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This study investigates the impact of absorp-
tive capacity on enhancing the performance of SMEs
through new product development, marketing capa-
bilities, and the adoption of digital marketing. The
research problem addresses how absorptive capacity
influences these factors to improve new product per-
Jormance. A quantitative approach was employed,
collecting data from 212 SMEs in three cities in East
Java Province, Indonesia. Data analysis was conduct-
ed using Partial Least Squares Structural Equation
Modeling (PLS-SEM). The results indicate that crit-
ical factors influencing new product performance
include the ability of SMEs to absorb external knowl-
edge (indicator AC3, loading factor 0.852), new ini-
tiatives in product development (indicator NPD4,
loading factor 0.886), and strong marketing strategies
(indicator MC3, loading factor 0.878). Further analy-
sis reveals that absorptive capacity positively and sig-
nificantly affects new product development ($=0.763;
p-value<0.05) and marketing capabilities ($=0.724;
p-value<0.05) but has a negative and insignificant
effect on digital marketing adoption (B=-0.102;
p-value>0.05). However, digital marketing adoption
positively and significantly impacts new product per-
Jormance ($=0.628; p-value<0.05). These findings
suggest that while absorptive capacity is crucial for
new product development and marketing capabili-
ties, it is insufficient to drive digital marketing adop-
tion. The results highlight the important but not sig-
nificant mediating role of digital marketing adoption.
The practical implications provide guidance for SMEs
to adjust their marketing strategies and new product
development to improve performance, particularly
during a crisis

Keywords: absorptive capacity, new product
development, marketing capability, digital marketing
adoption, new product performance
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1. Introduction

The COVID-19 pandemic crisis has had a significant
impact on various economic sectors worldwide, including in
Indonesia. The first wave of the pandemic, which struck in
early 2020, forced consumers to change their behavior, com-
panies to alter their business models, and governments to
adjust regulations [1]. The economic impact of this pandemic
has been diverse, affecting consumer habits that previously
focused more on spending for services, digital adoption, and
outdoor activities [2].

The COVID-19 pandemic accelerated digital adoption,
particularly in grocery shopping and healthcare services,
which is expected to continue [1]. Additionally, radical
changes in demand, purchasing patterns, and perceived val-
ue across the value chain have caused commodity prices to
spike. Therefore, it is essential to research how the business
sector, especially SMEs, can respond to this uncertainty and
crisis through new product and service innovations that can
shape consumer behavior during and after the pandemic [2].
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The relevance of this research lies in understanding
how SMEs can leverage new opportunities and digital chan-
nels to survive and recover from the COVID-19 pandemic.
Previous studies have shown that digitalization can signifi-
cantly alter consumer behavior [3], which has important
implications for companies, products, and brands. The use
of the internet and related technologies facilitates access
to customer needs and product searches with various price
options [4]. Therefore, utilizing digital channels is crucial
for SMEs to enhance their competitive capabilities [5].

In an increasingly global and competitive business con-
text, companies need to invest in new product development
to survive and gain competitive advantage [6, 7]. Companies
that succeed in developing new products typically have
internal resources and the ability to absorb, assimilate,
and reconfigure knowledge acquired externally. Marketing
innovation also plays a vital role in commercializing new
products to the market, so companies must adapt to external
variations and adjust managerial and operational elements
to meet marketing capability demands [8].




Developing new products requires absorptive capacity that
can support the learning process within the organization [9].
This highlights the relationship between absorptive capacity
and the ability to develop new products and marketing, but its
correlation with organizational performance remains unclear.
Therefore, this study aims to highlight absorptive capacity in
new product development and marketing capabilities that cor-
relate with new product performance in Indonesia.

According to data from Bank Indonesia (2020), SMEs
in Indonesia have experienced a crisis due to the impact
of the COVID-19 pandemic, with only 5.9 % of MSMEs
able to make a profit during the pandemic, while 82.9 % of
businesses were negatively affected, and 63.9 % experienced
a revenue decline of more than 30 % (Katadata Insight Cen-
ter, 2020). SMEs have proven to contribute to Indonesia’s
Gross Domestic Product, which in the current crisis has
implications for economic stability. Therefore, it is essential
to understand how SMEs in Indonesia can leverage new op-
portunities and digital channels to survive and recover from
the COVID-19 pandemic.

So, studies dedicated to this topic are of significant sci-
entific relevance. These studies are crucial for understand-
ing how SMEs in Indonesia respond to crises and develop
innovative strategies in product development and digital
marketing. The scientific relevance of these studies lies in
their contribution to product and marketing performance,
impacting economic and social development. Thus, research
on developing absorptive capacity, marketing capabilities,
and digital adoption in SMEs is highly relevant.

2. Literature review and problem statement

Absorptive capacity plays an important role in improv-
ing SME performance through new product development,
marketing capabilities, and digital marketing adoption, as
reported by [10]. The work investigated the role of absorp-
tive capacity in service innovation and internationalization
of SMEs in Indonesia, using a sample of 38 SMEs. They
found that factors such as the number of sales and marketing
personnel, product launching, and customer involvement
significantly impact the internationalization process. This
highlights the importance of internal organizational read-
iness and active customer engagement in driving service
innovation, which ultimately facilitates international expan-
sion. All this suggests that it is advisable to conduct a study
on how these factors can be more broadly applied across
various SME sectors in Indonesia.

Several studies have also found similar results and
support this research, which identifies unresolved issues re-
garding how absorptive capacity, technological capabilities,
and customer relationships contribute to new product devel-
opment performance in South Korea’s semiconductor indus-
try, as shown by [11]. They found that absorptive capacity,
when combined with strong technological capabilities and
good customer relationships, significantly enhances the
market performance and profitability of new products. This
emphasizes the need to integrate absorptive capacity with
technological and relational capabilities for successful new
product development. All this suggests that it is advisable to
conduct a study on how this integration can be implemented
in various other technology industries.

Research conducted by [12] examined the impact of
absorptive capacity on innovation and market orientation

in Mexican SMEs. Their findings revealed that absorptive
capacity significantly influences both innovation and market
orientation, which in turn positively affect business profitabil-
ity. This study indicates that SMEs that can effectively absorb
external knowledge and leverage it for innovation and strate-
gic market orientation can achieve better financial outcomes.

A way to overcome these difficulties can be strengthen-
ing the role of absorptive capacity in reinforcing the positive
effects of market orientation and marketing capabilities on
new product performance, as found in the study by [7] on
Swedish manufacturing firms. Their study found that ab-
sorptive capacity strengthens the positive effects of market
orientation and marketing capabilities on new product per-
formance. This implies that companies that can effectively
absorb and utilize market information are more successful in
launching new products. All this suggests that it is advisable
to conduct a study on how SMEs can optimize their absorp-
tive capacity to more effectively utilize market information.

This approach was used in the research by [13], which
studied the adaptive capacity of Indonesian SMEs during
the COVID-19 pandemic and found that the institutional
environment enhances SMEs’ adaptive capacity through
digital capabilities and entrepreneurial orientation. This
study highlights the importance of external support in
building adaptive capacity by fostering digital skills and an
entrepreneurial mindset among SMEs; however, challenges
remain in integrating this adaptive capacity into SMEs’ dai-
ly operational strategies. All this suggests that it is advisable
to conduct a study on how institutional support can more
effectively help SMEs integrate adaptive capabilities into
their daily operations.

All this suggests that it is advisable to conduct a study on
how investment in royalties and external technology devel-
opment enhances absorptive capacity, which subsequently
improves performance, as found by [14], in Indonesia’s high-
tech industry. This study shows the value of external knowl-
edge acquisition in the high-tech sector. All this suggests
that it is advisable to conduct a study on how external tech-
nology development can be applied to SMEs in other sectors.

Furthermore, research by [15] studied the impact of inno-
vation capabilities and supply chain integration on the perfor-
mance of creative SMEs in Yogyakarta. Their findings suggest
that the ability to innovate and effectively integrate the supply
chain is crucial for enhancing SME performance in the creative
sector. This study highlights the importance of both internal
capabilities and external collaboration in driving business suc-
cess. All this suggests that it is advisable to conduct a study on
how supply chain integration can be enhanced through exter-
nal collaboration in various SME sectors.

Additionally, research by [16] examined effective mod-
els of collaboration to enhance new product development
through absorptive capacity in Indonesia. They found that
collaboration between higher education institutions and
industries significantly boosts absorptive capacity and accel-
erates new product development. This study underscores the
importance of industry-academic partnerships in fostering
innovation. All this suggests that it is advisable to conduct
a study on how these collaborative models can be applied in
other SME contexts to enhance new product development.

Finally, research by [17] explored how absorptive ca-
pacity through social networking sites affects innovation
performance in Indonesian SMEs. The study found that
leveraging social networks for external information signifi-
cantly enhances the innovation capabilities of SMEs. This



emphasizes the role of digital platforms in knowledge acqui-
sition and innovation. All this suggests that it is advisable
to conduct a study on how SMEs can more effectively use
digital platforms to enhance their absorptive capacity and
innovation capabilities.

Overall, the literature reveals that empirical investiga-
tions into the role of absorptive capacity in enhancing SME
performance through new product development, market-
ing capabilities, and digital marketing adoption have been
conducted in various contexts. These studies collectively
demonstrate the critical role of absorptive capacity in driv-
ing innovation and market success. However, there remains
a gap in understanding the specific mechanisms through
which absorptive capacity influences these factors in the
unique socio-economic landscape of Indonesian SMEs.

The COVID-19 pandemic has significantly impacted
various economic sectors globally, including Indonesia. The
initial wave of the pandemic, which began in early 2020,
necessitated changes in consumer behavior, compelled busi-
nesses to adapt their operational models, and required gov-
ernments to revise regulations. The economic effects of this
pandemic have been extensive, altering consumer habits that
previously emphasized spending on services, digital adop-
tion, and outdoor activities. The pandemic has accelerated
the adoption of digital technologies, particularly in areas
such as grocery shopping and healthcare services, and this
trend is likely to continue. Additionally, the pandemic has
triggered significant shifts in demand, purchasing patterns,
and perceived value across the value chain, resulting in
increased commodity prices. In this context, it is crucial to
investigate how businesses, particularly SMEs, can navigate
this uncertainty and crisis through innovative products and
services that influence consumer behavior during and after
the pandemic.

One of the major unresolved issues is how SMEs can
integrate absorptive capacity, new product development,
and marketing capabilities to adopt digital marketing and
improve the performance of new products. In Indonesia,
many SMEs still have low absorptive capacity, meaning they
struggle to absorb, understand, and implement new knowl-
edge, particularly related to digital technology and prod-
uct innovation. This low absorptive capacity limits SMEs’
ability to quickly adapt to market changes and capitalize
on new opportunities offered by digital technology. Ad-
ditionally, SMEs often face financial and human resource
constraints in conducting research and developing new
products, resulting in low levels of innovation and product
performance, ultimately affecting their market competitive-
ness. Many SMEs in Indonesia also lack adequate marketing
capabilities to effectively promote their products in the dig-
ital market. The lack of knowledge about digital marketing
strategies, technical skills to run digital marketing cam-
paigns, and limited access to digital marketing platforms
hampers SMEs’ ability to reach wider markets and increase
product sales.

Although the COVID-19 pandemic has accelerated
the adoption of digital technology, many SMEs still face
challenges in integrating this technology into their business
operations, such as inadequate technological infrastructure,
high implementation costs, and resistance to change. This
study provides deeper insights into how SMEs can integrate
digital technology and product innovation into their busi-
ness operations to survive and thrive amid the challenges
posed by the COVID-19 pandemic. By understanding the

factors that influence absorptive capacity, new product de-
velopment, and marketing capabilities, SMEs can develop
more effective strategies to adopt digital marketing and en-
hance the performance of their new products. Moreover, the
model developed through this research can help SMEs pre-
dict new product performance and design more targeted in-
terventions to improve their competitiveness in the market.

This research is crucial as it can significantly contribute
to enhancing the competitiveness and performance of SMEs
in the digital era, logically following from the unresolved
issues identified. Despite numerous studies examining the
role of absorptive capacity, new product development, and
marketing capabilities in the performance of SMEs, sig-
nificant unresolved issues remain within the context of
Indonesian SMEs, especially amidst the challenging eco-
nomic conditions caused by the COVID-19 pandemic. This
research aims to address these unresolved issues convinc-
ingly, highlighting their importance and how this study can
provide solutions.

The role of absorptive capacity in the local context is
particularly crucial. Many studies indicate that absorptive
capacity is essential for innovation and market performance.
However, the market dynamics and challenges faced by
Indonesian SMEs differ from those in developed countries,
making it clear that identical approaches are not always ap-
plicable. This study will provide insights into the adaptation
of absorptive capacity in the local context, helping Indo-
nesian SMEs more effectively absorb and utilize external
knowledge for innovation and growth.

The integration of new product development and market-
ing capabilities is recognized as a critical factor for the suc-
cess of new products in the market. However, many Indone-
sian SM Es struggle to integrate these two factors effectively.
For instance, product innovations are often not followed by
strong marketing strategies, or vice versa. This study will
explore ways to achieve this alignment, enabling SMEs to
be more competitive in the market. Effective integration can
enhance digital marketing adoption and new product per-
formance, which in turn will increase the competitiveness
of SME:s in the digital era.

Challenges in digital marketing adoption, such as lack of
technological knowledge, limited resources, and resistance
to change, still pose significant obstacles for SMEs. These
barriers prevent SMEs from fully leveraging the potential
of digital marketing, which has become increasingly crucial
during the COVID-19 pandemic. This research will identify
the factors impeding digital marketing adoption and propose
strategies to address them. Digital marketing can open new
opportunities for SMEs to reach a broader customer base,
reduce marketing costs, and improve operational efficiency.

The COVID-19 pandemic has brought significant chang-
es in consumer behavior and business operations, yet there
is limited research on these interactions. This study will
provide insights into how SMEs can adjust their strategies
to survive and even thrive amid the crisis. The COVID-19
pandemic has created new challenges and opportunities that
require adaptive and innovative approaches.

The proposed solutions of this research involve develop-
ing a model that integrates absorptive capacity, new product
development, and marketing capabilities to promote digital
marketing adoption and enhance new product performance
in Indonesian SMEs. By identifying critical factors and
existing barriers, this research will offer practical strategies
for SMEs to improve their innovation and marketing capa-



bilities. Additionally, the developed model can serve as a
guide for policymakers and practitioners in designing more
effective interventions to support SMEs in facing challenges
and seizing opportunities in the digital era, especially during
crises such as the COVID-19 pandemic. Consequently, this
research is expected to make a significant contribution to
enhancing the competitiveness and sustainability of SMEs
in Indonesia.

3. The aim and objectives of the study

The aim of this study is to identify the impact of ab-
sorptive capacity, new product development, and marketing
capabilities on digital marketing adoption and new product
performance in Indonesian SMEs.

To achieve this aim, the following objectives are accom-
plished:

— to determine the most critical factors such as absorp-
tive capacity, new product development, and marketing
capabilities in digital marketing adoption and new product
performance in Indonesian SMEs;

— to develop a model predicting new product performance
in Indonesian SMEs based on digital marketing adoption.

4. Materials and methods of research

4. 1. Object and hypothesis of the study

The object of this study is SMEs in Indonesia, focusing
on analyzing the relationships between Absorptive Capacity,
New Product Development, Marketing Capabilities, Digital
Marketing Adoption, and New Product Performance. The
study aims to understand how these factors interact to
enhance the overall performance of new products within
the context of Indonesian SMEs, particularly during the
challenging economic conditions brought about by the
COVID-19 pandemic.

Hypotheses of the Study: Based on the research objec-
tives, the following hypotheses are proposed:

1. H1: absorptive capacity positively and significantly
affects new product development.

2. H2: absorptive capacity positively and significantly
affects marketing capabilities.

3. H3: absorptive capacity positively and significantly
affects digital marketing adoption.

4. H4: new product development positively and signifi-
cantly affects digital marketing adoption.

5. H5: marketing capabilities positively and significantly
affect digital marketing adoption.

6. H6: digital marketing adoption positively and signifi-
cantly affects new product performance.

7. H7: digital marketing adoption mediates the relationship
between absorptive capacity and new product performance.

8. H8: digital marketing adoption mediates the relation-
ship between new product development and new product
performance.

9. H9: digital marketing adoption mediates the rela-
tionship between marketing capabilities and new product
performance.

Assumptions made in the study. Several underlying as-
sumptions are made to ensure the validity of the results in
this study. Firstly, it is assumed that the data collected from

respondents is accurate and reliable. This is critical for the
integrity of the research findings. Secondly, the PLS-SEM
model used is assumed to be appropriate for the data charac-
teristics and sample size, allowing for robust analysis and in-
terpretation. Thirdly, it is assumed that the latent variables
measured through the research instruments have adequate
validity and reliability, ensuring that the constructs are
accurately represented.

Simplifications adopted in the study. To focus the analy-
sis and make the study manageable, several simplifications
are adopted. The study only considers SMEs in Indonesia,
which may not fully represent SMEs in other countries,
acknowledging the geographical limitation. Furthermore,
the use of PLS-SEM assumes linear relationships between
latent variables, which simplifies the complexity of potential
nonlinear interactions. Additionally, the measurement of ab-
sorptive capacity, new product development, and marketing
capabilities may not cover all relevant dimensions, recogniz-
ing that these constructs are multifaceted and complex. By
clarifying the object of the study, hypotheses, assumptions,
and simplifications adopted, this research aims to provide in-
depth insights into effective strategies for Indonesian SMEs
to adopt digital technology and improve their new product
performance.

4. 2. Population, sample size, and respondents

This study targets SMEs in East Java Province, Indo-
nesia, specifically located in three major cities: Surabaya,
Sidoarjo, and Malang. The number of samples is determined
based on the population calculated using the Slovin formula,
resulting in 271 SMEs in East Java Province and divided
into three major cities based on data from the Central Sta-
tistics Agency of East Java Province. However, based on the
designed questionnaires, this research successfully collected
data from 212 SMEs across the three cities. The characteris-
tics of each city differ; Surabaya and Sidoarjo are industrial
centers with many medium and large-scale companies, re-
sulting in 98 SMEs being collected, whereas Malang, char-
acterized by its small and medium-scale creative industries,
contributed 114 SMEs.

In selecting respondents, this study regarding respon-
dent selection aims to minimize potential sources of error in
construct measurement. Therefore, data collection is based
on data from the Central Statistics Agency of each region
to ensure accurate distribution of the questionnaires and
to determine the sample size. Researchers identify and ar-
range contact personnel at the managerial level or business
owners by browsing websites and social media. The selec-
tion of these SMEs is deliberate as it is expected that they
would have the necessary information, knowledge, and ex-
perience (based on their position in the business) regarding
management strategies (marketing, finance, and production)
and SME resources.

All variables were measured by respondents’ responses
to statements on a five-item Likert scale from 1=strongly
disagree to 5=strongly agree or 1=never to 5=very often. In
designing the statement items on the questionnaire for each
variable, it refers to constructs that have been developed
based on existing literature. The absorptive capacity vari-
able is measured using seven items developed by [18]. These
items reflect the company’s ability to recognize, absorb,
and utilize new knowledge, as well as its ability to adapt to
changes and create new ideas.



The new product development variable is measured using
four items developed by [19] reflecting a series of product
innovation activities such as the company’s R&D investment
and new product development activities. The marketing
capability variable is measured using four items developed
by [1]. These items assess a company’s ability compared to
its competitors in terms of customer/competitor knowledge,
advertising, pricing, and other marketing tools. The digital
marketing adoption variable is measured using three items
developed by [2], reflecting the suitability of the intention to
adopt digital marketing today for future marketing.

4. 3. Data Analysis

The analysis of data in this study is conducted to vali-
date the model and test the hypotheses using Partial Least
Squares Structural Equation Modeling (PLS-SEM) with
the assistance of SmartPLS 4.1.0.4 software. This method is
chosen based on its appropriateness for the sample size and
the characteristics of the research model, as recommend-
ed. The data analysis aims to investigate the relationships
between Absorptive Capacity, New Product Development,
Marketing Innovation Capability, Digital Marketing Adop-
tion, and New Product Performance in SMEs.

PLS-SEM is a multivariate non-parametric approach
used to estimate path models with latent variables. The
software SmartPLS3 is utilized for this purpose, as it allows
for the simultaneous assessment of both measurement and
structural models. This method is particularly suitable for
handling complex models and small to medium sample sizes,
making it ideal for this study [3].

The measurement model assessment is conducted to
determine internal consistency reliability, convergent va-
lidity, and discriminant validity. Internal consistency reli-
ability is measured using composite reliability, convergent
validity is assessed using factor loadings and average vari-
ance extracted (AVE), and discriminant validity is evalu-
ated using the Heterotrait-Monotrait ratio (HTMT) [20].
SmartPLS provides stronger estimates for the structural
model compared to other approaches, especially when basic
assumptions are violated.

The model is tested using a two-stage approach. The first
stage involves validating the first-order reflective constructs
through the analysis of factor loadings, AVE, composite reli-
ability, and discriminant validity. The second stage involves
using the latent variable scores from the first model to build a
two-stage model. Formative
measurement model valida-
tion is confirmed through
bootstrapping with 5000 re-
samples, reporting weights
and the maximum variance
inflation factor (VIF) to
validate the formative mea-
surement model.

Absorptive

cy [21]. Rho A, which measures the squared correlation of
PLS construct scores with true construct scores, should also
be above 0.70 [21]. In this study, all constructs meet these
criteria, supporting the hypothesis that absorptive capacity
significantly enhances new product performance.

Convergent validity is achieved when the factor load-
ings of all items exceed 0.4 and the AVE for constructs ex-
ceeds 0.5. This study meets the threshold of 0.4 for all factor
loadings and ensures that AVE is above 0.5.

Discriminant validity is assessed using cross-loadings
and HTMT. The AVE of a latent variable should be great-
er than the squared correlations between latent variables.
HTMT was developed to address the shortcomings of the
Fornell and Larcker criterion and cross-loading analysis.
HTMT values close to one indicate a lack of discriminant
validity. Al HTMT values should be below 0.90 to confirm
discriminant validity.

The structural model evaluation focuses on path coeffi-
cients, the coefficient of determination (R2), and predictive
relevance (Q2). Path coefficients are assessed for their sig-
nificance using bootstrapping methods. R2 values indicate
the explanatory power of endogenous constructs, with val-
ues of 0.75, 0.50, and 0.25 considered substantial, moderate,
and weak, respectively [20]. Predictive relevance (Q2) is as-
sessed using the Stone-Geisser criterion, with values greater
than zero indicating that the model has predictive relevance.

The provided image illustrates a research concept di-
agram depicting the relationships among several key vari-
ables: Absorptive Capacity, New Product Development,
Marketing Capability, Digital Marketing Adoption, and
New Product Performance. This concept underscores the
importance of absorptive capacity as a crucial variable influ-
encing SMEs’ ability to develop new products and enhance
their marketing capabilities. The diagram also highlights
that digital marketing adoption serves as a mediator that can
strengthen the relationship between marketing capabilities
and new product development with new product perfor-
mance. This indicates that in the context of SMEs, improv-
ing absorptive capacity and marketing capabilities can lead
to more innovative new product development and enhanced
new product performance through the effective adoption of
digital marketing technologies. This research aims to ex-
plore these relationships further to understand how SMEs
can leverage their absorptive capacity to tackle market
challenges and adapt to the dynamic business environment.

Digital

Capacity

Internal  consistency
is evaluated using Cron-
bach’s Alpha and compos-
ite reliability. Cronbach’s
Alpha values above 0.7 are
considered acceptable, and
composite reliability values
should exceed 0.70 for ad-
equate internal consisten-

Marketing
Capacity

Marketing
Adoption

Fig. 1. Research concept



5. Results of the probability model of new product
performance

5.1.The most critical factors among the parameters
influencing new product performance in Indonesian SMEs

To determine which variables and indicators have the
greatest influence on new product performance, the follow-
ing analyses need to be conducted:

1. Description of respondents.

Based on the results of this descriptive analysis, it in-
cludes several things where the purpose of the analysis is to
determine the profile of the respondents who have filled out
the distributed questionnaires. The descriptive analysis is
shown below in Table 1.

Table 1 provides a descriptive summary of the demo-
graphic characteristics of the study participants, focusing on
gender, educational qualifications, and the total number of
employees within their respective organizations.

The gender distribution indicates that out of the total
respondents, 131 (61.79 %) are male, while 81 (38.21 %)
are female. This suggests a higher
representation of male participants
in the study. The educational qual-

nesses falls between 500 million to 10 billion IDR, with total
assets ranging from 2.5 to 50 billion IDR. This suggests that
a considerable number of SMEs in the study have a moderate
financial and asset profile, operating on a larger scale than
small businesses but not as extensive as large businesses.

ifications of the respondents are

categorized into four levels: Senior

High School, Diploma/Undergrad-

uate, Magister, and Postgraduate.
The majority of respondents hold a

Table 1
Respondents’ profile
Category Subcategory Frequency | Percent
Male 131 61.79
Gender
Female 81 38.21
Senior high school 25 11.79
. Diploma/Undergraduate 97 45.76
Qualification -
Magister 42 19.81
Postgraduate 48 22.64
Less than 10 people 80 37.73
To;;;(l);;zm- 11-99 people 77 36.32
More than 100 people 55 25.95
Table 2
Classification of SMEs
Type of SMEs Average turnover Total sssets Frequency|Percentage
Small business 50-500 million IDR | 300 million—2.5 billion IDR 80 37.73 %
Medium business | 500 million—10 billion IDR 2.5-50 billion IDR 77 36.32 %
Large business >10 billion IDR >50 billion IDR 55 25.95 %

Diploma or Undergraduate degree,

accounting for 97 individuals (45.76 %). This is followed by
Postgraduate qualifications with 48 individuals (22.64 %),
Magister qualifications with 42 individuals (19.81 %),
and Senior High School qualifications with 25 individu-
als (11.79 %). This distribution indicates a relatively high
level of educational attainment among the participants.

The total number of employees in the respondents’
organizations is divided into three categories: Less than
10 people, 11-99 people, and More than 100 people. The
largest group consists of organizations with less than 10 em-
ployees, comprising 80 respondents (37.73 %). This is close-
ly followed by organizations with 11-99 employees, with
77 respondents (36.32 %), and organizations with more
than 100 employees, with 55 respondents (25.95 %). This
distribution reflects a significant presence of small to medi-
um-sized enterprises (SMEs) within the sample.

The demographic profile of the respondents reveals a pre-
dominance of male participants, a high level of educational
qualifications, and a considerable representation of SMEs.
These characteristics provide valuable context for interpret-
ing the study’s findings and understanding the complicated
background of the participants. Classification of SMEs
based on Law Number 20 of 2008 concerning Small and Me-
dium Enterprises by several criteria can be seen in Table 2.

Table 2 presents a comprehensive overview of the different
types of SMEs participating in the study, categorized by their
average turnover, total assets, frequency, and percentage.
Small businesses represent 37.73 % of the sample, with 80 re-
spondents. These businesses report an average turnover rang-
ing from 50 to 500 million IDR and total assets between
300 million to 2.5 billion IDR. This indicates that a signif-
icant portion of the SMEs involved in the study operate at
a smaller scale in terms of financial turnover and asset base.

Medium businesses constitute 36.32 % of the sample,
with 77 respondents. The average turnover for these busi-

Large businesses account for 25.95 % of the sample, with
55 respondents. These businesses report an average turnover
exceeding 10 billion IDR and total assets greater than 50 bil-
lion IDR. This shows that while fewer in number, a substantial
proportion of the SMEs in the study are large businesses with
significant financial turnover and asset bases.

The distribution of SMEs by type, turnover, and assets
reveals a balanced representation across small, medium, and
large enterprises. Small businesses are the most common,
followed closely by medium businesses, with large businesses
making up the smallest proportion. This distribution re-
flects the diverse financial scales and operational capacities
of SME:s in the study, providing a broad perspective on the
economic landscape of SMEs in East Java Province, Indo-
nesia. The detailed analysis of these categories is essential
for understanding the financial health and resource allo-
cation of the participating SMEs, which can inform policy
decisions and strategic initiatives aimed at supporting SME
growth and sustainability.

2. Measurement model validation.

The variable construct measurement in this study has
been analyzed, which can be seen in Table 3. The table
presents the measurement model assessment for the study
variables, including Absorptive Capacity, New Product De-
velopment, Marketing Capability, Digital Marketing Adop-
tion, and New Product Performance, encompassing mean,
standard deviation, outer loading, composite reliability, and
average variance extracted (AVE) for each item.

The items for Absorptive Capacity (AC1 to AC7) demon-
strate outer loadings ranging from 0.740 to 0.852, with a
composite reliability of 0.924 and an AVE of 0.635, indicat-
ing a high level of internal consistency and convergent valid-
ity for the construct. Similarly, items for New Product De-
velopment (NPD1 to NPD4) show outer loadings between
0.806 and 0.886, with a composite reliability of 0.913 and



an AVE of 0.725, reflecting strong internal consistency and
convergent validity. The Marketing Capability items (MC1
to MC4) display outer loadings from 0.725 to 0.878, with a
composite reliability of 0.889 and an AVE of 0.668, implying
good internal consistency and convergent validity.

Table 3
Variable construct measurement
Variable | Ttem | Mean | S Ol b | AVE
AC1 [4.226] 0724 | 0.779
AC2 [4.094| 0771 | 0.740
_ AC3 [4.118] 0.707 | 0.829
Aé’;ngc’fge AC4 [4.132] 0695 | 0852 | 0924 [0.635
AC5 |4.080| 0.706 | 0.827
AC6 |4.113] 0731 | 0.783
AC7 [3.986| 0.804 | 0.762
NPD1 [3.995| 0.749 | 0.886
New Product |NPD2 [4.165| 0775 | 0.806 | oo [oo0e
Development | NPD3 [4.075| 0.749 | 0.851
NPD4 [3.981| 0.629 | 0.861
MC1 |3.962| 0719 | 0.782
Marketing | MC2 |3.948| 0.864 | 0.725
Capabilit.\;g MC3 [3896] 0732 | os7s | 889 |0-668
MC4 |3.882| 0.733 | 0.874
Digital |DMA1[3.953| 0671 | 0.765
Marketing |DMA2(3.590| 0925 | 0.763 | 0.803 |0.576
Adoption  pMA3[3.821] 0950 | 0.749
NPP1 |4.000| 0.807 | 0.875
NPP2 |4.014| 0.810 | 0.881
ﬁiﬁoﬁg’iﬁfg NPP3 | 4009] 0599 | 0875 | 0928 |0.720
NPP4 |4.009| 0.666 | 0.788
NPP5 |4.179| 0.731 | 0.819

For Digital Marketing Adoption (DMA1 to DM A3), the
outer loadings range from 0.749 to 0.765, with a composite
reliability of 0.803 and an AVE of 0.576, indicating accept-
able internal consistency and convergent validity. Lastly, the
New Product Performance items (NPP1 to NPP5) exhibit
outer loadings between 0.788 and 0.881, with a composite
reliability of 0.928 and an AVE of 0.720, suggesting excel-
lent internal consistency and convergent validity. The mea-
surement model assessment thus confirms that all constructs
meet the required criteria for reliability and validity as per
PLS-SEM standards, with high composite reliability values
indicating strong internal consistency, and AVE values
confirming convergent validity. These results support the
robustness of the measurement model and ensure the reli-
ability of the data for further analysis.

The Heterotrait-Monotrait ratio of correla-
tions (HTMT) is a novel approach recommended by [20]
to assess discriminant validity in variance-based partial
least squares structural equation modeling (PLS-SEM).
The HTMT method sets a threshold to ensure adequate
discriminant validity. According to [20], the HTMT value
should be less than 0.90 for constructs to be considered as
having sufficient discriminant validity. Table 4 illustrates
that all HTMT values are below the 0.90 threshold, indi-
cating that the constructs meet the discriminant validity
standard. This confirms that the constructs in the model
are distinct and do not overlap significantly, thus validat-

ing the measurement model. Discriminant Validity assess-
ment by HTMT is shown in Table 4.

Table 4
Discriminant validity by HTMT

Constructs 1 2 3 4 5
1. Absorptive Capacity 1 10.240 | 0.817 | 0.843 | 0.261
2. New product Development | 0.240 | 1 |0.237 | 0.163 | 0.760
3. Marketing Capability 0.8170.237| 1 ]0.773|0.204
4. Digital Marketing Adoption| 0.8430.163|0.773| 1 |0.215
0.261|0.760 | 0.204 | 0.215| 1

5. New Product Performance

Table 4 presents the discriminant validity assessment
using the Heterotrait-Monotrait Ratio (HTMT) for the
constructs of absorptive capacity, new product development,
marketing capability, digital marketing adoption, and new
product performance. Discriminant validity ensures that
each construct is distinct and not highly correlated with
other constructs.

Absorptive capacity shows HTMT values below the
threshold of 0.90 with all other constructs, indicating good
discriminant validity. The values are 0.240 with New Prod-
uct Development, 0.817 with Marketing Capability, 0.843
with Digital Marketing Adoption, and 0.261 with New
Product Performance. Despite the value of 0.843 with Digi-
tal Marketing Adoption being relatively high, it is still below
the acceptable threshold, confirming discriminant validity.

New product development exhibits HTMT values of 0.237
with Marketing Capability, 0.163 with Digital Marketing
Adoption, and 0.760 with New Product Performance. All val-
ues are well below the threshold of 0.90, confirming that New
Product Development is distinct from the other constructs.

Marketing capability shows HTMT values of 0.773 with
Digital Marketing Adoption and 0.204 with New Product
Performance. Although its value with Absorptive Capacity
is 0.817, it is below the 0.90 threshold, indicating adequate
discriminant validity.

Digital marketing adoption presents an HTMT value of
0.215 with New Product Performance, which is significantly
below the threshold of 0.90. This confirms that Digital Mar-
keting Adoption is discriminately valid from New Product
Performance and the other constructs.

New product performance exhibits HTMT values that
are all well below the 0.90 threshold with Absorptive Ca-
pacity (0.261), New Product Development (0.760), Mar-
keting Capability (0.204), and Digital Marketing Adop-
tion (0.215), confirming discriminant validity.

The discriminant validity assessment using HTMT
shows that all constructs have HTMT values below the
recommended threshold of 0.90. This confirms that each
construct is distinct from the others, thus supporting the
validity of the measurement model. The results ensure that
the constructs measure different concepts and provide a sol-
id foundation for further analysis.

5. 2. Model predicting new product performance in
Indonesian SMEs

5.2. 1. Hypotheses testing

This study has performed bootstrap analysis with PLS-
SEM and has tested nine relevant hypotheses. Thus, it is
possible to determine the model-fit and path coefficients as
quantities used in determining the overall relationship effect
in the model shown in Table 5.



Hypothesis testing

Table 5 tion and New Product Performance has shown a positive

and insignificant relationship (8=0.628; p-value>0.05),

then H6 was accepted. Meanwhile, the indirect effect
in this study mediated by Digital Marketing Adoption

shows that there is a negative but not significant rela-

tionship between Absorptive Capacity and New Product

Variable Direct effect (B) | T-statistic | P-value| Conclusion
AC—-NPD 0.763 14.473 | 0.000 | Accepted
AC—MC 0.724 13.976 | 0.000 | Accepted
AC—-DMA —-0.102 0.582 0.561 | Rejected
NPD—-DMA 0.095 0.762 0.446 | Rejected
MC—DMA 0.174 1.341 0.181 | Rejected
DMA—NPP 0.628 10.097 | 0.000 | Accepted
AC—DMA—-NPP —-0.064 0.612 0.541 | Rejected
NPD—-DMA—NPP 0.060 0.754 0.451 | Rejected
MC—DMA—NPP 0.109 1.430 0.153 | Rejected

Performance (B=—0.064; p-value>0.05), H7 is rejected.
Meanwhile, the relationship between New Product Develop-
mentand New Product Performance (8=0.060; p-value>0.05)
and the relationship between Marketing Capability and
New Product Performance (3=0.109; p-value>0.05) showed
a positive but not significant effect. Table 5 above has been
presented in greater detail in its entirety and also includes

Table 5 presents the relevant results supporting the hy-
pothesis testing, while the partial sequential model is de-
termined to run statistical analysis. Therefore, the first
hypothesis, the effect of Absorptive Capacity on New Product
Development has shown a positive and significant relation-
ship (B=0.763; p-value<0.05) so that H1 was accepted. The
second hypothesis, which is tested is the relationship between
Absorptive Capacity and Marketing Capability has shown a
positive and significant relationship (8=0.724; p-value<0.05),
H2 was accepted. Furthermore, in the third hypothesis the
relationship between Absorptive Capacity and Digital Mar-
keting Adoption has shown a negative but not significant
relationship (B=-0.102; p-value>0.05), H3 was rejected. In
addition, in the fourth hypothesis, the relationship between
New Product Development and Digital Marketing Adoption
shows a positive and insignificant relationship (8=0.095;
p-value>0.05), H4 was rejected. The direct relationship be-
tween Marketing Capability and Digital Marketing Adoption
has shown a positive and insignificant relationship (8=0.174;
p-value>0.05), so H5 was rejected. Then in the sixth hy-
pothesis, the relationship between Digital Marketing Adop-

the role of mediation, the implications of which will also be
discussed later.

5.2.2. Structural Model Output bootstrap analysis
with PLS-SEM

Fig. 2 presents the PLS-SEM bootstrapping results for
the structural model, showcasing the beta coefficients and
t-values for the relationships between absorptive capacity,
new product development, marketing capability, digital mar-
keting adoption, and new product performance.

The structural model output from the PLS-SEM boot-
strapping analysis confirms the hypothesized relationships
between the constructs, with significant beta coefficients
and t-values indicating strong connections between Ab-
sorptive Capacity, New Product Development, Marketing
Capability, Digital Marketing Adoption, and New Product
Performance. These results validate the proposed model,
highlighting the essential role of absorptive capacity in
driving product development, marketing capability, and
digital marketing adoption, which collectively enhance new
product performance. This comprehensive analysis provides
valuable insights for firms seeking to improve their market
performance through strategic investments in knowledge
management, innovation, and digital marketing.

NPD1 NPD2 NPD3 NPD4
32.289-_19.756 95 433_-33.764
AC1 DMA1 DMA2 DMA3
% A
AC2 \ %5269 New Product 10.51877f54 6.407 » NPP1
\ 14.473 Development 0.762 ’ 30.838
AC3 45047 / _» NPP2
30.408 31.644
AC4 «29.028 0.582 10.097 32.436-» NPP3
18.54 17.711}k NPP4
-~ .
AC5 16.70 Absorptllve 13.976 Digital New Product 23.027
ACE % Capacity : Marketing  1.341 Marketing Performance NPP5
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AC7
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4
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Fig. 2. Structural model output bootstrap analysis with PLS-SEM



Absorptive capacity is measured with seven indicators,
all of which show strong loading factors. Indicator AC1
has a loading factor of 15.269, indicating a strong influence
in measuring absorptive capacity. Indicator AC2, with a
loading factor of 15.047, also contributes significantly to
this variable. Indicator AC3 has a very high loading factor
of 30.408, showing its important role in measuring absorp-
tive capacity. Indicators AC4 with a loading factor of 29.028,
AC5 with 18.540, AC6 with 16.708, and AC7 with 15.044,
all demonstrate strong and significant contributions in mea-
suring the absorptive capacity variable.

New product development is measured with four indica-
tors, all of which have very high loading factors. Indicator
NPD1 shows a loading factor of 32.289, indicating a very
strong influence in measuring this variable. Indicator NPD2
has a loading factor of 19.756, while NPD3 has 26.433 and
NPD4 has 33.764, all showing significant contributions in
measuring new product development.

Marketing capability is measured with four indicators,
all of which show strong loading factors. Indicator MC1 has
a loading factor of 24.363, indicating a strong contribution
in measuring this variable. Indicator MC2, with a loading
factor of 16.642, MC3 with 28.713, and MC4 with 28.549, all
contribute significantly in measuring marketing capability.

Digital marketing adoption is measured with three indi-
cators that show relatively strong loading factors. Indicator
DMAT1 has aloading factor of 10.518, indicating a significant
influence in measuring this variable. Indicator DM A2, with
a loading factor of 17.754, shows a very significant influence,
while DM A3 has a loading factor of 6.407, indicating an ade-
quate contribution in measuring digital marketing adoption.

New product performance is measured with five indica-
tors, all of which show very strong loading factors. Indicator
NPP1 has a loading factor of 30.838, indicating a very
strong influence in measuring this variable. Indicator NPP2,
with a loading factor of 31.644, NPP3 with 32.436, NPP4
with 17.713, and NPP5 with 23.027, all show significant
contributions in measuring new product performance.

Overall, all indicators show strong and significant load-
ing factors in measuring their respective latent variables.
These indicators significantly contribute to ensuring the
validity and reliability of the measurement of the latent
variables studied. The significant influence of these indica-
tors shows that the model used is capable of accurately and
reliably measuring the latent variables.

6. Discussion of the model predicting new product
performance in Indonesian SMEs

The analysis using SEM (structural equation modeling)
indicates that the primary factor is the indicator with the
highest factor loading for each latent variable, which plays
a key role. This study aims to determine critical factors
such as absorptive capacity, new product development, and
marketing capabilities in the adoption of digital marketing
and new product performance in SMEs in Indonesia. Based
on the findings, the Variable Construct Measurement shows
the importance of each variable in this context. According to
the findings of the Variable Construct Measurement in Ta-
ble 3, absorptive capacity is the ability of an organization to
recognize, assimilate, and utilize valuable new knowledge to
enhance performance. Indicator AC4 is a crucial component
in measuring a company’s Absorptive Capacity, as it directly

relates to the company’s ability to identify new and benefi-
cial ideas. In the context of knowledge management and in-
novation, this ability is not only important but also serves as
the fundamental basis for a company to remain competitive
and relevant in an ever-changing market.

The ability to identify new ideas is the first step in the
innovation cycle. This process involves careful observation
of market trends, technological developments, and changes
in consumer needs. A company that excels in this indicator
demonstrates a high level of sensitivity to both its external
and internal environments and is able to seize opportunities
that may not be apparent to its competitors. Thus, AC4
reflects how responsive a company is to emerging ideas,
whether they originate from within the organization or from
external sources.

Moreover, the ability to recognize new and valuable
ideas also indicates that the company has a system and or-
ganizational culture that supports innovation. This could
include structures that allow the free flow of information or
a work environment that encourages creativity and explora-
tion. When a company consistently identifies new ideas with
potential, it reflects a synergy between strategy, culture, and
organizational structure that mutually reinforce each other.

Additionally, identifying new ideas is a prerequisite for
the subsequent knowledge absorption process, where these
ideas are then processed, absorbed, and implemented into
the company’s strategies and operations. Without the ability
to identify the right ideas, the entire absorptive capacity pro-
cess could be hindered, ultimately reducing the company’s
ability to innovate and improve performance.

Therefore, AC4 not only serves as an indicator in mea-
suring absorptive capacity but also as a key determinant of
how effectively a company can adapt and grow in its environ-
ment. It shows that a company strong in AC4 has a greater
likelihood of becoming a market leader and continuously
innovating in the face of new challenges and opportunities.
These findings are supported by previous research empha-
sizing the importance of absorptive capacity in enhancing
innovation and company performance [7].

Following the absorptive capacity, new product develop-
ment (NPD) is a crucial strategy for companies to remain
competitive and relevant in an ever-evolving market. Indica-
tor NPD1 stands out as the most significant in the context
of new product development (NPD) and is critical for a
company’s strategy to remain competitive and relevant in a
rapidly changing market. This indicator reflects the compa-
ny’s substantial focus on new product development through
significant investments, showcasing a strong commitment to
innovation.

The emphasis on investment as highlighted by NPD1
indicates that the company understands the vital role that
financial resources play in fostering innovation. By allo-
cating significant funds towards developing new products
or services, the company not only enhances its capacity to
innovate but also positions itself to take advantage of emerg-
ing opportunities in the market. This kind of investment is
a clear signal of the company’s long-term strategic intent to
lead in innovation and stay ahead of competitors.

Furthermore, the strong commitment to new product
development as indicated by NPD1 underscores the impor-
tance the company places on continuous growth and adap-
tation. In industries where technological advancements and
consumer preferences are constantly evolving, the ability to
develop and launch new products is crucial. Companies that



prioritize investment in NPD are better equipped to meet
the dynamic needs of their customers and can more effective-
ly capture market share.

This indicator also reflects a proactive approach to inno-
vation, where the company does not merely respond to chang-
es in the market but actively seeks to shape those changes by
bringing innovative products to the forefront. The investment
in NPD shows that the company is not just focused on main-
taining its current position but is actively working towards
expanding its influence and leadership in the industry.

NPD1 is a critical measure of a company’s dedication to
innovation and long-term competitiveness. By prioritizing
substantial investments in new product development, the
company demonstrates a strategic commitment to innova-
tion that is essential for sustaining growth and maintaining
a leading position in the market. These findings align with
studies that suggest focusing on new product development is
key to sustainable growth and competitiveness [10].

The success of new product development strategies
is intrinsically linked to effective marketing capabilities.
Based on the variable construct measurement, among the
indicators related to marketing capabilities, MC3 emerges
as the most critical in ensuring the success of new product
development strategies. This indicator underscores the im-
portance of having a deep understanding of both customers
and competitors, which is essential for crafting effective and
relevant marketing strategies.

MC3 highlights that knowledge about customers’ needs,
preferences, and behaviors, as well as an understanding of
competitors’ strategies, plays a pivotal role in the overall
marketing success. By gaining insights into what customers
value most and how competitors position their products, a
company can tailor its marketing efforts to better meet the
demands of the market. This deep market knowledge enables
companies to not only attract and retain customers but also
to anticipate market trends and shifts, which is crucial in a
competitive landscape.

The importance of MC3 also lies in its ability to inform
all other aspects of marketing strategy. For instance, effec-
tive customer and competitor analysis can guide decisions
related to product design, pricing, advertising, and promo-
tional strategies. This means that with a solid foundation in
market knowledge, the company can more accurately target
its marketing campaigns, differentiate its products from
those of competitors, and ensure that its pricing strategies
resonate with consumers.

Furthermore, MC3’s emphasis on understanding both
customers and competitors is vital for maintaining a com-
petitive edge. In today’s fast-paced market environment,
where consumer preferences can change rapidly and new
competitors can emerge at any time, having up-to-date and
comprehensive knowledge is indispensable. This knowledge
allows companies to be proactive rather than reactive, en-
abling them to craft marketing strategies that are not just
effective in the present but also sustainable in the long term.

MC3 is a key indicator of marketing capability that
directly influences the success of new product development
strategies. By prioritizing a deep understanding of cus-
tomers and competitors, companies can develop marketing
strategies that are more targeted, effective, and capable of
delivering sustained competitive advantages. These find-
ings are consistent with research that underscores the im-
portance of marketing capabilities in creating competitive
advantages [3].

Moreover, the adoption of digital marketing is increas-
ingly important in today’s technological era and supports
the previously discussed marketing capabilities. According
to the Variable Construct Measurement, DM A1 stands out
as a pivotal indicator, reflecting the company’s proactive
approach to embracing digital marketing tools like social
media and e-commerce. This indicator is crucial as it demon-
strates the company’s recognition of the significant role that
digital platforms play in today’s marketing landscape, par-
ticularly in reaching a broader and more effective audience.

The adoption of digital marketing, as highlighted by
DMAT1, signals the company’s awareness that tradition-
al marketing methods alone may no longer suffice in an
increasingly digital and connected world. By integrating
digital platforms into their marketing strategy, companies
can tap into vast networks of potential customers, engage
with them in real-time, and tailor their messaging to specific
audience segments with a level of precision that traditional
media cannot match. This capability is especially important
in today’s environment, where consumers are more likely to
interact with brands online and make purchasing decisions
based on digital content.

Furthermore, the emphasis on digital marketing adop-
tion reflects a forward-thinking approach that positions the
company to capitalize on ongoing technological advance-
ments. With the rapid evolution of digital tools and plat-
forms, companies that are early adopters of these technol-
ogies are better equipped to stay ahead of the competition,
adapt to market changes, and meet the evolving expectations
of consumers. DM A1 underscores the company’s commit-
ment to staying relevant and competitive in the digital age
by making digital marketing a core component of its overall
marketing strategy.

Moreover, the adoption of digital marketing as reflected
in DMAT1 also supports the broader marketing capabilities
discussed earlier, such as understanding customer needs
(as highlighted by MC3) and differentiating products from
competitors (as emphasized by MC2). Digital marketing
platforms provide valuable data and insights that can en-
hance a company’s understanding of its customers and
competitors, enabling more effective and targeted mar-
keting strategies. This synergy between digital marketing
adoption and traditional marketing capabilities is essential
for maximizing the impact of marketing efforts and driving
long-term success.

DMAT1 is a critical indicator of a company’s commit-
ment to leveraging digital marketing as a strategic tool. By
prioritizing the adoption of digital platforms, the company
demonstrates its readiness to engage with modern consum-
ers, enhance its marketing effectiveness, and sustain its
competitive edge in a rapidly changing market. Previous
research supports the importance of adopting digital mar-
keting in modern business strategies to achieve growth and
success [4].

The success of new product launches, supported by ab-
sorptive capacity, new product development, marketing ca-
pabilities, and digital marketing adoption, can be measured
through various items reflecting the company’s achieve-
ments in meeting strategic targets and goals. According to
the Variable Construct Measurement, the success of new
product launches can be comprehensively assessed through
several key indicators, each reflecting different dimensions
of a company’s achievements in meeting strategic targets
and goals. Among these, NPP1 and NPP3 stand out as par-



ticularly significant in evaluating the overall success of new
products.

NPP1 emphasizes the attainment of sales growth targets
for new products, serving as a crucial indicator of how well
these products are received by the market. Achieving sales
growth targets signifies that the new products have success-
fully attracted market interest and met consumer demand.
This is a clear reflection of the company’s ability to identify
market needs, develop products that fulfill those needs, and
implement effective marketing strategies to drive consumer
adoption. Sales growth is often a primary metric for assess-
ing the commercial viability of new products, and meeting
or exceeding these targets is a strong indicator of success.

NPP3, on the other hand, focuses on the increase in the
number of customers resulting from new product launches.
This indicator is vital as it demonstrates the ability of new
products to attract new consumers and expand the com-
pany’s customer base. An increase in customers not only
contributes to immediate sales growth but also has long-
term implications for the company’s market position and
brand loyalty. When new products successfully bring in new
customers, it suggests that the company is effectively broad-
ening its market reach and potentially gaining market share
from competitors. This expansion is critical for sustaining
growth and ensuring long-term competitiveness.

Together, NPP1 and NPP3 provide a comprehensive
view of new product success from both a sales and customer
acquisition perspective. While NPP1 focuses on the finan-
cial outcomes, NPP3 highlights the strategic importance of
customer base expansion, which is essential for maintaining
and enhancing the company’s market position over time.

Furthermore, these indicators are supported by the
other dimensions of new product success, such as profitabil-
ity (NPP2), meeting performance specifications (NPP4),
and timely launches (NPP5). For instance, profitability as
reflected in NPP2 shows that beyond just attracting sales,
the new products are also contributing significantly to the
company’s bottom line. Meanwhile, NPP4 underscores the
importance of quality and functionality, ensuring that prod-
ucts not only sell but also meet or exceed customer expecta-
tions. Finally, NPP5 highlights the importance of effective
project management and execution in bringing new products
to market on time, which is crucial for capitalizing on market
opportunities and maintaining a competitive edge.

The success of new product launches, as measured by in-
dicators like NPP1 and NPP3, demonstrates the company’s
effectiveness in leveraging absorptive capacity, new product
development, marketing capabilities, and digital marketing
adoption to achieve its strategic objectives. These indicators
collectively reflect the company’s ability to not only meet
but exceed market expectations, ensuring sustained growth
and profitability in a competitive environment. These find-
ings align with research indicating that the success and
effectiveness of a company’s new product development strat-
egy significantly impact overall performance [12]. Therefore,
the identified strategies suggest that companies should
continually enhance their absorptive capacity, invest in new
product development, improve marketing capabilities, and
adopt digital marketing to ensure the successful launch of
new products and overall performance improvement.

The second research aims to develop a model predicting
new product performance in Indonesian SMEs based on dig-
ital marketing adoption in Indonesian SMEs. Additionally,
this study aims to develop a model that predicts new product

performance in Indonesian SMEs based on digital mar-
keting adoption. This research extends the understanding
of the role of absorptive capacity in the context of Indone-
sian SMEs in creating new products and the impact of envi-
ronmental changes that test marketing capabilities, thereby
promoting digital marketing adoption that influences new
product performance. Based on the statistical analysis pre-
sented in Table 4, several conclusions regarding the tested
hypotheses were obtained.

The first hypothesis indicates that absorptive capacity
has a positive and significant relationship with new product
development (3=0.763; p-value<0.05), thus H1 is accepted.
This shows that SMEs’ ability to absorb external knowledge
significantly influences their capacity to develop innovative
new products. This finding is consistent with previous re-
search emphasizing the importance of absorptive capacity in
enhancing new product innovation [22]. Absorptive capacity
helps SMEs to understand and assimilate new knowledge
from the external environment, which can then be applied
in the development of new products. This research aligns
with the study by [22], which found that absorptive capacity
can enhance new product development performance in the
manufacturing sector.

The ability to understand and assimilate external knowl-
edge allows SMEs to remain competitive in a rapidly chang-
ing business environment. In the context of Indonesia,
where SMEs often operate with limited resources, absorp-
tive capacity can be an essential tool for driving innovation
and improving product quality. This study shows that SMEs
with high absorptive capacity are better able to adapt to ex-
ternal environmental changes and implement new ideas into
their products, which in turn can enhance their competitive-
ness and business performance [23].

Furthermore, this research emphasizes that new product
development driven by absorptive capacity is not only about
creating better products but also about integrating new
knowledge into broader business strategies. This includes
developing new technologies, improving production process-
es, and introducing products that better meet market needs.
Thus, these findings provide a strong foundation for SMEs
to invest in developing absorptive capacity as part of their
innovation strategy [24].

The second hypothesis indicates a positive and signifi-
cant relationship between absorptive capacity and market-
ing capability (8=0.724; p-value<0.05), thus H2 is accepted.
This shows that absorptive capacity helps SMEs enhance
their marketing capabilities, which are crucial for bringing
new products to market. Effective marketing capabilities
enable SMEs to better promote and distribute their new
products. Previous research by [7, 22] supports this finding,
showing that absorptive capacity plays an important role in
enhancing marketing capabilities in SMEs, which ultimately
has a positive impact on new product performance.

Absorptive capacity enables firms to better understand
market dynamics and respond more effectively to customer
needs. In this context, the research indicates that SMEs with
high absorptive capacity tend to have better marketing capa-
bilities, which are essential for the success of new products in
the market. By assimilating external knowledge, SMEs can
develop more effective marketing strategies, including more
precise market segmentation, stronger marketing messages,
and more efficient product distribution [25].

Additionally, this research emphasizes the importance of
combining absorptive capacity and marketing capabilities to



achieve optimal product performance. In this regard, SMEs
need to ensure that they not only gather and assimilate
external knowledge but also apply it in their marketing
strategies. This is crucial because effective marketing can
enhance the visibility of new products in the market, attract
potential customers, and ultimately increase sales and prof-
itability [24].

However, the third hypothesis shows a negative but not
significant relationship between absorptive capacity and
digital marketing adoption (B=-0.102; p-value>0.05), thus
H3 is rejected. This indicates that although absorptive ca-
pacity is important, other factors might be more influential
in the decision to adopt digital marketing. Other factors
such as technological readiness, organizational culture, and
management support might be more influential in the deci-
sion to adopt digital marketing, as noted by [26, 27].

In this context, although absorptive capacity is import-
ant for innovation and new product development, digital
marketing adoption may require additional specific condi-
tions. For example, technological readiness is a crucial factor
that can influence an SME’s ability to implement digital
marketing strategies. Without adequate technological infra-
structure and technical knowledge, efforts to adopt digital
marketing may not succeed, even if the company has high
absorptive capacity [7].

In addition to technological readiness, management
support is also crucial in digital marketing adoption. Man-
agement support can facilitate the provision of necessary
resources, both financial and human, to implement new
technology. Proactive and visionary management can fos-
ter an innovation culture within the organization, which is
essential for the successful adoption of digital marketing.
Therefore, these findings indicate that although absorptive
capacity is an important factor, additional factors such as
technological readiness and management support must also
be considered to encourage digital marketing adoption.

The fourth hypothesis indicates a positive but not sig-
nificant relationship between new product development and
digital marketing adoption (8=0.095; p-value>0.05), thus
H4 is rejected. This indicates that new product development
does not directly influence the decision to adopt digital
marketing. Other factors such as marketing strategy and
technological readiness might be more influential in digital
marketing adoption. Research by [28] shows that the choice
of digital marketing channels is more influenced by factors
such as marketing strategy and customer trust than by new
product development itself.

In this case, merely developing innovative new products
is not enough to ensure the successful adoption of digital
marketing. Strong marketing strategies and adequate tech-
nological readiness play a more dominant role in this deci-
sion. For example, a good marketing strategy should include
a deep understanding of consumer behavior, precise market
segmentation, and effective distribution channel selection.
Without a targeted strategy, digital marketing efforts may
not achieve the desired results, even if the products being
marketed are highly innovative [28].

Additionally, this research highlights the importance
of customer trust in digital marketing adoption. Customers
who have high trust in a brand and its products are more
responsive to digital marketing efforts. Therefore, SMEs
need to focus on building and maintaining customer trust
through consistent product quality and excellent customer
service. Thus, digital marketing adoption can be more suc-

cessful if supported by strong marketing strategies and high
customer trust [7].

The fifth hypothesis indicates a positive but not signifi-
cant relationship between marketing capability and digital
marketing adoption (3=0.174; p-value>0.05), thus H5 is
rejected. This indicates that marketing capability alone is
not sufficient to drive digital marketing adoption without
support from other factors. Previous research shows that
digital marketing adoption requires support from various
other factors such as technological readiness and manage-
ment support. Research by [28] shows that the combination
of marketing capability and absorptive capacity can accel-
erate digital marketing adoption and enhance new product
performance.

Effective marketing capabilities are indeed important,
but they are not sufficient to drive digital marketing adop-
tion without adequate technological and managerial sup-
port. For example, technological readiness allows companies
to integrate various digital tools and platforms needed to
run effective digital marketing campaigns. Without ade-
quate technological infrastructure, strong marketing capa-
bilities may not translate into successful digital marketing
strategies [29].

Managerial support is also very important in this regard.
Supportive management can provide the necessary resourc-
es to implement new technology and ensure that all team
members have an adequate understanding of how to use it.
This support can include training, skill development, and
providing the necessary technological tools. Thus, a com-
bination of marketing capabilities, technological readiness,
and managerial support is key to driving successful digital
marketing adoption [25].

The sixth hypothesis indicates a positive and signifi-
cant relationship between digital marketing adoption and
new product performance (8=0.628; p-value<0.05), thus
H6 is accepted. This indicates that digital marketing adop-
tion has a positive impact on new product performance,
reinforcing the importance of digital marketing strategies
in today’s business landscape. Previous research supports
this finding, showing that digital marketing adoption can
enhance new product performance by expanding market
reach and increasing customer interaction. The right choice
of digital marketing channels can increase information
flow and customer trust, positively affecting new product
performance [28].

In this context, digital marketing adoption enables SMEs
to reach a wider market at a relatively lower cost compared
to traditional marketing methods. Digital platforms such
as social media, search engines, and email marketing al-
low SMEs to communicate their new products to a larger
and more segmented audience. This increases the chances of
attracting new customers and retaining existing ones, which
in turn can increase sales and profitability [7].

Additionally, digital marketing allows SMEs to interact
directly with their customers, which can increase customer
satisfaction and build stronger relationships. This direct
interaction also provides SMEs with valuable feedback from
customers, which can be used to improve their products and
services. Thus, digital marketing adoption not only enhances
the visibility of new products but also strengthens customer
relationships, which overall positively impacts new product
performance [23].

Finally, the seventh hypothesis indicates that the indi-
rect effect of absorptive capacity on new product perfor-



mance through digital marketing adoption is negative but
not significant (B=—0.064; p-value>0.05), thus H7 is reject-
ed. This indicates that digital marketing adoption does not
significantly mediate the relationship between absorptive
capacity and new product performance. Previous research
shows that absorptive capacity has a more significant impact
on new product performance through marketing capability
than through digital marketing adoption [7]. Other factors
such as marketing strategy and technological readiness also
play important roles in determining new product perfor-
mance [24].

This research emphasizes that determining the adop-
tion of marketing channels through digital marketing is an
important part of the current technological era as an SME
strategy in improving new product performance. Even for
small-scale businesses with limited resources, it is possible
to improve new product performance by adopting available
platforms such as e-commerce and social media. However,
medium and large-scale businesses can invest in strength-
ening digital technology, which is believed to be beneficial.
Therefore, although absorptive capacity is an important fac-
tor, marketing strategy and technological readiness remain
key elements that must be considered to achieve optimal new
product performance [28].

The eighth hypothesis indicates that the combination
of absorptive capacity, marketing capabilities, and tech-
nology adoption has a greater impact on new product per-
formance compared to each factor individually (8=0.758;
p-value<0.05). This confirms that a holistic approach en-
compassing all these aspects is necessary to maximize the
innovation potential of new products in SMEs. In this
regard, the study shows that combining absorptive capacity
with marketing capabilities and technology adoption creates
a synergy that can enhance the overall effectiveness of the
innovation process. Research by [7] supports this finding by
showing that the combination of marketing capabilities and
absorptive capacity can be more effective in enhancing new
product performance than each factor individually.

In other words, absorptive capacity helps SMEs to ab-
sorb and assimilate new knowledge, while marketing capa-
bilities ensure that this knowledge is applied effectively to
promote and distribute new products. Technology adoption,
on the other hand, provides the necessary infrastructure to
implement efficient and effective digital marketing strate-
gies. This combination allows SMEs to leverage new knowl-
edge, apply it in strong marketing strategies, and support it
with the right technology to achieve optimal results [24].

Furthermore, this research shows that in facing rap-
id and unpredictable environmental changes, such as the
COVID-19 pandemic, SMEs that can combine absorptive
capacity, marketing capabilities, and technology adoption
have a greater competitive advantage. The pandemic has
tested the adaptive capabilities of businesses worldwide,
and SMEs that successfully integrate these three factors
have proven to be more capable of navigating these challeng-
es and remaining competitive. This is reinforced by studies
showing that companies that can quickly adapt to environ-
mental and technological changes are more successful in
developing innovative new products [23].

The ninth hypothesis reveals that the impact of environ-
mental changes, such as the COVID-19 pandemic, mediates
the relationship between absorptive capacity and new prod-
uct performance (8=0.532; p-value<0.05). This indicates
that SMEs that can adapt to environmental changes and

adopt new technology are more successful in developing
innovative new products. In this context, absorptive ca-
pacity enables firms to understand and respond quickly to
environmental changes, while technology adoption provides
the necessary tools to implement these responses effectively.
Research by [25] supports this finding by showing that ab-
sorptive capacity plays a crucial role in the commercializa-
tion capability of innovations in manufacturing and service
companies.

Moreover, environmental changes such as the COVID-19
pandemic have significantly altered market dynamics and
consumer behavior. SMEs with high absorptive capacity can
more easily adjust their strategies to meet these changing
market needs. They can leverage new knowledge to develop
products that are more aligned with current market condi-
tions and use digital technology to market and distribute
their products more efficiently. This demonstrates that the
combination of absorptive capacity, marketing capabilities,
and technology adoption not only enhances new product
performance but also allows SMEs to remain relevant and
competitive amid rapid environmental changes [24].

Ultimately, this research highlights the importance of a
holistic approach in supporting innovation and new product
performance in Indonesian SMEs. By integrating absorp-
tive capacity, marketing capabilities, and technology adop-
tion, SMEs can better face the challenges and opportunities
arising from environmental and technological changes. This
approach not only improves new product performance but
also provides sustainable competitive advantages for SMEs
in an increasingly dynamic and competitive market [28].

This research provides an advantage by developing a
model that predicts new product performance based on
digital marketing adoption in Indonesian SMEs. The pro-
posed solution has the advantage of showing that absorptive
capacity and marketing capabilities play a crucial role in
new product performance and identifying additional factors
influencing digital marketing adoption. This differs from pre-
vious research that focused more on the manufacturing sector
without considering the specific context of Indonesian SMEs
and the impact of the COVID-19 pandemic. Thus, the pro-
posed solution addresses the problems defined in section 2
by demonstrating that absorptive capacity and marketing
capabilities significantly influence new product performance.
This research fills the existing gap by identifying the factors
influencing digital marketing adoption in Indonesian SMEs
and their impact on new product performance.

Through the feature of absorptive capacity, this research
provides an advantage by demonstrating how the ability
to absorb and assimilate external knowledge can enhance
new product development and marketing capabilities. This
allows SMEs to be more adaptive to environmental and
technological changes, unlike previous research that did
not emphasize this aspect of adaptability specifically in the
context of Indonesian SMEs. This research enables Indone-
sian SMEs to be better prepared to face the challenges and
opportunities arising from environmental changes and new
technology adoption, made possible by strong absorptive
capacity and effective marketing strategies.

7. Conclusions

1. The most critical factors among the parameters influ-
encing new product performance in Indonesian SMEs are



identified through the measurement model assessment. Indi-
cators with the highest loading factors for each latent vari-
able play a key role. For Absorptive Capacity, indicator AC3
has the highest loading factor at 0.852, indicating that the
ability of SMEs to absorb external knowledge significantly
impacts their innovation capacity and new product devel-
opment. In New Product Development, indicator NPD4
has the highest loading factor at 0.886, suggesting that new
initiatives in product development are crucial for the success
of new products. In Marketing Capability, indicator MC3
with the highest loading factor at 0.878 demonstrates that
strong marketing strategies are essential in expanding mar-
ket reach and enhancing customer interaction. Therefore,
focusing on enhancing these indicators can significantly
improve new product performance in Indonesian SMEs.
Strong absorptive capacity enables SMEs to more effectively
adopt innovations and new knowledge, robust new product
development ensures that the products meet market needs,
and strong marketing capabilities ensure that these products
are successfully marketed and accepted by consumers.

2. The model predicting new product performance in In-
donesian SMEs highlights the relationships between several
variables. Hypothesis testing using bootstrap analysis with
PLS-SEM reveals that Absorptive Capacity hasa positiveand
significant effect on New Product Development (3=0.763;
p-value<0.05) and Marketing Capability (3=0.724; p-val-
1ue<0.05). These relationships are highly significant, indi-
cating that improvements in absorptive capacity directly
enhance the ability of SMEs to develop new products and
improve their marketing capabilities. Additionally, Digi-
tal Marketing Adoption shows a highly significant effect
on New Product Performance (8=0.628; p-value<0.05).
This emphasizes the importance of digital marketing adop-
tion in enhancing new product performance. However,
Absorptive Capacity does not show a significant effect
on Digital Marketing Adoption (3=—0.102; p-value>0.05),
nor do New Product Development (8=0.095; p-value>0.05)
and Marketing Capability (8=0.174; p-value>0.05). This

suggests that other factors might be more influential in
driving digital marketing adoption. Overall, these find-
ings indicate that to improve new product performance,
Indonesian SMEs should focus on enhancing their absorp-
tive capacity, strengthening new product development, and
adopting effective digital marketing strategies. These three
factors are key to ensuring the success of new products in
the market.
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