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Phenomenon/Issue: Companies worldwide invest heavily in innovation 

and technology development strategies to improve their competitiveness. 

However, Micro, Small, and Medium Enterprises (MSMEs) in Malang 

Regency still face challenges in adopting digital technology and 

developing innovations to achieve business success. 

Purpose: This study aims to analyze the influence of innovation 

development strategies and technological advances on the success of 

MSME businesses in Malang Regency, with digital marketing literacy as 

a mediating variable. 

Novelty: This study provides new insights into the mediation role of 

digital marketing literacy in the relationship between innovation 

development strategies, technological advancements, and MSME 

business success. These findings can make theoretical and practical 

contributions that are useful for developing MSMEs in the digital era. 

Research Methods: This study uses a quantitative approach with a 

survey method. Data was collected through a questionnaire distributed to 

MSME owners or managers in Malang Regency. Data analysis uses 

structural equation modeling (SEM) to test the research hypothesis. 

Results: The study's results show that the strategy of developing 

innovation and technological advances has a positive and significant 

effect on the success of MSME businesses. In addition, digital marketing 

literacy has been proven to mediate the relationship between the two 

variables. 

Research Contributions: This research makes a theoretical contribution 

by expanding the understanding of the mediation role of digital marketing 

literacy in increasing the success of MSME businesses through innovation 

development strategies and technological advancements. 
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INTRODUCTION 
In today's era of globalization and digitalization, innovation and technological advancement are the 

keys to business success in various sectors. Around the world, companies of all sizes invest heavily in 

innovation and technology development strategies to improve their competitiveness (Kanedi et al., 

2022). The use of advanced technologies such as artificial intelligence AI, the Internet of Things (IoT), 

and big data analytics is becoming increasingly common. The application of this technology allows 

companies to create better products and services, improve operational efficiency, and expand their 

market reach globally (Amelia et al., 2021). On the other hand, digital marketing has become the 

backbone of modern business strategies, allowing businesses to reach a wider audience at a lower cost 

than traditional marketing. Micro, Small, and Medium Enterprises in Indonesia, especially in the 

Malang Regency area, play an essential role in the local economy, significantly contributing to job 

creation, community income, and regional economic growth (Ichsan & Yusuf, 2021). The types of 

MSME businesses in this area are diverse, including the agriculture, trade, creative industry, culinary, 

and tourism sectors. Malang Regency also has excellent potential to become a center for developing 

MSMEs (Micro, Small, and Medium Enterprises) due to various key factors that create a conducive 

business environment (Bakaritantri et al., 2022). First, abundant natural resources, especially in the 

agricultural sector, provide high-quality raw materials for various MSME products. Fertile farmland 

and a supportive climate allow various crops and livestock to grow well, producing superior products 

such as vegetables, fruits, coffee, and livestock products. Second, as a popular tourist destination in East 

Java, Malang Regency attracts many local and foreign tourists, which creates a high demand for local 

products such as handicrafts, typical food and beverages, and tourism services. Adequate infrastructure, 

including roads, transportation, and public facilities, supports the distribution of goods and services and 

facilitates accessibility for tourists and business people (Dan & Entrepreneurship, 2021; Setyawati et 

al., 2023).  

 

In addition, there needs to be more digital literacy. According to data from the Central Statistics Agency 

(BPS), the level of digital literacy in Malang Regency still needs to improve, with only about 40% of 

the population having basic knowledge and skills in using information technology and the internet. It 

indicates that many MSME actors may need help understanding the potential and benefits they can get 

through digital marketing. The impact of this lack of technology adoption and innovation is felt in an 

increasingly competitive and dynamic market. MSMEs that still rely on conventional methods tend to 

lose competition with competitors who are more adaptive and responsive to consumer trends and 

behavior changes. This can hinder their business growth and ultimately impact their economic well-

being(Hock-Doepgen et al., 2021; Shams et al., 2020). Therefore, further efforts are needed to improve 

digital literacy and knowledge about digital marketing among MSMEs in Malang Regency. Local 

governments, educational institutions, and other relevant parties can play a role in providing the training 

and assistance needed to help MSMEs understand and adopt technology and innovation effectively. 

Thus, MSMEs can become more competitive and sustainable in this increasingly digital market. To 

overcome these problems, this research provides several solutions, including developing an innovation 

development strategy. Innovation development strategy is the key to the success of MSME businesses 

for several vital reasons. First, innovation allows MSMEs to meet the market's and customers' growing 

needs. By developing new products or services that are more suitable for their needs or superior to 

existing ones, MSMEs can attract the attention of more customers and expand their market 

share(Andersén, 2021; Azizi et al., 2021; Falahat et al., 2020). Second, innovation helps MSMEs to 

remain competitive in an ever-changing business environment. Third, innovation can improve 

operational efficiency and reduce costs. Through the application of new technology or more efficient 

business processes, MSMEs can save time and resources and increase productivity. This can help 

MSMEs to become more financially resilient and better able to face economic challenges that may 

arise(Caloghirou et al., 2021; Müller, 2019; Tu et al., 2021). Overall, the innovation development 

strategy is essential for the success of MSME businesses because it helps them stay relevant in a 

dynamic market, improve operational efficiency, open up new growth opportunities, and build a strong 

brand image.  
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A successful innovation development strategy to support the success of MSME businesses involves 

holistic steps. First, it is essential to understand the market and customers thoroughly through 

comprehensive market research, including interviews, surveys, and data analysis(Hock-Doepgen et al., 

2021; Yin et al., 2020). From here, MSMEs can identify innovation opportunities by focusing on 

problems or shortcomings that can be solved with new products or services(Ukkas, 2018). Adopting 

relevant technologies, such as artificial intelligence or data analytics, can also improve operational 

efficiency and enable the development of innovative new products or services. It is essential to test and 

iterate on a new product or service before it is widely launched, taking advantage of customer feedback. 

Creative and innovative marketing and proper performance measurement are also vital in introducing 

innovations to the market and measuring their impact. Finally, consistency in innovating and readiness 

to adapt to changes in markets and industries is important to ensure the long-term success of MSME 

businesses. By implementing this strategy, MSMEs can increase their competitiveness and achieve 

sustainable growth. 

 

In addition to the innovation development strategy, utilizing technological advances is also an essential 

factor in supporting the success of an MSME because technological advances have had a positive impact 

on the growth and sustainability of MSME businesses (Bıçakcıoğlu et al., 2020; Klein & Spychalska-

Wojtkiewicz, 2022; Müller, 2019). Through growing e-commerce platforms such as Tokopedia, 

Shopee, and Bukalapak, MSMEs can expand their markets online without being limited by geographical 

restrictions. In addition, the adoption of digital payments such as GoPay, OVO, or Dana makes it easier 

for MSMEs to accept payments from their customers electronically, reduce the risk of cash transactions, 

and improve administrative efficiency (Bakaritantri et al., 2022; Sundari, 2019). With digital marketing 

through social media, websites, and other platforms, MSMEs can promote their products at a lower cost 

and reach a wider audience(McGovern, 2021). Stock management software allows MSMEs to manage 

their inventory more efficiently, while data analysis helps them understand customer behavior for better 

decision-making. Integrated with logistics solutions, the delivery process becomes more efficient, 

increasing customer satisfaction. Meanwhile, online training platforms allow MSMEs to improve their 

skills and knowledge. By taking advantage of all this, MSMEs in Malang Regency can increase their 

competitiveness, develop their businesses, and achieve more tremendous success in this digital era. 

 

Research gap: First, there is no specific data on how MSMEs have adopted advanced technologies such 

as artificial intelligence, the Internet of Things, or big data analytics, as well as how innovations are 

carried out in their products, services, or business processes. Second, the need for digital literacy among 

MSME actors is mentioned as the main obstacle. However, its concrete impact on the use of technology 

in MSMEs in Malang Regency still needs to be further evaluated. Third, research has yet to precisely 

evaluate the direct impact of innovation development strategies and technology utilization on MSME 

business performance in this region. Finally, the supporting and inhibiting factors in the innovation and 

technology development strategy in Malang Regency MSMEs have yet to be explained in depth, 

including environmental, social, institutional, or economic factors that may affect the adoption of 

technology and innovation. Therefore, further research can fill this knowledge gap to provide a deeper 

understanding of how innovation and technology can be encouraged and utilized effectively to improve 

the performance of MSMEs in Malang Regency. 

 

This research contributes significantly by introducing innovation and a deeper understanding of the 

application of technology and innovation strategies in MSMEs in the Malang Regency, Indonesia. The 

study focuses on filling knowledge gaps in the literature, particularly regarding the adoption of 

advanced technologies such as artificial intelligence, the Internet of Things, and big data analytics by 

MSMEs in the region. The study aims to provide insights into the potential and challenges of applying 

advanced technologies in small and medium-sized businesses by analyzing the extent to which these 

technologies are adopted and integrated into MSME operations. Additionally, this research highlights 

the impact of a lack of digital literacy on technology use in MSMEs, offering a better understanding of 

how education and training can enhance technology adoption and innovation among MSME actors. 
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H2 

H3 
H4 

H5 

H6 

H7 

The urgency of this research is underscored by the strategic role of MSMEs in Malang Regency's 

economy and the sector's challenges. By addressing the knowledge gap regarding adopting advanced 

technologies and innovation strategies, the study will offer a clearer view of how MSMEs can leverage 

technology to enhance competitiveness and business sustainability. Highlighting the impact of digital 

literacy deficiencies, the research will lay the groundwork for developing appropriate training and 

education programs to support MSMEs in effectively utilizing technology. Through a comprehensive 

evaluation of the strategic impact of innovation development strategies, the study will provide insights 

into how innovation can drive the growth and success of MSMEs in Malang Regency. The findings will 

assist stakeholders in designing more effective policies and programs to support inclusive and 

sustainable economic growth in the region. 

LITERATURE REVIEW AND HYPOTHESES DEVELOPMENT 
Innovation development 

This study refers to the approach or plan used by MSMEs (Micro, Small, and Medium Enterprises) in 

Malang Regency in producing and implementing innovations in their products, services, business 

processes, or business models (Bismala et al., 2019; Oktavianto, 2021). This innovation development 

strategy includes steps such as market research, product development, collaboration with other parties, 

and the application of new technologies to increase the business's competitiveness and relevance. 

 

Technological Advancement 

This study refers to technological developments that affect MSMEs in the Malang Regency (Kanedi et 

al., 2022). These could include the adoption of digital technologies such as e-commerce platforms, 

business applications, management systems, or more efficient production technologies. These 

technological advances can significantly impact the operations and business performance of MSMEs, 

both directly and through increased efficiency, productivity, and market access. 

Digital Marketing Literacy his study refers to MSMEs' understanding, skills, and abilities in using and 

utilizing digital marketing strategies(Low et al., 2020; Saura, 2021; Vieira et al., 2019). Digital 

marketing literacy includes an understanding of various digital platforms (such as social media, search 

engines, and websites), digital data analysis, search engine optimization (SEO), content marketing, and 

the use of other digital tools and techniques to increase the visibility and attractiveness of an online 

business (Apidana, 2021). As a moderation variable, digital marketing literacy can affect the 

relationship between innovation development strategies, technological advancements, and MSME 

business success by regulating or moderating the effects of technological strategies and advances on 

business results. 

Business Success 

This study refers to the achievement of MSMEs in Malang Regency in terms of sales growth, 

profitability, market expansion, and business sustainability. The success of MSME businesses can also 

be measured through indicators such as the number of new customers, customer retention, increased 

operational efficiency, and product or service innovation(Elali, 2021; Kozielski, 2019; Liu et al., 2021; 

Penttinen & Frösén, 2022) 

METHOD 
This study uses a quantitative approach. The variables to be studied are Innovation 

Development Strategy (X1), Technological Advancement (X2), Digital Marketing Literacy (Z), and 

MSME Business Success (Y). The following is the research conceptual framework: 

 

 

      

 

      

       

 

         

 

    

Figure 1 Research Framework 

X1: Innovation 

Development Strategy 

X2 : Technological 

Advancement 

Z: Literacy Digital 

Marketing 
Y: MSME Business 

Success 
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In addition, each object that the researcher studies is a population, including people, objects, areas, and 

events. Populations can also have a variety of sizes, and traits or differences can be observed. The 

population of the subject of this study is comprised of MSME actors in Malang Regency, as many as 

500 MSMEs. This study uses purposive sampling to examine the model developed. The sample criteria 

used in this study are MSMEs that have been running for more than 2 years and MSMEs that are still 

using the conventional system. Based on these criteria and calculated from the sample size calculator 

with a margin of error of 5% and a population proportion of 50%, it is known that the number of samples 

in this study is as many as 218 samples. 

 

The method carried out in analyzing the data is to group the data based on variables and types of 

respondents, tabulate the data based on the variables of all respondents that have been determined, 

present the data of each variable studied, and perform calculations to test the hypothesis of a research. 

The data analysis technique in this study uses SmartPLS 3.3.3 statistical software, Structural Equation 

Model (SEM) with a Variance Based SEM approach, better known as Partial Least Square (PLS). The 

PLS model was first developed by Will, who mentioned that PLS is a powerful analysis method often 

referred to as "soft modeling" because it eliminates the assumptions of Ordinary Least Square (OLS) 

regression, such as data must be normally distributed in a multivariate manner. There is no 

multicoloniality problem between exogenous variables. PLS can not only be used as a theoretical 

confirmation (hypothesis test) but can also be used to build relationships that do not have a theoretical 

basis or for proportional testing. PLS can also be used to confirm a theory, but it can also be used to 

explain the existence or absence of a relationship between latent variables. 

RESULTS AND DISCUSSIONS 
Results 

The SEM-PLS analysis steps refer to the procedure developed by Chin (1999) and Hair et al. (2013, 

2020), which include (1) evaluation of the measurement model (outer model), (2) evaluation of the 

structural model (inner model), and (3) goodness of Fit, and (4) hypothesis testing.  

Evaluation of Measurement Model (Outer Model)  

Table 1 

MEASUREMENT INNOVATION DEVELOPMENT STRATEGY MODEL (X1) 

Code Variables and Indicators 
Loading 

Factor 

Cronbach's 

Alpha 
CR AVE 

PI1 
1. My MSMEs routinely develop new products 

or services that are unique.   0.821 0.961 0.967 0.747 

PI2 

2. My MSMEs have succeeded in creating 

products/services that are different from 

competitors  0.710    

PI3 
3. My MSMEs have an effective method for 

identifying innovation opportunities   0.811    

PI4 

4. My MSMEs have a structured process to 

develop innovative ideas into real 

products/services  0.938    

PI5 
5. My MSMEs use the latest technology in the 

production and operational process.   0.763    

PI6 
6. My MSMEs are actively investing in new 

technologies to improve efficiency  0.937    

PI7 

7. My MSMEs often collaborate with 

universities or research institutions for 

innovation development strategies.  0.884    

PI8 
8. My MSMEs actively participate in 

innovation networks or communities  0.948    

PI9 
9. My MSMEs have a clear strategy for 

managing and implementing innovation.  0.846    

PI10 
10. Leadership and culture in MSMEs: I 

strongly support innovation.  0.948       

Source: Researchers, 2024 
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Based on Table 1, it is known that the variable Innovation Development Strategy (X1), after a 

convergence validity test using  SmartPls 3.0 software, all indicator items have a loading factor in the 

range of 0.710-0.948 above 0.70 or > 0.70. Thus, referring to the opinions of Chin (1998), Chin (2010), 

and Hair et al. (2013), ten indicators on the variable Innovation Development Strategy (X1) meet 

convergent validity. Furthermore, based on Table 1, it is known that the variable Innovation 

Development Strategy (X1) has a value of Cronbach's alpha (a), 0.961> 0.70, and composite reliability 

(CR) of 0.967> 0.70 so that it meets the composite reliability test (Chin, 1998; Chin, 2010; Hair et al., 

2013). Table 4.11 also shows that the variable Innovation Development Strategy (X1) has an average 

variance extracted (AVE) of 0.747> 0.5 so that it meets convergent validity (Chin, 1998; Chin, 2010; 

Hair et al., 2013). Based on Table 4.7 and the previous descriptions, it can be concluded that the 

variables of the Innovation Development Strategy (X1) meet convergent validity, discriminant validity, 

and composite reliability. 

Table 2 

MEASUREMENT RESULTS OF THE TECHNOLOGY PROGRESS MODEL (X2) 

Code Variables and Indicators 
Loading 

Factor 

Cronbach's 

Alpha 
CR AVE 

KT1 
My business routinely adopts the latest 

technology in its daily operations. 0.710 0.961 0.968 0.792 

KT2 
I am constantly updating the technology we use 

to improve efficiency. 0.941    

KT3 
I have adequate hardware (computers, servers, 

etc.) to support business operations. 0.940    

KT4 

The quality of internet connectivity that I have 

dramatically supports the smooth operation of 

business operations 0.937    

KT5 

I use a management information system to 

monitor and manage the business's day-to-day 

operations. 0.809    

KT6 

Digital platforms (email, instant messaging 

apps, etc.) are used effectively for internal and 

external communication. 0.894    

KT7 
My Business team regularly attends technology 

training to improve its capabilities. 0.926    

KT8 
My Business Team can operate the latest 

technology we use in business. 0.936       

Source: Researchers, 2024 

Furthermore, based on Table 2, it is known that the Technological Progress variable (X2) has a 

Cronbach's alpha (a), 0.961> 0.70, and a composite reliability (CR) value of 0.968> 0.70 so that it meets 

the composite reliability test  (Chin, 1998; Chin, 2010; Hair et al., 2013). Table 4.7 also shows that the 

Technological Progress variable (X2) has an average variance extracted (AVE) of 0.792>0.5 so that it 

meets the convergent validity (Chin, 1998; Chin, 2010; Hair et al., 2013). Based on Table 4.2 and the 

previous descriptions, it can be concluded that the Technological Progress variable (X2) meets 

convergent validity, discriminant validity, and composite reliability. 

Table 3 

MEASUREMENT RESULTS OF THE DIGITAL MARKETING LITERACY (Z) MODEL 

Code Variables and Indicators 
Loading 

Factor 

Cronbach's 

Alpha 
CR AVE 

LDM1 
I understand various digital platforms that can be 

used to market MSME products. 0.937 0.991 0.992 0.940 

LDM2 
I can use digital marketing tools such as SEO and 

SEM. 0.963    

LDM3 
I can create engaging and relevant content to post 

on social media.  0.969    

LDM4 
I have skills in planning and scheduling digital 

content posts effectively. 0.980    

LDM5 
I am able to design an effective digital marketing 

strategy for MSMEs.  0.978    
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LDM6 
I know the target audience and how to segment the 

digital market. 0.968    

LDM7 
I understand the importance of keeping customer 

data safe in digital marketing. 0.981    

LDM8 
I have the skills to protect digital data from cyber 

threats 0.981       

Source: Researchers, 2024 

Furthermore, based on Table 3, it is known that the Digital Marketing Literacy (Z) variable has a value 

of Cronbach's alpha (a), 0.991> 0.70, and a composite reliability (CR) value of 0.992> 0.70 so that it 

meets the composite reliability test  (Chin, 1998; Chin, 2010; Hair et al., 2013). Table 4.13 also shows 

that the Digital Marketing Literacy (Z)  variable has an average variance extracted (AVE) of 0.940> 0.5 

so that it meets convergent validity (Chin, 1998; Chin, 2010; Hair et al., 2013). Based on Table 4.13 

and the previous descriptions, it can be concluded that the Digital Marketing Literacy (Z) variable meets 

convergent validity, discriminant validity, and composite reliability. 
Table 4 

RESULTS OF BUSINESS SUCCESS MODEL MEASUREMENT (Y) 

Code Variables and Indicators 
Loading 

Factor 

Cronbach's 

Alpha 
CR AVE 

KB1 
My business's net profit has increased in the 

last 12 months. 0.798 0.956 0.962 0.720 

KB2 
My business revenue shows steady growth 

monthly/yearly 0.833    

KB3 
My business customers are more likely to 

return to make repeat purchases. 0.899    

KB4 
My customers are generally satisfied with 

the products/services I offer. 0.891    

KB5 
My business's market share has increased in 

the last 12 months. 0.724    

KB6 
My products/services have reached a wider 

distribution area. 0.900    

KB7 
The launch of innovations gets a positive 

response from customers. 0.800    

KB8 
The frequency of launching innovations in 

my business is relatively high. 0.831    

KB9 
My employees are generally satisfied with 

the working conditions in my business. 0.895    

KB10 
I regularly provide training and 

development programs for my employees. 0.896       

Source: Researchers, 2024   
Furthermore, based on Table 4, it is known that the Business Success (Y) variable has a Cronbach's 

alpha (a) value, 0.956> 0.70, and a composite reliability (CR) value of 0.962> 0.70 so that it meets the 

composite reliability test  (Chin, 1998; Chin, 2010; Hair et al., 2013). Table 4.14 also shows that the 

Business Success variable (Y) has an average variance extracted (AVE) of 0.720> 0.5 so that it meets 

the convergent validity (Chin, 1998; Chin, 2010; Hair et al., 2013). Based on Table 4.14 and the 

previous descriptions, it can be concluded that the Business Success variable (Y) meets convergent 

validity, discriminant validity, and composite reliability. 

 

In addition to using the criteria described, the discriminant validity test in this study also refers to the 

criteria developed by Fornell-Larscher (1988). Table 5 is the result of the discriminant validity test 

referring to the Fornell-Larscher criterion. Based on Table 5, it is known that the variables Innovation 

Development Strategy (X1), Technological Progress (X2), Digital Marketing Literacy (Z), and Business 

Success (Y), cross-loading value> 0.70, which means that these variables meet discriminant validity 

(Fornell, 1988; Chin, 2009; Hair, et al., 2013). 
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Table 5 

FORNELL-LARSCHER DISCRIMINANT VALIDITY TEST RESULTS 

  

Business 

Success (Y) 

Technological 

Advancement 

(X2) 

Digital 

Marketing 

Literacy (Z) 

Innovation 

development 

strategy (X1) 

Business Success (Y) 0.849       

Technological Advancement 

(X2) 0.804 0.890   
Digital Marketing Literacy 

(Z) 0.808 0.799 0.970  
Innovation development 

strategy (X1) 0.790 0.633 0.762 0.864 

Source: Researchers, 2024 

Structural Model Evaluation (Inner Model) 

Hair et al. (2013, 2020) recommended five stages of procedure in the test of the structural model 

(inner model), which include: (1) testing collinearity, 2) testing the path coefficient, 3) testing the 

level of R-Square or R2; (4) tested the effect of the size f2 and (5) tested the relevant predictions from 

Q2. 

 

Based on Table 6, it is known that the values of the variance inflation factor (VIF), variables of 

innovation development strategy (X1), technological progress (X2), Digital Marketing Literacy (Z), 

and business success (Y) are lower than 5.00 so that collinearity does not occur  (Hair et al., 2013). 

Thus, all indicators of the tested construct are valid. 
Table 6  

VARIANCE INFLATION FACTOR (VIF) VALUES 

  

Business 

Success (Y) 

Technological 

Advancement 

(X2) 

Digital 

Marketing 

Literacy 

(Z) 

Innovation 

development 

strategy (X1) 

Business Success (Y)         

Technological Advancement (X2) 2.779  1.667  
Digital Marketing Literacy (Z) 3.968    
Innovation development strategy 

(X1) 2.390   1.667   

Source: Researchers, 2024 

 

In this study, the data was processed using 500 bootstrapped samples. Table 7 shows the value of the 

path coefficient (fi) of the five positive relationships between the variables. The complete results of the 

line coefficient (fi) test can be seen in Table 7 below: 
Table 7 

Results of the Path Coefficient Test 

Variable Relationship Path Coefficient (p) 

Technological Advancement (X2) -> Business Success (Y) 0.412 

Technological Advancement (X2) -> Digital Marketing Literacy 

(Z) 0.529 

Digital Marketing Literacy (Z) -> Business Success (Y) 0.181 

Innovation development strategy (X1) -> Business Success (Y) 0.391 

Innovation development strategy (X1) -> Digital Marketing 

Literacy (Z) 0.427 

Source: Researchers, 2024 

 

The complete results of the R2 test variables of Technological Progress (X2), Digital Marketing 

Literacy (Z), and Business Success (Y) can be seen in Table 8 below: 
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Table 8 

R-Square (R2) Test Results 

Variable R Square 

Business Success (Y) 0.786 

Digital Marketing Literacy (Z) 0.748 

Source: Researchers, 2024 

 

Furthermore, Table 9 shows that the f2 value of the innovation development strategy variable (X1) to 

Digital Marketing Literacy (Z) is 0.433, which shows a large size effect. Similarly, the f2 value of the 

Technological Progress variable (X2) against Digital Marketing Literacy (Z) is 0.667, which shows a 

large size effect. The complete results of the measure effect test (f2) of each latent variable predictor on 

the structural model can be seen in Table 9 below: 
Table 9 F2 Size Effect Test Results 

  

Business 

Success (Y) 

Technological 

Advancement 

(X2) 

Digital 

Marketing 

Literacy (Z) 

Innovation 

development 

strategy (X1) 

Business Success (Y)         

Technological 

Advancement (X2) 0.285  0.667  
Digital Marketing Literacy 

(Z) 0.039    
Innovation development 

strategy (X1) 0.300   0.433   

Source: Researchers, 2024 

 

A Q value of 2> 0 (zero) indicates the model has a predictive relevance value. A Q2< value of 0 indicates 

that the model lacks predictive relevance. The formula used in this study is as follows: Q2 = 1- (1- R2). 

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

Q2 = 1-(1-0.748) (1-0.786) 

Q2 = 0.946> 0 

Based on the test results, it is known that the Q2  values of the variables Innovation 

Development Strategy (X1), Technological Progress (X2), Digital Marketing Literacy (Z), and Business 

Success (Y) are more significant than 0, thus showing that the model has a predictive relevance value. 

Hypothesis Testing 

Based on the results of the outer model and inner model tests, they have been qualified for 

hypothesis testing. 
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Figure 2 Path Diagram of the Research Theoretical Model 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Furthermore, hypothesis testing is carried out using statistical analysis of t or t-test (t calculation must 

be > 1.645), and the value of p (probability) must be less (<) than 0.050. If the results of data processing 

meet the required values, then the research hypothesis that has been submitted can be accepted. The 

testing of the research hypothesis will be discussed step by step according to the hypothesis proposed. 

This study proposes seven hypotheses, the discussion of which is described in the following section 
Table 10 

Hypothesis Testing Results 

Direct Influence 
T 

Statistics  

t-value 

Sobel 

Test 

P Values 

Technological Advancement (X2) -> Business Success (Y) 8.681  0.000 

Technological Advancement (X2) -> Digital Marketing 

Literacy (Z) 8.085  0.000 

Digital Marketing Literacy (Z) -> Business Success (Y) 3.003  0.003 

Innovation development strategy (X1) -> Business Success (Y) 7.980  0.000 

Innovation development strategy (X1) -> Digital Marketing 

Literacy (Z) 6.458  0.000 

Indirect Influence       

Technological Advancement (X2) -> Digital Marketing 

Literacy (Z) -> Business Success (Y)   2.741 0.006 

Innovation Development Strategy (X1) -> Digital Marketing 

Literacy (Z) -> Business Success (Y)   2.718 0.007 

Source: Researchers, 2024 

H1 The Influence of Innovation Development Strategy (X1) on Business Success (Y) 

The first hypothesis of this study is that the innovation development strategy (X1) has a positive and 

significant effect on Business Success (Y). The results of data processing obtained a t-value on the 

influence of innovation development strategy (X1) on Business Success (Y) in Table 4.21 of 7.980> 

1.645 and a p-value of 0.000 < 0.050. Thus, the first hypothesis of this study is accepted. This means 

that statistically, the innovation development strategy (X1) has a positive and significant effect on the 

tested Business Success (Y). 

 

H2 The Influence of Innovation Development Strategy (X1) on Digital Marketing Literacy (Z) 

The second hypothesis of this study is that the innovation development strategy (X1) has a positive and 

significant effect on Digital Marketing Literacy (Z). The results of data processing obtained a t-value 
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on the influence of the innovation development strategy (X1) on Digital Marketing Literacy (Z) in Table 

4.21 of 6,458>1,645 and a p-value of 0.000<0.050. Thus, the hypothesis of these two studies is accepted. 

This means that statistically, the innovation development strategy (X1) has a positive and significant 

effect on the tested Digital Marketing Literacy (Z). 

 

H3 The Influence of Technological Advancement (X2) on Business Success (Y) 

The third hypothesis of this study is that technological advancement (X2) has a positive and significant 

effect on Business Success (Y). The results of data processing obtained a t-value on the influence of 

technological progress (X2) on Business Success (Y) in Table 4.21 of 8.681> 1.645 and a p-value of 

0.000< 0.050. Thus, the three hypotheses of this study are accepted. This means that statistically, 

technological progress (X2) positively and significantly affects the tested Business Success (Y). 

 

H4 The Influence of Technological Advancement (X2) on Digital Marketing Literacy (Z) 

The fourth hypothesis of this study is that technological Advancement (X2) has a positive and 

significant effect on Digital Marketing Literacy (Z). The results of data processing obtained a t-value 

on the influence of technological progress (X2) on Digital Marketing Literacy (Z) in Table 4.21 of 

8.085> 1.645 and an ap-value of 0.000< 0.050. Thus, the four hypotheses of this study are accepted. 

This means that statistically, technological advances (X2) have a positive and significant effect on tested 

Digital Marketing (Z) Literacy. 

 

H5 The Influence of Digital Marketing Literacy (Z) on Business Success (Y) 

The seventh hypothesis of this study is that digital Marketing Literacy (Z) has a positive and significant 

effect on Business Success (Y). The results of data processing obtained a t-value on the influence of 

Digital Marketing Literacy (Z) on Business Success (Y) in Table 4.21 of 3.003>1.645 and a p-value of 

0.003< 0.050. Thus, the five hypotheses of this study are accepted. This means that statistically, Digital 

Marketing Literacy (Z) has a positive and significant effect on tested Business Success (Y). 

 

H6 Indirect Influence of Innovation Development Strategy (X1) Through Digital Marketing Literacy 

(Z) on Business Success (Y) 

The eighth hypothesis of this study states that the innovation development strategy (X1) has a positive 

and significant indirect effect through Digital Marketing Literacy (Z) on Business Success (Y). The 

results of the indirect influence of the innovation development strategy (X1) on Business Success (Y) 

through Digital Marketing Literacy (Z) show that the t-value of the Sobel Test in Table 4.21 is 2.718> 

1.645, and the probability of the Sobel Test is 0.007 which is smaller than 0.050 (p< 0.050). Thus, the 

sixth hypothesis of this research is accepted. This means that statistically, the innovation development 

strategy (X1) has a positive and significant indirect effect through the Digital Marketing Literacy (Z) 

test on business success (Y). 

 

H7 Indirect Influence of Technological Progress (X2) Through Digital Marketing Literacy (Z) on 

Business Success (Y) 

The ninth hypothesis of this study states that technological advancement (X2) has a positive and 

significant indirect effect through Digital Marketing Literacy (Z) on Business Success (Y). The results 

of the indirect influence of Technological Progress (X2) on Business Success (Y) through Digital 

Marketing Literacy (Z) show that the t-value of the Sobel Test in Table 4.21 is 2.741> 1.645, and the 

probability of the Sobel Test is 0.006 which is smaller than 0.050 (p< 0.050). Thus, the seventh 

hypothesis of this study is accepted. This means that statistically, technological progress (X2) has a 

positive and significant indirect effect through Digital Marketing Literacy (Z) on Business Success (Y) 

tested 

 

Discussion 

H1 The Influence of Innovation Development Strategy (X1) on Business Success (Y) 

This study found that innovation development strategies affect the business success of MSME actors in 

Malang Regency. The better the innovation development strategy, the higher the business success of 

MSME actors in Malang Regency. Similarly, vice versa, the worse the innovation development 
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strategy, the worse the business success of MSME actors in Malang Regency will be. The results of this 

study also show that the innovation development strategy is in the good category, and the business 

success of MSME actors in Malang Regency is also in the good category. The innovation development 

strategy carried out by MSMEs must be profitable for consumers. The level of profit or usefulness of 

an innovation can be measured based on its economic value, or from the factors of social status, 

pleasure, satisfaction, or because it has a very important component. The more profitable it is for the 

recipient, the faster the innovation spreads. The higher the benefits of innovation consumers feel, the 

higher the chances of MSME business success. MSMEs will be able to increase stable growth every 

month/year. Customer growth is also increasing; customers tend to make repeat purchases because they 

are satisfied with the products or services offered by MSMEs(de Kwant et al., 2021; Lungu, 2020; 

Pardo-Garcia & Barac, 2020). 

 

MSME actors in developing innovations must pay attention to the compatibility of innovation with 

consumers' values, experience, and needs. Innovations that are not by the values or norms believed by 

consumers will not be accepted as quickly as innovations that are by the norms that exist in society(Jain, 

2022; Srhoj et al., 2021). Innovations by the norms or culture that apply in society will be easily 

accepted because people are used to them, so they are easy to apply in daily life. Promising acceptance 

of innovation ensures the sustainability and success of innovation in society. Innovations that are 

contrary to norms can cause disharmony and rejection from society. If this is done well, it will provide 

a higher chance of MSME business success. Business success in terms of innovation is marked by a 

positive response from customers to launched innovations. This encourages MSMEs to increase the 

frequency of innovations launched in their business. The difficulty in understanding and using 

innovation for consumers needs to be suppressed. An innovation that is easy to understand and use by 

the recipient will spread quickly. 

 

In contrast, an innovation that the recipient finds difficult to understand or use will be slow to spread. 

Innovations that are easy for consumers to understand must be simple and easy to understand so that 

consumers more quickly accept them. Innovation must be by the needs and problems faced by 

consumers. Products or services from MSMEs must be easy to use so that they are more attractive to 

consumers. In addition, there needs to be clear and complete information that will accelerate consumer 

understanding. The results of this study are in line with the research (D’Alessandro et al., 2020; 

Hadjichristodoulou et al., 2020; Purnamasari et al., 2020), which shows that there is a positive influence 

on innovation strategies on business success. The research results are expected to provide knowledge 

on running an MSME business, especially for coffee shop midwives. 

 

H2 The Influence of Innovation Development Strategy (X1) on Digital Marketing Literacy (Z)   

This study found that innovation development strategies affect the digital marketing literacy of MSME 

actors in Malang Regency. The better the innovation development strategy, the higher the digital 

marketing literacy of MSME actors in Malang Regency. Similarly, on the contrary, the worse the 

innovation development strategy, the worse the digital marketing literacy of MSME actors in Malang 

Regency. The results of this study also show that the innovation development strategy is in the good 

category, and the digital marketing literacy of MSME actors in Malang Regency is also in the good 

category. The MSME innovation development strategy is carried out by applying new technology. 

MSMEs must be able to use the latest technology in the production and operational process. MSMEs 

must actively invest in new technologies to improve efficiency. Applying new technology increases the 

efficiency and productivity of MSMEs, allowing for better monitoring and control of production. The 

latest technology will allow MSMEs to create products that are more innovative, of higher quality, and 

by higher standards. In addition, technology can reduce production costs through automation and 

operational efficiency. 

 

Applying new technology will encourage MSME actors to understand digital technology as well. 

MSME actors must understand various digital platforms that can be used for marketing MSME products 

and be able to use digital marketing tools such as SEO and SEM. The use of digital platforms is easy 

and convenient. With a digital platform, MSME customers can easily access a wide range of products 
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and information. Customers do not need to go to the physical place where MSME actors are (Falahat et 

al., 2020; Haider & Kayani, 2021). Digital platforms allow MSME actors to reach a wider range of 

customers and are not limited by geographical location. MSME products can be known and accessed 

by consumers from various parts of the world. 

 

The innovation development strategy of MSMEs can be improved with collaboration and partnerships. 

MSMEs must often collaborate with universities or research institutions to develop innovative 

strategies. MSMEs must also actively participate in innovation networks or communities. Building 

networks and communities is important in helping MSME actors share knowledge and experience to 

increase their business growth(Kapareliotis et al., 2019; Müller, 2019). By joining the community, 

MSME actors get greater access to appropriate resources and knowledge for their business. Community 

networks allow collaboration with other MSMEs, leading to innovation and new product development. 

Through community networks, MSME actors can explore new markets and expand their business 

reach(Hadjichristodoulou et al., 2020; Ranta et al., 2021). With collaboration in the community, it 

encourages MSME actors to be able to carry out digital marketing strategies. MSME actors must be 

able to design an effective digital marketing strategy, have knowledge of the target audience, and how 

to segment the digital market. MSME actors must be able to run quality digital marketing relevant to 

their target customers. Good marketing materials will attract users' attention and strengthen brand 

awareness. Social media must be optimized to interact with customers, promote products, and build a 

community. 

 

H3 The Influence of Technological Advancement (X2) on Business Success (Y)  

This study found that technological advances affect the business success of MSME actors in Malang 

Regency. The better the technological advances, the higher the business success of the MSME actors 

in Malang Regency. Similarly, on the contrary, the worse the technological advances, the worse the 

business success of the MSME actors in Malang Regency. The results of this study also show that 

technological advances are in the good category, and the business success of MSME actors in Malang 

Regency is also in the good category. Technological advances provide a competitive advantage for 

MSME actors. MSME actors must routinely adopt the latest technology in their daily operations. In 

addition, it also always updates the technology used to increase efficiency. Technology adoption in 

MSMEs can be in the form of e-commerce adoption. The adoption of e-commerce will increase the 

market share of MSME businesses because it does not depend on where the business is located but can 

reach all regions where consumers are located, which in turn increases the success of MSME 

businesses(Bocken & Konietzko, 2022; Dost & Umrani, 2024; Gaviria-Marin et al., 2019; Surya et al., 

2021)  

 

The adoption of technology is also in the form of social media, which plays an important role in 

improving the performance of MSMEs. Social media allows MSMEs to expand their market reach and 

increase brand awareness. The use of social media can facilitate positive relationships with potential 

customers (Freije et al., 2021; Gawade, 2019; Hidayat et al., 2020; Reed, 2020). MSME actors are bored 

of interacting directly with customers. This helps attract potential buyers and makes it easier for 

customers to contact MSME actors. Social media offers lower marketing costs than conventional 

methods. Promotion through social media can reach a broad audience at an affordable cost. In the end, 

using social media will increase the chances of success of MSME business. The results of this study are 

in line with the research (Appio et al., 2021; Baldassarre et al., 2020; Breier et al., 2021) found that 

technological advances have a significant effect on the success of culinary traders' businesses in Sunggal 

sub-district both partially and simultaneously. Technological advances have a significant impact on 

business actors; the higher the knowledge and ability of an entrepreneur to follow technological 

advances, the higher the success rate of his business. 

 

H4 The Influence of Technological Advancement (X2) on Digital Marketing Literacy (Z) 

This study found that technological advances affect the digital marketing literacy of MSME actors in 

Malang Regency. The better the technological advance, the higher the digital marketing literacy of 

MSME actors in Malang Regency. Similarly, on the contrary, the worse the technological advance, the 
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worse the digital marketing literacy of MSME actors in Malang Regency. The results of this study also 

show that technological advances are in the good category, and the digital marketing literacy of MSME 

actors in Malang Regency is also in the good category. MSME actors need to provide technological 

infrastructure to run their businesses. Hardware such as computers that are adequate to support business 

operations needs to be considered. The quality of internet connectivity greatly supports the smooth 

operation of business operations. Information and communication technology must be used to monitor 

and manage daily business operations. Digital platforms (email, instant messaging apps, etc.) must be 

used effectively for internal and external communication(Astuti et al., 2020; Jain, 2022; Qalati et al., 

2021). The provision of adequate technological infrastructure will increase the digital marketing literacy 

of MSME actors. MSME actors will be encouraged to be able to understand various digital platforms 

that can be used for marketing MSME products. The existence of infrastructure encourages MSME 

actors to be able to create exciting and relevant content to be posted on social media and have skills in 

planning and scheduling digital content posts effectively. MSME actors will be able to design effective 

digital marketing strategies for MSMEs and have knowledge of the target audience and how to segment 

the digital market.  

 

H5 The Influence of Digital Marketing Literacy (Z) on Business Success (Y) 

This study found that digital marketing literacy affects the business success of MSME actors in Malang 

Regency. The better the digital marketing literacy, the higher the business success of MSME actors in 

Malang Regency. Similarly, vice versa, the worse the digital marketing literacy, the worse the business 

success of MSME actors in Malang Regency will be. The results of this study also show that digital 

marketing literacy is in the good category, and the business success of MSME actors in Malang Regency 

is also in the good category. High digital marketing literacy is characterized by the ability to understand 

digital technology, skills in managing digital content, ability in digital marketing strategies, and digital 

data security and privacy. This will increase the chances of MSME business success. Good digital 

marketing will be able to increase business revenue and show stable growth every month/year. Digital 

marketing can attract business customers who are more likely to return and make repeat purchases. 

Customers will be satisfied with MSME products/services(Davidescu et al., 2020; Sabando-Vera et al., 

2022; Skala, 2022; Valova & Marinov, 2019). Good digital marketing can increase MSME business 

market share and expand a wider distribution area. In addition, the launch of innovations gets a positive 

response from customers, and the frequency of innovation launches in my business is relatively high. 

Ultimately, business success is marked by employee satisfaction with working conditions in MSME 

businesses with employee training and development programs. 

 

H6 Indirect Influence of Innovation Development Strategy (X1) Through Digital Marketing Literacy 

(Z) on Business Success (Y) 

The results of the hypothesis test that was carried out show a significant influence between innovation 

development strategies that can create positive digital marketing literacy and the success of MSME 

businesses in Malang Regency. A good innovation development strategy can increase digital marketing 

literacy and create business success. Digital marketing literacy is influential as a partial mediation 

between innovation development strategies and business success. A good innovation development 

strategy encourages MSME actors to improve digital marketing literacy, thereby increasing the ability 

to understand various digital platforms that can be used for marketing MSME products, improving the 

ability to create exciting and relevant content to be posted on social media and having skills in planning 

and scheduling digital content posts effectively (Fan et al., 2021; Haefner et al., 2021; Shaheer & Li, 

2020). Ultimately, it will increase MSME business revenue, customer growth, and market expansion. 

 

H7 Indirect Influence of Technological Progress (X2) Through Digital Marketing Literacy (Z) on 

Business Success (Y) 

The hypothesis test results show a significant influence between technological advances that can create 

positive digital marketing literacy and business success for MSME actors in the Malang Regency. Good 

technological advances can increase digital marketing literacy and create business success. Digital 

marketing literacy is a partial mediator between technological advances and business success (Diez-

Martin et al., 2019; Lestari & Saifuddin, 2020; Rachinger et al., 2019; Rijayana et al., 2019). 
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Technological advances through digital marketing literacy increase the ability of MSME actors to 

design effective digital marketing strategies for MSMEs. MSME actors will also know the target 

audience and how to segment the digital market. In addition, they can also understand the importance 

of maintaining customer data security in digital marketing and have the skills to protect digital data 

from cyber threats. This will increase the success of the business of MSME actors. The market 

share of MSME businesses will increase and reach a wider distribution area. In addition, it also 

encourages the launch of innovations that get a positive response from customers. In the end, business 

success makes employees satisfied with the working conditions in the business, and MSME actors can 

provide training and development programs for employees. 

 

CONCLUSION 
This study demonstrates that innovation development strategy (X1) and technological advancement 

(X2) have a positive and significant effect on business success (Y) and digital marketing literacy (Z). 

The innovation development strategy (X1) not only directly enhances business success (Y) but also 

does so through digital marketing literacy (Z). Similarly, technological advancement (X2) positively 

impacts business success (Y), both directly and through increased digital marketing literacy (Z). MSME 

actors in Malang Regency are advised to enhance the use of the latest technology in their production 

and operational processes. They must also improve their skills in effectively planning and scheduling 

digital content. Improved technology adoption and digital literacy are expected to boost business 

success for MSMEs in the region. The findings of this study highlight the importance of innovation 

development strategies and technological advancements in enhancing MSME business success through 

digital marketing literacy. Increasing the use of the latest technology in production and operations, 

adopting technology in daily activities, and improving digital content planning and scheduling skills 

are crucial steps MSME actors need to take to increase their income and business success. 
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