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ABSTRACT 

 
The creative economy sector has been a 
key driver of economic growth, with the 
fashion-textile and clothing industry being 
a significant component. However, 
businesses in this sector face numerous 
challenges as they strive to remain 
competitive within the MSME ecosystem. 
The objective of this study is to examine 
the impact of digital marketing, market 
orientation, entrepreneurial competence, 
and entrepreneurial characteristics on the 
performance of fashion SMEs in 
Yogyakarta. The research sample 
consists of 100 respondents, selected 
using maximum likelihood estimation. The 
methodology employed in this study is 
Structural Equation Modeling (SEM) with 
SMART PLS 3.2.9. The results indicate 
that digital marketing and market 
orientation have a significant positive 
effect on MSME performance, while 
entrepreneurial competence does not 
show a significant impact. Furthermore, 
entrepreneurial characteristics are found 
to enhance the performance of MSMEs. In 
conclusion, the findings highlight the 
importance of digital marketing, market 
orientation, and entrepreneurial 
characteristics in improving the 
performance of fashion SMEs, providing 
valuable implications for business 
strategies within this sector. 
 
Keywords: Digital Marketing; 
Entrepreneurial Characteristics; 
Entrepreneurship Competence; Market 
Orientation; MSME Performance 
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INTRODUCTION 
 
Digital marketing has become a crucial tool for businesses, especially in supporting 
community-driven initiatives. With the transition from traditional to modern marketing 
methods, digital marketing offers the advantage of enabling communication and 
transactions anytime and anywhere, reaching a global audience. The increasing number 
of social media users presents an opportunity for micro, small, and medium enterprises 
(MSMEs) to grow by leveraging smartphones and online platforms. Digital marketing is 
particularly advantageous for new businesses because it is cost-effective, eliminates the 
need for physical storefronts, can be managed independently with minimal staff, 
operates 24/7, and offers broad market reach through platforms like Instagram, 
Facebook, Twitter, TikTok, WhatsApp, and websites. 
 
According to the Indonesian Internet Service Providers Association (APJII, 2024), 
internet users in Indonesia range from ages 10 to 75, making up nearly half of the 
country's total internet users. This highlights the significant role of the digital-native 
generation, who are highly skilled in using internet-based technologies, in shaping the 
country’s online landscape. As of 2024, Indonesia has 221.56 million active internet 
users, with 120 million engaging in social media (Ministry of Communication and 
Information Technology of Indonesia [Kominfo], 2024). Antonio and Astika (2019) 
suggest that digital marketing strategies, such as online promotions and social media 
engagement, can enhance the perceived value of products like batik cloth, thereby 
influencing purchasing decisions among millennials. 
 
Market orientation refers to a company's focus on understanding and responding to 
market needs, promoting and disseminating relevant information, and adjusting to 
market dynamics to ensure strong performance (Jaworski & Kohli in Alfirevic et al., 
2024). A strong market orientation helps businesses understand consumer preferences, 
competitive strategies, and market trends, all of which are vital for improving 
performance. In contrast, a lack of market orientation can result in ineffective strategies 
and poor performance (Morgan & Anokhin, 2020). 
 
Entrepreneurial competencies, including knowledge, skills, and attitudes like business 
ethics, financial management, time management, leadership, and decision-making, are 
key factors in gaining a competitive advantage (Udoh et al., 2017). Small business 
performance is influenced by both individual entrepreneurial competencies and the 
organizational environment (Yusuf, 1995). For MSME owners, developing 
entrepreneurial characteristics such as leadership and decision-making skills is crucial 
for maintaining competitiveness and ensuring success (Sarwoko et al., 2013). Therefore, 
cultivating these competencies is essential for driving performance and avoiding 
business failure. 
 
Individuals with entrepreneurial characteristics are typically self-motivated, task-oriented, 
risk-taking, demonstrate leadership, and are future-focused. However, it is only those 
with an entrepreneurial mindset who can effectively apply these traits to their work 
(Merredith et al., 2002). 
 
Data from the Central Agency of Statistics of Yogyakarta Province (BPS Provinsi 
Yogyakarta, 2024) shows that the textile and textile processing industry ranks second in 
Yogyakarta, accounting for 17.3% of the region's economy. This highlights the 
challenges fashion business owners face in maintaining their operations and 
competitiveness within the MSME sector. Therefore, fashion entrepreneurs in 
Yogyakarta must strengthen their digital marketing efforts, market orientation, 
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competencies, and unique entrepreneurial characteristics to ensure continued growth 
and success. 
 
Several empirical studies align with the goals of this research and are expected to refine 
and support its conceptual framework. While many studies have explored topics like 
digital marketing, market orientation, entrepreneurial competencies, and their impact on 
MSME performance, this study differs by focusing specifically on SMEs in the fashion 
sector in DI Yogyakarta. It also examines the combined effect of digital marketing, market 
orientation, entrepreneurial competencies, and entrepreneurial characteristics on MSME 
performance in the clothing industry.  
 
The aim of this study is to evaluate whether these variables significantly impact the 
performance of MSMEs in the fashion sector, which includes businesses engaged in the 
production and sale of clothing, traditionally through direct sales and increasingly through 
digital marketing channels. The significance of this research lies in its focus on a specific 
sector, the fashion industry in DI Yogyakarta, which has received limited attention in 
existing studies. By investigating the combined influence of digital marketing, market 
orientation, entrepreneurial competencies, and entrepreneurial characteristics on the 
performance of fashion SMEs, this study provides valuable insights into the factors that 
drive success in a competitive and rapidly evolving market. The findings are expected to 
offer a deeper understanding of how these variables interact and contribute to the 
performance of MSMEs, particularly in the context of digital transformation. This research 
makes a significant contribution by expanding the theoretical framework surrounding 
MSME performance in the fashion sector and providing practical implications for 
entrepreneurs and policymakers looking to enhance the competitiveness of small 
businesses in Indonesia's creative economy.  
 

LITERATURE REVIEW 
 

MSMEs Performance 
MSMEs are widely recognized as vital contributors to economic development, job 
creation, and poverty alleviation globally (Islam et al., 2011). In both developing and 
developed countries, MSMEs play an integral role in fostering entrepreneurship, 
innovation, and regional development (Organisation for Economic Co-operation and 
Development [OECD], 2017). In Indonesia specifically, MSMEs are central to economic 
policy due to their significant contribution to GDP and employment generation, especially 
in rural and semi-urban areas (Tambunan, 2019). 
 
Omowole et al. (2024) emphasize that in emerging economies, MSMEs are pivotal for 
reducing unemployment and stimulating equitable economic growth. Their performance, 
however, is not uniform and depends on various internal and external factors. 
Performance can be assessed through financial metrics (e.g., revenue growth, 
profitability), operational indicators (e.g., efficiency, productivity), and strategic metrics 
(e.g., market expansion, innovation capability) (Kaplan, 2012). 
 
Despite their importance, MSMEs face numerous constraints, including limited access 
to finance, inadequate infrastructure, and insufficient managerial skills (World Bank, 
2020). External supports such as government policies, market access, and technology 
adoption are therefore critical to enhancing their performance. Understanding the 
multidimensional nature of MSME performance helps in formulating strategies that 
ensure their sustainability and scalability. 
 

https://www.ejournal.aibpmjournals.com/index.php/IJABIM


 
International Journal of Applied Business & International Management (IJABIM) 
Vol. 10 No. 1, pp. 84-102, April, 2025 
E-ISSN: 2621-2862 P-ISSN: 2614-7432 
https://www.ejournal.aibpmjournals.com/index.php/IJABIM 

 

87 
 
 

Digital Marketing 
Digital marketing is the strategic application of digital technologies and online platforms 
to promote products and services. It encompasses a variety of tools, including social 
media, search engines, email campaigns, and websites (Chaffey & Ellis-Chadwick, 
2019). Unlike traditional marketing, digital marketing enables businesses to generate 
measurable results and engage with customers in real-time, thereby improving 
interaction, engagement, and conversion rates. 
 
For MSMEs, digital marketing offers a cost-effective way to reach broader audiences 
and compete more effectively. Apulu and Latham (2011) highlight that MSMEs can gain 
a competitive edge by leveraging digital platforms, while Edwy et al. (2022) note that 
MSMEs using digital marketing tend to outperform those relying solely on conventional 
approaches. Digital tools also provide valuable analytics, helping businesses refine their 
strategies and optimize return on investment. This became especially critical during the 
COVID-19 pandemic, as digital platforms played a key role in maintaining customer 
relationships (Sumarlinah et al., 2022). 
 
Beyond promoting visibility, digital marketing fosters trust and customer loyalty—key 
factors for MSME growth. However, successful digital marketing implementation requires 
a blend of digital literacy, technological infrastructure, and a well-defined content 
strategy. Many MSMEs face barriers such as limited budgets and a lack of digital skills, 
which hinder their ability to fully leverage digital tools. To overcome these challenges, 
targeted training programs and supportive policy frameworks are essential (Krisnaresanti 
et al., 2022; Laudon & Traver, 2020). 
 
Market Orientation 
Market orientation is a strategic business philosophy centered on understanding and 
addressing customer needs while staying attuned to market dynamics (Blankson et al., 
2013). It is typically defined by three core components: customer orientation, competitor 
orientation, and inter-functional coordination (Narver & Slater, 1990). This approach 
places customer value at the core of an organization’s strategy, enabling businesses to 
design more relevant products, enhance customer satisfaction, and foster lasting 
relationships. 
 
Research has consistently shown that firms embracing market orientation tend to be 
more adaptive, innovative, and capable of maintaining competitive advantages—
particularly in fast-paced, unpredictable environments (Jaworski & Kohli in Alfirevic et al., 
2024). For MSMEs, which often face constraints in terms of capital, manpower, and 
access to markets, market orientation offers a focused way to direct limited resources 
toward high-impact, value-driven initiatives. 
 
Moreover, market orientation supports organizational learning and responsiveness, 
which are essential for long-term viability and growth in evolving markets (Baker & 
Sinkula, 2007). As MSMEs aim to scale, aligning their strategies and operations with 
shifting consumer expectations becomes a key factor in achieving sustainable success. 
 
Entrepreneurial Competencies 
Entrepreneurial competence encompasses the combination of skills, knowledge, and 
attitudes that empower individuals to successfully start, manage, and grow a business 
(Mangkunegara, 2005; Suryana, 2006). These competencies are critical in shaping an 
individual’s entrepreneurial intention, with attributes such as opportunity recognition, risk-
taking, and networking playing particularly influential roles (Sandroto et al., 2024). 
Competent entrepreneurs are more adept at identifying opportunities, leveraging 
resources, and navigating uncertain environments (Man et al., 2002). Core 
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competencies often include strategic thinking, financial literacy, leadership, 
communication, and sound decision-making. 
 
Tiwari and Lenka (2016) highlight the importance of these competencies in attracting 
investment, building strategic partnerships, and maintaining smooth operations. 
Entrepreneurs who possess strong competencies tend to be more innovative and 
responsive, allowing them to tackle environmental challenges with agility and foresight. 
Furthermore, entrepreneurial competence directly impacts firm performance—especially 
in small businesses where the entrepreneur plays a central role in day-to-day operations 
(Mitchelmore & Rowley, 2010). To remain competitive and sustain business growth, 
entrepreneurs must commit to continuous learning and skill development, ensuring they 
evolve alongside dynamic market demands. 
 
Entrepreneurship Characteristics 
Entrepreneurial characteristics refer to the innate or acquired traits that shape an 
individual’s ability to initiate, manage, and grow a business. Zimmerer and Scarborough 
(2005) identify key characteristics such as risk-taking, resilience, innovation, leadership, 
and vision as essential to entrepreneurial success. Drucker (1985) offers a 
complementary perspective, arguing that entrepreneurship is primarily about recognizing 
and seizing opportunities—not simply taking risks. He underscores the importance of 
systematic innovation and disciplined execution, where entrepreneurs strategically 
minimize risk through careful analysis and thoughtful planning. 
 
Empirical studies further support the idea that certain personal traits significantly 
influence entrepreneurial outcomes. For example, Rayawan and Efrata (2017) found that 
individuals with a strong internal locus of control and a high need for achievement tend 
to perform better in entrepreneurial endeavors. Traits such as proactiveness, tolerance 
for ambiguity, and self-motivation also empower entrepreneurs to make decisive moves, 
persist through challenges, and maintain momentum in the face of uncertainty. 
 
Within the MSMEs context, these characteristics are especially critical, as entrepreneurs 
often take on multiple responsibilities and directly shape the firm’s strategic direction. 
Cultivating entrepreneurial traits through education, mentorship, and real-world 
experience enhances the likelihood of long-term business sustainability and growth. 
 
Hypotheses Development 
Digital Marketing 
Digital marketing plays a pivotal role in modern business, especially for MSMEs seeking 
cost-effective ways to reach a wider audience. Susanto (2017) defines digital marketing 
as the use of digital channels, including social media, websites, and online advertising, 
to promote products and services. Unlike traditional media, digital marketing offers real-
time engagement and performance metrics, making it a more agile and measurable 
approach. 
 
Apulu and Latham (2011) emphasize that MSMEs leveraging digital tools gain 
competitive advantages through improved visibility, better customer communication, and 
broader market access. Nofrisel et al. (2023) further support the idea that MSMEs 
utilizing digital marketing tend to outperform those that do not integrate technology into 
their operations. 
 
These perspectives suggest that digital marketing equips MSMEs with the tools needed 
to enhance market presence and operational efficiency, which are critical for improved 
performance. Therefore, the following hypothesis is proposed: 
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H1: MSME performance is positively impacted by digital marketing. 
 
Market Orientation 
Market orientation is considered a fundamental driver of business success, particularly 
for small enterprises operating in competitive markets. Blankson et al. (2013) define 
market orientation as a customer-centric approach that focuses on understanding and 
fulfilling customer needs. This involves continuous innovation, responsiveness to market 
dynamics, and the ability to deliver superior customer value. 
 
By fostering a culture of customer awareness and agility, MSMEs can develop strategies 
that align with market demands, enhance customer satisfaction, and differentiate 
themselves from competitors. This approach not only strengthens relationships with 
customers but also supports long-term sustainability. 
 
Given the increasingly dynamic and customer-driven market environment, particularly in 
industries such as apparel and retail, adopting a market orientation is essential for 
business growth. Thus, the following hypothesis is developed: 
 
H2: MSME performance is positively impacted by market orientation. 
 
Entrepreneurial Competencies 
Entrepreneurial competencies encompass the skills, knowledge, attitudes, and 
behaviors that enable entrepreneurs to navigate complex business environments. 
Mangkunegara (2005) and Suryana (2006) highlight that entrepreneurial competence 
plays a critical role in achieving superior performance by equipping entrepreneurs with 
the ability to adapt, innovate, and lead effectively. 
 
Tiwari and Lenka (2016) further argue that entrepreneurial competencies are essential 
for attracting capital, developing business strategies, and managing resources efficiently. 
These competencies support decision-making, risk management, and long-term 
planning—core elements in MSME sustainability and success. 
 
Given the multifaceted challenges MSMEs face, particularly in resource-constrained 
environments, entrepreneurial competencies become a vital factor in ensuring business 
viability. Hence, the following hypothesis is formulated: 
 
H3: MSME performance is positively impacted by entrepreneurial competencies. 
 
Entrepreneurship Characteristics 
Entrepreneurial characteristics refer to the personal traits and behaviors that influence 
how entrepreneurs initiate, manage, and grow their businesses. Zimmerer and 
Scarbrough (2005) describe entrepreneurs as opportunity-seekers who embrace 
uncertainty in pursuit of profit and innovation. Drucker (1985) adds that entrepreneurs 
are not necessarily risk-lovers but are motivated by opportunities and learning from 
failures. 
 
Common traits such as determination, creativity, resilience, and leadership have been 
linked to entrepreneurial success. These characteristics enable individuals to take 
initiative, respond to setbacks with agility, and maintain focus on long-term goals. 
 
In the context of MSMEs, where the entrepreneur's role is often central to the business, 
such traits directly influence organizational direction and adaptability. Accordingly, the 
following hypothesis is proposed: 
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H4: MSME performance is positively impacted by entrepreneurship characteristics. 
 
Conceptual Framework 
An explanation of the connections between related ideas or variables in research is 
called a conceptual framework, which is used to determine and describe the relationships 
between the variables being examined. The primary focus of this investigation is the 
influence of the independent variables—Digital Marketing, Market Orientation, 
Entrepreneurial Competencies, and Entrepreneurship Characteristics—on the 
dependent variable, MSME Performance. Thus, Figure 1 depicts the conceptual 
framework of our investigation. 
 
Figure 1. Conceptual Framework 

 
 

RESEARCH METHOD 
 
This study is quantitative research using the Structural Equation Modeling (SEM) 
approach to explore causal relationships between variables such as digital marketing, 
market orientation, entrepreneurial competency, and entrepreneurial characteristics, all 
of which are used to assess business performance. Data was collected through a survey 
of MSMEs in the clothing industry in DI Yogyakarta, with a questionnaire based on 
operational variables and a Likert scale.  
 
Purposive sampling was applied, selecting respondents aged 18-45, residing in DI 
Yogyakarta, and owning a business in the fashion sector. The sample size was set at 
100 respondents, which was in line with the guidelines for SEM analysis, ensuring it was 
adequate for the Maximum Likelihood estimation technique. A total of 100 questionnaires 
were distributed, and all 100 were returned and completed, allowing for a full response 
rate of 100%. The questionnaire includes sections on the respondents' personal data 
and questions related to the research variables defined by the author. This research 
utilizes the SEM approach through Partial Least Squares (PLS). The data analysis is 
performed using SMART PLS 3.0 software. The tests applied in this study are as follows. 
 
Outer Model 
To ensure the validity and reliability of the measurement model in SEM-PLS, both 
convergent and discriminant validity must be assessed. Convergent validity evaluates 
whether indicators that are supposed to measure the same construct are indeed 
correlated. This can be assessed using two main criteria: the loading factor and the 
Average Variance Extracted (AVE). According to Sarwono (2014), an indicator is 
considered valid if it has a loading factor greater than 0.70, indicating a strong 
relationship with its respective construct. Additionally, as Garson (2016) notes, the AVE 
should exceed 0.50 to confirm that the construct explains more than half of the variance 
of its indicators, thus supporting convergent validity. 
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Discriminant validity, on the other hand, ensures that constructs are truly distinct from 
one another. This can be evaluated through the Fornell-Larcker criterion and cross-
loading analysis. The Fornell-Larcker approach compares the square root of the AVE of 
each construct with the correlations it has with other constructs. For discriminant validity 
to be established, the square root of the AVE must be greater than these correlations 
(Garson, 2016). Meanwhile, the cross-loading method requires that each indicator has 
the highest loading on its corresponding construct compared to other constructs, 
reinforcing that it is uniquely associated with its intended factor. 
 
In terms of the inner model assessment, several key metrics are used to evaluate the 
structural relationships among constructs. First, the R-square (R²) value represents the 
coefficient of determination for endogenous variables, indicating how well independent 
constructs explain the variance in a dependent construct. According to Chin (1998), R² 
values are interpreted as follows: 0.67 signifies a strong level of explanation, 0.33 is 
considered moderate, and 0.19 indicates a weak influence. 
 
Next, the effect size (f²) is used to assess the individual impact of a predictor construct 
on a dependent variable. As stated by Hair et al. (2014), an f² value of 0.02 represents a 
weak effect, 0.15 indicates a moderate effect and 0.35 or higher suggests a strong effect 
size. 
 
The Q-square (Q²) value serves to evaluate the predictive relevance of the model, 
particularly the accuracy of the endogenous constructs. It is calculated using the formula: 
 

Q² = 1 - (1 - R₁²)(1 - R₂²)...(1 - Rₚ²) 

 
In models with only one endogenous construct, Q² is equivalent to the R² value in models 
with only one endogenous construct. A Q² value greater than zero indicates that the 
model has predictive relevance. 
 
Furthermore, the Goodness of Fit (GOF) index provides an overall measure of model fit 
by combining the quality of the measurement and structural models. It is computed using 
the formula proposed by Tenenhaus (2004). A higher GOF value indicates a better 
overall model fit. 
 

GOF = √(AVE × R²) 
 
Lastly, hypothesis testing within SEM-PLS is conducted using the t-statistic and p-value. 
The significance threshold is typically set at a t-statistic value of 1.96, corresponding to 
a 5% significance level (α = 0.05). The alternative hypothesis (Ha) is accepted if the t-
statistic exceeds 1.96 and the p-value is less than 0.05. Under these same conditions, 
the null hypothesis (H₀) is rejected. This approach provides a rigorous statistical 
framework to assess the strength and significance of the relationships among constructs, 
ensuring the robustness and credibility of the proposed theoretical model. 

 
RESULTS 

 
Outer Model  
Validity Test - Convergent Basis 
Convergent Validity 
An indicator is considered valid if its loading factor value exceeds 0.70 (Sarwono, 2014). 
According to Figure 2, all indicators representing the variables of digital marketing, 
market orientation, entrepreneurial competence, entrepreneurial characteristics, and 
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MSME performance have loading factor values greater than 0.70. This confirms that the 
research instrument used to measure these five variables is valid. 
 
Figure 2. Structural Model 
 

 
 

 
Average Variance Extracted (AVE) 
Table 1. AVE Value 

Variables AVE 

Digital Marketing 0.776 

Market Orientation 0.556 

Entrepreneurial Competencies 0.716 

Entrepreneurship Characteristics 0.722 

MSME’s Performance 0.642 

 
The average of the extracted variables with a value of > 0.5 is used as the basic 
determinant of convergence (Ghozali, 2021). Based on Table 1, it is known that the AVE 
value of the digital marketing variable (X1) is 0.776 > 0.5; the AVE value of the market 
orientation variable is 0.556 > 0.5; the AVE value of the entrepreneurial competency 
variable is 0.716 > 0.5; the AVE value of the variable is 0.722> 0.5; and the AVE value 
of the UMKM performance variable is 0.642 > 0.5. This means that the research 
instrument used to measure the five variables is valid. 
 
 
 
 
Discriminant Validity 
Fornell-Larcker Criterion 
The Fornell-Larcker test evaluates discriminant validity by comparing the square root of 
the AVE with the correlation values between constructs. For discriminant validity to be 
established, the square root of the AVE for each construct must be greater than the 
correlation between that construct and any other construct (Ghozali, 2021). 
 
Table 2. Fornell-Lacker Criterion 
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Digital 

Marketin
g 

Market 
Orientati

on 

Entrepreneur
ial 

Competencie
s 

Entrepreneurs
hip 

Characteristics 

MSME’s 
Performan

ce 

Digital 
Marketing 

0.881    0.116 

Market 
Orientation 

 0.746   0.240 

Entrepreneuria
l 
Competencies 

  0.846  0.242 

Entrepreneurs
hip 
Characteristics 

   0.850 0.437 

MSME’s 
Performance 

    0.801 

 
Based on Table 2, the results of the Fornell-Larcker discriminant validity test indicate that 
each construct measured in the study is empirically distinct from the others, particularly 
from the MSME performance variable. The test evaluates whether the square root of the 
AVE for each latent construct is greater than the construct’s correlation with any other 
variable in the model. A higher square root of AVE implies that the construct shares more 
variance with its own indicators than it does with other constructs, which is a key criterion 
for establishing discriminant validity. 
 
In this study, the square root of the AVE for the digital marketing construct is 0.881, which 
is significantly greater than its correlation with MSME performance (0.116). This 
suggests that the digital marketing construct is well differentiated and captures unique 
aspects not explained by MSME performance. Similarly, the market orientation construct 
has a square root of AVE of 0.746, which also exceeds its correlation with MSME 
performance (0.240), reinforcing its distinctiveness. 
 
Furthermore, the entrepreneurial competency construct shows a square root of AVE 
value of 0.846, surpassing its correlation with MSME performance (0.242), indicating that 
the indicators of entrepreneurial competency more strongly relate to their own construct 
than to external variables. The entrepreneurial characteristics construct also 
demonstrates satisfactory discriminant validity, with a square root of AVE of 0.850 
compared to a correlation of 0.437 with MSME performance. Despite this being the 
highest correlation among the constructs, the square root of AVE still exceeds it, 
ensuring that the construct remains discriminant. 
 
Collectively, these findings demonstrate that, at the construct level, the measurement 
model satisfies the criteria for discriminant validity. This means that the indicators used 
for each latent variable—digital marketing, market orientation, entrepreneurial 
competency, and entrepreneurial characteristics—accurately capture the intended 
theoretical concepts without significant overlap. As a result, the constructs can be 
considered both valid and reliable for further analysis, strengthening the overall integrity 
of the research model and its conclusions. 
 
Cross-Loading 
The validity of the research variables is confirmed when the cross-loading value for the 
intended construct is higher than the values for any other constructs. As shown in Figure 
2, all the cross-loading values for Digital Marketing (X1), Market Orientation (X2), 
Entrepreneurial Competency (X3), and Entrepreneurial Characteristics (X4) indicators 
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are greater for their intended constructs (MSMEs Performance) compared to the other 
constructs. Similarly, the cross-loading values for the MSME Performance (Y) indicators 
are higher for the intended construct than for the other constructs. These results indicate 
that the outer model for the indicators representing the five research variables is valid. 
 
Reliability Test 
Table 3. Cronbach’s Alpha dan Composite Reliability Value 

 Cronbach’s Alpha Composite Reliability 

Digital Marketing (X1) 0.929 0.945 

Market Orientation (X2) 0.805 0.862 

Entrepreneurial Competencies (X3) 0.905 0.926 

Entrepreneurship Characteristics (X4) 0.905 0.927 

MSME’s Performance (Y) 0.858 0.899 

 
The reliability of the research instrument for reflective indicators can be assessed 
through both Cronbach's alpha and composite reliability values. A research instrument 
is considered reliable if Cronbach's alpha value exceeds 0.6 and the composite reliability 
value exceeds 0.8 (Ghozali, 2021). According to Table 3, Cronbach's alpha values for all 
five research variables are above 0.6, and the composite reliability values for all five 
variables are greater than 0.8. These findings indicate that the outer model for the 
reflective indicators of the research variables is reliable. 

 
Inner Model 
R-Square (R²) 
The R-Square value represents the coefficient of determination for the endogenous 
construct. According to Chin (1998), R-Square values are interpreted as follows: 0.67 
(strong), 0.33 (moderate), and 0.19 (weak).  
 
Based on Figure 2, the R-Square value for MSME performance is 0.433. This means 
that approximately 43.3% of the variance in MSME performance is explained by digital 
marketing, market orientation, entrepreneurial competence, and entrepreneurial 
characteristics. The remaining 56.7% (100% - 43.3%) is explained by other latent 
constructs not included in this study. Therefore, in this structural model, the coefficient 
of determination for the endogenous construct falls within the moderate range. In other 
words, while digital marketing, market orientation, entrepreneurial competence, and 
entrepreneurial characteristics among clothing MSME entrepreneurs in Yogyakarta have 
a moderate influence on business performance, the factors included in this study are still 
not strong enough to fully explain the performance of clothing MSMEs at this time. 
 
Effect Size (f²) 
In addition to examining the R-Square value, the influence of endogenous variables on 
exogenous variables is also assessed through the effect size (f²), as shown in the table 
below. 
 
Table 4. Cronbach’s Alpha dan Composite Reliability Value 

 MSME Performance 

Digital Marketing (X1) 0.218 

Market Orientation (X2) 0.363 

Entrepreneurial Competencies (X3) 0.138 

Entrepreneurship Characteristics (X4) 0.292 

 
According to Hair et al. (2014), effect size (f²) values are categorized as weak (0.02), 
moderate (0.15), or strong (0.35). Based on the results in Table 4, digital marketing (f² = 
0.218) and entrepreneurship characteristics (f² = 0.292) have a moderate influence on 
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MSME performance. Market orientation (f² = 0.363) has a strong influence, while 
entrepreneurial competence (f² = 0.138) has a weak to moderate influence. These 
findings suggest that market orientation has the strongest impact on MSME 
performance, followed by digital marketing and entrepreneurship characteristics, with 
entrepreneurial competence having the least impact. 
 
Q-Square (Q²) 
Since there is only one R² value in this case, the Q² value is equal to the R² value. Thus, 
Q² = 1 - (1 - 0.433) = 1 - 0.567 = 0.433. This means that approximately 43.3% of the 
variance in MSME performance is explained by digital marketing, market orientation, 
entrepreneurial competence, and entrepreneurship characteristics. 

 
Goodness of Fit (GoF) 
Based on the R² value of 0.433, the GoF values for all five research variables exceed 
the threshold of 0.38, indicating a strong fit. The GoF values for digital marketing, market 
orientation, entrepreneurial competence, entrepreneurial characteristics, and UMKM 
performance are all above 0.38, suggesting that the structural model meets the GoF 
criteria and is acceptable. Thus, with the results from R², f², Q², and GoF tests, the 
structural model is deemed robust, and hypothesis testing can proceed. 
 
Hypothesis Testing 
The bootstrapping results for estimating the path coefficients, including the original 
sample (O), T-statistics, and P-value of the total effect, are as follows. 
 
Table 5. Path Coefficient Estimation and Total Effect T-Statistics 

 
Original 

Sample (O) 
T Statistics 
[O/STDEV] 

P-Value 

Digital Marketing  MSME Performance 0.218 2.356 0.019 

Market Orientation  MSME Performance 0.363 3.358 0.000 

Entrepreneurial Competencies  MSME 
Performance 

0.138 1.669 0.096 

Entrepreneurship Characteristics  MSME 
Performance 

0.292 2.868 0.004 

 
Based on Table 5, the study found that the path coefficients for the variables were as 
follows: Digital Marketing (0.218), Market Orientation (0.363), Entrepreneurial 
Competency (0.138), and Entrepreneurial Characteristics (0.292). Digital marketing had 
a positive and significant impact on MSME performance, with a T-statistic of 0.218 and 
a P-value of 0.019, supporting the first hypothesis that digital marketing influences 
MSME performance. Similarly, market orientation showed a strong positive effect on 
MSME performance (path coefficient 0.363), with a T-statistic of 3.358 and a P-value of 
0.000, confirming the second hypothesis.  
 
However, entrepreneurial competence did not significantly impact MSME performance, 
with a path coefficient of 0.138, a T-statistic of 1.669, and a P-value of 0.096, indicating 
no significant effect. In contrast, entrepreneurial characteristics had a significant positive 
effect on MSME performance, with a path coefficient of 0.292, a T-statistic of 2.868, and 
a P-value of 0.004, confirming the fourth hypothesis. These findings are consistent with 
prior studies by Sarwoko et al. (2013) but differ from those of Merredith et al. (2002). 
 

DISCUSSION 
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Effect of Digital Marketing on MSME Performance 
The analysis results confirm that digital marketing has a positive and significant effect on 
MSME performance, with a path coefficient of 0.218, a T-statistic of 2.356, and a p-value 
of 0.019. These results support H1, indicating that MSMEs that actively utilize digital 
marketing strategies tend to achieve better business outcomes. 
 
This finding aligns with contemporary marketing theory, which emphasizes the 
importance of digital platforms in creating customer engagement, improving brand 
visibility, and expanding market reach (Kotler & Keller, 2016). Digital marketing allows 
MSMEs to efficiently target specific customer segments, personalize communication, 
and leverage data analytics for better decision-making. In the context of clothing MSMEs 
in Yogyakarta, digital marketing likely plays a crucial role in connecting with tech-savvy 
consumers and showcasing products beyond geographical boundaries. 
 
The results are consistent with a study by Tiago and Veríssimo (2014), which found that 
digital marketing significantly improves small business competitiveness. Therefore, 
integrating digital marketing tools not only enhances operational efficiency but also 
supports sustainable business growth. The findings suggest a practical implication: 
policymakers and business support institutions should facilitate training and 
infrastructure to strengthen MSMEs' digital marketing capabilities.  
 
This finding is also consistent with previous research, such as that by Anjaningrum 
(2020), which underscores that effective digital marketing can improve visibility, 
customer engagement, and sales. MSMEs that utilize digital platforms for marketing and 
sales are better positioned to expand their customer base and drive growth. 
 
Effect of Market Orientation on MSME Performance 
The study provides strong empirical evidence that market orientation significantly affects 
MSME performance, as indicated by a path coefficient of 0.363, a T-statistic of 3.358, 
and a p-value of 0.000. This supports H2 and highlights market orientation as the most 
influential variable among those tested. 
 
Market orientation involves understanding customer needs, monitoring competitors, and 
responding effectively to market dynamics (Narver & Slater, 1990). The strong effect size 
reflects that MSMEs that prioritize market needs and adapt their offerings accordingly 
are more likely to succeed. For clothing MSMEs in Yogyakarta, a market-oriented 
approach helps align product design, pricing, and promotion with consumer preferences 
and fashion trends. 
 
Market orientation was also found to significantly influence MSME performance, 
suggesting that owners who are responsive to customer needs, competitor strategies, 
and market trends are more capable of adapting to changes and seizing new 
opportunities. The findings align with Christian’s (2018) assertion that strong market 
orientation is a key source of competitive advantage, contributing to enhanced customer 
satisfaction and business performance. 
 
This finding reinforces earlier research by Jaworski and Kohli (1993), which concluded 
that market orientation positively correlates with business performance. Theoretically, it 
supports the Resource-Based View (RBV), suggesting that market knowledge and 
responsiveness are critical intangible assets. Practically, the results suggest that MSME 
training programs should emphasize market research, customer feedback, and 
competitive analysis to foster performance improvements. 
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Effect of Entrepreneurial Competencies on MSME Performance 
Contrary to expectations, the study finds that entrepreneurial competencies do not 
significantly affect MSME performance, as reflected by a path coefficient of 0.138, a T-
statistic of 1.669, and a p-value of 0.096. These results indicate that H3 is not supported. 
 
Entrepreneurial competencies typically refer to the knowledge, skills, and behaviors 
needed to identify opportunities, manage risks, and drive innovation (Man et al., 2002). 
However, the insignificant result suggests that in this specific context, such 
competencies may not directly translate into improved business outcomes. This could 
be due to several factors: the competencies might not be fully developed, may not align 
with current market demands, or MSMEs may lack the resources to apply them 
effectively. 
 
This finding contrasts with earlier studies, such as those by Mitchelmore and Rowley 
(2010), who argued that entrepreneurial competencies are central to small business 
success. The discrepancy may be attributed to contextual differences, such as the 
informal business environment, cultural influences, or sector-specific dynamics in 
Indonesia. Entrepreneurial competence did not have a significant effect on MSME 
performance in this study. Despite its recognized importance in business success, the 
results imply that other factors, such as market orientation and digital marketing, may 
have a more immediate impact on MSME performance in the fashion industry. This could 
be due to the nature of fashion MSMEs, where external elements like trends and 
consumer behavior may play a larger role than the direct influence of entrepreneurial 
skills. 
 
Theoretically, this result challenges the assumption that competencies alone are 
sufficient for performance enhancement. Practically, it suggests that MSME support 
programs should not only focus on individual capacity building but also address 
environmental and structural constraints that hinder the application of entrepreneurial 
competencies. 
 
Effect of Entrepreneurship Characteristics on MSME Performance 
The analysis reveals that entrepreneurship characteristics significantly affect MSME 
performance, with a path coefficient of 0.292, a T-statistic of 2.868, and a p-value of 
0.004. This result supports H4 and underscores the importance of individual traits in 
determining business success. 
 
Entrepreneurial characteristics—such as risk-taking, creativity, perseverance, and self-
confidence—play a pivotal role in how entrepreneurs respond to challenges and pursue 
opportunities (McClelland, 1961). In the case of clothing MSMEs, such traits likely 
influence product innovation, customer engagement, and problem-solving capabilities. 
Entrepreneurs who demonstrate strong personal attributes are often more adaptable and 
resilient, enabling better performance outcomes. 
 
This result is consistent with studies by Sarwoko et al. (2013), who found that 
entrepreneurial characteristics significantly contribute to MSME growth in Indonesia. It 
also aligns with the trait theory of entrepreneurship, which posits that certain personality 
traits are predictors of business success. Additionally, these results are also in line with 
Dhamayantie and Fauzan (2017), who emphasized that entrepreneurial characteristics 
like proactivity and perseverance are vital for overcoming challenges and ensuring long-
term business growth. 
 

CONCLUSION 
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Based on the research findings, several practical suggestions and implications can be 
drawn, particularly for MSME practitioners, policymakers, and stakeholders. First, the 
significant influence of digital marketing on MSME performance suggests that business 
owners should prioritize the adoption and optimization of digital marketing strategies. 
Utilizing tools such as social media platforms, search engine optimization, email 
marketing, and e-commerce can help MSMEs reach wider audiences, engage 
customers more effectively, and boost competitiveness. To support this, relevant 
stakeholders, including the government and development organizations, are encouraged 
to provide training, digital literacy programs, and technological support to help MSMEs 
navigate and utilize digital channels successfully. 
 
Additionally, the positive relationship between market orientation and MSME 
performance emphasizes the importance of understanding and responding to customer 
needs and market trends. MSMEs that actively seek customer feedback, conduct market 
research, and adapt their products and services accordingly are more likely to perform 
well. This suggests that entrepreneurial training programs should highlight the 
importance of market orientation and equip entrepreneurs with the tools and knowledge 
needed to stay attuned to consumer behavior and industry developments. 
 
The findings also highlight the strong influence of entrepreneurial characteristics—such 
as self-confidence, risk-taking, and determination—on business performance. This 
underscores the importance of nurturing personal traits and soft skills in entrepreneurs. 
Entrepreneurship education and mentoring should, therefore, include elements that build 
confidence, encourage resilience, and develop a proactive mindset among MSME 
owners and future business leaders. 
 
On the other hand, while entrepreneurial competency was not found to significantly 
influence MSME performance in this study, it remains a relevant factor. Its limited impact 
in this context may be due to external variables or specific conditions not captured in the 
current research. Future competency-building initiatives should consider integrating real-
world challenges, practical experience, and resource accessibility to enhance their 
effectiveness. Further research is also encouraged to explore potential moderating or 
mediating variables that could clarify the role of entrepreneurial competency. 
 
Finally, these findings have broader policy implications. To foster a more supportive 
ecosystem for MSMEs, there is a need for improved digital infrastructure, more 
accessible technological tools, and government incentives that promote digital 
transformation and market responsiveness. Tailored support programs that address both 
technical and personal development aspects can greatly enhance MSME resilience and 
growth. In addition, future studies could benefit from examining these relationships 
across different industries, regions, or business stages to provide more comprehensive 
insights into the factors driving MSME success. 
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