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 In the realm of business management, the focal point has shifted towards 

innovation as a pivotal endeavor for attaining a competitive edge. This study 

aims to delve into the repercussions of innovation in business management 

and accentuate its pivotal role in forging pathways to competitive advantage. 

The Structural Equation Modeling (SEM) analysis, employing the SmartPLS 

tool, was employed to scrutinize data gathered from 150 respondents 

representing Micro, Small, and Medium Enterprises (UMKM) in Indonesia 

across four distinct sectors: fashion, furniture, home decoration, and services. 

The analysis reveals a noteworthy impact of innovation on various facets of 

business management, encompassing strategy, organizational operations, and 

marketing. These findings underscore that organizations adept at integrating 

innovation into their management practices can cultivate sustainable 

competitive advantages. Furthermore, the research spotlights critical factors 

influencing the implementation of innovation, including leader support, 

organizational culture, and the ability to navigate risk. This study furnishes 

invaluable insights for practitioners and decision-makers by underscoring the 

significance of innovation in fortifying competitive positions. The practical 

implications of these findings suggest that MSMEs fostering a culture of 

innovation, backed by leadership support and adept risk management, stand 

poised to enhance their performance and competitiveness within the 

increasingly intricate and dynamic markets. 
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1. INTRODUCTION 

In the era of globalization and escalating business challenges, innovation emerges as the primary 

driver for creating competitive advantages within organizations[1]. Amidst intensifying market competition, 

the effective ability to innovate presents the potential for an entity to lead and prosper. While the concept of 
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innovation is widely recognized, a more profound understanding of its impact on various aspects of business 

management remains the central focus for advancing business practices[2]. 

This research aims to delve into the role of innovation within the realm of business management, 

particularly emphasizing how innovation serves as a pivotal force in achieving a competitive advantage. A 

notable gap in the existing analyses pertains to the discussion of how small companies, particularly those in 

Indonesia, can evolve into significant players in the global market. Hence, this analysis strives to offer a more 

comprehensive understanding of the influence of innovation on diverse facets of business management[3]. 

Apart from that, this study will explore the factors influencing the successful implementation of 

innovation. A nuanced comprehension of these factors is crucial for optimizing the dynamic scenarios within 

which organizations operate[4]. The overarching goal of this research is to furnish a more refined analysis, 

especially in elucidating the sustainability of competitiveness in the micro and small enterprise (SME) sector 

in Indonesia. 

Consequently, this research assumes importance in bridging the knowledge gap concerning how 

innovation can function as a strategic instrument for organizations, particularly when confronting the 

progressively intricate challenges and competition on a global scale[5]. The anticipated outcome is that the 

research findings will offer valuable insights for business practitioners, academics, and other stakeholders 

engaged in comprehending and enhancing the role of innovation in business management[6]. 

 

2. LITERATURE REVIEW AND HYPOTHESIS DEVELOPMENT 

The pivotal role of innovation in establishing a competitive advantage is widely acknowledged in today's 

era of globalization, where sustainable competitive advantage stems from an organization's capacity for 

ongoing innovation. This perspective aligns with the recognition that innovation not only enhances 

differentiation but also augments business adaptability in a dynamic market 

 

2.1 Strategy Business and Marketing 

In an ever-evolving business landscape, it is imperative to recognize that business strategy and 

marketing are not disparate entities but intricately interconnected[7]. Business and marketing strategies play a 

pivotal role in steering a company toward competitive advantage. Acting as the backbone, marketing serves as 

the linchpin for executing business strategies, encompassing understanding the target market, building 

branding, conducting promotions, and managing distribution to deliver the desired value to customers[8]. 

Business strategy lays the foundation for marketing decisions by defining the overall direction and 

goals of the company[9]. It involves the selection of resources and tactics necessary to attain a competitive 

edge in the marketplace[10]. By taking into account various factors such as market analysis, internal strengths 

and weaknesses, and changes in the external environment, business strategy aims to create customer value, 

differentiate the company from competitors, and foster sustainable growth[11]. 

Conversely, marketing assumes the role of implementing the business strategy by concentrating on 

specific aspects like identifying target markets, developing products, and executing promotions[12]. Thus, the 

synergistic integration of business and marketing strategies is the linchpin for success in navigating the 

dynamic shifts of the market. 

H1: A significant positive relationship exists between the effectiveness of business strategy and marketing 

success in achieving competitive advantage. 

 

2.2 Inovation and Human Resource Management 

  Innovation and Human Resource Management (HRM) are intricately linked and wield significant 

influence in the evolution of modern competitive business organizations[13]. Primarily, innovation within a 

business context often entails the generation of creative ideas and novel solutions to enhance operational 

efficiency or create superior products and services[14]. HRM assumes a pivotal role in fostering a work 

environment conducive to supporting the innovation process. The HR team is tasked with identifying and 

nurturing creative talent, alongside establishing an organizational culture that fosters collaboration and 

creativity[15]. 

 The triumph of innovation frequently hinges on employee commitment and involvement. HR 

management must concentrate on enhancing employee skills and motivation to actively engage in the 
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innovation process[16]. This involves offering comprehensive training and development programs, 

acknowledging employee contributions, and refining communication channels between management and the 

team[17]. 

 Additionally, HR management is charged with spearheading initiatives to pinpoint the training and 

development needs required to bolster innovation, ensuring that employees possess pertinent and current skills. 

Consequently, this facet proves to be instrumental in achieving organizational sustainability and growth within 

the competitive business landscape. 

H2: A positive and significant relationship exists between organizational innovation and the effectiveness of 

human resource management in a competitive business environment. 

 

2.3 Innovation and Marketing 

 A robust association between marketing and innovation is paramount for creating and sustaining a 

competitive advantage in a dynamic business environment[18]. Innovation, serving as a primary catalyst for 

product or service differentiation, not only generates added value but also necessitates a savvy marketing 

strategy to effectively communicate the innovation in a dynamic market[19]. 

 Innovation plays a pivotal role in driving product or service differentiation[20]. The marketing team must 

collaborate closely with the innovation team to pinpoint the competitive advantages of the innovative product 

or service and effectively convey the added value to potential customers[21]. Marketing strategies play a crucial 

role in successfully introducing innovative products or services to the market. A creative and effective 

marketing approach can contribute significantly to building brand awareness, sparking consumer interest, and 

persuading customers to embrace new products or services[22]. 

 Moreover, marketing assumes a crucial role in crafting campaigns that showcase innovative features and 

benefits, setting the product or service apart from competitors[23]. Additionally, innovation exerts an influence 

on marketing strategy itself. Innovative products or services often present opportunities to devise distinctive 

marketing strategies. For instance, marketing narratives may focus on product development stories or the 

innovation's background, fostering an emotional connection with customers. The integration of innovative 

marketing technologies, such as digital marketing or social media, can further enhance the visibility of 

innovative products in a competitive market[24]. 

H3: A significant positive relationship exists between the effectiveness of marketing strategies and the level of 

innovation within an organization. 

 

2.4 Organizational Culture and Business Strategy 

 Organizational culture plays a pivotal role in shaping the success or failure of business strategy 

implementation, rendering them integral elements in comprehending and cultivating organizational 

success[25]. Organizational culture embodies the values, norms, and beliefs held by members of an 

organization, while business strategy delineates the plans and actions taken by an organization to realize its 

business goals and vision[26]. 

 The significance of the nexus between organizational culture and business strategy lies in the influence 

of culture on shaping the value framework that guides decision-making and behavior across the organization. 

The alignment of cultural values with business strategy can facilitate strategy implementation by garnering 

support and fostering consistency among all organizational members. Conversely, a discordance between 

culture and strategy may give rise to internal barriers and resistance, impeding the attainment of strategic 

objectives. 

 Furthermore, organizational culture shapes a company's identity and image, serving as a catalyst for 

successful business strategies by setting the company apart from competitors. In this context, organizational 

culture and business strategy collaborate to create a conducive work environment and inspire employees. A 

culture aligned with organizational values and business vision can elevate employee engagement, loyalty, and 

performance. Thus, business strategy transcends being merely an operational plan; it evolves into a tool for 

cultivating a culture that underpins long-term growth and sustainability. 

H4: A significant positive relationship exists between organizational culture supportive of innovation and 

business strategy. 
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H5: A positive and significant relationship exists between organizational culture and the level of success in 

implementing innovation within an organization. 

 

3. RESEARCH METHOD 

3,1  Data Collection  

Micro, Small, and Medium Enterprises (UMKM), particularly across various sectors in Indonesia, 

consistently grapple with the necessity to innovate and adapt to environmental changes. Knowledge and 

creativity stand as pivotal elements in establishing sustainable competitive advantages. Hence, a high potential 

for innovation and a dynamic organizational strategy become imperative. This study employs a quantitative 

approach, gathering data through the distribution of structured questionnaires utilizing a 1 to 5 rating scale via 

the Google Forms application. The research sample encompasses 150 leaders of MSMEs in Indonesia, selected 

under the assumption that they manage strategic organizations and implement policies related to performance, 

aspirations, and competitive advantage. 

By employing the SmartPLS analysis method, this research empirically assesses and quantifies the 

impact of innovation on creating competitive advantages for organizations. Through SmartPLS analysis, the 

study also aspires to provide a comprehensive understanding of the influence of business strategy on the 

sustainability of a company's innovation. 

 

Figure 1. SmartPLS Conceptual Framework 

 

3.2    Inner Model Evaluation 

In the initial phase of this research, an evaluation was conducted on the outer model by comparing the 

loading factor values in the outer loading table. The criterion to be satisfied is that the loading factor value 

must surpass 0.70. Subsequently, in the second stage, convergent validity was assessed to gauge the degree of 

positive correlation between an indicator and other similar indicators. This assessment is reflected through the 

Average Variance Extracted (AVE) value, with the expectation that this value exceeds > 0.50. 

 

Table 1. Construct Reliability and Validity 

               Cronbach's alpha Composite 

reliability (rho_a) 

Composite 

reliability (rho_c) 

Average variance 

extracted (AVE) 

Business Strategy 0.881 0.882 0.927 0.808 

Human Resource 

Management 

0.791 0.794 0.878 0.706 

Innovation 0.879 0.886 0.925 0.805 

Marketing 0.815 0.825 0.890 0.730 

Organizational 

Culture 

0.836 0.840 0.902 0.753 
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Based on Table 1, the results of measuring internal consistency using Cronbach's Alpha indicate that 

each construct possesses an alpha value surpassing the generally accepted threshold of 0.7. This suggests the 

presence of satisfactory internal consistency among the items used to measure each construct. 

Simultaneously, the Average Variance Extracted (AVE) values for all constructs demonstrate a 

commendable level of convergent validity, surpassing the threshold of 0.5. Specifically, the AVE for Business 

Strategy achieved 0.808, Human Resources Management attained 0.706, Innovation reached 0.805, Marketing 

scored 0.730, and Organizational Culture registered 0.753. These findings affirm that all the examined 

constructs have effectively showcased convergent validity, signifying a robust and consistent correlation 

among the utilized indicators. 

 

Table 2. Discriminant Validity - Fornell-Larcker 

               Business 

Strategy 

Human 

Resource 

Management 

Innovation Marketing Organizational 

Culture  

Business 

Strategy 

0.899     

Human 

Resource 

Management 

0.852 0.840    

Innovation 0.838 0.819 0.897   

Marketing 0.849 0.861 0.769 0.854  

Organizational 

Culture 

0.854 0.783 0.769 0.823 0.868 

 

Table 2. presents the outcomes of the discriminant validity assessment employing the Fornell-Larcker 

Criteria. To satisfy this criterion, Fornell-Larcker stipulates that the square root of each AVE component must 

exceed its highest correlation with any other construct. (BELUM REVISI) 

This analysis centers on four primary constructs: Business Strategy, Human Resource Management, 

Innovation, Marketing, and Organizational Culture. The research findings consistently reveal that the Average 

Variance Extracted (AVE) value for each construct surpasses the correlation levels with other constructs. 

Specifically, the AVE for Business Strategy reached 0.899, surpassing the correlations with Human Resource 

Management (0.852), Innovation (0.838), Marketing (0.849), and Organizational Culture (0.854). 

Similarly, the AVE for Human Resource Management attained 0.840, exceeding the correlations with 

Innovation (0.819), Marketing (0.861), and Organizational Culture (0.783). Additionally, the AVE for 

Innovation reached 0.897, demonstrating correlations with Marketing (0.769) and Organizational Culture 

(0.769). Furthermore, the AVE for Marketing is 0.854 and is surpassed by Organizational Culture (0.823). 

Finally, the AVE for Organizational Culture achieved 0.868, indicating a higher value compared to its 

correlations with Business Strategy (0.854), Human Resource Management (0.783), Innovation (0.769), and 

Marketing (0.823).  

These findings affirm that each variable effectively captures a substantial amount of distinctive 

variation, underscoring a robust level of validity and interconnectedness among the studied constructs. 

 

3.3    Outer Model Evaluation 

 

Table 3. R-Square 

               R-square 

Business Strategy 0.728 
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Human Resource Management 0.671 

Innovation 0.649 

Marketing 0.720 

 

Table 3. presents the R-square values for Four distinct groups, Business Strategy 72.8%  (0.728), Human 

Resource Management 67.1% (0.671), Innovation 64.9% (0.649) and Marketing 72% (0.720). 

 

3.4    Hypothesis Testing 

 

Table 4. Path Coefficients 

               Original 

sample (O) 

Sample mean 

(M) 

T statistics 

(|O/STDEV|) 

P-Value Decision 

Business Strategy -> Marketing 0.849 0.846 21.092 0.000 Supported 

Innovation -> Human Resource 

Management 

0.819 0.815 16.645 0.000 Supported 

Marketing -> Innovation 0.423 0.401 2.688 0.000 Supported 

Organizational Culture -> 

Business Strategy 

0.854 0.851 20.420 0.000 Supported 

Organizational Culture -> 

Innovation 

0.421 0.439 2.629 0.000 Supported 

 

Table 4 reveals the statistical significance of each examined relationship, including Business Strategy 

(BS) > Marketing (BO), Innovation (INV) > Human Resource Management (HRM), Marketing (BO) > 

Innovation (INV), Organizational Culture (OC) > Business Strategy (BS), and Organizational Culture (OC) > 

Innovation (INV). This significance is evident through the initial sample values, ranging from 0.421 to 0.854, 

elevated T statistics, varying from 2.629 to 21.092, and P values consistently at 0.000. All hypotheses presented 

in the table receive robust support. 

 

4. RESULTS AND DISCUSSION 

This research has yielded findings encompassing several pivotal facets, such as construct reliability, 

discriminant validity, R-square values, and the outcomes of statistical hypothesis tests. Specifically, the 

examined constructs Business Strategy (BS), Human Resource Management (HRM), Innovation (INV), 

Marketing (BO), and Organizational Culture (OC), demonstrate a noteworthy level of reliability and validity. 

Average Variance Extracted (AVE) values surpassing the accepted threshold of 0.5 signify sustained 

and substantial convergent validity. Furthermore, discriminant validity is bolstered by intra-construct 

correlations exceeding those between distinct constructs, affirming the significance and precision of each 

variable. 

The AVE value testing underscores the distinctiveness of each construct, with Business Strategy 

(0.899), Human Resource Management (0.840), Innovation (0.897), Marketing (0.854), and Organizational 

Culture (0.823) adept at capturing significant unique variations. The R-square results offer insights into the 

efficacy of the regression model, with Business Strategy achieving 72.8%, Human Resource Management 

67.1%, Innovation 64.9%, and Marketing 72%. 

Moreover, the outcomes of statistical hypothesis testing, meticulously delineated in Table 4, validate 

the significance of relationships such as Business Strategy (BS) > Marketing (BO), Innovation (INV) > Human 

Resource Management (HRM), Marketing (BO) > Innovation (INV), Organizational Culture (OC) > Business 

Strategy (BS), and Organizational Culture (OC) > Innovation (INV). Statistical significance is unmistakably 

evident in the sample values, elevated T statistics, and low P values of 0.000, providing robust support for each 

hypothesis 
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5. CONCLUSION 

The research paper delves into the crucial role of innovation in the realm of business management, 

emphasizing its significance in achieving a competitive advantage, especially for small companies in Indonesia 

aspiring to become significant players in the global market. The study explores various facets of business 

management, including the relationship between business strategy and marketing success, the interplay 

between innovation and human resource management, the connection between marketing strategies and 

organizational innovation, and the influence of organizational culture on business strategy and innovation. 

The literature review establishes the foundational hypotheses, linking innovation to competitive 

advantage through effective business and marketing strategies, emphasizing the role of human resource 

management in fostering innovation, and highlighting the interconnectedness of organizational culture, 

business strategy, and innovation. These hypotheses provide a theoretical framework for the empirical analysis 

conducted using a quantitative approach with 150 leaders of Micro, Small, and Medium Enterprises (UMKM) 

in Indonesia. The research method section outlines the data collection process through structured 

questionnaires and the utilization of the SmartPLS analysis method to assess and quantify the impact of 

innovation on creating competitive advantages. The results indicate satisfactory internal consistency and 

convergent validity among the examined constructs, including Business Strategy, Human Resource 

Management, Innovation, Marketing, and Organizational Culture. The discriminant validity assessment 

confirms the distinctiveness and interconnectedness of these constructs. 

The R-square values for each group (Business Strategy, Human Resource Management, Innovation, and 

Marketing) reveal the variance explained by the model, ranging from 64.9% to 72.8%. Finally, the statistical 

significance of the examined relationships, supported by robust T statistics and low P values (0.000), confirms 

the hypotheses proposed in the study. 

In conclusion, the findings of this research contribute to bridging the knowledge gap regarding how 

innovation functions as a strategic instrument for organizations, particularly small enterprises in Indonesia. The 

study provides valuable insights for business practitioners, academics, and stakeholders, offering a refined 

analysis of the role of innovation in business management and its impact on competitiveness in a dynamic 

global market. 
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