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Abstract

Small and Medium Enterprises (SMEs) in Indonesia have a strategic role in the na-
tional economy and face challenges in global competition. These challenges include 
limited access to capital, limitations in technology adoption, low innovation capac-
ity, and the need for more human resource development. Many SMEs also operate 
informally, facing obstacles in obtaining policy support or broader market access. This 
study aims to analyze the effect of Customer Relationship Management (CRM) and 
market orientation on SMEs’ performance, with innovation capabilities as a mediating 
variable. The study was conducted on 348 respondents who were SMEs business actors 
producing packaged food in North Sumatra. The method used is quantitative through 
surveys and data analysis using the Structural Equation Modeling (SEM) Partial Least 
Squares (PLS) technique. The results of the study indicate that Customer Relationship 
Management (CRM) has a positive influence on SMEs performance (p=0.000) and 
innovation capabilities (p=0.011). Besides, market orientation also contributes sig-
nificantly to SMEs’ performance (p=0.000) and innovation capabilities (p=0.000). 
Innovation capabilities have been proven to improve SMEs’ performance (p=0.000). 
In the indirect effect, innovation capabilities mediate between CRM and SMEs’ perfor-
mance (p=0.013) and between market orientation and SMEs’ performance (p=0.000). 
These results indicate that CRM and market orientation not only have a direct effect 
on SMEs’ performance but also indirectly through increasing innovation capabilities.
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INTRODUCTION 

SMEs as packaged food producers in Indonesia have a significant role 
in supporting global economic growth and creating jobs. In addition 
to being one of the main sectors contributing to domestic income, 
SMEs as packaged food producers also play a role in strengthening 
economic resilience by developing innovative local products. However, 
increasingly competitive market dynamics, changes in consumer pref-
erences and pressure from large-scale business actors require SMEs 
to adopt effective strategies to maintain competitiveness. These strat-
egies include improving customer relationships, adapting to market 
needs, and developing relevant innovations to meet growing consum-
er demand (Nicolescu & Rîpa, 2024).
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Amid these challenges, SMEs as packaged food producers also face pressure to digitally transform and 
innovate in presenting products that are not only of high quality but also in line with market trends 
such as sustainability and health. Besides, limited resources, both in capital, access to technology, and 
managerial expertise, are the main obstacles often experienced by SMEs. To survive and thrive, SMEs 
must utilize strategies that can optimize existing resources, such as effective Customer Relationship 
Management (CRM) and proactive market orientation, to create sustainable added value and increase 
competitiveness in domestic and global markets (Aloqool et al., 2022). 

The main problem SMEs face as packaged food producers in Indonesia is the inability to compete in an 
increasingly competitive market due to limitations in managing customer relationships, understanding 
market needs, and developing innovation. Many SMEs have difficulty implementing the right strate-
gies to increase customer satisfaction and loyalty, understand changes in consumer preferences, and 
produce innovative and relevant products to market trends. Besides, limited resources, such as access 
to technology, capital, and managerial expertise, further exacerbate the situation. This gap is a serious 
challenge that hinders the ability of SMEs in packaged food to utilize the full potential of CRM, market 
orientation, and innovation capabilities in driving continuous performance improvement.

1. LITERATURE REVIEW 

In facing the ever-changing market dynam-
ics, especially for Small and Medium Enterprises 
(SMEs), a management strategy is needed to help 
businesses adapt and remain competitive. One 
crucial aspect that influences the success of SMEs 
is how SMEs can build strong relationships with 
customers and understand market needs more 
deeply. Reviewing strategic approaches proven ef-
fective in the literature is essential to understand 
how SMEs can improve business performance. 
The two main approaches that are the focus of this 
study are Customer Relationship Management 
(CRM) and market orientation. These two con-
cepts have received extensive attention in various 
studies because they are essential in helping busi-
nesses respond better to customer needs and mar-
ket dynamics. The following is a literature review 
that discusses the contribution of both to SMEs’ 
performance.

Customer Relationship Management (CRM) is es-
sential for businesses because it focuses on man-
aging long-term customer relationships, which 
are crucial to business success. CRM helps com-
panies understand customer needs, preferences, 
and behaviors more deeply, allowing them to pro-
vide more personalized and targeted services (Sofi 
et al., 2020; Guerola-Navarro et al., 2024). With 
CRM, businesses can improve customer satisfac-
tion, strengthen loyalty, and drive customer reten-
tion, ultimately contributing to increased revenue 

and business growth (Kumar & Mokha, 2021). For 
SMEs, CRM is crucial in helping them compete 
in an increasingly competitive market by provid-
ing them with tools to retain customers and im-
prove their experience despite having more lim-
ited resources than large companies (AlQershi et 
al., 2022; Daulay & Saputra, 2018).

CRM and market orientation are two strategic ap-
proaches widely discussed in management litera-
ture to improve business performance, especially 
in the context of Small and Medium Enterprises 
(SMEs). CRM refers to the strategies and technolo-
gies used to manage and analyze customer inter-
actions to increase customer satisfaction and loy-
alty (Sofi et al., 2020; Guerola-Navarro et al., 2024); 
CRM involves technological systems, processes, 
and strategies aimed at better understanding and 
responding to customer needs (Kumar & Mokha, 
2021). The studies by Qalati et al. (2024), Barasa 
and Ahmad (2024), AlQershi et al. (2022) confirm 
that effective CRM implementation can improve 
customer relationships and improve business.  

CRM has been shown to positively impact a com-
pany’s performance by improving customer re-
lationships and enhancing customer experience 
(Mokha & Kumar, 2022). The researches by Khan 
et al. (2022) and Kumar and Misra (2021) show 
that effective CRM implementation can improve 
customer satisfaction and, in turn, improve busi-
ness performance. For SMEs as packaged food 
producers in Indonesia, which often have limited 
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resources, CRM implementation can provide sig-
nificant competitive advantages by improving un-
derstanding of customer needs and responding to 
them more effectively (Sardjono et al., 2021).

Market orientation is one of the strategic approach-
es in the business world because it encourages 
companies to proactively identify and respond to 
market needs. Market orientation emphasises the 
importance of companies collecting information 
about customers, competitors, and market trends 
(Schulze et al., 2022; Sampaio et al., 2019), and us-
ing this information to create better customer val-
ue. With this approach, companies can be more 
adaptive to changes in the external environment 
and more effective in developing products and 
services relevant to market needs (Medrano et al., 
2020). Besides, market orientation also plays a role 
in increasing a company’s innovation, strengthen-
ing customer relationships, and supporting busi-
ness competitiveness in an increasingly competi-
tive market.

Existing literature supports the importance of 
market orientation as a critical driver of business 
performance. Market orientation plays a signifi-
cant role in increasing innovation because com-
panies with high market orientation tend to un-
derstand market dynamics better and can develop 
more innovative products (Puspaningrum, 2020). 
Market orientation positively affects business per-
formance (Akintola et al., 2024), it helps compa-
nies be more responsive to changes and customer 
demands. With a market orientation approach, 
companies can be more adaptive to changes in the 
external environment and more effective in de-
veloping products and services relevant to market 
needs (Randhawa et al., 2021). 

Existing literature supports the importance of 
market orientation as a critical driver of business 
performance. Market orientation consists of three 
main components: customer orientation, compet-
itor orientation, and inter-functional coordination 
(Alabsy, 2021). These three elements enable com-
panies to integrate market insights into their busi-
ness strategies, ultimately contributing to achiev-
ing competitive advantage and improving per-
formance. The study by Kumar and Singh (2024) 
emphasised that market orientation is about un-
derstanding customers and proactively respond-

ing to their needs. High market orientation tends 
to understand market dynamics better and can 
develop more innovative products (Pratono et al., 
2019). Thus, market orientation is a tool for un-
derstanding the market and a critical factor in 
improving companies’ innovation, performance, 
and competitiveness in various industries, includ-
ing the SMEs sector.

On the other hand, Market Orientation includes a 
deep understanding of market needs and prefer-
ences and the company’s ability to respond effec-
tively to market changes (Taghvaee & Talebi, 2023). 
Market Orientation, which involves customer ori-
entation, competitor orientation, and inter-func-
tional orientation, also significantly influences 
business performance (Dahleez & Abdelfattah, 
2022; Yaskun et al., 2023). According to Fatonah 
and Haryanto (2022) and Falahat et al. (2022), 
strong market orientation can help companies 
adapt to market changes and increase their com-
petitiveness. This is important for food product 
SMEs that must continuously adapt to changing 
consumer preferences and dynamic market trends.

Innovation capability is an organization’s abil-
ity to develop, implement, and utilize new ideas 
that create added value for the company and cus-
tomers (Migdadi, 2022; Ali et al. 2020). In an in-
creasingly competitive and dynamic business en-
vironment, Innovation Capabilities are crucial 
to achieving a sustainable competitive advantage 
(Ferreira et al., 2020). Organizations with high 
Innovation capabilities can respond to market 
changes and meet evolving customer needs more 
effectively. Innovation capabilities consist of sev-
eral dimensions, including the ability to generate 
new ideas, develop innovative products and pro-
cesses, and market and distribute these innova-
tions (Najafi-Tavani et al., 2018; Zhang et al., 2020). 
Besides, organizational aspects such as innovation 
culture, structures that support collaboration and 
management systems that encourage experimen-
tation also play an essential role in improving in-
novation capabilities (Lam et al., 2021).

Innovation depends on internal capabilities and 
engagement with external parties to gain addition-
al knowledge and resources (Hameed et al., 2021). 
Therefore, innovation capabilities are not only re-
lated to the internal capabilities of SMEs but also 
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include collaborative networks that can support 
the innovation process. In Small and Medium 
Enterprises (SMEs) context, innovation capabili-
ties are crucial because they help small companies 
stay relevant and competitive in a changing mar-
ket. SMEs adopting good innovation capabilities 
can increase their competitiveness, optimize lim-
ited resources, and expand market share (Qalati et 
al., 2021). Besides, innovation capability is consid-
ered an important mediator that links CRM strat-
egy and market orientation with business perfor-
mance (Cepeda & Arias-Pérez, 2019). Innovation 
capabilities can strengthen the relationship be-
tween marketing strategy and business perfor-
mance by enabling the implementation of innova-
tive ideas that contribute to competitive advantage 
(Jakhar et al., 2019; Ferreira et al., 2020). 

Recent studies have shown that the combination 
of CRM and market orientation can enhance in-
novation capabilities that ultimately have a posi-
tive impact on business performance (Migdadi et 
al., 2017; Kumar & Singh, 2024). This reflects the 
importance of understanding how CRM and mar-
ket orientation interact through innovation capa-
bilities to achieve optimal performance outcomes, 
especially in dynamic and diverse food product 
SMEs. Integrating CRM and market orientation 
can strengthen innovation capabilities that posi-
tively affect business performance (Qalati et al., 
2024). Innovation capability can be strengthened 
by implementing effective CRM and market ori-
entation strategies, ultimately improving busi-
ness performance. However, most of these stud-
ies do not specifically examine the food product 
SMEs sector, which has unique characteristics and 
challenges. 

Research examining the influence of innovation 
capability as a mediator in the context of SMEs in 
packaged food products still needs to be complet-
ed. Although many studies examine the impact 
of CRM and market orientation on business per-
formance in general, research explicitly examin-
ing innovation capability in the SME food product 
sector has yet to be widely conducted. This reflects 
a gap in the literature that needs to be filled to 
provide a deeper understanding of how innova-
tion capability mediates the relationship between 
CRM, market orientation, and SMEs performance. 
Most previous studies have not considered how in-

novation capability can mediate the relationship 
between CRM and market orientation with SMEs’ 
performance. This study attempts to fill this gap 
by focusing on the context of SMEs in food prod-
ucts in Indonesia, an area with unique character-
istics and particular challenges.

As the understanding of the role of CRM, mar-
ket orientation, and innovation capability in 
supporting the performance of packaged food 
SMEs deepens, it is important to explore how 
these three factors interact and influence each 
other in the context of the Indonesian market. 
This study examines the influence of Customer 
Relationship Management (CRM) on SMEs’ 
performance and innovation capability, mar-
ket orientation on SMEs’ performance and in-
novation capability and the mediating influence 
of Innovation Capability between Customer 
Relationship Management (CRM) and market 
orientation on SMEs’ performance.

2. AIMS AND HYPOTHESES

This study aims to analyze the effect of Customer 
Relationship Management (CRM) on SMEs’ per-
formance and innovation capability, analyze the 
effect of market orientation on SMEs performance 
and innovation capability and test the effect of 
Customer Relationship Management (CRM) and 
market orientation on SMEs performance in me-
diating innovation capability in SMEs in food 
packaging producers in North Sumatra, Indonesia. 

Figure 1 shows that the urgency of this study lies 
in the need to understand how CRM and market 
orientation can influence each other through in-
novation capabilities to improve the performance 
of food product SMEs. By focusing on the SMEs 
sector, which often faces resource constraints 
and intense competition, this study aims to pro-
vide significant practical contributions to design-
ing more effective strategies for SMEs. This study 
also aims to provide academic contributions by 
filling gaps in the existing literature and provid-
ing new insights into the role of innovation ca-
pabilities in mediating the relationship between 
CRM and market orientation with SMEs’ perfor-
mance (Al Taweel & Al-Hawary, 2021; Kumar & 
Singh, 2024). 
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Based on the formulation of the problem, the fol-
lowing hypotheses were developed in this study:

H1: Customer Relationship Management can 
improve SMEs’ performance positively and 
significantly.

H2:  Customer Relationship Management can 
improve innovation capabilities positively 
and significantly.

H3:  Market orientation can improve SMEs’ per-
formance positively and significantly.

H4:  Market orientation can improve Innovation 
Capabilities positively and significantly.

H5:  Innovation capabilities can improve SMEs’ 
performance positively and significantly in-
direct effects.

H6:  Customer Relationship Management can 
improve SMEs’ performance positively 
and significantly mediated by innovation 
capabilities.

H7:  Market orientation can improve SMEs’ per-
formance positively and significantly medi-
ated by innovation capabilities.

3. METHODOLOGY

This study uses a quantitative design with a sur-
vey approach to analyze the influence of Customer 
Relationship Management (CRM) and market ori-
entation on SMEs’ performance in North Sumatra, 
Indonesia, with innovation capabilities as a medi-
ating variable. This design was chosen to collect 
systematic data and in-depth statistical analysis.

The population in this study consisted of SMEs 
as food packaging producers in North Sumatra, 
Indonesia, estimated at 595,779 SMEs. So, in the 
sample calculation using the Isaac and Michael 
Table with a significance level of 5%, a sample of 
348 respondents of UMKM food producers in 
North Sumatra, Indonesia, was obtained.

Data were collected through direct and online 
questionnaire distribution, focusing on [specific 
data points]. The questionnaire was sent to re-
spondents via social media platforms and email, 
explaining the purpose of the study to ensure 
maximum participation. Before data collection, a 
questionnaire trial was conducted on 30 respon-
dents to ensure the validity and reliability of the 
instrument.

This study uses indicators to measure each variable, 
including Customer Relationship Management, 
with indicators: comparing competitors, retaining 
new customers, customer satisfaction, retaining 
existing customers, and involvement in new prod-
uct development (Li et al., 2023; Guerola-Navarro 
et al., 2021); market orientation with indicators: 
understanding customer needs, collecting cus-
tomer data, technology improvements, competi-
tor information, competitor strategy informa-
tion, and responsiveness (Habib et al., 2020).; in-
novation capability with indicators: innovation 
strengthens product lines, knowledge and skills 
according to market needs, strengthens competi-
tiveness and creativity in innovation, creates new 
value for customers, utilizes organizational intel-
ligence and manages technology (Donate et al., 
2022); SMEs’ performance with indicators: sus-
tainable development, increased product/service 
quality, SMEs customers appreciate the quality 
of products/services, SMEs sales volume, has in-

Figure 1. Research framework

Customer Relationship 

Management (CRM)

Market orientation

SMEs’ performance

Innovation capability
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creased over the past year, increased SMEs sales 
and profits, achieved SMEs profit targets, added 
new customers in the last 12 months, carried out 
new product development (Ramdan et al., 2022). 
Multivariate analysis is used for processing vari-
ables in large numbers, where the aim is to find 
the influence of these variables on an object simul-
taneously or simultaneously with the data analysis 
technique using SEM PLS 4.0.

The collected data were analyzed using the 
Structural Equation Modeling (SEM) technique 
with the Partial Least Squares (PLS) approach. 
This analysis was carried out using SmartPLS 
4.0 software to test the relationship between in-
dependent variables (CRM and market orienta-
tion), mediator variables (innovation capabilities), 
and dependent variables (SMEs’ performance). 
Instrument validity and reliability tests were also 
carried out to ensure the reliability of the data ob-
tained. The results of the validity test showed that 
all questionnaire items met validity and reliability.

This study follows the principles of research eth-
ics by ensuring the confidentiality of respondent 
data and asking for consent before filling out the 
questionnaire. Respondents were given a detailed 
explanation of the purpose of the study, including 
its potential impact and the importance of their 
participation. No financial compensation was of-
fered, so participation was voluntary.

Table 1. Distribution of respondents

Characteristics Category Quantity Percentage

Gender

Male 158 45.40

Female 190 54.6

Total 348 100

Age

20-25 17 4.88

26-30 21 6.03

31-35 72 20.68

36-40 80 22.98

41-45 95 27.29

46-50 37 10.62

> 51 26 7.52

Total 348 100.00

Education 
background

High school and 

below
64 18.39

Diploma 87 25

Bachelor 197 56.61

Total 348 100

Status

Married 239 68.98

Single 109 31.01

Total 348 100

Table 1 shows the demographic results obtained; 
the respondents in this study amounted to 348 
people with a reasonably even gender distribu-
tion, namely 45.40% male and 54.60% female. 
Most respondents are 36-45 years old, with a 
percentage of 22.98% for ages 36-40 years and 
27.29% for ages 41-45 years, indicating that most 
respondents are adult individuals in the produc-
tive phase. Regarding education, most respon-
dents (56.61%) have a bachelor’s degree, 25% have 
a diploma, and 18.39% have secondary education 
or below. Regarding marital status, most respon-
dents (68.98%) are married, while 31.01% are sin-
gle. These data indicate that respondents have a 
relatively high level of education, and most are in 
a mature age and phase of life, which can have im-
plications for their experience and understanding 
of running SMEs.

Overall, these results show a diverse demograph-
ic profile but tend to have a positive tendency to-
wards female involvement, sufficient experience in 
productive age, good education level, and stabil-
ity in marital status. This can influence decision-
making, strategies for managing SMEs, and the 
potential for innovation and business growth.

4. RESULTS

Validity and reliability testing is fundamental to 
ensure that each construct in the research mod-
el is reliable and valid when measuring the study 
variables. The loading factor is used to see the con-
tribution of each indicator to its construct, where a 
higher value indicates that the indicator is relevant 
in measuring the intended construct. Cronbach’s 
Alpha and composite reliability are used to assess 
the instrument’s reliability, with values above 0.7 
considered adequate. On the other hand, AVE 
evaluates how much variance can be explained 
by the construct compared to the error variance, 
with values above 0.5 indicating good convergent 
validity. Once this validity and reliability are veri-
fied, the structural model is ready to be tested fur-
ther in hypothesis testing.

Table 1 shows the results of the model measure-
ment analysis, indicating that all constructs met 
the criteria for adequate reliability and valid-
ity. For the Customer Relationship Management 
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(CRM) construct, the loading factor value of each 
item ranges from 0.785 to 0.926, indicating that 
all indicators significantly contribute to measur-
ing the construct. With Cronbach’s Alpha of 0.863 
and Composite Reliability (CR) of 0.910, the inter-
nal reliability of the CRM construct is excellent. 
The AVE (Average Variance Extracted) value of 
0.614 indicates that more than 50% of the indica-
tor variance is explained by this construct, indicat-
ing good convergent validity. Market Orientation 
(MO) construct also shows strong results, with a 
loading factor value between 0.711 and 0.888, a 
Cronbach’s Alpha of 0.909, and a composite reli-
ability of 0.915, all indicating excellent reliability 
and internal consistency. The AVE for the market 
orientation construct of 0.688 indicates conver-
gent solid validity, which underscores the robust-
ness of the market orientation construct in mea-
suring market orientation.

The Innovation Capability (IC) construct has a 
loading factor value between 0.731 and 0.877, in-
dicating valid indicators. Cronbach’s Alpha of 
0.865 and Composite Reliability of 0.875 indicate 

that this construct is reliable. Although the AVE 
of 0.598 is close to the minimum limit, it indicates 
adequate convergent validity.

For SMEs’ performance, the loading factor val-
ues range from 0.756 to 0.903, indicating a sig-
nificant contribution from each indicator to this 
construct. The high Cronbach’s Alpha of 0.928 
and Composite Reliability of 0.937 indicate strong 
reliability and consistency. The AVE of 0.676 sug-
gests that the indicator variance explained by this 
construct is adequate.

The innovation capabilities R-squared value of 
0.633 indicates that the independent variables 
used in the model can explain 63.3% of the vari-
ation that occurs in the innovation capabilities 
variable. Thus, this model has quite predictive 
solid power in explaining changes in innova-
tion capabilities. Meanwhile, the slightly lower 
adjusted R-squared value (0.630) indicates that 
the predictive power remains consistent and 
valid when considering the number of variables 
in the model.

Table 2. Measurement validity and reliability

Construct Item Item loadings Cronbach’s Alpha
Composite 

Reliability
AVE

Customer Relationship 
Management

CRM1 0.796

0.863 0.910 0.614

CRM2 0.871

CRM3 0.926

CRM 4 0.880

CRM5 0.840

CRM6 0.785

Market Orientation

MO1 0.758

0.909 0.915 0.688

MO2 0.888

MO3 0.733

MO4 0.753

MO5 0.711

MO6 0.787

Innovation Capability

IC1 0.807

0.865 0.875 0.598

IC2 0.857

IC3 0.856

IC4 0.731

IC5 0.877

IC6 0.839

SMEs’ performance

Perf1 0.884

0.928 0.937 0.676

Perf1 0.803

Perf1 0.826

Perf1 0.889

Perf1 0.903

Perf1 0.789

Perf1 0.874

Perf1 0.756
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The R-squared value of SMEs’ performance of 
0.794 indicates that the independent variables 
in this model can explain 79.4% of the variation 
that occurs in SMEs’ performance. This suggests 
that the model has extreme predictive power in 
explaining SMEs’ performance. The adjusted 
R-squared value of 0.792 indicates a minor adjust-
ment that still shows that the model has excellent 
predictive ability, even though it takes into ac-
count the number of predictor variables.

Overall, the R-squared values indicate that the 
model is adept at explaining the dependent vari-
ables. This model can predict SMEs innovation 
and performance capabilities, reassuring reassur-
ance about its effectiveness.

After the outer model test is carried out to ensure 
the validity and reliability of the measurement in-
strument, the hypothesis test becomes the next 
crucial step. This test evaluates the relationship 
between the variables in the structural model, de-
termining whether the hypothesized relationship 
between the independent and dependent variables 
has a significant influence. The test results provide 
an overview of the strength and direction of the 

influence of each variable and help assess whether 
the research model supports or rejects the pro-
posed hypothesis. This analysis, which includes 
statistical significance tests, such as t-statistic and 
p-value, is vital for determining the confidence 
level in the tested influence, ensuring the conclu-
sions drawn are accurate and reliable in explain-
ing the relationship between variables in this 
study. Moreover, this hypothesis test validates the 
previously built conceptual model, whether it sup-
ports the hypothesis or needs to be revised to the 
proposed model. This process is crucial for assess-
ing the extent to which the model can explain the 
phenomenon being studied and provide insight 
for better decision-making in the future.

The research model in Figure 2 illustrates the re-
lationship between customer relationship man-
agement (CRM), market orientation, innovation 
capabilities, and SMEs’ performance. CRM and 
market orientation are hypothesised to influence 
SMEs’ performance directly in this model. Besides, 
innovation capabilities act as a mediating variable 
that connects CRM and market orientation with 
SMEs’ performance. This model shows that CRM 
and market orientation directly affect business 

Figure 2. Research path coefficient model
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performance and contribute indirectly by increas-
ing innovation capabilities, ultimately strengthen-
ing SMEs’ performance. This approach provides a 
comprehensive picture of how customer manage-
ment strategies and market orientation, integrated 
with innovation capabilities, can improve compet-
itiveness and business success in the SMEs sector.

The study results in Table 3 show a positive and 
significant influence between CRM and SMEs 
performance, with a coefficient of 0.341. This in-
dicates that exemplary CRM implementation can 
improve SMEs’ performance. CRM positively 
and significantly influences innovation capabil-
ity, with a coefficient of 0.123. This shows that ef-
fective CRM can encourage SMEs to develop 
innovation capabilities. A significant favorable 
influence exists between market orientation and 
SMEs performance (coefficient 0.239). This in-
dicates that a strong market orientation can im-
prove SMEs’ performance. The relationship be-
tween market orientation and innovation capabil-
ity is powerful and significant, with a coefficient of 
0.700. This indicates that good market orientation 
significantly improves SMEs innovation capa-
bilities. Innovation capability and SMEs’ perfor-
mance positively and significantly influence (coef-
ficient 0.408). This shows that increasing innova-
tion capability can directly affect improving SMEs’ 
performance.

Notably, the study reveals a significant indirect ef-
fect of CRM on SMEs’ performance through in-
novation capability (coefficient 0.050). This un-
derscores that CRM not only directly influences 
performance but also does so through the en-
hancement of innovation capabilities. Similarly, 
the indirect effect of market orientation on SMEs’ 
performance through innovation capabilities is 

also significant, with a coefficient of 0.286. This 
underscores that market orientation contributes 
to SMEs’ performance by bolstering innovation 
capabilities.

Overall, the analysis results show that both CRM 
and market orientation significantly affect SMEs’ 
performance, both directly and through innova-
tion capabilities. This shows the importance of 
CRM and market orientation in improving com-
petitiveness and business performance in the 
SMEs’ sector.

5. DISCUSSION 

The results of this study provide in-depth in-
sights into the influence of Customer Relationship 
Management (CRM) and market orientation 
on the performance of packaged food SMEs in 
Medan, with innovation capabilities as a media-
tor. These findings are relevant in business devel-
opment, especially in highly competitive sectors 
such as SMEs. In this section, the study’s results 
will be discussed in detail and comprehensively, 
revealing the practical implications of the find-
ings and providing an in-depth analysis of how 
CRM and market orientation strategies can be op-
timized to improve the performance and competi-
tiveness of SMEs.

The analysis shows that customer relationship 
management (CRM) significantly affects SMEs’ 
performance. This finding aligns with previous 
studies stating that CRM is a strategic tool that 
improves the relationship between businesses 
and customers, which drives customer loyalty 
(Magatef et al., 2023; Alqershi et al., 2020). By uti-
lizing information technology, SMEs can collect 

Table 3. Result path coefficient and mediating effects

Hypotheses Original sample t-statistics p-values Result

Direct effect
H1: Customer Relationship Management → SMEs’ performance 0.341 9.494 0.000 Supported

H2: Customer Relationship Management → innovation capabilities 0.123 2.553 0.011 Supported

H3: Market orientation → SMEs’ performance 0.239 4.326 0.000 Supported

H4: Market orientation → innovation capabilities 0.700 17.252 0.000 Supported

H5: Innovation capabilities → SMEs’ performance 0.408 8.824 0.000 Supported

Indirect effect
H6: Customer Relationship Management → innovation capabilities →  
SMEs’ performance

0.050 2.484 0.013 Supported

H7: Market orientation → innovation capabilities → SMEs’ performance 0.286 8.304 0.000 Supported
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relevant data on customer preferences to better 
respond to market needs. Effective CRM encour-
ages SMEs to collect and analyze customer data. 
SMEs can customize their products and services 
with the correct information to better suit cus-
tomer needs. Besides, the CRM approach helps 
create a better customer experience, leading to in-
creased satisfaction and loyalty. A more targeted 
and personalized communication strategy can 
improve customer interactions, making them feel 
more valued and involved (Guerola-Navarro et al., 
2024). Therefore, proper CRM implementation not 
only improves customer relationships but also di-
rectly contributes to improving the performance 
and competitiveness of SMEs in a competitive 
industry. 

Strengthening these relationships can create cus-
tomer advocacy, where satisfied customers will 
recommend the product to others, organically ex-
panding the market reach of SMEs. This increases 
sales and strengthens the brand’s reputation in 
the eyes of consumers (Kumar & Mokha, 2021). 
When SMEs invest resources in understanding 
and meeting customer needs, they create sustain-
able added value and increase competitive advan-
tage in the market. Thus, emphasizing CRM as 
part of a business strategy can drive product and 
service innovation that better matches customer 
expectations. This process creates a positive cycle 
where customer feedback is used for continuous 
improvement, resulting in better and sustain-
able growth for SMEs in the face of rapid market 
dynamics.

The results of the analysis show that Customer 
Relationship Management (CRM) has a signifi-
cant favorable influence on innovation capabili-
ties; this is due to the ability of CRM to improve 
SMEs’ understanding of customer needs and pref-
erences, which is an essential foundation in the 
innovation process. By effectively collecting and 
analyzing customer data, SMEs can identify mar-
ket trends and develop relevant new products or 
services (Khan et al., 2022; Migdadi, 2020). 

CRM implementation encourages SMEs to inter-
act better with customers, collect feedback, and 
involve them in innovation. This customer en-
gagement not only strengthens relationships but 
also provides valuable insights that can be used 

to develop more targeted innovations (Barasa & 
Ahmad, 2024). Besides, a sound CRM system sup-
ports better internal collaboration among teams, 
facilitating the exchange of ideas and knowledge, 
thereby increasing team creativity and productiv-
ity in creating innovative solutions (AlQershi et al., 
2022).

In a highly competitive era, innovating is key for 
SMEs to survive and thrive. By utilizing CRM, 
SMEs can improve operational efficiency by auto-
mating tasks, streamlining processes and acceler-
ating innovation, ultimately contributing to com-
petitive advantage and sustainable growth in the 
market (Sofi et al., 2020). Therefore, effective CRM 
adoption is crucial in driving innovation capabili-
ties and responsiveness to market changes.

The analysis results show that market orientation 
has a significant favourable influence on SMEs 
performance. Market Orientation includes a deep 
understanding of customer needs and preferenc-
es, as well as responding to changes in the mar-
ket environment. By implementing a strong mar-
ket orientation, SMEs can identify opportunities 
and challenges in the market, allowing them to 
respond quickly and effectively (Crick et al., 2022). 
According to Puspaningrum (2020) and Ali et al. 
(2020), companies with high market orientation 
tend to perform better because they can adapt 
their products and services to customer needs, in-
creasing customer satisfaction and loyalty.

Besides, market orientation also plays a role in cre-
ating innovations that are relevant to market needs. 
When SMEs actively collect and analyze market 
information, they not only understand what cus-
tomers want but can also anticipate future trends. 
This encourages SMEs to innovate and develop 
new products that align with market expectations 
(Kolbe et al., 2022). For example, SMEs that adopt 
an effective market orientation strategy can pro-
duce more innovative products and meet custom-
ers’ evolving needs, increasing their market com-
petitiveness. Thus, market orientation is a signifi-
cant performance driver for SMEs, giving them an 
edge in a competitive market.

The analysis results show that market orientation 
significantly positively affects innovation capa-
bilities in SMEs. Market orientation encourages 
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SMEs to be more sensitive to customer needs and 
desires and monitor changes in the competitive en-
vironment and market trends (Schulze, et al., 2022; 
Wahyono & Hutahaya, 2021). By profoundly under-
standing customer preferences and market needs, 
SMEs can identify areas where innovation is need-
ed (Aydin, 2020), This not only helps develop new, 
more relevant products and services but also cre-
ates a more robust culture of innovation within the 
organization.

Market orientation also improves collaboration 
and communication between teams in SMEs. By 
collecting customer feedback and market informa-
tion regularly, SMEs can integrate these insights in-
to the decision-making process and product devel-
opment (Julian et al., 2020). Customer involvement 
in the innovation process is critical, as constructive 
feedback can be used to improve product ideas and 
concepts. In this way, market orientation not only 
strengthens SMEs’ innovation capabilities but also 
ensures that the resulting innovations are targeted 
more by customer needs. Therefore, market orien-
tation is essential in driving innovation capabilities, 
contributing to the sustainability and growth of 
SMEs in a competitive market.

The analysis results show that innovation capa-
bilities significantly positively affect SMEs perfor-
mance. Innovation capabilities include developing 
and implementing new ideas, products, processes, 
and strategies that can improve operational effi-
ciency and effectiveness (Rumanti et al., 2022; Jalil 
et al., 2022). When SMEs can innovate, they can 
produce products of higher quality and attractive 
to customers, increasing customer satisfaction and 
loyalty. According to Fang et al. (2022), companies 
with solid innovation capabilities perform better 
because they can effectively meet market needs.

Innovation capabilities enable SMEs to adapt quick-
ly to changes in the business environment, such as 
changes in customer demand and industry trends. 
SMEs with a strong innovation culture will be 
more flexible in responding to market changes and 
implementing more efficient solutions (Haddad et 
al., 2019). This helps improve current performance 
and ensures the company’s long-term sustainability. 
Thus, innovation capabilities are crucial for SMEs 
performance, helping them remain competitive 
and relevant in an ever-evolving market.

The study results indicate that Customer Relationship 
Management (CRM) and market orientation posi-
tively and significantly affect SMEs’ performance, 
with innovation capabilities as a mediator. This find-
ing emphasizes the importance of integrating CRM 
and market orientation strategies in improving 
business performance. CRM enables SMEs to build 
stronger customer relationships, while market ori-
entation helps them understand market needs and 
preferences. Thus, both contribute to creating value 
for customers, which in turn has a direct effect on 
SMEs’ performance. This aligns with a study by Sofi 
et al. (2020), which emphasises that good customer 
relationships improve organisational performance.

Furthermore, innovation capabilities mediate be-
tween CRM, market orientation, and SMEs’ perfor-
mance. SMEs can collect and analyse customer data 
with effective CRM to create innovations relevant to 
market needs. On the other hand, market orienta-
tion encourages SMEs to innovate based on growing 
trends and demands. This shows that innovation ca-
pabilities improve the products and services offered 
and strengthen the competitive position of SMEs in 
the market. Finally, the positive impact of CRM and 
market orientation on SMEs performance through 
innovation capabilities underscores the need for an 
integrated strategy in business management. To im-
prove performance, SMEs should prioritise develop-
ing customer relationships and building a strong in-
novation culture. SMEs can respond more to mar-
ket changes and customer needs by implementing 
appropriate CRM and market orientation practices. 
This study contributes to the management literature 
by highlighting the importance of collaboration be-
tween marketing strategy and innovation capabili-
ties in achieving better performance in the SMEs 
sector.

The results of this study also provide practical im-
plications for SMEs owners and managers in op-
timising their resources to achieve better perfor-
mance. By utilising CRM, SMEs are not only able 
to establish closer relationships with customers but 
can also gain in-depth insights into consumer pref-
erences and behavior. This information is the ba-
sis for developing innovative products and services 
that align with market needs. On the other hand, 
applying market orientation encourages SMEs to 
pay attention to market dynamics and be proac-
tive in adapting their business strategies. Therefore, 
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combining these two approaches with a focus on 
innovation is critical for SMEs to increase their 
competitiveness and sustainability in an increas-
ingly competitive market. The findings align with 
the views of Yodchai et al. (2022) and Zhang et al. 
(2023) who emphasize that an effective strategy 
must include a deep understanding of customer 
needs and the ability to innovate continuously.

The study’s results indicate a significant favorable 
influence of Customer Relationship Management 
(CRM) on SMEs’ performance through innova-
tion capabilities. Effective CRM practices not only 
serve to build strong relationships with customers 
but also encourage the development of innovation 
capabilities. When SMEs manage customer rela-
tionships well, they can gather valuable insights 
into customer needs and expectations. These in-
sights can be used to design innovative products 
and services, improving business performance. 
Tuamyil et al. (2022) and Fang et al. (2022) support 

this finding by showing that good customer inter-
actions can facilitate more relevant innovation in 
line with market demand. 

Besides, market orientation also has a strong influ-
ence on SMEs’ performance through innovation 
capabilities. Market orientation makes SMEs re-
main sensitive to changes in trends and customer 
preferences, which is the basis for developing prac-
tical innovation. When SMEs can quickly identify 
and respond to market needs, they can produce 
products and services that meet customer expec-
tations and provide competitive advantages. This 
is in line with the view of Wahyono and Hutahaya 
(2021); Nasution et al., (2020) that robust market 
orientation encourages creativity and internal col-
laboration, thereby increasing innovation capacity. 
Thus, CRM and market orientation have proven to 
be critical factors in creating innovations that sup-
port SMEs’ performance, creating a positive cycle 
that strengthens competitiveness in the market.

CONCLUSIONS

This study aims to analyze the influence of Customer Relationship Management (CRM) and market ori-
entation on SMEs’ performance and explore the role of innovation capabilities as a mediating variable 
in the relationship. This study will also provide a deeper understanding of how CRM and market orien-
tation strategies can improve SMEs’ performance, focusing on the relevance of innovation in meeting 
customer needs and facing market dynamics. Thus, the results obtained from the study indicate that 
there is a positive and significant influence between CRM on SMEs’ performance, there is a positive and 
significant influence between CRM and innovation capabilities, there is a significant favorable relation-
ship between market orientation and SMEs’ performance and the influence between market orientation 
and innovation capabilities is very strong and significant. There is a positive and significant influence 
between innovation capabilities and SMEs’ performance. There is a significant indirect effect of CRM 
through innovation capabilities on SMEs’ performance, and the indirect effect of market orientation 
through innovation capabilities on SMEs’ performance is also significant.

The novelty of this study lies in several key aspects that significantly contribute to the existing literature. 
First, this study integrates two critical concepts – CRM and market orientation – to explore the inter-
action between the two in influencing innovation capabilities and SMEs’ performance. Furthermore, 
emphasizing innovation capabilities as a mediator provides new insights into how innovation can be 
generated from solid customer relationships and a deep understanding of the market. This study offers 
practical implications for SMEs integrating CRM and market orientation in business strategies to en-
hance innovation and performance. Thus, this study provides a strong foundation for further business 
management and development research.

Further research can focus on exploring more deeply the specific mechanisms that link CRM and mar-
ket orientation to innovation across various industry sectors and the influence of other moderating or 
mediating variables that may play a role in the process. This follow-up research will provide a more ho-
listic picture of the dynamics influencing SME performance in the digital era.
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APPENDIX A 

Table A1. Questionnaire items (translated from Indonesian to English)

Indicator

CUSTOMER RELATIONSHIP MANAGEMENT (CRM): 

is an approach that helps businesses improve relationships with existing customers and acquire 
new customers faster

CRM1 Compared to competitors, our customers have been with us for a long time
CRM2 Compared to competitors, they tend to stay with us once we get new customers
CRM3 Compared to competitors, our customers are very loyal to us
CRM4 Compared to competitors, our customers are satisfied with our SMEs
CRM5 Compared to competitors, our SMEs are very important in retaining existing customers
CRM6 Customer engagement: our primary customers are involved in activities (new product development) with us

Indicator
MARKET ORIENTATION:

a business strategy that identifies the needs and wants of its target consumers
MO1 Our SMEs are better than our competitors in understanding customer wants and needs
MO2 Our SMEs collect customer data regularly and systematically
MO3 Our SMEs use information about customers to make technological improvements
MO4 In our SMEs, information about competitors is collected regularly and systematically
MO5 Employees/salespeople in our SMEs spend much time exchanging information about competitor strategies
MO6 Our SMEs are responsive to competitor actions

Indicator
INNOVATION CAPABILITIES:

the ability of an organization to adopt/implement new ideas, processes and products
IC1 Innovation strengthens our existing product/service lines
IC2 We quickly innovate to strengthen knowledge and skills according to market needs
IC3 Innovation can strengthen current competitiveness
IC4 Emphasize creativity through significant investment in innovation
IC5 Can identify and create new value for customers
IC6 Leverage organizational intelligence and manage technology to enhance innovation

Indicator

SMES’ PERFORMANCE: 

 A complete condition during a specific period is the achievement of operational activities 
utilizing the resources owned by SMEs

Perf1 Able to carry out sustainable development
Perf2 Product quality increases over time
Perf3 Customers appreciate the quality of products
Perf4 Sales volume has increased over the past three years
Perf5 We have increased sales and profits
Perf6 We have achieved profit targets
Perf7 New customers have been added in the past 12 months

Perf8 We are always doing new product development

Note: Processed and adapted from Li et al. (2023), Guerola-Navarro et al. (2021), Habib et al. (2020), Donate et al. (2022), 
Ramdan et al. (2022).
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