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Abstrace:

This study nims o amalyse the inflwence @] external imegration and internal integration to product
wnovation and competitive adantage. The research was conducted on a sample of 150 manager small
and medium enterprises (SMES) in East Java clotiung taken with strotifted cluster sampiing technigue.
Selection of sample based on areas that have the potential development of the mdustry. Dota
collection was done by using questioommre thai has been tested for ity valtdiy and reliabiay. Data
analyxis wsed Sirvctural Equation Modeling (SEN) analysis with help of AMOS program version 21

Based on the analysis of SEM. w was fownd thal the first, extermal imiegration influence on prodisct
inmovation SMEs and affect the competitive advantage of SMEs. Second, the intermal integration effect on
product inmovation SMEs and affect the compenitive advanioge of SMEs. Third, product tnmovation SAMEs

effect an the compenitive advantoge of SMEs.

In this respect, the company peeds o build a collabation of external integration and iniernal integration in
arder (o taprove prodict imovation and competitive advantage of SMEs

Keywords: external mtegration (1), internal integration (1), product wmaovation (1), competifive
advantage (CAL small and medinm enterprises (SMEs)

L. Introduction

The business world 1s currently growmg and more and more competitors are unavoidable
The existence of competition makes the company exposed to various opportunitics and threats
both from within the country and abroad Competitors in the business of making employers are
required to know and understand what 1s happening i the market and know what is needed by
the consumer Thew business pressures of o strong compettor, mdirectly affect marketing
perfirmance expenenced by all compames not 1o mention small medium enterprises (SMEs)
Because of this mtense competition the company must have a CA in order to survive and
continue to develop thewr business. Brun et al. (2008) states that CA 15 owned by a company can
he expected to result in a consumer satisfaction, because the CA it has 15 a reflection that the
products offered meet the needs and desires of consumers, and a positive score m the eyes of
cansumers. Porter (1996) explams that the CA is the heart of marketing performance to the

competition  The settmg 1s a good strategy the key to success for the company to be i the



forefront with anbicapation i the market competition (Tambich et al 2015). Innovation can be
used as one of the strategies o achieve competitive advantage

(Gray et al. 2002) suggests that the mnovation capabihity of @ company will guarantee the
company’s ability to compete The success of the company in order 1o maintain sales of its
products bes m its abality to wnovate. Supply chain management (SCM) 15 the expansion and
development of the concept and meaning of logistics management, whose role mn regulating the
flow ol goods between the company and growmg concerns to things that are required by the
customer (Indrajt and Dyokoprmnoto 2006)  Genenally, there are two types of megmbion,
namely the El and I El 1s the mtegration of logstics activities which exceed the limts beyvond
the company. Meanwhile, the [1 of the cross-functional integration within an enlarprisc, as
reflecied by the level of activity of logustics functions, which are mterconnected wath the scope
of other functions (Prturmgsth, 2010). 11 shows the extent 1o which a company can bald
organzational practices, procedures and behavior m a synchronous process. collaborative and
can be managed (o meet the needs of customers (Paulra) o al, 2004)

Integration external and 11 1s widely accepted because of its abahity to improve operationsl
performance, such as quality, cost, delivery, and flexibility (Wong et al. 2011, Prajogo and
Olbager, 2012; Droge et al, 2012). However, results of several studies are sull few studics
hnkng of the El and 11 towards Pl and CA, especially SMEs in East Java

Therefore m this study wanted to determine and analvze the mfluence of El and 11 to PI

and its impact on the CA of SMEs in East Java

2 Literature Review
2.1. Integrasi Eksternal dan Integrasi Iniernal

According Jebarus (2001) supply cham management (SCM) 1s a further development of
distribution management prodocts to meet consumer demand By Indrajit and Djokopranoto
(2006) SCM 1s the expansion and development of the concept and meanmng of logistics
management. whose role i regulating the flow of goods between the company and growing



concemns 1o things that are required by the customer SCM 15 an approach used to achieve
mtegration of more efficient organization of supphiers, manufacturer, distributor, retaler and
customer

From the explanation above researchers can conclude that SCM is a set of approaches o
streamline and streamline the mtegration of supplicrs, munufacturing, warchouse and storage, so
that the goods are produced and distnbuted in the nght amount, the right location, the nght tme,
to mimmize costs, lower volume waste and provide services to the customer's satisfaction. In this
study. SCM spht mto two tvpes of integration, namely the integration of external and T1. ET refers
to the extent to which s company can partner with other members of the supply chain (customers
and supplicrs) to develop strategies between organizations. practices. procedures. and behavior in
the process of collaboration. synchronization, and can be managed to meet the needs of
customers with indicators covenng relations supphers, raw matenal quality, supply, customer
complamt, customer sahstaction, and customer relations. While the I shows the extent (o which
o company can buwild internal cooperation as reflected through information sharing of various
departments within the company, such as production department, packing, warchousing,
distribution, and transportation with indicators which include product development, production
planning, quality control, quality production | distribution and quality of information (Paulray et
al, 2004, Viyasarathy, 2010, Droge et al, 2012)

While i this study indicators in use as a reference instrument making research, using
mstruments developed by (Alom and Martig, 2013, Wong et al . 2011) for the mtegration of
external vamables with indicator (supplier relationships, quality of raw materials, supply nsk.
customer complaint, customer satisfaction, and customer relationship) and vanable 1T with
mdicators (product development, production planming. quahty control, quahty of production.
distribution, and quality information)

2.2. Product Innovation



Robbuns and Coulter (2010) mnovation o the process of turming ereative idoas into o
produet or method wsotul work. P11y Kartikasart (2014 56) w the result of developenent of new
produets by compames or industoes, edther existing or ot P may nchsde changes m Jdesign.
components and product architecnae. (Kasali 2000) describes the mnovation is the ability 1o we
things i a pew way and sometimes usosial Aashodt (2010) argues that mnovation is the
summation 1o the question why and how Hills (2008 1) defines innovation as an dea. proctioe
of objeet that s conmdered new by an mdividual or @ anat othor wers. Acoording Machfoeds
(2004 24) ponts out that the mnovation of products conssts of Tour elements, namely the
discovery . development. duplication and synthesis.

Frown the explanation above the resgarchers i conclude that P s a change that s related 10
increasing of improving existing resowmces, modify to make something of value creating new
things aro different. converting & matenal into a resource and combinmg oach source power mto
& new conliguraiion thl 1 more productive

Whale this reseurch mbicator 1n e v the ducovery. development. duplication and
synthesis developed by Machfoedz (2004)

um

CA sccording 1o Coyal (2001) i the shality af & company 10 schieve soonomic win n
profits which cun be achieved by eompetitors in the market o the same mdusiny Computies
Tt have @ CA has always bad the ability to understand the changes m ool stiicture and
betng able 10 choose an effoctive marketing strategy . Competitive strategy ntended 1o maklain
profitability and lasting postion i the face of competition Developing CA of the value created
by the company that 1 alle 10 costomers of buyers. Accordmg o Kotler (2005: 6K) s a CA over
competitors pained sdvintage by delivering greater customer value, through lower prices or b
providing more benelits that correspond with ugher pricing. Measurement of CA in the sty of
Ll al (20005 wsed & dimensionial roeasarorsent of CA i resesrch among othees awng Jelivers
Jopendabedity . product weovation and time 10 mucket. Some of the indicstons used W meanare



CA s the umigueness of the product. product quality and competitine pooe (Seliowan of al,
2012 14

Inn thyis stucdy were memsared with & CA in proee, product quality, delivery dependatnlity and
T b arkeet | hese mmessarements an if s been used i the stdy (Hashor and Paoama, 2017,
Sctiawan etal., 2012 Li et al, 2006 and Thatte, 2007)

a&_m

The comeptual framework of research s the rowalt of mference from the generlezation 1o
o partienlar phenomenon, so i ¢ he wed 1 describe maay other similac phenomena. Hused on
rosearch 1sues and descriptions of the offoct of SCM that weludes L and 1 o P1and s impoct
on the CA of SMFEs in East Java L‘ﬂh“:ﬂ'ﬂ framework in Figure | as
folliws
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CQuality of Raw Materials (X12) Production Plusning (X22)
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4 Research Methody

(suppher rolationshaps. quality of raw matenals, supply rk, customer complamt, customer
stisfacton. and customes relatiomdup) and 11 with mdicotor (product development, production
plasning. quabity control. quality of proisction. distribution. and quahty mformation) o P with
indicaton (evention, development, duplication. and sy othess) and their impact on CA with
w expoctod 1o provide an explanation of bow  CA s mflmenced by several facton peoduct
mnovabon, 1 and 11

Total population in the stisdy was the manager of clothing SMEs i the region of Fast
Java provance, consasting of 38 local District / City Government While the sample is & naniber
of 180 managers. according Ferdinand (2014) respondent sample size that fits in the SEM
snaly e wos annd 100 200, further achisad the respondent ssmple stze of ot keast as muuch as
1010 times of the munber of usdhicators in the latent varsable Wihale the sumple of respondents m
this study 1 20 tumes the indicator vanable 9 totahing 180 respondents The sample selection s
based on the Jocal wrea that lave polental idustral development (mdusinal centers)  The
Munistry has set @ small mdustial conters for the entire reon. winch can be used s a basis for
detennmmng the saumple arca Prepared = sccordance duwrectory, the cemter of industrial
development in the area. bauness groups Indoness Fadt Jaova semall industnal chothng conses of
nnmmtmmmmmump&h
wan collested by uning & questionnre that had boen tested for validity and refublity Analy us
of the dats wed SEM analysis with the belp of the AMUS program version 21

£ Rewhs
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Tewt vabidin of the instrament was given 10 180 respondonts. and the results weee analyzed
wang corvelation prodict mosent perser The sewilts were compared with rtablo st sigmicance
level of % wath n = 130 and i knowe to riable = (1 1454

sulidity test residty shoss the resalts of roount of all sem questionnaire of surables E1 11
Hﬂuhm.‘nhm = (11455 Thus the whole iem questionnars 1o
varioble FIL 1L 1 and m-‘nmmnmuum.uu
£2 Resules Tew Reliabiliny

After s valadety test s passed with the relsbaliy test 1o determne the extent of the rescarch
muerument nehable The critonon is if the alpha comolation result 1+ groster than 0600 then the
et con be sud o be relable Soowman relts of relubality s demonstane the
velalabity values of Cronbuch's Alpha vanables EL 11, Pl and CA have a grester value than
rtable = 0,600 Thus the whole em questionnaire for vanables EL 11, P1 and CA is consdered
10 be rehable “Reluhismes less than 60 are Generally Conudered o be poe Reviews thase
the 0.7 range, & be acecptabile, and Reviews those over 0.8 1o be good® (Pemmiston ot al., 2017)
5.1, L oading Factor Confirmatery Tesing Resulrs Analysis, Criical Path Rato and

Cacfficsent

This sty used factor analysis and regresmon model with SEM. Based on the results of
tosting the el then the kiading fackw obtained confirmatory and citical atso as follows
1) Extermal Integration

This stady wsod factor analysts and regression model with SEM. Based on the results of
testing the mxade] then the kading facke obtainad confirmaton umwn‘iﬂn



1| Supplicr Relationship 0884 2104|0038 good of fit

2 Quality of Kaw Matenals | 1000 h good of it

¥ | Supply Risk [BLY) 1455 0000 not good of

it

T | Customer Complaint 1161 1932|0026 wood of i

5 | Customer Satidaction 1209 1932 o003 of In

6 | Customer Relalombip | 1 568 1363|0001 %
Sources. Primary data are provesed

Tost rewlts wre i presented m table | shows that when soen from the kading factor
confiematory, that the above-mentioned sixth indwator value of 0.4 scconding o Ferdinand
(2014) whach allowed (he vulue of londing foctn M&W
04, Ferdinand further sand whike CR required (oo greater than | % at the level of u = 005 and
the value of CR showed that all vix indicators sigmficantly with CR> 1.96 and the value of the
that the mx indieators oun be used ax & messice of vanables i explaining the 1 of (uppher
rolationships. quality of raw materials, supply sk, customer complumd. customer satisfaction,
and customer relstionship). OF the sex indicators that can explam only five idicain
wnd of five indicators are best able 10 explain the variable i the customer relatonstup, and
customer satisfoction, followed by customer complatnt, then the quality of raw maternals und the
Tatest 1s o suppher relutionship

2) Iniernul Integration

—



T [ Product Developmont i .
2 | Production Planning 0406 21222 |00 pelm |
v | Quality Control B 80 9 [how ool
', Quality of Production n91s 224 0.000 ol |
§ | Disnbution 0 90K 0 [0oo good af fit

6 | Quality Informaticn 1087 4726|0000

Wmawmmumm
than 196 wt the level of @ = 0.05 and if seen from able 2 shows that the value of its CR «xth
indicatons, all of which can be used as o gauge i explainiog jointly of 11 vanable, namely
(peoduct development, pronacton planming. quality contiol. quality of producton, disiibution.
and quality information) of the socth mdicator the most explan the {1 vartable s quality
mformation. andl product development. followed by quality of production. quality control and
then further distibution of the most recent and production planning

3) Product Innovaiion
follows:



Tost rowslty 1 pre wa that when _ that these
four indscatons value above 04 and when seen from table 3 shows that the valie of the fou
(mvenhon. development. dupheation. and synthesns) Four y
T rmm———
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T [ Produet Goalliy Wi Toie  [Gom Pt Chood O |
.

7300 0 000 h“
FELT] oo mhﬂ‘

Test resulis is presented in fable 4 shows that when seen from the loading (sctor. that ot
wll the idicators ubove the value of 0.4 and o seen Bom table 4 show thit the CR value of the
r«-&—amm 1 woen ol the bevel of « = 5% 1t oun be sean the valwe of the
probuabulity () 0000 and 000 lews thai 003 Fron the above test resills showed that of the
delivery dependability and poce Both indicators are jointly able to explain the vanable and the
CA of both indicators are most able fo explum the variable is the delivery dependatulity . and then
pree

S 4 Towting Resulis Alignment Model

== Hased on the model test the (st stage turms it not boen obtamed coelTcients Clw-Square
(which requires a small number o a noo-significant), GFI, AGFL TLE and CFT twhich & mot
meet the required mare than 90) and the coefficlent af P-Valise is atill far helow the figure of
008 lovel of wignificanve required) Results harmony detailod model of the final stnge can be

soen in Table 5 bolow



Tabel 5 : Rewults of End Stope Mode! Text Confoarminy

Model Conformity Criteria Cocllicient
Cin Square Semall 128609
pood of fut
Segraficancd Probainlay > 005 o
of fit
COMINDF <100 115
b good of fit
Gl > 0.9 0925
pood of
AGH] 209 0901
_good of fn
m 209 0941
good of fit
(& 2] 2095 0952
oo of fu
RMSEA <008 0,029
good of fu
Sowrces: Frunary data se processed

Table 5 15 & smmlstion result the final stage with aftestion % Table 5, o can be doclared 2
moddd of sstal modcs bave the Conformity of the best models m torows of the scquanition
coctficsent of P-Valwe World, CMIN / Df smallcst. GFT's largest, AGFT grestest. The TLL CF1
RMSEA lorpest and suliest Determunastion of the model 2« the bewt model was based on
wsdTicont algrument coellicaents and pesarates a patiern model of the selatsonsdup detween the
sqpraficant vanables Afler sacocsfully findimg & new model of finding the next dep to tout the
mode! confirmaton factor analysis was used o detarmune bow much the relathomdup between
the lsent vamabics with mdicator vanables. The confimmatory test v done by companng the
coctficaent facton koading factor (lamhds ) and wgnificant 2t a = €. as shown 10 the followmg
Presentsinn
$.6 Testing Reswlts (Confirmatory factor analysis)

Having 10 do tests on the foregomg sssumptions and found that the model has & good

shgnment, then analyzed the data W gat 2 clow pture of cach varsble The results of the
analvas will be undertaken for cach vanable m the study can be descnibed as follows



m.ﬂum factors and influcoce the path eoellicient K1 vanables with
mdieatoey (supplict relationships, quality oF mw matenals, customer complant,  customes
sitisfaction, and customer relationship), 11 with mdicators (product development, production
planning. quality control, quality of production. distesbutyon, and quality information) 1o PFwith
ndicators (invention, development, duplication, and synthesis) and thewr tmpect on CA with
indicators (price and delivery dependatibity ) Broadly speaking. uc.-h«-hhu 2 below

Gandar 2 : Canfirmaory Factor and oefficient Line L of Vartable Fxternal Integration.
Internal ntegration and Prochict Isovation Competime Advantage

Tuble 6 : Rewults of Testng Infience of | §

Variabel
| Product_lnnovation




External_Integration

2 | Product_lnnovation €| 01% 0653 | 3242 [ 0021 | Significant

Intermal_Integrabon

3 | Compentve Advantage € | 0.51% 2690 | 223 | 0041 | Signaficant
External_Integration

4 | Competiive Advantnge € | 0034 1015 [ 39%3 [ 0004 | Segnalicant
Intermal_Integration

5 | Competibve Advantage € | 1 245 2265 | 2705 | 0048 | Segnaficont
Product_Lnoation

Sowrces Promary dats are processed

Judging from table 6 ahove, it was found that 1) El mgnificant effect om P1 with coelficient
L0 lane 23 11 sagmaficant effect on P1 with the coefTicient of © 190 lane 3). E1 sigmiicant efiect
on the CA with coeflicient 4 0518 lines) 11 significant effect on the CA with path coefficient
value of 0.034 and $). PT ugnificant effect on the CA with path coeflicient value of | 245,

6. Discusslon
6.1. Effect of Externul Integration and Internal Inscgration of the Product Innovation

'-m O, it can be conchuded that the test results with S1-M analysis perfonmed wing
AMBMM-FIWMH

This finding indicatos thet the reslts were i line with what 1 expeessed by Wi 2013
found that ET and 11 affect on moovabion products. Wong et al . (2013), whach states that the E]
has o posstive influence on Pl Forthermore, Wong o al | (2013) Stated that E has the sbiity to
sogure mformation, knowledge shanng, coordnatmn efficiently, and fcailitale new PI with
collaboration between external parties. El also helps mmprove the capabilities and resources that
are uyually owned by other pastics, such as supplicrs snd customens (Aloin and Martini, 20131,
where the stalf of the purchasing department and manufactueng need 10 work with supphiers 1o



ensure supphens andorstand the design and munufactunng proccss of new products i accordance
with needs

According to Song of al . (2017) stutex! that the wpoctance of EL ilegration modetate
micgration and opestional parformance, and the relatiombip betwoen tme o market and
bumness performance [n addition. the itegration of customers and suppliers mproving
oporstions| porformance and busuness completely by reducing tme W markot whale mpros ng
cutomer wiegration fully operstions] performunce by shoriening the time o market Gtz E1
allows compumses 0 gam koowlodge shout the neods of conmamen (Ragsts o al, 1997)
Tiwough the atogration of the value cham upstreum (Etilie and Reza. 1992) la additvn El
support supplier imvolvement in new product development process (Ragatz et al, 1997,
Koufleron ot ol . 2005) which allows the company 16 focus on digging sew products and
technological knowladge of the wpplier (Petorson ot al, 2005) that complements iternal
capubulitios (Ragatz et ol 1997 )

Better regarding the mnfluence of Il 10 1 Acconding Dangelico o al . (2017) the £l of
resousces,  integration of uormal resowces, and e devclopment of resourves and
reconfigustion) affecting changes / updates o the abulity regularonented wstanabiliy (absliry
of mmovetion snd deagn caputuliies) The resalts of the study sipport tesearch Yoo & Ow
Q00%) wnd share miormabon smong wppls cham partoors. and establish wpply  chan
collaboration (Schunelzle and Tate. 2017, Cilibertietal. 2016,

This stucdy i hne with the theory of amindexienty. that the F1 and 11 complement
cach other to facilitate busiocm processes. As it i known, that the E1 knovn to be move effective
w miluencng the tme-based performance and Nextnlity as well as bulkding cooperation with
suppliers and customers (Fithe and Rera. 1992) While the 11 1 supersor m termu of quaity .
conts. a8 Mell o conmumcation. collabvcation and dis g of information betwoon dopastimerts
withun the oompamy (2010, Wong e al 20091 The dectson of new pooduct developeent m the
company rehes on mfommation oitamed from supplicn axd customers, known as the 1 and the



miormaton will be converted o & referonoe or wmght thst 1 very uselal when gomg on Pl
micrmally when supported by effective mdersction between the Bl and 11 When FI aad 1l
micract, knowledge or assets owned by the suppher and the customer will be incorporated o
the PI efforts. Therelore, 10 cmue the development of effective mmovation. congunses are
shsed 1o mcreme s imtemal copecity 1o sbsord knowlodge and cxiormal information
(Tracoy 2004) These findings have mportant mnphoahons for rescarch and peactice m the fickd
of supphy chaen mtegration and P

a2 wf External Integration and Internal Integration 1o Competitive Advantage
tabde 6. i can be concluded that the test results with the analysss seen who performed
g the amos 21 shows that the ET and 1l significant e elfost on the CA
These findings inchatcs that the resalts were in lne with what o L ctal (2017) based
on the analyss of the relononsiup between miegraton betweon departments and service
moovataa has 3 sgenedicant postine conclation level Infegrating reswrces and intermal and
extarmal cnmpetence, adopted & “dwedt moovation” and the flow of knowledge within the
customcss W0 cnable organizations to obtam oxtermal knowledge and unproving inoovalive
development to mantawmn & competitive schuntage In the en of coonotue globalzaton with the
knowicdge and network coonomw, growth compames are focing new challenges. In wuch »
stuahon, conypames should emphasize oo the micgratun of the miemal network resources and
reduce busmess nsk by developing the extenal network relationstups 10 mgwone performance
Forms of 11 that can provide sustasnable and synergitic effect of warding off competition for
pow. Gunsrstne & Hoover (2001) states hanve competitinve products and scrvices and the supply
chun ngivt o the custamer 1+ not encagh m lodn s market convroament. the supph cham should
be om the nght custormers Relatonal customens combaned with the operations of the compuny
and the costomer’s opaations will creste = smgph cham demnd  Hosnew sacooss SMEs



sntunable depends on many other factors such as the ability of the supplior snd customer
miegraton (Tehweenand Ramayah 2015)

Thes research support stindy L1 et al (2006) found that the inbegrnty of the unplementation
of external and termal mtegrity can lead to unprovement of evcellence compete snd unpeove
orpanssational performance. To buikd CA depends not only on witernal factors but alw influcnced
by external factors (Restrepoet al . 2016) Sarvival and growth of SMEis can be difficult i the
currest competitng baeness envinmment and global market This can be » real challenge to
delrver the nght products snd services at the most approprate time and af the lowest possible
cost 1 the oght amtomers  These challenges emplusize the snportance of managing cross-
bosder relationships between businews partoens. To gam competitive advantage, SCM s an
effective wool for SMEs (Thoost al., 2017). Sales ¢t al. (2016) rescarch results show that many
factors are dmang (e deselopment of Product Innovation. both wtermal and exiernal o the
company Among the isternal facton. the mwst inportant s the prospect of competitive
sdvantage. cost roduction, market guins, micreased reputiion and meovalion opporiuatios
Among the external (ackns, the most ioportant i the e rommental regulstions - current amd / o
anticipatod - and market demand. Tn terms of results, this study provides evidence that the most
relenant is the cont savings the achaevement of competitive ach antage. incroase market share
morease sabes. incresse turnover, higher profits, better reputstion. neressed exports and higher
productivity. Acvording o Qwang o al . (2016) from the perspecine of spply  chain
management. the specific critical dimensions are procurement. isernal kgistics and denbutam
Thesefone, there is a noed to change the thinking of today s organczations that arc focused on the
enterpeise. and develop it into an wier-organczational bebavior involving customers, supplces
ancd other stakehalders

Todsy the hnowhodge economm 1 rather focusad on the development of an meegrated
svstem that m recognued i one of the most effective formm of wiegration. In tum, the process.
hased o mlerdependence amd cuperation of ecomomme entibes. detertmne the lkelshonad of &



suble economse relations. the wnergsstc effect and the growth of CA (Pusty nnikove & [skova
20017,

Fdhogs Sales et al . (2016) bkding collaborative metworks and 10 srprove the flow of
knowledge. both wwde and outwde the compuny. cross-functional integration and the
developument of resowrces and the ability 1o nflucice the scess of the developawnt of PL The
development of PL whach m tum will mcrease the CA (Garengo® Pamizzolo, 2013) According
penchittan Carmron et al . 2016) results show that the abubty of marketing, networking. and
maovaton daecthy and postively affect perfamance SMEs henefil from the sale of its products
m the natmooal market Network capobulity plays a dual role Bhﬂ““ﬂ”l
the pecformance and also an imbirect effect oo e sbality b obtan mformtion stoat the market
and supply chain agents. Market and conmumer information obtained i invaluable in enhancing
marketng copabihitios and improve performance

61 WJTQCWM
From Table 6, e concluded that the test results with SEM analy sy pecfored g

nnuwﬁnssmmuu

These findings show that the results arc i lne with what was exprossed by Kennedy ot
al _ (2017) PI hax & mgmiicant and posstive mpect on CA Carzaren of al_ (2016) the results of
hes vescmrch shows that the abwlity 10 meovate s dirvetly and postively alfect performance
Bermider ot al, (2017) the soncept of open meovation chain. This concept will be o allermutive
for the growth of small and medmeszed compamies, rangng from the mtegration of thewr actors
10 wive the real needs of the market. Khan ¢t al.. (2017) lnnovation s umportant for SMEs 1o
srvive in the market and maintain a competitive sdvantage The abelity to obtain information
shout the market and supply cham agents Market amd consumer mnformation obtamed s
valmble m enhanemg morketing aapabalibies and impeove performance On the other hand
company that luve moce capacity W moovate will be able 1o develop a CA m onder 1o icloeve the
performance (Danvels. 2002) These advmstages can not be separated from the development of



product mnovations produced. s i will have the advantage 1 the market whuch in tum will win
the competition Inoovation enables companies o create and deploy ther abalty 1o support the
busmess and long-tenm performance (Teese, 2007) Successlul smmovation can make companies
more dufficult external envionment wamic and allow 10 maintan excellence (Garcia-Morales ¢t
ol . 2006) Thercfore. novation will affect the compeny’s CA and performance Under
condiions of & rpadly changing covwonment. saving that the CA s determuned by the creativity
und mnovation that can mtisfy the dostros of customens better than the competition. Gray o al
(2002) says the moovation capability of & compeaery will ensire the company s abulity to compete
(OFRegan and Chobadian, 2005), see te mnovation s a new idea that can create added value for
the coagany

Through maovation, the company hopes 1o create o product that 1s compleiely new, or
other previously or ereate & product whsch 1 an smprovement of the product who have been there
before. In consummng & product, consumens are not oaly limited to sce the value or function of o
product that s needod, but consumens also pay atiention 1o whethier the selected products add
value of advantages compared with other simular products Desire s what should be undenstood
by the manufacturer as the foundation for the innovation process. By nnovating companies will
he miccessfully responding 1o their environment and develop skills whese this can have an impact
on the overall marketng performunce | mmanmguly (2016) statod (hat the msovabion positive
and significent effoct an the performance of marketiog Uswita (2015) states that the CA of »
posttive sigmlicant effect on the performance of marketing Kesearch (Titahena ot al 2012)
found emprrical evidence that states that there is & significant positive relationship snd support of
the existence of a relationship between a CA to marketing performance. This means that when
the CA of the performunce of the marketing nse will incmease and vice versa lnnovation 1x one of
the key aspects of the performance of the company, if the eavironment is inercasmgly lerce
competstion Another opion 15 from (Gray et al, 2002) suggests that the innovation capabuhity of
a companty will gustantee the company's ability to compete ORegan and Ghobadian, (2008) w
oo the mnovation s @ new ides that can create added value for the company. Roblens and



Coulter (20 10) mnovation 1 the process of turmng sdeas - creative ideas ido 3 product or method
weful work Kasali (2010) desenibes the maovistion s the alnlity 10 soc things o o new way and
srmetimes wsual

Acconding Hlubeis (2005 69) explans that PI is 2 change that is related 10 mncreasing or
proving cxsting resources, wodify to make swomething of value ceating sew tings we
different, converung @ matenal mto & resource and combmung cach source power Mo a Dew
configuatvn that s more productive, esther derectly or mdirectly in an offort 0 gan a
competitive advantage Innovation can also be created ae the company saw a kot of competitors
are emerging that the company o able combune competitors excellence 1t a new advantage for
the company. CA has boen achicved by the compeny should be pamtamed doc 1o ther
advantages more and more competitors who pav atieation to the posnt unguarded firms. therefore
the company should contmnue 40 be conusiont i mamtamng s supenonty (Russell & Millsr
2004y CA can also be seen thvugh custormer evaluations that can be created bw finms theough
service (acthities that can sccommedate all sorts of complants or suggestions amed at constmens
to the company for the sake of umprovement towaed a lagher quality. The sctting o 2 good
strategy the ey to success for the company to be in the forsfront with anticipation in the madket
competition (Tarabich et al . 20155 At thus time the mnovation has become an important factor
for companies to cnsure the sstamabahity and even the survival of the compary i the global
buncss (Costa & Rames. 2015)

7. Cenclusion

Hased o the results of rescarch and discussson that has been done abose, ot can be sunumed up as
follows.

I El represented by (customes relatwnshup. and customes satsfacton, followed by customer
complagt. then the quality of rsw matenals and most recenthy supplier relationship) miloence
on Pl represcrted by (synthests, then development, followed by bis most recent mvention and
are duphications) and of the EI effect on the CA represented by (delivery dependabalaty, and
then price)  El (itegranion of customens and supplion) incresse operational perfirmance and



business completely by roducing tune 1o market, whille the utegration of customens improve
operational pecformance completely by shorienang the tune to market

2 1 represcated by (quality mformation. and product development, followsd by quality of
production. ten quality control further distribution of the most recent and  production
planmng) effect on PI reprosented by (synthesis, thon development. followed by his most
recent invention and are duplications) And 1l offect the CA reprosemted by (delivery
dependabulity . and then price) E1 and 11 s widely acoepted hecause of its abwhity t0 mprove
operational performunce, such as quality, cost, debivery, and flexitality. So as b enhance the
movation capability and its ability to compete

3 P1represented by (s nthexin, then development. followed by his most recent inventxan and are
duphications) affect the CA seprescred by (delivery dependability. and then price) The
tnnovation capability of a company will guarantee the company's competitive ability and
success of the company m order 1o mamtain sales of ity products lies in ity sbalaty 1 tnovate.
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