwon Kabupaten Kudus [The influence of market orientation and creativity on the
marketing performance of apparel traders in the Kliwon market, Kudus Regency]. Management
Analysis Journal, 2(1), 110-116. https://doi.org/10.15294/maj.v2i1.2028

Slamet, R., Nainggolan, B., Roessobiyatno, R., Ramdani, H., Hendriyanto, A., & Ilma, L. L. (2017).
Strategi pengembangan ukm digital dalam menghadapi era pasar bebas [Digital SME development
strategy in facing the free market era]. Jurnal Manajemen Indonesia, 16(2), 136.
https://doi.org/10.25124/jmi.v16i2.319

Suprantiningrum, R. (2002). Pengaruh total quality management terhadap kinerja manajerial dengan
sistem pengukuran kinerja dan sistem penghargaan (reward) sebagai variabel moderating (studi
empiris pada hotel di Indonesia) [The influence of total quality management on managerial
performance with a performance measurement system and reward system as moderating variables
(empirical study on hotels in Indonesia)]. [Thesis Universitas Diponegoro].
http://eprints.undip.ac.id/9740/

Susana, E., & Andarwati, M. (2021). Peningkatan keunggulan bersaing dan kinerja ukm di era pandemi
COVID-19 [Increasing competitive advantage and SME performance in the era of the COVID-19
pandemic]. Seminar Nasional Sistem Informasi 2021, 5, 2729-2742.
https://www jurnalfti.unmer.ac.id/index.php/senasif/article/view/357

Swastuti, E. (2020). Menejemen Inovasi Strategis Danadopsi Digital Marketing Upaya Membangun
Keunggulan Bersaing dan Kinerja Bisnis Ikm Tenun Troso Kabupaten Jepara [Strategic
Innovation Management and Digital Marketing Adoption Efforts to Build Competitive Advantage
and Business Performance of the Troso Weaving Industry, Jepara Regency]. Fokus Ekonomi:
Jurnal llmiah Ekonomi, 15(1), 127-143. https://doi.org/10.34152/fe.15.1.127-143

Tanoko, H. (2010). Kontributor kinerja pemasaran dari aspek reward, individu dan kreatifitas strategi
pemasaran [Contributors to marketing performance from the aspects of rewards, individuals and
marketing strategy creativity]. JDM - Jurnal Dinamika Manajemen, 1(2), 115-124.
https://doi.org/10.15294/jdm.v1i2.2466

Trimi, S., & Berbegal-Mirabent, J. (2012). Business model innovation in entrepreneurship. International
Entrepreneurship and Management Journal, 8. https://doi.org/10.1007/s11365-012-0234-3.

Unruh, G., & Kiron, D. (2017). Digital transformation on purpose. MIT Sloan Management Review, 6.

Utaminingsih, A. (2016). Pengaruh orientasi pasar, inovasi, dan kreativitas strategi pemasaran terhadap
kinerja pemasaran pada UKM kerajinan rotan di Desa Teluk Wetan, Welahan, Jepara [The

526


http://dx.doi.org/
https://doi.org/10.2307/1251757
http://doi.org/10.47335/ema.v5i2.55
https://doi.org/10.25124/jmi.v16i2.319
https://doi.org/10.34152/fe.15.1.127-143

https://doi.org/10.15405/epsbs.2024.05.43

Corresponding Author: Vini Wiratno Putri

Selection and peer-review under responsibility of the Organizing Committee of the conference
elSSN: 2357-1330

influence of market orientation, innovation, and marketing strategy creativity on marketing
performance in rattan craft SMEs in Teluk Wetan Village, Welahan, Jepara]. Media Ekonomi Dan
Manajemen, 31(2), 77-87. https://media.neliti.com/media/publications/149462-ID-pengaruh-
orientasi-pasar-inovasi-dan-kre.pdf

Westerman, G., Calméjane, C., Bonnet, D., Ferraris, P., & McAfee, A. (2011). Digital Transformation: A
roadmap for billion-dollar organizations. MIT Center for digital business and capgemini
consulting, 1, 1-68. https://www.capgemini.com/wp-
content/uploads/2017/07/Digital Transformation A Road-Map_for Billion-
Dollar_Organizations.pdf

Widiatmo, G. (2019). Peran orientasi kewirausahaan dan sumber daya perusahaan terhadap keunggulan
bersaing UMKM Mekarsari Kandri Semarang [The role of entrepreneurial orientation and
company resources on the competitive advantage of Mekarsari Kandri Semarang MSMEs].
Journal of Business and Applied Management, 12(2), 117-130. http://repository.unika.ac.id/19553/

527


http://dx.doi.org/
https://media.neliti.com/media/publications/149462-ID-pengaruh-orientasi-pasar-inovasi-dan-kre.pdf
https://media.neliti.com/media/publications/149462-ID-pengaruh-orientasi-pasar-inovasi-dan-kre.pdf

