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Abstract 
The production environment has changed to a knowledge and technology system. Competition in 

the marketing system has also evolved into a more global and innovation system, becoming a 

competitive environment in most countries and businesses. Companies must evolve and innovate to 

deal with intense competition and shifting consumer demands if they hope to succeed in the long 

term in today's global market economy. Small and medium-sized enterprises must seek new 

motivations and business strategies to better develop new goods and services and take into account 

new information and technological advances. For businesses to grow, innovation is essential. 

Traditional innovation literature, first published in 1934, focuses on the factory sector, competitive 

markets and developed economies. Compared to other countries, Indonesia has a much higher 

proportion of small businesses per capita. Over the years, SMEs have contributed to developing 

countries in Asia (including ASEAN). Small and medium-sized enterprises are cited in ASEAN 

countries as a key driver of economic growth and development, the foundation of national 

economies, the highest-paying industry, and a potential tool for poverty reduction. Especially after 

the Asian financial crisis, including Indonesia. 
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1. INTRODUCTION 

SMEs have a significant impact on the country's economic growth, as evidenced by their 

contribution to GDP. Data shows that SMEs in Indonesia have grown significantly. According to 

the State Ministry for Cooperatives and SMEs is defined as a business entity with a net worth of 

not more than two hundred million rupiah, excluding land and commercial property, and one 

billion in annual sales. Businesses known as Medium Enterprises are owned by Indonesian citizens 

who have net assets of more than two hundred million to ten billion (Nasution, 2020). A small 

business is an individual or legal entity that is already operating with a minimum annual income 

level or turnover of six hundred million. Except for the land and buildings they occupy, there are 

six hundred million people in the world, divided into two groups: (1) corporate entities and (2) 

individuals. 

According to the Central Bureau of Statistics, small businesses are those with less than 4 

employees, while medium-sized businesses employ between 20 and 99 people. In addition, Small 

Business as referred to in Law no. 9 of 1995 is a productive small business that meets the 

requirements for a net worth limit of two hundred million rupiah, excluding land and buildings for 

business premises or having sales proceeds. Banks can provide credit to customers up to one billion 

rupiah per year and fifty million rupiah. To qualify as a small business or small company, 

according to the World Bank, an organization must meet the following requirements: have fewer 

than 30 employees; generates an annual revenue of less than three million; and has total assets of 

three million. Medium Enterprises or UM are companies that meet the following criteria: a 

maximum of three hundred employees; annual income of up to fifteen million; and total assets of 

up to fifteen million (Nasution, 2020). 
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Medium Enterprises as described in Presidential Instruction No. 10 of 1998 is a successful 

company with a net worth of more than two hundred million, a maximum of ten billion rupiah, 

excluding land and buildings for business premises, and can be given a bank loan. Changing five 

hundred million rupiah into five billion rupiah. The two components from a resource-based 

perspective, namely resources and capabilities, are intended to ensure a business' competitive 

advantage. Resources in the form of material and intangible assets are associated with business, 

while capabilities are associated with how businesses carry out various tasks and activities and 

depend on the resources they have access to (Grant, 1996). Company. These factors include 

technological capital and innovation in human resource management techniques. Intangible 

resources and business capacities are critical to sustaining a competitive advantage based on 

implicit knowledge and non-codified data, which are more difficult for competitors to imitate, 

according to previous research. Intellectual capital is an important strategic asset that combines 

elements from the social, organizational, and human domains. This domain includes relationships 

with customers, suppliers and partners as well as personality traits, knowledge, skills and abilities 

(Nasution, 2021). 

Other resources are culturally specific and focus on the interpersonal traits and abilities of 

business owners and corporate parties in establishing business relationships, networking, and 

interacting with clients and partners. Owner/manager commitment to driving product development, 

customer focus, technology, and market anticipation have been found by Laforet and Tann to be 

drivers of innovation in small and medium enterprises. Previous research has shown that the 

sustainable and sustainable development of a country's productivity and economic competitiveness 

requires the utilization of resources to support strategic investments in various industries. This 

understanding of external resource availability and commercial innovation competencies can be 

gained from studies of national innovation capacities and systems. A country's national innovation 

capacity refers to its capacity to create new ideas and ultimately commercialize a steady stream of 

innovative technologies (Nasution, 2019). National innovation systems allow local economies to 

access technological advances more quickly. Environmental economics also disseminates 

knowledge. 

The institutional environment can impact company operations, personnel management, 

customer and competitor relations, and interactions with public and private institutions (Nasution et 

al, 2019). Understanding the importance of these variations can encourage businesses to research 

them in order to create more successful business plans and take better advantage of innovation 

opportunities. Innovation is essential for the functioning of business in contemporary society. 

Business is a center of activity that includes all efforts and conditions of conduct to facilitate value 

creation, competitive advantage, and business performance. Depending on the discipline, 

innovation can mean different things. A microeconomic perspective on innovation that considers 

entrepreneurial innovation is one of the earliest contributions to the classic literature on innovation. 

The expression "creative destruction" is also used by Schumpeter (1993) to describe a process of 

discovery and creation that is constantly eliminating the old and inventing the new. Innovation is 

defined as the capacity of an organization to identify, acquire, and implement tasks and ideas that 

take various forms, such as management and administration, internal culture, services, distribution 

channels, and marketing segmentation methods. It can be characterized as a fundamentally new 

invention, advancement of a current system or item, or even the diffusion of an innovation into a 

new industry. 

Identification, measurement, and development intensity as a company-wide indicator for 

assessing innovation is a major topic of literature research. These input sources include money and 

human resources. A company's innovation activity and business performance growth can also be 

evaluated using additional metrics such as sales growth, return on investment, return on assets and 

market capitalization. The three factors of sales growth, return on investment, and innovation are 

significant and statistically significant. 

 



 

International Journal of Educational Review, Law And Social Sciences |IJERLAS       
E-ISSN: 2808-487X | https://radjapublika.com/index.php/IJERLAS  

1341 

 

2. RESEARCH METHODS 

Based on the model developed, the purpose of this research is to use this quantitative 

approach. This analysis can build statistical evidence about the strength of the relationship 

between variables using a quantitative approach. Because of its many benefits, a survey method 

was chosen to collect data. With consideration based on the model developed, the purpose of 

this research is to use this quantitative approach. This analysis can build statistical evidence 

about the strength of the relationship between variables using a quantitative approach. Because 

of its many benefits, a survey method was chosen to collect data. The total number of indicators 

in this study is 66, so the sample used is 66 x 10 = 330 samples in the study. Senior 

management, including the Director, are considered key informants because they are responsible 

for managing all activities, especially those involving innovation, and they have a general 

understanding of corporate strategy and issues related to small and medium enterprise 

innovation practices. Director/ Head/ Senior Manager, Main Manager/ General, and Owner. 

Supervisors/Managers. 

 

3. RESULTS AND DISCUSSION 

The majority of respondents are male (77.16%), age range > 40 years (33.33%), married 

(87.96%), and work as a leader/owner (73.15%), according to the demographic characteristics of 

the respondents . As shown below. 

Table 1. Demographics 

 
 F % 
Gender   
Man 250 77.16% 
Woman 74 22.84% 
Age   
21-25 4 1.23% 
26-30 43 13.27% 
31-35 78 24.07% 
36-40 91 28.09% 
> 40 108 33.33% 
Marital status   
Not married yet 39 12.04% 
Marry 285 87.96% 
Position   
Leader/Owner 237 73.15% 
Manager 74 22.84% 
Supervisors 13 4.01% 
Amount 324 100% 

 

Based on testing hypotheses 1 and 3, the microenvironment has a positive and significant 

effect on the performance and expansion of small and medium enterprises. This conclusion is 

supported by the fact that owners and managers of small and medium enterprises have set strategic 

priorities for putting into practice or creating new ideas. These strategic priorities and guidelines 

emphasize long term goals by incorporating innovation as a strategic objective and anticipate their 

market related activities. In the long term, see new possibilities, actively take part in new initiatives, 

and allocate funds for development and research projects. In addition, these results are consistent 

with previous research, particularly in the area of organizational culture. This result can be 

explained by the fact that internal small and medium enterprises are created and practiced through 

creative methods and learning techniques. Apart from exchanging new knowledge and skills, small 

and medium enterprises also get ideas from outside sources. The majority of small and medium 

enterprises also have a simple internal structure. 

Testing hypotheses 2 and 4 shows that there is no significant correlation between the 

innovation performance of small and medium enterprises with business growth and the macro 

environment, in contrast to the findings of several previous studies. In addition, this finding is 
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different from previous studies, especially those that have concentrated on sources of funding for 

small and medium enterprises. The results of testing Hypothesis 5 support several previous studies 

which found a significant and positive correlation between small and medium enterprise innovation 

and business growth performance. Innovation and its importance are recognized as having a 

beneficial effect on economic growth, competitive advantage and business development 

performance. Small and medium enterprises, in particular, avoid expanding marketing efforts in 

markets dominated by large and environmentally conscious companies. When introducing 

innovations, keep economics in mind. 

 

4. CONCLUSION 

Small and medium enterprises can discover and develop new techniques for identifying, 

acquiring and implementing ideas, innovation can become a fundamental activity in marketing 

involving all small and medium enterprises and loyalty behavior patterns. The internal and external 

environment, as well as the determining and driving factors, must be considered by small and 

medium enterprises in order to be able to provide comprehensive education about the potential for 

sustainable innovation. By examining data from the Indonesian region, especially Aceh Province, 

this research adds to the body of knowledge in the field of marketing management and innovation. 

By paying more attention to the activities of small and medium enterprises, plans, policies and 

programs to support national innovation are expected to be determined by the government. This 

can be achieved by carrying out targeted reforms that support national innovation through regional 

innovation using various approaches related to work tools, organizational support, laws and 

regulations, input of funds, education,/ capacity building of business actors and market structure. 

businesses must be prioritized. 
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