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The degree of business performance achievement can be used to gauge 
how successfully MSMEs manage their operations. Competitive strategies, 
sometimes referred to as competitive advantages, and marketing 
strategies, such as digital marketing and marketing innovation, can impact 
the performance of MSMEs. The purpose of this study was to evaluate, 
partially and concurrently, the impact of marketing innovation and digital 
marketing on competitive advantage in the performance of successful 
MSMEs enterprises in the Special Region of Yogyakarta. Quantitative 
methodology is applied. Saturated sampling was the sampling strategy 
employed, and 352 MSMEs made up the study's sample—data analysis 
was performed using SEM-PLS. The study's findings showed that the 
performance of MSMEs enterprises is not significantly impacted by 
marketing innovation. It has been shown that digital marketing can greatly 
increase company performance. Digital marketing and innovative 
marketing strategies can help MSMEs competitors compete more 
successfully in the interim. According to other research, digital marketing 
and innovative marketing have a major positive impact. 

 

INTRODUCTION   

Improving MSMEs' competitiveness is essential to raising their performance levels. In 2020, 
(Sugiarto & Putra, 2020) in the face of competition, competitive advantage is the key to effective 
marketing. According to(Nowak et al., 2024), MSMEs struggle to increase their output because of 
their low level of competition. According to several researchers, MSMEs' incapacity to become more 
competitive stems from a number of constraints, including their incapacity to adjust to their 
surroundings, their incapacity to anticipate business opportunities with agility, their lack of 
creativity, and their lack of innovation when it comes to anticipating different environmental 
challenges(Anastasov et al., 2019) 

MSMEs play a strategic role in developing countries' economies because they can expand 
employment opportunities, absorb labour, encourage economic equality, improve community 
welfare, and significantly contribute to national income (Rhee & Stephens, 2020). MSMEs also play 
an essential role in promoting entrepreneurship, advancing innovation, and supporting social 
development (Weerawardena, 2003). Based on the ASEAN Investment Report 2022, Indonesia ranks 
first in the number of MSMEs or reaches 90% of the total number of MSMEs in ASEAN. The number 
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of MSMEs reached 65.5 million business units in 2023, up 1.7% from the year before, according to 
data from the Ministry of Cooperatives and SMEs. Contribution to GDP is 61%, or IDR 9,850 trillion, 
and employs around 117 million people, or 97% of the labor force. 

The growth in the number of MSMEs has not been balanced by the achievement of business 
performance because there are still several obstacles, such as access to capital, limited human 
resources, adaptation of innovation technology, gender discrimination, inconsistency of regulatory 
policies and business management (Guo et al., 2020).In facing the ASEAN Economic Community 
(AEC) 2025, MSMEs face obstacles such as product quality, human resources, marketing innovation, 
lack of business capital, monitoring, and overlapping programs (Muis et al., 2024). According to 
related study, government rules, a lack of access to cash, business knowledge, technology, and trained 
labor, difficulties with marketing and raw material procurement, and restricted capital are the key 
barriers that MSMEs confront in sustaining the sustainability of their enterprises (Aprillia 2024). 
Other challenges are market competition (Dahmiri et al., 2024), lack of innovation (Rathod et al., 
2022), managerial skills (Sari et al., 2023), entrepreneurial behaviour (Salsabilla et al., 2024)and 
operational inefficiency (Sopanah et al., 2023) 

On the other hand, the key to the success of MSMEs in developing countries that can produce 
competitive advantages and sustainability are entrepreneurial competence (Blake et al., 2021), 
government support (Alnıaçık & Alnıaçık, 2012), entrepreneurial and business factors (Miles & 
Darroch, 2006). In addition, other determining factors for the global expansion of MSMEs in 
Indonesia are international market knowledge, product innovation knowledge, and institutional 
networks (Dubey et al., 2020). Other researchers state that the success factors of MSMEs are strategic 
planning, management capacity, entrepreneurship and innovation, human resources, partnerships, 
and funding (Fayos et al., 2023). The measure to review the success of MSMEs can be analyzed from 
the level of their business performance. MSMEs business performance is the increase in financial 
performance such as profit, ROI, cash flow, and non-financial indicators such as innovation, business 
strategy, and team member and customer satisfaction. MSME's performance can be shown by its 
ability to achieve its goals. Business performance is a guideline for efficiently operating a business to 
achieve competitiveness and sustainability. Business performance in MSMEs can be influenced by 
innovation.  

Innovation is the process of adding value to a product, method, or practice by utilizing available 
resources and pertinent knowledge to develop an idea into a new one or to enhance an already 
existing one(Rathod et al., 2022). The introduction of novel, hard-to-copy methods for production, 
marketing, administration, and services is considered an innovation activity(Nour Aldeen et al., 
2022). One type of innovation that contributes significantly to the achievement of MSMEs 
performance is marketing innovation. The more innovative a company is in producing new products, 
the more positive its influence on the development of business performance. The link between 
company performance and new products is strengthened by implementing innovative marketing 
strategies (Joy et al., 1999). Several previous studies have confirmed that marketing innovation plays 
a vital role in improving business performance in MSMEs (Carretero et al., 2019) 

Another marketing strategy that is currently increasingly important for MSMEs to implement is 
digital marketing. MSMEs in the digital era are required to be able to adopt digital technology to 
support their business activities. Rapid technological advances and shifting market dynamics have 
also driven the growth of digital marketing (Kim & Jung, 2022). Digital marketing utilizes internet-
based digital media, such as websites, social media, email, databases, mobile/wireless, and digital TV, 
to increase consumer targets and understand customer profiles, behaviours, product values, and 
loyalty. Digital marketing provides opportunities for MSMEs to reach global markets, target specific 
audiences based on demographics, build brands and increase visibility in consumer perceptions, 
measure campaign effectiveness in real-time, and increase direct interaction with consumers 
through digital media (Rosenau-Tornow et al., 2009). 

Implementing digital marketing can be a resource for MSMEs to increase competitiveness, especially 
in strengthening brand promotion and positioning, reaching more comprehensive customers and 
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cost-effectiveness, and increasing brand loyalty and customer retention (Davidescu et al., 2020). The 
benefits obtained from digital marketing also significantly contribute to developing MSMEs and 
improving business performance (Mashange & Briggeman, 2022). Digital marketing is essential for 
MSMEs, but it is not enough to improve their business performance if adequate marketing 
capabilities do not support it. The implementation of digital marketing does not necessarily impact 
the performance of MSMEs businesses due to entrepreneurs' limited abilities and skills in utilizing 
digital marketing tools effectively (Dalalah et al., 2022). MSMEs that can implement digital marketing 
effectively in their business activities will become competitive resources and will ultimately drive 
increased performance (Jamaludin, 2021). 

The strategy improvement performance of MSMEs is not only determined by innovation marketing 
and the adoption of digital marketing but also needs superiority and competitiveness to endure and 
be sustainable so that it contributes positively to the economy's growth. The advantages of 
competition can characterized by a focus on performance, the company's capability to outdo 
competitors And create more economy than competitors (Deshmukh et al., 2022). Superiority 
competitively allows a company to get a better position in the market and increase profit. Several 
studies empirically find that superior competition can push improvement performance business 
(Liao, 2015). 

Several empirical studies have proven the relationship between marketing innovation and digital 
marketing mediated by competitive Advantage to improve company performance. MSMEs 
performance will be more successful if supported by competitive advantages driven by practical and 
digital marketing innovation. Innovation is an essential source of competitive Advantage, and 
successful innovation can make it difficult for competitors to imitate, allowing companies to maintain 
their competitive Advantage and ultimately have an impact on improving business performance 
(Henseler et al., 2015). Digital marketing is essential in improving MSMEs performance and creating 
competitive Advantage. 

The importance of the role of marketing strategy, both in the form of marketing innovation and digital 
marketing, in creating competitive advantages and improving the performance of MSMEs requires 
an analysis of their relationship. This paper examines the study of MSME performance in Yogyakarta, 
Indonesia. Yogyakarta is one of the provinces known for its creative industry sector and has 326,555 
MSMEs units in 2024. This study is expected to contribute positively to developing MSMEs in 
Yogyakarta and strengthening the national economy. 

RELATED WORK 

Micro-enterprises are defined as profitable businesses owned by individuals or individual business 
entities that meet the requirements for micro-enterprises as set forth in the Micro, Small, and Medium 
Enterprises Law of the Republic of Indonesia Number 20 of 2008; small businesses are defined as 
independent, profitable endeavors managed by individuals or organizations that are not associated, 
controlled, or connected in any way, either directly or indirectly, with a medium-sized or large 
company that meets the requirements for small businesses. Then, medium-sized businesses are 
autonomous, profitable ventures run by people or organizations that do not function as branches or 
subsidiaries of firms that are directly or indirectly owned, controlled, or involved in a small or large 
business, with the amount of net assets or yearly sales figures specified by this law. 

Marketing Innovation and Business Performance 

Innovation is crucial to business survival and superior performance, especially in emerging industries 
(Brammer & Pavelin, 2006). A culture of innovation in MSMEs has a positive impact on marketing 
strategies and strengthens company performance. Innovation significantly drives research and 
development performance, which can ultimately improve company performance (Nekhili, 2021). One 
type of innovation that determines the level of business performance is marketing innovation, 
described as value creation by using relevant knowledge and resources to implement ideas for new 
marketing methods or improvements in existing marketing methods. 
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Marketing innovation needs to be supported by marketing capabilities that refer to the ability to 
innovate, willingness to change, and innovative nature, which have been shown to improve marketing 
performance (Buckner et al., 2016). Marketing innovation refers to improving the marketing mix and 
can help deal with difficulties in operating in the current economic situation. Marketing innovation, 
which consists of product, price, promotion, and distribution innovations, dramatically determines 
the efficiency of MSMEs performance (Caruana, 2016). Marketing innovation in the form of price and 
promotion can improve marketing performance. Several previous studies have shown that well-
developed marketing innovation will improve business performance (Hoe & Mansori, 2018). Based 
on these studies, the following hypothesis can be formulated: 

H1: Marketing innovation has a significant influence on MSMEs performance. 

Marketing Innovation and Competitive Advantage 

Marketing innovation provides an advantage over competitors by offering added value to customers 
through lower prices and additional services commensurate with higher costs (Owusu et al., 2021). 
MSMEs with high entrepreneurial creativity will be superior to their competitors, so this level of 
creativity can be an important source of competitive Advantage for MSMEs operating in a dynamic 
business environment. Innovation is considered an essential asset for remaining competitive in a 
business landscape characterized by intense competition. An innovative approach enables companies 
to cope with volatile and dynamic environments and helps them to achieve and sustain long-term 
competitive Advantage (Chiu & Cho, 2021; Jam et al., 2013). Marketing innovation helps to create and 
sustain competitive Advantage through differentiation and cost leadership strategies. A company's 
ability to innovate in marketing will significantly enhance new product development, market 
penetration, competitive position, and customer engagement. Implementing strategies in markets, 
communication channels, products, and service delivery for marketing innovation positively impacts 
competitive Advantage (Iqbal et al., 2023; Thajeel et al., 2024). Marketing innovation aims to provide 
value to customers and increase competitive Advantage. Referring to the explanation above, the 
following hypothesis can be formulated: 

H2: Marketing innovation has a significant impact on competitive Advantage. 

Digital Marketing and MSME Performance 

Digital marketing promotes products, services, or brands through digital media and the Internet. 
Digital marketing is also known as online marketing. This is one of the most essential things for 
MSMEs because it helps improve marketing performance by simplifying the process of displaying 
products to a broader audience (Patrick, 2021). Empirical studies prove that digital marketing can 
improve MSMEs performance (Schmitt et al., 2024). The output that MSMEs produce over a given 
time period is known as MSME performance. MSME performance can be measured using a variety of 
factors, including financial and non-financial performance. With reference to the previously provided 
explanation, the following conjecture can be made: 

H3: Digital marketing has a significant impact on MSMEs performance 

Digital Marketing and Competitive Advantage 

Several preliminary studies confirm that digital marketing significantly positively affects competitive 
Advantage (Nyamekye et al., 2024). Digital marketing promotes products, services, or brands through 
digital media and internet networks. Digital marketing is one of the new ways for companies to reach 
consumers. Furthermore, a company's ability to set itself apart from its rivals and perform better is 
known as its competitive advantage. Companies with a competitive advantage can increase their 
market share and draw in new clients. With reference to the previously provided explanation, the 
following conjecture can be made: 

H4: Digital marketing has a significant impact on competitive Advantage 
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Competitive Advantage and Performance of MSMEs 

Competitive Advantage in the form of differentiation and cost advantage has a positive and significant 
effect on MSMEs performance (Krasyuk et al., 2021). Several empirical studies have found a 
significant positive relationship between competitive advantage and MSMEs performance (Massari 
et al., 2023). Competitive Advantage can help companies get greater profits, such as superior margins, 
better growth profiles, and greater customer loyalty. And all of that cannot be separated from the role 
of MSMEs performance. MSMEs performance can also be interpreted as the ability of MSMEs to meet 
their stakeholders, both in financial and non-financial terms. Referring to the explanation above, the 
following hypothesis can be formulated: 

H5: Competitive Advantage has a significant influence on MSMEs performance. 

The Mediation Role of Competitive Advantage 

MSMEs need novelty in innovation to be a source of competitive Advantage (Veselinova & Samonikov, 
2017). MSMEs that develop a culture of innovation in their business practices will experience a 
positive impact on their performance, such as the quality of products/services will increase 
(Neramballi et al., 2024). Marketing innovation involves adopting new marketing tactics and 
modifications in product design, pricing, packaging, and product placement strategies. Marketing 
innovation represented through updates to distribution techniques, marketing techniques, market 
expansion, and new technological innovations can increase the competitive Advantage of MSMEs. 
Innovation allows managers to utilize their resources to gain a competitive advantage effectively. To 
achieve competitive Advantage, MSMEs must be supported by adequate marketing and innovation 
capabilities to improve their business performance. 

An effective digital marketing strategy will be a source of competitive Advantage and impact and 
improve MSMEs performance. Research shows that competitive Advantage significantly mediates the 
effect of digital marketing on MSMEs performance (Molla et al., 2020). Companies that successfully 
use digital platforms to enhance their competitive Advantage can experience a multiplier effect on 
their marketing performance, leading to rapid growth, more significant market presence, and 
sustainable competitive achievement. On the other hand, other studies prove that digital marketing 
does not significantly affect MSME's competitive Advantage and performance. Other studies confirm 
that competitive Advantage mediates the relationship between digital marketing and business 
performance (Zameer, H, 2015). Referring to the explanation above, we can formulate a hypothesis 
as follows: 

H6: Competitive Advantage mediates the relationship between marketing innovation and MSMEs 
performance 

H7: Competitive Advantage mediates the relationship between digital marketing and MSMEs 
performance 

MATERIAL AND METHOD 

 

Figure 1. Research Framework 
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A descriptive strategy combined with a quantitative approach was used to design this study. 
Research data phenomena are explained via the descriptive quantitative technique. In the meantime, 
the impact of independent variables on dependent variables is explained using the quantitative 
approach. Primary and secondary data sources are used in this study's data collection methodology. 
The primary and secondary data gathering sources state (Creswell, 1998). The managers or owners 
of MSMEs operating in Yogyakarta Province, Indonesia's Special Region served as the study's sample. 
MSMEs who have been in business for at least three years and who use digital marketing media to 
assist their operations met the sample criteria for the purposive sampling technique. A total of 352 
MSMEs had their samples successfully collected. A questionnaire was used as the data collecting tool 
in the survey method, which was the method used to acquire the data. The traditional method of 
distributing the questionnaire to responders was face-to-face encounters.  

Product/service renewal, market development, company model, promotion renewal, pricing 
strategy, and distribution channels are the six components of marketing innovation (Mallik, 2023). 
According to (Eniola & Entebang, 2015), there are six components of digital marketing: customer 
trust development, engagement, attractiveness, information accuracy, customer incentive programs, 
ease of business transactions, and cost savings on promotions. The six components of MSMEs 
business performance include market share control, profitability, overall performance, customer 
happiness, and customer retention (Hair et al., 2017). A five-point Likert scale, ranging from 1 
(strongly disagree) to 5 (strongly agree), is used to measure these items. The goal of data analysis is 
to use SEM-PLS to support the hypothesis. 

DATA ANALYSIS 

Four hundred questionnaires were distributed; 352 were filled out and met the requirements, and 
the response rate was 88%. A response rate exceeding 50% is sufficient for statistical analysis (Hair 
et al., 2014) 

Table 1. MSMEs Profile 

Characteristics Category Frequency Percentage 
Company age 3 – 5 years 125 35.5 
 > 5 – 10 years 106 30.1 
 > 10 – 15 years 53 15.1 
 > 15 – 20 years 26 7.4 
 > 20 years 

 
42 11.9 

Number of 
employees 

< 10 employees 160 45.5 

 10 – 20 employees 144 40.9 

 > 20 employees 
 

48 13.6 

Market 
Coverage 

Domestic 272 77.2 

 International 9 2.6 
 Domestic and 

International 
 

71 20.2 

Business fields Handicrafts 85 24.1 
 Mode 46 13.1 
 Food & Beverages 100 28.4 

 Culinary 49 13.9 
 Various Services 72 20.5 
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Company 
Legality 

Not affiliated 271 77.0 

 Legal entity company 81 23.0 

Number = 352    

Source: Author's Primary Data, 2024 

Table 2. Digital marketing channels 

Online Media Frequency Percentage 
Website 81 8.3 
Market 151 15.4 
Instagram 307 31.4 
Indonesia 147 15.0 
Twitter 10 1.0 
YouTube 25 2.6 
TikTok App 147 15.0 
Others (email marketing, WA 
Business, etc.) 

111 11.3 

Total 979* 100 

Source: Author's Primary Data, 2024 

*Note: MSMEs can choose more than one channel 

Table 3. Owner/Manager Profile 

Characteristics Category Frequency Percentage 
Position Owner 167 47.4 
 Manager 185 52.6 

 
Gender Man 149 42.3 
 Woman 203 99.7 

 
Age 21 – 25 69 19.6 
 26 – 30 72 20.5 
 31 – 35 58 16.5 
 36 – 40 45 12.8 
 41 – 45 38 10.8 
 > 45 70 19.9 

 
Level of 
education 

Senior High 
School 

162 46 

 Diploma 23 6.5 
 Bachelor's 

degree 
156 44.3 

 Master 
Degree 

11 3.1 
 

Work 
experience in 
MSMEs 

1 - 3 years  18 5.1 

 3 – 5 years 145 41.2 
 > 5 years 189 53.3 
Number = 352    

Source: Author's Primary Data, 2024 
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Evaluation of Measurement Model (Outer Model) 

The SEM-PLS technique is used in this work to assess the measurement model and model structure. 
The measurement model is evaluated in order to assess its reliability and validity. Convergent and 
discriminant validity are used in validity testing, whereas construct reliability testing makes use of 
Cronbach's Alpha. 

Composite Reliability and Average Variance Extracted (AVE) 

If each construct's loading factor value is 0.7 or higher, the testing for convergent validity is deemed 
legitimate (Hair J et al., 2018). Eight indications (X1.5, X2.7, Y4, Y5, Y6, Z1, Z5, Z6) were invalid 
(loading factor <0.7) in the initial testing phase. One indication (X2.5) was deemed invalid (loading 
factor <0.7) in the subsequent testing phase. All indicators were deemed legitimate (loading factor > 
0.7) based on the final test findings. If Cornbach's Alpha > 0.7, Composite Reliability > 0.7, and Average 
Variance Extracted (AVE) > 0.5, the construct reliability test is deemed reliable. Table 4 displays the 
results of the tests for construct reliability and convergent validity, which indicate that all validity and 
reliability requirements have been satisfied. 

Table 4. Results of Convergent Validity and Construct Reliability Tests 

Variables Indicator Loading 
Factor 

Alpha 
Cronbach 

Composite 
Reliability 

AVE 

Marketing 
Innovation 

X1.1 0.735 0.814 0.870 0.572  

X1.2 0.787 

X1.3 0.776 

X1.4 0.746 

X1.6 0.736 

Digital 
Marketing 

X2.1 0.760 0.857 0.898 0.638 
X2.2 0.857 

X2.3 0.853 

X2.4 0.794 

X2.6 0.720 

Competitive 
Advantage 

Z.2 0.731 0.749 0.841 0.570 
Z.3 0.770 

Z.4 0.759 
Z.7 0.760 

Business 
Performance 

Y.1 0.830 0.810 0.876 0.640 

Y.2 0.850 

Y.3 0.800 

Y.7 0.713 

Source: Author's Primary Data, 2024 

The results of the external loading of the PLS algorithm for each indicator are shown in the structural 
model in Figure 2. 

 

Figure 2. Structural Model 
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Discriminant validation testing at the indicator level uses cross-loading, while at the variable level, 
the Fornell-Larcker Criterion or mark root AVE squared is used (Hair et al., 2012). Cross Loading 
Results in Table 5 show that discriminant validation has been fulfilled Because the mark cross-
loading indicator on the construct is taller than the construct. Results Discriminant Validity Testing 
of the Fornell-Larcker Criterion in Table 6 states that mark root AVE squared throughout the 
construct is tested greater than the mark correlation between construct and construct other, so the 
model has good discriminant validation. 

Table 5. Cross Loading 

 Innovation 
Marketing 

Digital 
Marketing 

Competitive 
Advantage 

Business 
Performance 

X1.1 0.735 0.476 0.338 0.310 

X1.2 0.787 0.438 0.397 0.237 
X1.3 0.776 0.349 0.303 0.265 
X1.4 0.746 0.457 0.299 0.228 

X1.6 0.736 0.388 0.404 0.339 
X2.1 0.418 0.760 0.366 0.315 

X2.2 0.473 0.857 0.440 0.388 
X2.3 0.465 0.853 0.403 0.354 
X2.4 0.483 0.794 0.347 0.345 

X2.6 0.383 0.720 0.295 0.307 

Y.1 0.301 0.340 0.342 0.830 
Y.2 0.267 0.338 0.379 0.850 
Y.3 0.341 0.344 0.389 0.800 
Y.7 0.272 0.349 0.360 0.713 

Z.2 0.269 0.293 0.731 0.369 

Z.3 0.366 0.362 0.770 0.320 
Z.4 0.439 0.311 0.759 0.315 
Z.7 0.332 0.435 0.760 0.387 

Source: Author's Primary Data, 2024 

Table 6. Criteria Fornell Larcker 

Source: Author's Primary Data, 2024 

Structural Model Evaluation (Internal Model) 

The validation of the overall structural model was carried out using the Goodness of Fit Index (GoF 
Index) with a value range of 0 to 1, where a value of 0 - 0.25 is categorized as minor, 0.25 - 0.36 is 
categorized as medium and above 0.36 is categorized as significant. In this study, the GoF value 
produced was 0.4108, which means it is included in the large or good category. Furthermore, a direct 
influence test was carried out to evaluate the inner model by looking at the magnitude of the 
structural path coefficient using the bootstrapping method with test results as in Table 7. 

 

  Marketing 
Innovation 

Competitive 
Advantage 

Business 
Performance 

Digital 
Marketing 

Marketing 
Innovation 

0.756       

Competitive 
Advantage 

0.467 0.755     

Business 
Performance 

0.371 0.461 0.800   

Digital Marketing 0.558 0.468 0.430 0.799 
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Table 7. Hypothesis Test Results - Direct Effect Test 

 Original 
Sample 
(O) 

Sample 
Mean (M) 

Standard 
Deviation 
(STDEV) 

T Statistics 
(|O/STDEV|) 

P Value Decision 

Marketing 
Innovation 
- >Competitive 
Advantage 

 
0.299 

 
0.299 

 
0.072 

 
4,162 

 
0.000 

 
Supported 

 
Marketing 
Innovation 
-> Business 
Performance 

 
 

0.098 

 
 

0.105 

 
 

0.061 

 
 

1,606 

 
 

0.109 

 
Not 
Supported 

 
Competitive 
Advantage 
->Business 
Performance 

 
 

0.307 

 
 

0.302 

 
 

0.058 

 
 

5,251 

 
 

0.000 

 
 

Supported 

 
Digital 
Marketing 
>Competitive 
Advantage 

 
 

 
0.301 

 
0.311 

 
0.073 

 
4,145 

 
0.000 

 
Supported 

Digital 
Marketing 
>Business 
Performance 

 
0.231 

 
0.236 

 
0.057 

 
4,036 

 
0.000 

 
Supported 

Source: Author's Primary Data, 2024 

Based on Table 7, it is explained that direct marketing innovation does not have a significant effect on 
the performance of MSMEs businesses (p-value 0.109 > 0.05), so H1 is not proven. This finding shows 
that marketing innovation carried out by MSMEs does not guarantee increased business 
performance. In other words, marketing innovation is not a determining factor in the performance of 
MSMEs businesses in Yogyakarta, Indonesia. Hypothesis 2 (H2) testing proves that digital marketing 
has a positive and significant influence on MSME performance (p-value <0.05), so H2 is accepted. 
Effectively adopted digital marketing can drive increased MSMEs business performance and vice 
versa. 

The effect of competitive Advantage on MSMEs performance shows positive and significant results 
(p-value <0.05), so Hypothesis 3 (H3) is accepted. This test proves that the high or low competitive 
Advantage possessed by MSMEs will affect the good or bad performance of MSMEs businesses. 
Hypothesis 4 (H4) testing shows that marketing innovation has a positive and significant effect on 
the competitive Advantage of MSMEs in Yogyakarta, Indonesia (p-value <0.05), so it is concluded that 
H4 is accepted. MSMEs that carry out marketing innovation will increase their competitive 
Advantage. 

This study also proves that digital marketing has a positive and significant effect on the competitive 
Advantage of MSMEs in Yogyakarta, Indonesia (p-value <0.05); the conclusion is Hypothesis 5 (H5) is 
accepted. MSMEs that are able to utilize digital marketing well in their business operations will have 
better business performance. The Specific Indirect Effect in Table 8 shows the indirect effect test 
through the bootstrapping method. The test results show that competitive Advantage significantly 
mediates the effect of marketing innovation on the business performance of MSMEs in Yogyakarta, 
Indonesia (p-value <0.05), so Hypothesis 6 (H6) is accepted. Marketing innovation will impact 
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business performance if MSMEs have a competitive advantage. The type of mediation in this indirect 
effect is partial mediation. 

Empirical testing on Hypothesis 7 (H7) proves that competitive Advantage significantly mediates the 
effect of digital marketing on the performance of MSMEs in Yogyakarta, Indonesia (p-value <0.05), 
with the type of mediation being complete mediation. This means that digital marketing directly and 
indirectly significantly affects the performance of MSMEs. 

Table 8. Effect No Direct Specific 

  Original 
Sample (O) 

Sample Mean 
(M) 

Standard 
Deviation 
(STDEV) 

T Statistics 
(|O/STDEV|) 

P Value Types of 
Mediation 

Marketing 
Innovation -
>Competitive 
Advantage  
->Business 
Performance 

 

 
 
0.092 

 
 
0.090 

 
 
0.026 

 
 
3,477  

 
 
0.001 

 
Partial 
Mediation 

 

Digital 
Marketing -> 
Competitive 
Advantage  
-> Business 
Performance 

 
0.092 

 
0.093 

 
0.027 

 
3,456  

 
0.001 

Full 
Mediation 

Source: Author's Primary Data, 2024 

This study examines the relationship between marketing innovation and digital marketing on MSMEs 
business performance. In addition, it investigates the role of competitive Advantage in mediating the 
relationship between these variables. The study results indicate that marketing innovation activities 
do not impact MSMEs performance achievement. Marketing innovation is an essential activity in 
business but is not enough to improve MSMEs performance. This statement is by previous studies 
which explain that the level of innovation developed in MSMEs does not affect the level of business 
performance (Bjørnbet et al., 2021). Innovation in MSMEs will be influenced by external 
environmental conditions such as market turbulence, so MSMEs tend to reduce innovation by 
considering the risks involved (Supriyo & Afifah, 2022). MSMEs face obstacles in their innovation 
efforts, including insufficient internal funding, limited managerial expertise, inadequate workforce 
skills, lack of knowledge, and limited market entry opportunities. MSMEs in Yogyakarta, Indonesia 
generally have limited resources in finance, human resources, and technology, so innovation cannot 
be implemented effectively. In addition, most MSMEs make products based on orders or follow 
consumer demand, so they do not have the freedom to develop creativity in product design. A similar 
situation also occurs in MSMEs in Hanoi, Vietnam. MSMEs are limited in innovating because they are 
only order-based, so product innovation does not impact company performance. (Bastian et al., 2023; 
Gunawardane et al., 2022; Adegbuyi et al., 2015). 

This study also confirms that MSMEs that have substantial competitive advantages can drive 
increased business performance; conversely, if MSMEs are not competitive, their business 
performance will be low. Thus, competitive advantage strategy is an essential factor for MSMEs. 
MSMEs performance can be improved by designing the right competitive advantage strategy, such as 
product uniqueness, product quality, and competitive prices (Darsono et al., 2021). Competitive 
advantage strategy in MSMEs in Yogyakarta, Indonesia, is one factor that strengthens business 
sustainability by highlighting product/service differentiation so that competitors do not easily 
imitate it, has characteristics that distinguish it from others, and provides superior product and 
service quality. Competitive Advantage in cost leadership is managed through operational efficiency 
by procuring cheaper raw materials or utilizing technology that can reduce operational costs so that 
the prices offered are more affordable than competitors. The results of this test support previous 
studies that confirm that competitive Advantage contributes positively to improving the business 
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performance of MSMEs. Competitive Advantage has also been shown to play a role in improving the 
financial performance of MSMEs. Competitive Advantage in the form of cost leadership is the primary 
driver that influences the export performance of MSMEs(Nguyen & Robinson, 2015). 

Other research results reveal that marketing innovation directly affects the competitive Advantage of 
MSMEs. The ability of entrepreneurs to innovate is demonstrated through product/service renewal 
and promotional techniques, business strategy development, expansion of distribution channels, and 
renewal of pricing policies confirmed to strengthen the competitive Advantage of MSMEs in 
Yogyakarta, Indonesia. This test's results align with previous studies, which explain that marketing 
innovation supported by adequate marketing capabilities will increase the competitive Advantage of 
MSMEs (Espina-Romero et al., 2024). The achievement of competitive Advantage in MSMEs is 
significantly determined by marketing innovation activities. Marketing innovation enables MSMEs to 
strengthen their position in the market, increase competitiveness, and create sustainable competitive 
advantages (Eniola & Entebang, 2015) 

This paper also explains that competitive Advantage is significantly influenced by the use of digital 
marketing adopted by MSMEs. MSMEs effectively use digital marketing in Yogyakarta to inform about 
products/services, interact with potential consumers, build consumer trust, facilitate business 
transactions, and efficiency of promotional costs. Competitive Advantage plays a significant role in 
mediating the relationship between marketing innovation and MSMEs business performance, as well 
as between digital marketing and MSMEs business performance. Marketing innovation shown 
through the renewal of marketing mix components can strengthen the position of MSMEs in the 
market with their competitive advantages, thereby encouraging increased business performance. 
This finding confirms several previous studies that highlight that marketing innovation indirectly 
significantly influences increasing MSMEs business performance if supported by a competitive 
advantage strategy (Peretz-Andersson et al., 2024). Marketing innovation can improve company 
performance by giving it a more advantageous competitive position in the market (Veselinova & 
Samonikov, 2017). Similar studies explain that product innovation strengthens competitive 
Advantage and, in turn, improves business performance (Thiraviyam, 2023). The role of competitive 
Advantage as a mediator in the relationship between innovation and business performance has been 
proven by previous studies (Jenneboer et al., 2022) 

Competitive Advantage also plays a role in mediating the relationship between digital marketing and 
MSMEs business performance. MSMEs can utilize digital marketing channels, generally social media, 
to introduce products, build interactions with potential consumers, and facilitate business processes. 
Adopting digital marketing can strengthen the position of MSMEs in the market, which in turn 
positively contributes to business performance. The results of this study support the evidence that 
digital marketing functions as a driver to increase competitive Advantage and improve marketing 
performance results (Lufiati & Suparna, 2023) 

CONCLUSION 

The study results prove that marketing innovation is not a determining factor in achieving MSMEs 
business performance in Yogyakarta, Indonesia. However, marketing innovation can drive an MSMEs 
competitive Advantage. Other findings confirm that digital marketing positively and significantly 
affects MSMEs competitive Advantage and performance. Competitive Advantage is a significant 
determining factor for MSMEs business success. This study also found that competitive Advantage 
significantly mediates the relationship between marketing innovation and digital marketing on 
MSMEs business performance in Yogyakarta, Indonesia. The study of competitive Advantage is a 
unidimensional construct, so it has not been studied based on each type of competitive advantage 
strategy, such as differentiation, low cost, and focus. Likewise, business performance in this study is 
not grouped into financial and non-financial performance perspectives. These limitations can be 
suggestions for further researchers to place competitive Advantage and business performance as 
multidimensional constructs. 
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