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Abstract: The leather industry in Garut Regency, Indonesia, encompasses the entire production chain
from sheep farming to leather craft manufacturing. This study examines the influence of digital
marketing and entrepreneurial orientation on competitive advantage, with product innovation
serving as a mediating variable. Using Structural Equation Modelling—Partial Least Squares (SEM-
PLS) and data collected from 177 respondents, the findings reveal that digital marketing contributes
50.2% to product innovation and 27.6% to competitive advantage. Entrepreneurial orientation
contributes 40.3% to product innovation and 31.3% to competitive advantage. Furthermore, product
innovation positively influences competitive advantage with a contribution of 44.4%. Collectively,
the three variables account for 59.3% of the variance in competitive advantage. These results
demonstrate the strategic importance of integrating digital marketing and entrepreneurial
orientation to drive innovation and gain competitive edge in small-scale leather craft enterprises.
Future research is encouraged to explore additional factors influencing digital marketing, such as
digital media types, market reach, and target audience characteristics.

Keywords: digital marketing; entrepreneurial orientation; product innovation; competitive
advantage; leather craft industry; SEM-PLS

1. Introduction

The dynamics surrounding small and medium enterprises (SMEs) continue to be a compelling
area of research, particularly in the context of increasingly competitive market environments. SMEs
constitute a critical pillar in national economic structures. Ensuring their sustainability in producing
innovative products requires strong resource capabilities. Decision-making under pressure and
within limited resources is a common challenge for entrepreneurs. Often, they must respond rapidly
by developing or modifying business plans to accelerate internal growth [1]. As such, planning and
improvisation play a key role in addressing these challenges.

According to the Organisation for Economic Co-operation and Development (OECD, 2022),
Indonesia’s economy is projected to reach USD 8.89 trillion by 2045, becoming the world’s fourth
largest. This projection aligns with the national development agenda known as Indonesia Emas 2045,
which aims to empower SMEs to “move up the ladder” while supporting the creation of new
employment opportunities. Despite global economic turbulence, the country remains optimistic due
to opportunities in export markets. However, SMEs still face persistent internal issues such as limited
organisational capacity and constrained access to facilities, both of which affect production
performance. These conditions call for strategic interventions from policymakers and scholars to
enhance SME resilience —not only through regulatory frameworks but also through evidence-based
models that support business sustainability.

© 2025 by the author(s). Distributed under a Creative Commons CC BY license.
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The growth of SMEs in West Java Province has been dynamic, with a significant increase
recorded in 2022: 667,795 business units across various SME groups. According to Statistics Indonesia
(2024), the leather, leather goods, and footwear sector is the fifth largest SME industry in West Java,
with 29,739 business units recorded in 2022. Garut Regency stands out as a key contributor in this
sector. It is known for its vertically integrated leather industry, encompassing the entire value chain
from sheep farming and tanning to the production of finished leather goods. Garut’s leather industry
holds historical significance nationally and internationally, having developed since the 1920s.
Increasing demand from both domestic and international markets has prompted leather craft
entrepreneurs in Garut to adapt more rapidly to meet evolving consumer needs. This suggests that
leather SMEs in the region possess entrepreneurial characteristics and strong potential for sustaining
competitive advantage.

Preliminary observations were conducted to identify practical challenges aligned with the
research variables. In-depth interviews using unstructured instruments revealed that most leather
craft SMEs in Garut experienced declining profits over the past five years. This was attributed to
falling sales turnover due to the economic impact of the COVID-19 pandemic. Furthermore, rising
raw material costs and price competition placed SME owners in a difficult position. Setting
competitive prices was constrained by product quality, consumer purchasing power, and external
threats. Products in this sector are easily imitated and mass-produced, increasing vulnerability to
market pressures. As a counterstrategy, SMEs began targeting niche markets through custom
product offerings. Competitors were found to come not only from outside the city but also from
international markets.

Over the past decades, Indonesian SMEs have increasingly pursued innovation as a strategic
response to market competition. Many have shifted from traditional to digital marketing approaches
[2]. This transformation has become a necessity, as business environments are now interconnected
through the internet. SMEs that successfully implement digital transformation can seize market
opportunities more rapidly and enhance their entrepreneurial capacity. In the leather craft industry
of Garut, business owners are required to innovate continuously and maximise the benefits of digital
marketing to achieve improved performance and competitive advantage.

Digital marketing has had a profound impact on the business world by leveraging internet
connectivity and modern technologies. It has reshaped the flow of communication and information,
eliminating geographical barriers. This digitalisation process has facilitated entrepreneurial growth
by enabling businesses to operate online. Network effects—defined as value creation driven by
increasing users, digital interaction, and feedback—offer significant potential for digital
entrepreneurs [5]. Beyond information access, the wide user base of digital platforms can generate
powerful network effects. In the leather craft sector, digital information enables business actors to
analyse customer needs more precisely. This offers a distinct advantage compared to traditional
entrepreneurs who lack access to such tools. As such, digital information and its management are not
merely inputs but must be viewed as key enablers of sustainable entrepreneurship In the context of
globalised and hypercompetitive markets, strategic resources have become critical determinants of
competitive advantage. Firms are expected to build entrepreneurial processes based on valuable,
rare, and inimitable internal resources [7,8]. Traditional competitive strategies such as cost
leadership, market differentiation, and niche orientation [9] are becoming less relevant due to their
replicability. Instead, unique resources and capabilities are seen as crucial for sustaining business
advantage over time. This study investigates the effect of digital marketing and entrepreneurial
orientation on competitive advantage, mediated by product innovation. The research focuses on
leather craft SMEs in Garut Regency as entrepreneurial firms and applies the Resource-Based View
(RBV) theory [13], which posits that sustainable competitive advantage stems from effective
management of strategic internal resources [13-15].
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2. Literature Review

The theoretical foundation of this research is grounded in the Resource-Based View (RBV), a
widely accepted extension of strategic management theory [14,16-19]. Several scholars have argued
that the core objective of strategic management is to attain competitive advantage [20-24]. This
conceptualisation is process-oriented and manifests through various behavioural models across
organisational levels, including entrepreneurs acting within firms [25].

2.1. Resource Based View

The RBV is fundamentally concerned with taking entrepreneurial action from a strategic
perspective [26]. Competitive actions are viewed as an integration of entrepreneurial efforts and
competitive advantage within the RBV framework [27-29]. The theoretical foundations of
competitive action are derived from economics, sociology, and organisational theory [21,30], aiming
to develop business strategies that shape competitive markets. Strategic governance is necessary to
exploit firm resources in line with market opportunities—a view consistent with the principles of
strategic management [16,17,18,21,28].

RBV focuses primarily on internal firm environments as drivers of competitive advantage,
emphasising resource deployment in dynamic contexts. Its early development stemmed from
strategic thinking, with an internal focus on firm-specific factors [21]. Foundational work by scholars
such as [31,32] shifted academic attention in the 1980s away from industry structure theories (e.g.,
Structure-Conduct-Performance paradigm and Porter’s Five Forces) toward the firm’s internal
configuration of resources and capabilities as key sources of advantage [23].

The origins of RBV are often attributed to the perspective that firm-owned, managed, and
utilised resources are more critical than industry structure in determining success [33]. The term
“Resource-Based View” was coined by [19], who described firms as bundles of semi-permanently
bound assets or resources [34]. Later developments led to the emergence of the “core competence”
concept [35], which emphasises strategically critical resources. Scholars such as [13] also assert that
internal resources are the primary drivers of competitive advantage.

According to [36—41], competitive advantage rooted in firm-specific resources and capabilities
tends to be more sustainable than that based solely on product or market positioning. These resources
may be tangible (e.g., financial or physical assets) or intangible (e.g., human capital or knowledge).
The RBV posits that only resources which are valuable, rare, inimitable, and non-substitutable can be
considered sources of sustainable competitive advantage.

RBV-oriented scholars argue that only strategically valuable and relevant resources should be
regarded as sources of competitive edge [13]. Such resources are often referred to as core
competencies [13,42], distinctive competencies [43], or strategic infrastructure assets [44,45]. Strategic
assets have been defined as “the set of difficult-to-trade and imitate, scarce, appropriable, and
specialised resources and capabilities that bestow the firm’s competitive advantage” [46]. These
resources underpin a firm’s ability to manipulate internal capabilities for strategic advantage. Core
competencies are resources that are distinctive, rare, and valuable, and which competitors cannot
easily imitate, substitute, or reproduce [13,42]. In this research, the emphasis lies in identifying how
these resources enable competitive success in the context of digitalisation among SMEs.

Resources alone, however, do not directly translate into competitive advantage. Firms must
engage in entrepreneurial actions to mobilise these resources effectively [41]. This aligns with
findings by [47], which suggest that competitive action, competitive advantage, and performance are
extensively examined within strategic management literature [9,13,16,48-50]. Competitive actions
across categories may have varied impacts on firm performance, particularly when studied as
independent variables influencing competitive advantage [51-53].
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2.2. Research Framework

This study is theoretically driven by two key developments. First, the emergence of digitalisation
as a strategic resource among SMEs has become a central theme in research on competitive advantage
[39,54-62]. The concept of IT infrastructure as a firm resource in SMEs was introduced by [29] in
Journal of Management and remains closely aligned with the Resource-Based Theory of the Firm [33],
especially regarding competitive advantage development [27,63,64].

The second impetus stems from the rise of entrepreneurial perspectives in the pursuit of
competitive advantage [26]. The presence of entrepreneurial behaviour within organisations is
consistent with the view that markets function as platforms for firms to experiment with
entrepreneurial actions [25]. Some firms proactively engage to lead the market, while others act as
followers and imitators [47,49]. If entrepreneurial behaviour is excluded from organisational models
aimed at achieving strategic objectives, the representation becomes incomplete.

This conceptualisation is process-oriented and is often manifested in behavioural models
ranging from the firm level to individual entrepreneurs [25]. Digitalisation enables firms to leverage
both external and internal information as the foundation for entrepreneurial action. Once this limited
information is transformed into action, entrepreneurs naturally utilise cognitive functions (i.e.
knowledge) to identify and exploit new opportunities [65,66].

Competitive advantage refers to a firm's ability to achieve superior performance relative to rivals
within the same market or industry [67]. This research adopts the framework introduced by [68] in
Competitive Advantage: Creating and Sustaining Superior Performance (1985), which built on Porter’s
earlier work Competitive Strategy (1980) [69].

Digitalisation serves as a crucial enabler of entrepreneurial activity in SMEs. Infrastructure
systems—defined as foundational facilities, structures, tools, and installations —support this function
[70]. In contemporary economic theory, digital infrastructure is often considered a form of public
capital, supported by government investment in assets such as roads and bridges [71].

A prior study by [54] demonstrated that digitalisation and innovation constitute strategic
resources. Innovation-driven digitalisation is vital for SMEs seeking to achieve sustainable
performance and gain a competitive edge. The view is supported by [54], who contended that
innovation-based digital tools are increasingly crucial for SMEs in responding to external pressures
such as competition, globalisation, and market shifts driven by larger firms adopting RBV-based
strategies.

Product innovation plays a decisive role in shaping firm competitiveness, performance, and
growth—both for goods and service-based businesses [72]. Therefore, this study investigates the
factors influencing competitiveness among leather SMEs by examining the role of digital marketing
and entrepreneurial orientation in promoting product innovation and, ultimately, competitive
advantage through the lens of the Resource-Based View.

This study proposes a conceptual framework integrating Digital Marketing and Entrepreneurial
Orientation as exogenous variables, with Product Innovation and Competitive Advantage as
mediating and outcome variables. The model is empirically tested to evaluate the direct and indirect
relationships among these constructs, as depicted in Figure 1.

Based on the conceptual framework, the following hypotheses are formulated:

H1. Digital marketing has a positive effect on competitive advantage

H2. Entrepreneurial orientation has a positive effect on competitive advantage
HB3. Digital marketing has a positive effect on product innovation

H4. Entrepreneurial orientation has a positive effect on product innovation

H5. Competitive advantage has a positive effect on product innovation
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Heé. Digital marketing, entrepreneurial orientation, and competitive advantage simultaneously affect product
innovation

{Barney, 1990}

iZy

(Limpkin &
Dass, 1996)

(B3]

Figure 1. Conceptual Framework of the Study.

3. Materials and Methods

This research employed a deductive approach, involving theory verification through hypothesis
testing to draw conclusions. The purpose was to assess pre-established hypotheses in order to
reinforce or refute existing theoretical propositions. Such a study design is typically categorised as
explanatory research [73]. The research adopted a positivist paradigm, consistent with the quantitative
approach, aiming to uncover facts and social phenomena by developing hypotheses, collecting data
from defined populations and samples, applying statistical analysis, and drawing general
conclusions [74].

3.1. Population and Sample

The target population was identified based on data obtained from the Garut Regency
Department of Industry and Trade and the Central Bureau of Statistics (BPS) of Garut Regency (2023).
This study focused specifically on all business actors within the leather craft subsector in Garut
Regency. A total of 318 business units were verified to have adopted digital marketing practices
during the research period in 2024.

Sampling was conducted using a probability sampling technique, a method commonly applied
in quantitative research to ensure representativeness [75]. The chosen method was simple random
sampling, selected for two primary reasons: (1) every member of the population had an equal chance
of being included in the sample, and (2) the scope of the study was strictly limited to the leather craft
subsector in Garut Regency.

Respondents were selected based on the following criteria: they must be owners or operators of
SMEs (Small and Medium-sized Enterprises) in the leather craft subsector of Garut Regency, officially
verified by the Garut Department of Industry and Trade, currently utilising digital marketing for
product promotion, employing between 5 and 8 workers, earning monthly revenues between IDR 5
to 10 million, operating for at least four years, and qualifying as business units under Government
Regulation No. 7 of 2021 concerning the Facilitation, Protection, and Empowerment of Cooperatives
and MSMEs. The sample size was calculated using Slovin’s formula, resulting in a total of 177
respondents with a confidence level of 95%.

While covariance-based SEM typically requires large samples in the hundreds or thousands,
Partial Least Squares SEM (SEM-PLS) is more suitable for studies with smaller sample sizes. SEM-
PLS requires a minimum sample size equivalent to ten times the maximum number of formative
indicators for any single latent variable, or ten times the number of structural paths directed at a
particular latent construct in the model [76]. Based on this criterion, a sample of 177 respondents was
deemed sufficient for this study.
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3.2. Data Types, Sources, and Collection Techniques

The study utilised both primary and secondary data. Primary data were collected directly from
business owners in the leather craft SME sector of Garut. Secondary data consisted of indirect sources
such as books, e-books, peer-reviewed journals, and reputable international publishers (e.g., Scopus,
Emerald, Springer, Elsevier), as well as statistical reports related to the development of leather craft
SMEs in Garut Regency.

Data collection was conducted through a combination of questionnaires and interviews. The
questionnaire included items regarding respondent characteristics and perceptions related to digital
marketing, entrepreneurial orientation, product innovation, and competitive advantage. In addition,
semi-structured interviews were conducted with all 177 leather craft entrepreneurs who had
implemented digital marketing strategies in their businesses

3.3. Definisi Operasional Variabel

This study employed four key constructs: Digital Marketing, Entrepreneurial Orientation,
Product Innovation, and Competitive Advantage. The operationalisation of these variables is
outlined in Table 1, which includes the conceptual basis, dimensions, indicators, and scale type.

Table 1. Operational Definitions of Variables.

Variabel Konsep Variabel Dimensi Indikator Skala
Clarity of advertisement or promotion; Message
Digital marketing refers to the Interactive clarity to consumers; Accuracy of information Ordinal
use of communication conveyed
networks and computer . Usefulness of advertisement or promotion;
Insentive .. .
.. technology to perform Additional preferences offered; Ordinal
Digital . . Program . .
Marketi business functions where Attractiveness of promotion
arketin, . -
1) 8 sellers use the internet, Appearance of content marketing;
computers, and web browsers  Site Design  Ease of accessing information; Ordinal
to introduce, offer, purchase, Value of content design
and sell products (Young Kim Cost of advertising;
& Kim, 2004). Cost Additional service cost; Ordinal
Cost-effectiveness and efficiency
Independence of individuals/teams in making
Autonomy  decisions and identifying business opportunities; Ordinal
. . ) Freedom in entrepreneurial ideas
Entrepreneurial orientation -
. Creation of new products;
refers to the ability of small . . . .
. . Innovation Changes in product offerings; Ordinal
enterprises to manage their . .
. . Use of creative operational methods
. business with an - 1 -
Entrepreneurial . . Investing with high capital;
. . entrepreneurial mindset . . . . . .
Orientation i L . Risk-Taking Exploring and experimenting; Ordinal
including innovation, . . .. . .
(X2) . . . Taking risks in implementing new ideas
proactiveness, risk-taking, - -
e Being followed by competitors;
autonomy, and competitive . e o, :
. . Proactiveness Identifying market opportunities; Ordinal
aggressiveness (Lumpkin & R siveness to chan
Dess, 1996). esponsiveness to change .
... Imitation of successful competitor practices;
Competitive . e e .
. Strategies for competitive positioning; Ordinal
Aggressiveness__ . L .
Differentiation from competitors
Product uniqueness; Product popularity; Product X
Valuable L q pop y Ordinal
Competitive advantage in originality
P '8 Rarity of raw materials used; Uniqueness of product .
.\ SME:s refers to a unique ~ Rare Resources . . Ordinal
Competitive . . . characteristics; Rarity of product form
capability that differentiates a — - — -
Advantage . . Difficulty in replicating production processes;
firm from others in the same  Imperfect i . . . . -
(2) . . . T Difficulty in sourcing similar raw materials; Ordinal
industry, allowing it to win ~ Imitability . . e .
. Difficulty in imitating employee expertise
market competition ([13]; -
No replacement for raw materials used;
Newbert, 2008). Non- . .
. ..., Irreplaceable knowledge; Irreplaceable processing Ordinal
Substitutability .
skills
Product Product innovation involves Market Products aimed at new customers; Product
Innovation  the modification or creation Familiarity superiority over competitors; Fulfilment of customer Ordinal

(Y) of new ideas for continuous

needs
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improvement and Technological Technology used in new product development; .
. i Ordinal
development aimed at Familiarity Product R&D; Process technology for new products
increasing sales and fulf%lling Marketing Fit Sales personnel support; Pr(.)motiorTal capabilities Ordinal
customer needs (Erwin and resources; Customer service quality
Danneels, 2001). Technological R&D capabilities; Technical skills of employees; .
. . . s Ordinal
Fit Production and operational facilities
New
Marketing Need for new product sales systems; New formats Ordinal

o for promotions; Customer service for new products
Activities

3.4. Structural Equation Model (SEM)-Partial Least Square (PLS)

To examine the influence of Digital Marketing and Entrepreneurial Orientation on Product
Innovation through Competitive Advantage, this study utilised Structural Equation Modelling (SEM)
with a Partial Least Squares (PLS) approach. Data were analysed using SmartPLS version 3.0. PLS-
SEM is a variance-based statistical method suitable for complex regression models, particularly when
challenges such as small sample size, missing values, and multicollinearity are present [77].

Unlike covariance-based SEM, PLS does not require strict assumptions about data distribution.
It is primarily designed for prediction purposes and estimation of causal relationships within
research models [78]. SEM allows simultaneous testing of multiple dependent relationships and is
therefore ideal for studies involving complex, multi-dimensional models. Due to the complexity of
managerial decision-making and the multidimensional nature of the constructs under investigation,
SEM offers an integrated analytical framework that combines factor analysis, path analysis, and
structural modelling [79]. The SEM analysis involves several stages, including theoretical model
development, creation of a path diagram, and conversion of the path diagram into structural
equations.

PLS analysis involves two main stages: outer model evaluation and inner model evaluation. The
outer model (measurement model) assesses the validity and reliability of the measurement
instruments. Indicators for assessing the outer model include convergent validity, average variance
extracted (AVE), and Cronbach’s alpha. The inner model (structural model) is evaluated to determine
the robustness and accuracy of the proposed relationships. Key indicators include the coefficient of
determination (R?), predictive relevance (Q?), and the goodness-of-fit index.

4. Results

This section presents the results of the analysis examining the influence of Digital Marketing and
Entrepreneurial Orientation on Product Innovation and its impact on Competitive Advantage in the
leather craft subsector of Garut Regency. The collected data were coded and processed using
descriptive statistical analysis to identify respondent perceptions of each research variable. This was
followed by the application of Structural Equation Modelling (SEM) using the Partial Least Squares
(PLS) technique, based on responses from a sample of 177 participants.

4.1. Descriptive Statistics

Descriptive statistics were used to explore respondent perceptions regarding the four core
variables: Digital Marketing, Entrepreneurial Orientation, Product Innovation, and Competitive
Advantage. The analysis was based on frequency distribution and percentage for each item in the
questionnaire. To aid interpretation, the data were organised using a continuum line method, and
the percentage scores were categorised into interpretation ranges based on criteria adapted from Umi
Narimawati (2010:85). The following subsections present the results for each variable.
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4.1.1. Respondents’ Perceptions of Digital Marketing

Table 2 presents a summary of respondents’ perceptions of the Digital Marketing variable, which
was measured using four dimensions and twelve indicator items. Based on the table, the highest
percentage score was observed for the Interactivity dimension (88.06%), while the lowest scores were
found in both Site Design and Cost dimensions (85.12%). The overall average percentage for the
Digital Marketing variable was 86.25%, which falls into the “Very Good” category.

These results indicate that the application of digital marketing within SMEs in the leather craft
sector has been positively perceived by business actors. This aligns with the findings of [80], which
define digital marketing as the implementation of digital technology to manage online marketing
channels—including websites, email, databases, digital television, and innovative tools such as blogs,
RSS feeds, podcasts, and social media—to support marketing activities aimed at generating profits
and retaining customers..

Table 2. Summary of Respondents” Perceptions of Digital Marketing.

No Dimension Items Actual Score Ideal Score Percentage Interpretation
1 Interactivity 3 2,338 2,655 88.06% Very Good
2 Incentive Program 3 2,302 2,655 86.70% Very Good
3 Site Design 3 2,260 2,655 85.12% Very Good
4 Cost 3 2,260 2,655 85.12% Very Good
Total 12 9,160 10,620 86.25% Very Good

4.1.2. Respondents’ Perceptions of Entrepreneurial Orientation

Table 3 presents a summary of responses related to the Entrepreneurial Orientation variable,
which was measured using five dimensions and fifteen statement items. The highest score was
recorded for the Autonomy dimension (88.78%), while the lowest was found in the Risk-Taking
dimension (85.31%). The overall percentage score for this variable was 86.34%, which falls within the
“Very Good” category, based on the criteria by Umi Narimawati (2010:85). These findings are
consistent with a study by Renita Helia (2021) on Batik SMEs in Laweyan, Solo, which concluded that
entrepreneurial orientation has both partial and simultaneous effects on business performance. This
highlights the strategic importance of entrepreneurial traits such as innovation, proactivity, and
calculated risk-taking in sustaining SME growth.

Table 3. Summary of Respondents” Perceptions of Entrepreneurial Orientation.

No Dimension Items Actual Score Ideal Score Percentage Interpretation
1 Autonomy 3 2,357 2,655 88.78% Very Good
2 Innovation 3 2,292 2,655 86.33% Very Good
3 Risk-Taking 3 2,265 2,655 85.31% Very Good
4 Proactiveness 3 2,267 2,655 85.39% Very Good
5  Competitive Aggressiveness 3 2,281 2,655 85.91%  Very Good

Total 15 11,462 13,275 86.34%  Very Good

4.1.3. Respondents’ Perceptions of Product Innovation

Table 4 summarises respondent perceptions of Product Innovation, measured through five
dimensions and fifteen items. The highest score was observed in the Technological Fit dimension
(86.85%), while the lowest score was in New Marketing Activities (84.11%). The total score percentage
for this variable was 85.62%, categorised as “Very Good”. These results align with the findings of
Taufiq et al. (2020), who stated that product innovation enables firms to creatively address challenges
and capitalise on market opportunities, thus enhancing competitiveness in dynamic environments.
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Table 4. Summary of Respondents’ Perceptions of Product Innovation.
No Dimension Items Actual Score Ideal Score Percentage Interpretation

1 Market Familiarity 3 2,277 2,655 85.76% Very Good
2 Technological Familiarity 3 2,268 2,655 85.42% Very Good
3 Marketing Fit 3 2,282 2,655 85.95% Very Good
4 Technological Fit 3 2,306 2,655 86.85% Very Good
5 New Marketing Activities 3 2,233 2,655 84.11% Very Good

Total 15 11,366 13,275 85.62% Very Good

4.1.4. Respondents’ Perceptions of Competitive Advantage

Table 5 outlines respondent assessments of the Competitive Advantage variable, measured
using four dimensions and twelve items. The highest score was observed in the Non-Substitutability
dimension (88.81%), while the lowest was recorded in Rarity (83.92%). The total score percentage for
this variable was 86.37%, also categorised as “Very Good”. These findings support prior research by
Zuhdi et al. (2021), which underscores the critical role of competitive advantage in achieving
sustainable business performance, especially in response to evolving global market dynamics and
intensified competition.

Table 5. Summary of Respondents” Perceptions of Competitive Advantage.

No Dimension Items Actual Score Ideal Score Percentage Interpretation
1 Valuable 3 2,265 2,655 85.31% Very Good
2 Rare Resources 3 2,228 2,655 83.92% Very Good
3 Imperfect Imitability 3 2,322 2,655 87.46% Very Good
4 Non-Substitutability 3 2,358 2,655 88.81% Very Good
Total 12 9,173 10,620 86.37% Very Good

4.2. Verificative Analysis Using SEM-PLS

Verificative analysis was conducted to test the proposed hypotheses through statistical
computation. The primary objective was to assess the influence of Digital Marketing, Entrepreneurial
Orientation, and Product Innovation on Competitive Advantage using the Partial Least Squares -
Structural Equation Modelling (PLS-SEM) approach, as implemented in SmartPLS version 3.0.

In Structural Equation Modelling, two main types of models are developed: the measurement
model (also known as the outer model) and the structural model (also known as the inner model).
The measurement model specifies the relationship between each latent variable and its respective
manifest (indicator) variables, and evaluates how well these indicators explain the variance of the
latent constructs. This step helps to identify which indicators are most representative of each latent
variable.

Following the evaluation of the measurement model, the structural model is examined to test
the causal relationships between exogenous latent variables (independent variables) and endogenous
latent variables (dependent variables). In this study, the SEM model consisted of: Four latent
variables: Digital Marketing (X1), Entrepreneurial Orientation (X2), Product Innovation (Y), and
Competitive Advantage (Z). Eighteen manifest variables, distributed as follows: Digital Marketing
(X1): 4 indicators; Entrepreneurial Orientation (X2): 5 indicators; Product Innovation (Y): 5 indicators;
Competitive Advantage (Z): 4 indicators.
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Figure 2. Structural Model of Research Variables.

The structural model was evaluated through two main stages: the outer model analysis,
followed by the inner model analysis. Each model was tested using the algorithm function in
SmartPLS to assess validity and reliability.

4.2.1. Measurement Model Evaluation (Outer Model)

The outer model evaluation aims to determine the relationship specifications between each
latent variable and its corresponding manifest variables. The analysis included the following
components: Convergent Validity; Discriminant Validity; Reliability Testing. The results of the outer
model analysis —generated via the Algorithm function in SmartPLS —are illustrated in Figure 3.
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Competitive
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Orientation
Figure 3. Outer Model of the Structural Equation Model (Algorithm Output).

Convergent validity refers to the extent to which indicators of a latent construct share a high
proportion of variance. According to established thresholds, convergent validity is considered
adequate if the outer loading of each indicator exceeds 0.70 and the Average Variance Extracted
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(AVE) is above 0.50. As shown in Table 6, all indicators meet these criteria, indicating that each
manifest variable is a valid representation of its corresponding latent construct.

Table 6. Convergent Validity Test Results.

Latent Variable Indicator Loading Factor AVE Conclusio
DM_1 0.826 Valid
Digital marketing DM_2 0.914 0.743 Valid
(X1) DM_3 0.901 Valid
DM _4 0.802 Valid
EO_1 0.774 Valid
Entrepreneurial EO_2 0.782 Valid
orientation EO_3 0.815 0.654 Valid
(X2) EO_4 0.794 Valid
EO_5 0.875 Valid
PI_1 0.750 Valid
, ) PI_2 0.809 Valid
Product (:';;1 ovation PI_3 0.758 0.623 Valid
PI_4 0.857 Valid
PI_5 0.766 Valid
CA_1 0.859 Valid
Competitive advantage CA_2 0.829 0.715 Valid
2) CA_3 0.835 Valid
CA_4 0.859 Valid

These results confirm that all indicators have strong convergent validity and are appropriate for
inclusion in the model. Discriminant validity ensures that each construct is empirically distinct from
the others. Two methods were applied to assess this: Cross Loadings and the Fornell-Larcker
Criterion. Cross Loadings are presented in Table 7. Each indicator’s loading is higher on its assigned
latent variable than on other constructs, satisfying the discriminant validity requirement.

Table 7. Cross-Loading Matrix.

Indicator CA DM EO PI
CA1 0.859 0.566 0.555 0.666
CA2 0.829 0.513 0.518 0.590
CA3 0.835 0.549 0.345 0.531
CA4 0.859 0.645 0.562 0.686
DM1 0.557 0.826 0.461 0.598
DM2 0.644 0.914 0.480 0.702
DM3 0.581 0.901 0.490 0.622
DM4 0.539 0.802 0.512 0.582
EO1 0.489 0.420 0.774 0.525
EO2 0.541 0.472 0.782 0.459
EO3 0.410 0.389 0.815 0.562
EO4 0.378 0.487 0.794 0.584
EO5 0.566 0.501 0.875 0.633

PI1 0.563 0.632 0.730 0.750
P12 0.500 0.537 0.662 0.809
PI3 0.670 0.585 0.465 0.758
P14 0.652 0.570 0.441 0.857

PI5 0.500 0.533 0.363 0.766
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Fornell-Larcker Criterion further validates discriminant validity by comparing the square root
of AVE values with the inter-construct correlations. As shown in Table 8, each construct's AVE square
root exceeds its correlations with other constructs, confirming adequate discriminant validity.

Table 8. Fornell-Larcker Criterion Results.

. Competitive Digital Entrepreneurial Product
Latent V 1
atent Variable Advantage Marketing Orientation Innovation
Competitive 0.846
Advantage
Digital Marketing 0.675 0.862
Ent ial
neprenena 0593 0.562 0.809
Orientation
Product Innovation 0.737 0.729 0.686 0.789

Construct reliability evaluates the internal consistency of each latent variable, using Composite
Reliability (CR) and Cronbach’s Alpha. Both values should exceed 0.60 to indicate sufficient
reliability [78]. As shown in Table 9, all constructs exceed this threshold, confirming that the
indicators consistently measure their respective latent variables.:

Table 9. Construct Reliability Test Results.

Latent Variable COITIPO,S,I te Threshold Cronbach’s Threshold Conclusion
Reliability Alpha
Digital marketing (X1) 0.920 0.883 Reliabel
Entrepreneurial orientation .
p 0 0.904 206 0.867 Lo  Reliabel
Product innovation (Y) 0.892 0.848 Reliabel
Competitive advantage (Z) 0.910 0.868 Reliabel

The results of the measurement model evaluation indicate that all constructs in this study satisfy
the requirements for convergent validity, discriminant validity, and construct reliability. Thus, the
measurement model is deemed valid and reliable for further structural analysis.

4.2.2. Structural Model Evaluation (Inner Model)

The structural model, or inner model, was evaluated to assess the hypothesised causal
relationships between the latent variables. This evaluation involved the analysis of path coefficients,
coefficient of determination (R?), predictive relevance (Q?), and Goodness of Fit (GoF). The
significance of each relationship was determined using the bootstrapping procedure in SmartPLS 3.0,
which generates t-statistics and p-values for hypothesis testing.
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Figure 4. Full Structural Model with Bootstrapping Results.

The R? value represents the degree to which variance in the endogenous variable is explained
by its predictors. According to Chin (2013), the thresholds for R? interpretation are: 0.67 (strong), 0.33
(moderate), and 0.19 (weak). As shown in Table 10, the first endogenous construct, Product
Innovation (Y), is explained by Digital Marketing (X1) and Entrepreneurial Orientation (X2) with an
R? value of 0.643, indicating a moderate explanatory power. The second endogenous construct,
Competitive Advantage (Z), is explained by Digital Marketing (X1), Entrepreneurial Orientation (X2),
and Product Innovation (Y) with an R? value of 0.593, also indicating moderate explanatory strength.

Table 10. Coefficient of Determination (R-Square).

Latent Variable R Square
Product innovation (Y) 0.643
Competitive advantage (Z) 0.593

The Q? value, obtained through blindfolding, assesses the model’s predictive relevance. A Q?
value greater than zero indicates that the model has predictive relevance for the corresponding
endogenous construct. As shown in Table 11, all Q? values exceed the threshold of zero, confirming
that the model has sufficient predictive capability.

Table 11. Predictive Relevance (Q?).

Endogenous Variable Q2 (=1 - SSE/SSO)
Competitive Advantage 0.412
Product Innovation 0.382

The Goodness of Fit (GoF) index integrates the performance of both the measurement and
structural models. It is calculated as the square root of the product of the average AVE and average
R2. According to Latan and Ghozali (2012), the GoF thresholds are: 0.10 (small), 0.25 (medium), and
0.36 (large).

4.3. Pengaruh Langsung

Direct path relationships are considered statistically significant if the t-statistic exceeds 1.96 and
the p-value is below 0.05 (Yamin, 2011). The analysis results show that all hypothesised direct effects
are significant:
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1. Sub-Structure 1: Product Innovation Model
Digital Marketing — Product Innovation: Path coefficient = 0.502, p < 0.001
Entrepreneurial Orientation — Product Innovation: Path coefficient = 0.403, p < 0.001

2. Sub-Structure 2: Competitive Advantage Model
Digital Marketing — Competitive Advantage: Path coefficient = 0.499, p < 0.001
Entrepreneurial Orientation — Competitive Advantage: Path coefficient = 0.313, p < 0.001
Product Innovation — Competitive Advantage: Path coefficient = 0.444, p <0.001,4%.

Table 12. Direct Effect Analysis (Partial Least Squares Path Modelling).

Pathway Original Sample (O) T-Statistic P-Value Conclusion
Digital Marketing — Product Innovation 0.502 8.417 0.000  Significant Positive
Entrepreneurial Orientation — Product Innovation 0.403 7.398 0.000  Significant Positive
Digital Marketing — Competitive Advantage 0.499 7.185 0.000  Significant Positive
Entrepreneurial Orientation — Competitive Advantage 0.313 4.583 0.000  Significant Positive
Product Innovation — Competitive Advantage 0.444 4.914 0.000  Significant Positive

4.4. Indirect Effects

The mediating role of Product Innovation was examined to determine whether it significantly
transmits the effects of Digital Marketing and Entrepreneurial Orientation to Competitive
Advantage. Mediation via Product Innovation:

1. Digital Marketing — Product Innovation — Competitive Advantage

Indirect effect: 0.223, t-statistic: 4.651, p-value: 0.000. Interpretation: The effect is significant. Product
Innovation mediates and strengthens the influence of Digital Marketing on Competitive
Advantage.

2. Entrepreneurial Orientation — Product Innovation — Competitive Advantage

Indirect effect: 0.179, t-statistic: 3.809, p-value: 0.000. Interpretation: The effect is significant. Product
Innovation acts as a mediator in the relationship between Entrepreneurial Orientation and
Competitive Advantage.

5. Discussion

Based on the findings of this study, which examined the influence of Digital Marketing and
Entrepreneurial Orientation on Competitive Advantage through Product Innovation within the
leather craft sub-sector in Garut Regency, it can be concluded that product innovation plays a central
role in strengthening competitive advantage. The relationship is complex and multidimensional,
indicating that both digital marketing and entrepreneurial orientation contribute positively to
competitive advantage, particularly when mediated by product innovation.

The results demonstrate that leather craft SMEs in Garut have demonstrated the capacity to
incorporate digital marketing into their business management practices effectively. The agility of
these entrepreneurs in responding to environmental changes is largely attributed to their high level
of entrepreneurial orientation. This orientation represents an important intangible resource that
enables firms to remain flexible and responsive in a dynamic market environment. Furthermore,
entrepreneurial orientation fosters an organisational climate conducive to both exploration and
exploitation of new business opportunities.

These findings reinforce the relevance of competitive advantage for SMEs in the leather craft
industry. While the conceptualisation of competitive advantage remains a topic of academic debate,
this study aligns with the perspective of [81], which defines competitive advantage in small
businesses as a unique attribute that distinguishes one firm from its competitors, enabling it to
succeed in the marketplace.

From an empirical standpoint, innovation facilitates an organisation's ability to explore and
exploit novel ideas while adapting to change [82,83,84]. As innovation and technological
advancement increasingly become core components of competitive strategy [85], the ability to sustain
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entrepreneurial efforts and embed innovation into organisational routines emerges as a significant
source of long-term advantage. When innovation processes or outcomes are difficult to imitate, firms
can leverage these unique capabilities to sustain their competitive positions.

Furthermore, [86] highlighted that product attributes such as form, function, price, and
distribution can help reduce reliance on imitation by competitors. Beyond product innovation,
managerial innovation—such as strategic human resource management (Schuler & Jackson, 1989)—
and information-based innovation—such as novel market research techniques—can also provide
more sustainable competitive positions compared to product-centric innovation alone.

In this context, product innovation reflects an organisation’s ability to perceive change as
opportunity. The presence of entrepreneurial orientation enhances the firm’s perceptual capacity to
frame environmental shifts as business potential. This reflects a proactive attitude, characterised by
anticipation and vigilance in responding to market dynamics [87], and positions firms as pioneers in
adopting new methods, technologies, and products [88,89].

Lastly, competitive advantage is defined as the ability to outperform rivals by adopting
distinctive strategies that are difficult to replicate ([9,90]). Such advantage is achieved when firms can
leverage unique internal resources and capabilities —such as expertise and operational efficiency —to
deliver superior customer value at a relatively lower cost. Previous studies have also found that firm
age contributes to the accumulation of such capabilities and the strengthening of competitive
advantage.

6. Conclusions

This study has empirically demonstrated that both digital marketing and entrepreneurial
orientation significantly influence product innovation and competitive advantage within the leather
craft industry in Garut Regency. Specifically, digital marketing contributes 50.2% to product
innovation and 27.6% to competitive advantage. Entrepreneurial orientation exerts an influence of
40.3% on product innovation and 31.3% on competitive advantage. Furthermore, product innovation
was found to positively affect competitive advantage, contributing 44.4%. Collectively, the three
variables account for 59.3% of the variance in enhancing the competitiveness of the leather craft
industry.

In light of these findings, it is recommended that leather craft entrepreneurs continuously adapt
to the dynamic nature of digital marketing trends by implementing broader digital marketing
strategies, such as the utilisation of websites and search engine optimisation (SEO). Participation in
digital marketing training programmes —offered by governmental agencies or online platforms such
as Digitademy, HubSpot Academy, and Facebook Blueprint —is also advised. Consistency in content
marketing practices is identified as a critical success factor.

From a product innovation perspective, it is advisable for artisans to adopt or adapt product
models inspired by established brands to remain aligned with market trends and improve their
competitive positioning. This strategy could support sustained product relevance and enhance value
perception among consumers. Future research should explore additional factors influencing digital
marketing effectiveness, including the types of digital media used, market reach, and consumer
targeting strategies. Other dimensions of product innovation—such as pricing, branding, product
quality, and consumer psychological factors—also present promising areas for further investigation.
Employing more qualitative methods, such as in-depth interviews with leather artisans, may provide
richer insights into the digital marketing strategies applied and the practical challenges faced in
improving product competitiveness.
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