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Abstract

This research investigates how open innovation and customer involvement affect
innovation performance, with absorptive capacity serving as a mediating variable. A
guantitative methodology was adopted, incorporating field research to analyse the causal
relationships among these variables. The study focuses on food micro and small
enterprises (MSEs) in Yogyakarta, selecting a sample through random purposive
sampling. This sample consists of 155 MSEs that are part of the SiBakul network and
operate within the food industry, chosen based on the minimum path coefficient
requirements. Both primary and secondary data were gathered using a 5-point Likert
scale questionnaire administered directly by the researcher. The findings reveal that open
innovation and customer involvement significantly and positively affect innovation
performance. Furthermore, through the mediation of absorptive capacity, these factors
also exert a positive indirect impact on innovation performance. It should be noted that
this study is confined to food MSEs affiliated with SiBakul, and results may vary in different
sectors.

Keywords: innovation performance, open innovation, customer involvement,
absorptive capacity.
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INTRODUCTION

Companies must enhance their business performance to grow or survive by
offering products or services with greater value than their competitors (Dewi &
Nuswantara, 2021). Business performance, which depends on managerial ability to
create a competitive advantage (Khadka & Maharjan, 2017) can be improved through
innovation to boost innovation performance.

To compete effectively, Micro and Small Enterprises (MSES) must prioritize
innovation, which is essential for enhancing innovation performance. Innovation enables
businesses to lead the market by introducing novel products, processes, or business
models. It also reduces the likelihood of competitors gaining a first-mover advantage in
the market. This strategic focus on innovation is crucial not only for improving business
performance but also for establishing a competitive advantage and securing long-term
success in a highly competitive environment (Lestari, et. al., 2019).

The researcher analyzed why innovation performance is crucial for MSEs in
Indonesian. According to the website djkn.kemenkeu.go.id (2023), MSEs in Indonesian
are categorized into four types of businesses as follows:

Table 1. Contribution of Enterprises in Indonesian

Types of Enterprises | Monthly Revenue Contribution
Large Enterprises > Rp. 50 billion 0,01%
Medium Enterprises >Rp.15B-Rp.50B 0,06%
Small Enterprises >Rp.2B-Rp.15B 0,30%
Micro Enterprises < Rp. 2 billion 99,62%

Resource: djkn.kemenkeu.go.id (2023)

From the table 1, it is evident that micro enterprises contribute a substantial
99.62% to the MSEs sector. This significant contribution necessitates continuous
innovation by MSEs in Indonesia to remain competitive and sustain their business. To
enhance innovation performance, the government has taken proactive measures. One
such initiative by the local government is the launch of the SiBakul program, aimed at
encouraging and supporting the improvement of innovation performance among MSE’s.

To improve innovation performance, the DIY government mapped the number of
MSEs by sector on the website yogyakarta.beta.bps.go.id (2023). The results showed
that 46.90% are in the food sector, 17.98% in woodworking, 15.45% in woven goods,
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11.07% in rattan, 4.66% in ready-made clothing, and the remainder in other processing
sectors. According by Deny (2024) dan (Diskopukm, 2024) 58.27% of MSEs are
registered in the SiBakul program. The researcher selected the food sector registered in
the SiBakul program due to its significant impact on innovation performance.

Within the innovation framework, innovation performance emphasizes the ability
of new products to meet desired objectives, such as enhancing quality of life,
strengthening company competitiveness, and providing substantial added value.
(Audretsch et al., 2023).

Performance innovation plays a crucial role in helping SMEs enhance their
competitiveness and gain a competitive edge in the market compared to their competitors
(Almoddvar & Nguyen, 2022). Several factors influence performance innovation,
including open innovation (Rangus, Drnovsek, Di Minin, & Spithoven, 2017) and customer
involvement (Saldanha et al., 2017) with absorptive capacity (Cui & Wu, 2017) serving as
a mediating variable.

Innovation has evolved from the closed innovation paradigm to open innovation
(Radziwon, Chesbrough, Vanhaverbeke, & West, 2024). Open innovation has become a
popular strategy in the era of advanced technology because it facilitates the integration
of internal and external resources, thereby accelerating the innovation process and
enhancing a company's innovation capabilities (Radziwon et al., 2024). Open innovation
refers to the approach where companies improve their innovation performance by
leveraging external information and resources to develop product innovations (Aksoy,
2017; Basco, Hernandez-Perlines, & Rodriguez-Garcia, 2020).

Open innovation has proven to play a crucial role in enhancing innovation
performance by utilizing external resources, which allows companies to introduce and
improve the quality of product innovations. Therefore, open innovation is an effective
strategy for improving innovation performance and competitive advantage (Bagherzadeh,
Markovic, Cheng, & Vanhaverbeke, 2020; Lee, Kim, & Yoo, 2020; Rangus et al., 2017;
Scholastica E & Maurice |, 2013; Ta’Amnha, Magableh, Asad, & Al-Qudah, 2023).
However, excessive open innovation may not have an impact on innovation performance
due to delays in integration processes, insufficient collaboration, resource limitations, lack
of oversight, and delays in evaluation (Wang, Han, & Li, 2023).

Another variable affecting innovation performance is customer involvement.
Customer involvement stems from the creative and interactive experiences of consumers,
shaping the relationship between customers and innovation performance (Brodie,
Hollebeek, Juri¢, & lli¢, 2011). By involving customers in the innovation process,
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companies can identify and translate consumer needs into new products that better meet
their desires and expectations (Nambisan, 2002) , thereby enhancing innovation
performance. Customer involvement can influence strategies and engagement levels,
affecting the effectiveness and rationality of customer relationships and complaints
(Chang & Taylor, 2016; Cui & Wu, 2017; Morgan et al., 2018; Saldanha et al., 2017).
However, excessive customer involvement may not have an impact on innovation
performance due to the potential for reduced accuracy of the information gathered. This
can occur because involved customers might not possess the qualifications needed to
provide high-quality input, leading to less valid information (Najafi-Tavani, Zaefarian,
Robson, Naudé, & Abbasi, 2022).

The researcher includes absorptive capacity as a mediating variable to assess the
indirect effects of open innovation and customer involvement on innovation performance.
Absorptive capacity refers to a set of routines and processes that a company employs to
acquire, transform, and utilize knowledge, enabling the development of dynamic,
adaptive, and flexible capabilities (George, Zahra, Wheatley, & Khan, 2001). The use of
knowledge through absorptive capacity facilitates the development of diverse and
integrated innovations, thereby enhancing overall innovation performance (Lewin,
Massini, & Peeters, 2020). Absorptive capacity is crucial for recognizing, absorbing, and
applying new knowledge from external sources (open innovation) and customer feedback
(customer involvement). In other words, absorptive capacity helps companies optimally
leverage external resources and customer input to improve innovation performance (Cui
& Wu, 2017; Rangus et al., 2017).

LITERATURE REVIEW
Knowledge — Based View theory (KBV)

Knowledge-based theory provides a crucial foundation for understanding how
human capital involvement plays a role in company routines. This theory views knowledge
as a strategic asset that can offer a competitive advantage to firms (Grant, 1996). It
emphasizes the development of knowledge as an intangible resource essential for a
company's performance (Bakic, Filipovi¢, & Kosti¢-Stankovi¢, 2014).

In the context of knowledge-based theory, two types of knowledge are identified
as key to innovation: internal-oriented knowledge and external-oriented knowledge
(Menon & Pfeffer, 2003). External-oriented knowledge facilitates the accelerated
implementation of new knowledge acquired from outside the organization
(Gopalakrishnan & Bierly, 2001).

871
IJEBIR, Volume 03 Issue 05, 2024

Copyright atauthors some right reserved this work is licensed under a Creative
Commons Attribution-ShareAlike 4.0 International License.



http://creativecommons.org/licenses/by-sa/4.0/
http://creativecommons.org/licenses/by-sa/4.0/

International Journal of Economics, Business and Innovation Research
https://e-journal.citakonsultindo.or.id/index.php/IJEBIR

E-ISSN : 2964-0865

The Knowledge-Based View (KBV) theory represents an evolution of the
Resource-Based View (RBV) theory. KBV emphasizes the importance of knowledge in
fostering human capital engagement in routine company activities and is seen as a source
of new knowledge for competitive advantage (Grant, 1996). Unlike RBV, which focuses
on the development of supply chain processes, KBV places greater emphasis on the
development of knowledge as an intangible resource (Baki¢ et al., 2014). The knowledge-
based theory with an external orientation helps companies reduce development costs
and increase the speed of implementing new knowledge acquired (Gopalakrishnan &
Bierly, 2001).

Innovation Performance

Innovation performance refers to achieving the goals set by a company through its
innovative efforts (Audretsch et al., 2023). Companies are increasingly focusing on the
success of innovation performance (Benitez, Arenas, Castillo, & Esteves, 2022).
Innovation performance is a crucial aspect that allows companies to surpass competitors
and gain a competitive edge (Almoddévar & Nguyen, 2022). It serves as a key element in
human resources, providing a sustainable competitive advantage (Turrd, Urbano, &
Peris-Ortiz, 2014).

The indicators for innovation performance used in this study are divided into three
categories (Baker, Grinstein, & Harmancioglu, 2016): 1) Introducing new products that go
beyond mere improvements; 2) Representing new ways to meet customer needs; 3) The
percentage of sales generated by new products or services.

Open Innovation
Innovation is the activity or process of human thinking to create something new,
involving input, processes, and outputs, and providing benefits to human life. The
paradigm of innovation, which initially focused on closed innovation, has now shifted to
open innovation (Pénin, Hussler, & Burger-Helmchen, 2011). The open innovation
approach requires a range of tools and processes designed to facilitate interaction and
collaboration, even with competitors, which is central to the concept of open innovation
(Slowinski & Sagal, 2010).
The indicators for open innovation used in this study, based on Inauen & Schenker-
Wicki (2011), are divided into four categories:
1. Collaboration with external partners.
2. Activities to acquire technology.
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3. Utilization of external information sources.
4. Application of external technology to create innovations.

Customer Involvement
Customer involvement is a valuable source of knowledge, and customer

engagement in the innovation process can help convert consumer needs into new
products (Nambisan, 2002). In this study, the indicators of customer involvement, as
identified by Michaelidou & Dibb (2008), are categorized into four aspects:

1. Normative involvement.

2. Subjective involvement.

3. Long-term involvement.

4. Situational involvement.

Absorptive capacity
Absorptive capacity is the ability to identify, evaluate, and utilize new information

and knowledge from external sources, and then integrate it to achieve the company's
commercial objectives (Lewin et al., 2020). This process includes the use of external
information through exploratory learning, transformational learning, and exploitative
learning (Lubatkin, Lane, Collin, & Very, 2007). In this study, the indicators of absorptive
capacity used by the researcher are divided into four aspects (Asogwa et al., 2020):

1. Transformation capability.

2. Assimilation capability.

3. Exploitation capability.

4. Acquisition capability.

HYPOTHESIS
The effect of open innovation on innovation performance

Open innovation has proven to play a crucial role in enhancing innovation
performance by leveraging external resources, which enables companies to introduce
new product innovations and improve their quality. Therefore, open innovation is an
effective strategy for enhancing innovation performance and competitive advantage
(Bagherzadeh et al., 2020; Lee et al., 2020; Rangus et al., 2017; Scholastica E & Maurice
[, 2013; Ta’Amnha et al., 2023).

However, excessive open innovation have no effect on innovation performance
due to delays in integration processes, lack of collaboration, resource constraints,
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insufficient oversight, and delays in evaluation (Wang et al.,, 2023). Based on these

observations, the researcher proposes a positive relationship in the research hypothesis.

Therefore, the hypothesis is as follows:

Hi: Open innovation has a significant and positive direct impact on innovation
performance

The effect of customer involvement on innovation performance

Customer involvement originates from the creative and interactive experiences of
consumers, establishing a connection between consumers and innovation performance
(Brodie et al., 2011). By involving customers in the innovation process, their needs can
be identified and translated into new products that better align with their desires and
expectations (Nambisan, 2002) Thus, customer involvement can enhance innovation
performance. Services based on customer involvement can influence strategies and the
level of engagement, affecting the effectiveness and rationality of customer relationships
and feedback (Chang & Taylor, 2016; Cui & Wu, 2017; Morgan et al., 2018; Saldanha et
al., 2017).

However, excessive customer involvement may have no effect on innovation
performance due to the potential for reduced accuracy in the obtained information. This
occurs because involved customers might lack the qualifications to provide high-quality
input, resulting in less valid information (Najafi-Tavani et al., 2022).

Based on these observations, the researcher proposes a positive relationship in
the research hypothesis. Therefore, the hypothesis is as follows:

H2: Customer involvement has a significant and positive direct impact on innovation
performance

The effect of open innovation on innovation performance mediated by absorptive
capacity

Open innovation plays a crucial role in enhancing a company's innovation
performance by supporting the development of absorptive capacity. This approach allows
companies to access and utilize new knowledge and ideas from external sources, which
strengthens their ability to absorb, process, and apply relevant information. According to
Rangus et al. (2017), open innovation not only broadens a company's access to
innovative knowledge but also reinforces its absorptive capacity. With strong absorptive
capacity, companies can more effectively integrate and leverage new knowledge to
optimize their innovation performance.
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Therefore, open innovation has a significant positive impact on innovation
performance through an indirect effect mediated by absorptive capacity. The success of
open innovation in improving a company's innovation performance greatly depends on
how well the company develops and utilizes its absorptive capacity (Chou et al., 2016).
Based on above, the hypothesis is:

Hs: Open innovation has a significant and positive indirect effect on innovation
performance mediated by absorptive capacity

The effect of customer involvement on innovation performance mediated by
absorptive capacity

Customer involvement significantly boosts innovation performance. Engaging
customers influences strategy, individual involvement levels, and the effectiveness of
customer relationships and complaint management. The more customer involvement is
integrated, the greater its impact on innovation performance (Saldanha et al., 2017).
Therefore, it can be concluded that customer involvement has a significant positive
indirect effect on innovation performance through the mediation of absorptive capacity
(Ma, Qing, Ock, Wu, & Zhou, 2022). Based on this, the hypothesis is:
Ha4: Customer involvement has a significant and positive indirect effect on innovation

performance mediated by absorptive capacity

Research Framework

Open innovation } )
(X1) N

(" Absorptive |- + Innovation
/. capacity(z) - ~ | performance (Y)
HA

Customer }
involvement (X2)

Figure 1. Research Framework
Source: data processed (2024)

RESOURCE METHODS

This study employs a quantitative approach using field research methods, where
data is directly obtained from field activities. The quantitative method, which involves
numerical data for statistical analysis (Sekaran & Bougie, 2013), is used to identify the
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effects between two or more variables. The research design focuses on causal
relationships, analyzing the impact of independent variables on dependent variables
(Sekaran & Bougie, 2013).

The aim of this research is to analyze the impact of open innovation (X1) and
customer involvement (X2) on innovation performance (Y) mediated by absorptive
capacity (Z). Smart PLS 3.2 software will be used for data analysis in this study.

The population for this study includes all food MSEs in Yogyakarta, which
represent 46.90% of the 57,960 MSEs in the region. A sample will be selected using
random purposive sampling, combining random sampling, where every element of the
population has an equal chance of being selected, with purposive sampling, which selects
based on specific criteria (Sekaran & Bougie, 2013). The criteria for the sample in this
study are:

1. Food MSEs in Yogyakarta.

2. Registered in the SiBakul program with new product innovations and adaptation to
open innovation.

3. Using the SiBakul application.

4. The SME has been in operation for more than one year.

The sample size for this study is determined based on minimum path coefficients
(P min) and 80% power, as recommended by Hair et al. (2022) , resulting in 155
respondents.

Primary data for this study is collected through questionnaires from food MSEs in
Yogyakarta, while secondary data is sourced from journals, books, theses, and relevant
policy and performance information from the SiBakul program. Data collection involves
distributing questionnaires online (Google Forms) and conducting direct visits to MSE’s.
The questionnaires use a five-point Likert scale, allowing respondents to choose from
provided options based on their conditions and experiences. This scale is chosen to avoid
potential confusion that could arise from more complex scales, such as those with 7 to 13
points (Hair et al., 2022).

Data analysis utilizes Partial Least Squares (PLS), a part of Structural Equation
Modelling (SEM), to optimize relationships between variables (Hair et al., 2022). The PLS
analysis is conducted in two stages: first, testing the measurement model (outer model)
with validity (Average Variance Extracted) and reliability (composite reliability and
Cronbach alpha) to ensure consistency; second, testing the structural model (inner
model) to assess latent variable relationships, including R Square, Effect Size (f?), and
direct and indirect tests among research variables
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DISCUSSION
Descriptive variables

Descriptive analysis is a statistical method used to describe or summarize data in
a way that is easy to understand. Its purpose is to provide an overview of the collected
data without making inferences or drawing conclusions about a broader population from
the sample. In this study, the researcher performed a descriptive analysis on the variables
under investigation, and the results obtained are as follows:

Table 2. Descriptive Variables

Research Variable Mean | Criteria

Open innovation (X1) 4,122 | Effective
Customer involvement (X2) 4,092 | Effective
Absorptive capacity (2) 4,218 | Highly Effective
Innovation performance (Y) 4,233 | Highly Effective

Source: Data processed (2024)

Based on the descriptive analysis, the variables of absorptive capacity and
innovation performance among MSEs registered in the SiBakul program show very
effective questionnaire weights. This indicates that both variables received high ratings
from respondents in the SiBakul program. Thus, absorptive capacity and innovation
performance have been effectively implemented within the MSEs participating in the
SiBakul program, and the questionnaires given to the MSEs accurately reflect the current
situation and conditions.

Partial Least Squares Analysis - Outer Model

This study employs the Partial Least Squares (PLS) method using Smart PLS 3.2
to analyses complex variable relationships. The sample consists of 155 respondents. The
PLS analysis is divided into two parts: the outer model and the inner model. The first step
is the outer model.

In Partial Least Squares (PLS) analysis, the outer model is pivotal in evaluating the
validity and reliability of latent constructs by examining the measurement indicators
associated with them. This aspect of the analysis is dedicated to assessing how
effectively these indicators represent the latent constructs they are designed to measure.
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Specifically, the outer model analysis involves conducting a series of validity and reliability
tests to ensure that the constructs are accurately and consistently captured.

Outer Model - Validity and reliability test

In this study, validity is assessed using the average variance extracted (AVE). AVE
is an indicator for measuring construct validity in PLS-SEM and is used to evaluate the
relationships between latent variables and confirm the model's fit with the data. An AVE
value above 0.5 indicates acceptable validity (Fornell & Larcker, 1981). According to Hair
et al. (2022), reliability testing uses Composite Reliability and Cronbach's Alpha. Data is
deemed reliable if the Composite Reliability value exceeds 0.7 and if the Cronbach's
Alpha value is also above 0.7. The results obtained in this study are as follows:

Table 3. Validity test — convergent validity

Variable Reliability test Validity test
Cronbach's Alpha | Composite Reliability AVE
Ol (X1) 0.903 0.922 0.596
Cl (X2) 0.885 0.909 0.555
AC (22) 0.917 0.932 0.632
IP (Y) 0.905 0.926 0.678

Source: Data processed (2024)

Based on the validity and reliability test data, the results show that Cronbach’s
Alpha and Composite Reliability values are above 0,7 (Hair et al., 2022) and average
variance extracted (AVE) value is above 0,5 (Fornell & Larcker, 1981). This indicates that
the data from the investigated variables are valid and reliable. The next step is to
determine the inner model of the study.

Partial Least Squares Analysis — Inner Model

In Partial Least Squares (PLS) analysis, the inner model is a fundamental
component that delineates the structural relationships among latent variables or
constructs within the theoretical framework of the study. This model provides a
comprehensive view of how different constructs interact and influence each other, offering
critical insights into the underlying dynamics of the research. The analysis of the inner
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model encompasses several key aspects: R Square (R?), Effect Size (f?), and the
examination of both direct and indirect effects.

Inner Model — Uji R Square (R?)

R-Square, also known as the coefficient of determination, is a statistical measure
used to assess how well the independent variables explain the variation in the dependent
variable within a regression model. Specifically, R-Square values range from 0 to 1, where
0 indicates that the independent variables do not explain any of the variance in the
dependent variable, and 1 indicates that all variation in the dependent variable is
explained by the independent variables. The results obtained in this study are as follows:

Table 4. R-Square test
Indicators R Square R Square Adjusted
AC (Z2) 0.865 0.863
P (Y) 0.905 0.903
Source: Data processed (2024)

Based on the data, the results are as follows:

- R-Square of 0.865 for absorptive capacity indicates that 86.5% of the variation in
absorptive capacity is explained by open innovation and customer involvement. This
shows the model effectively explains changes in absorptive capacity, with 13.5% of the
influencing factors not included in the study.

- R-Square of 0.905 for innovation performance means that 90.5% of the variation in
innovation performance is explained by open innovation, customer involvement, and
absorptive capacity. This indicates a strong model for explaining changes in innovation
performance, with 9.5% of influencing factors not included in the study.

Inner Model — Uji f effect

Effect size is a statistical measure that indicates the strength or impact of an
independent variable on a dependent variable in a research model. It provides insight into
the practical significance of the relationship between variables, beyond just statistical
significance. The value of f? is categorized as small (0.35), medium (0.15), or large (0.02)
based on its effect on the dependent variable (Cohen, 1988).
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Table 5. f-effect test:

Variable | OI' (X1) |CI(X2) |AC (Z2) IP (Y)
Ol (X1) 0.496 0.104
Cl (X2) 0.385 0.085
AC (22) 0.407
P (Y)

Source: Data processed (2024)

Based on the data above, the following results are obtained:

- Effect size between open innovation and absorptive capacity. Nilai 2 = 0.496,
categorized as large, indicating a significant impact of open innovation on absorptive
capacity.

- Effect Size between Open Innovation and Innovation Performance. Nilai f2 = 0.104,
categorized as small, showing a minor impact of open innovation on innovation
performance.

- Effect Size between customer involvement dan absorptive capacity. Nilai f2 = 0.385,
categorized as medium, suggesting a moderate impact of customer involvement on
absorptive capacity.

- Effect size between customer involvement dan innovation performance. Nilai f2 =
0.085, categorized as small, indicating a minor effect of customer involvement on
innovation performance.

- Effect size between absorptive capacity and innovation performance. Nilai f2 = 0.407,
categorized as large, reflecting a significant impact of absorptive capacity on innovation
performance.

Inner Model — direct dan indirect effect

In this study, the researcher used direct and indirect effects to examine the
relationships between the variables. Additionally, conclusions were drawn from the
previously established hypotheses. The results are as follows:
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Table 6. Model direct effect dan indirect effect

Hypothesis ‘ Orig ‘ T Statistics ‘ P Values ‘ Results
model direct effect
Ol (X1) -> IP (Y) 0.241 2.949 0.002 H: accepted
Cl (X2) ->IP (Y) 0.209 2.239 0.013 H2 accepted
model indirect effect
Ol (X1) -> AC (Z2) -> IP (Y) 0.274 4.193 0.000 | Hs accepted
CI (X2) -> AC (Z2) -> IP (Y) 0.241 3.573 0.000 | Hs accepted

Source: Data processed (2024)
Based on Table 6, the results are as follows:

- Hai: Open innovation has a significant positive effect on Innovation Performance. With
a sample size of 155, the t-table value using a one-tailed test at 0.05 significance is
1.96. The t-statistic is 2.949 (> 1.96) and the p-value is 0.002 (< 0.05), indicating a
significant effect. Thus, Open innovation significantly positively affects Innovation
Performance, and Hypothesis 1 is accepted.

- H2: Customer involvement has a significant positive effect on Innovation Performance.
With the same sample size, the t-table value is 1.96. The t-statistic is 2.239 (> 1.96)
and the p-value is 0.013 (< 0.05), showing a significant effect. Therefore, Customer
involvement significantly positively affects Innovation Performance, and Hypothesis 2
is accepted.

- Hs: Open innovation significantly positively affects Innovation Performance mediated
by absorptive capacity. With the same sample size, the t-table value is 1.96. The t-
statistic is 4.193 (> 1.96) and the p-value is 0.000 (< 0.05), indicating a significant
effect. Hence, Open innovation significantly positively affects Innovation Performance
through absorptive capacity, and Hypothesis 3 is accepted.

- Ha: Customer involvement significantly positively affects Innovation Performance
mediated by absorptive capacity. With the same sample size, the t-table value is 1.96.
The t-statistic is 3.573 (> 1.96) and the p-value is 0.000 (< 0.05), showing a significant
effect. Thus, Customer involvement significantly positively affects Innovation
Performance through absorptive capacity, and Hypothesis 4 is accepted

The effect of open innovation on innovation performance
The results of hypothesis testing indicate that open innovation has a significant
impact on innovation performance. Open innovation, which leverages external sources,
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enhances a company’s collaboration and innovation capabilities, thus positively affecting
innovation performance (Aksoy, 2017; Basco et al., 2020; Laursen & Salter, 2006).

In Yogyakarta, MSEs that are open to external information sources, such as
through SiBakul seminars, can maximize their innovation performance. The
Entrepreneurship Incubation Training program held by the MSEs Office in December
2023 provided MSEs with opportunities to enhance innovation, sell products in
marketplaces, and collaborate with off takers like Alfamidi. MSEs participating in this
program can access export opportunities, provided their products are high-quality and
innovative.

In conclusion, open innovation is shown to have a significant positive effect on
innovation performance, supporting the view that openness to external innovation drives
innovation performance (Bagherzadeh et al., 2020; Lee et al., 2020; Rangus et al., 2017;
Scholastica E & Maurice |, 2013; Ta’Amnha et al., 2023). This study rejects the previous
findings by X. Wang et al. (2023), which stated that open innovation does not affect
innovation performance.

The effect of open innovation on innovation performance

The results of hypothesis testing indicate that customer involvement has a positive
and significant impact on innovation performance. Customer involvement, which includes
feedback and suggestions from customers, helps translate customer needs into improved
new products (Nambisan, 2002). This is recognized in marketing research and
contemporary management practices such as agile methodologies (Hult, Morgeson,
Morgan, Mithas, & Fornell, 2017).

MSEs partnered with SiBakul utilize customer involvement to enhance products
and reduce risks. Social media and marketplaces are used to gather consumer feedback
and suggestions, which are then applied to product improvement and innovation. A
concrete example is Gemini’'s Sweet and Treat, which adapted customer suggestions to
produce milk bun, a viral food product from Thailand.

The milk bun produced by Gemini’'s Sweet and Treat received positive responses
from consumers, with numerous orders and interactions on social media. Data shows that
customer involvement significantly contributes to innovation performance, supporting
findings that customer involvement has a direct positive impact on innovation
performance (Chang & Taylor, 2016; Cui & Wu, 2017; Morgan et al., 2018; Saldanha et
al., 2017) and rejecting the results of Najafi-Tavani et al. (2022).
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The effect of open innovation on innovation performance mediated by absorptive
capacity

The results of hypothesis testing show that open innovation has a positive and
significant impact on innovation performance when mediated by absorptive capacity. High
levels of open innovation in MSEs, supported by their ability to absorb information,
enhance innovation performance. MSEs in DI Yogyakarta actively access various
sources of information and new ideas from social media platforms like Facebook,
Instagram, and Tik-Tok to improve their products and services.

Social media plays a role in facilitating access to the latest trends and technologies,
enabling MSEs to adapt innovations more quickly and improve their performance.
Training from SiBakul also contributes to enhancing MSEs ability to utilize information
from external sources, including social media, for product development.

Thus, open innovation has a significant and positive impact on innovation
performance mediated by absorptive capacity, supported by information obtained through
social media and SiBakul training, in line with previous research (Chou, Yang, & Chiu,
2016; Rangus et al., 2017).

The effect of customer involvement on innovation performance mediated by
absorptive capacity

The results of hypothesis testing indicate that customer involvement has a
significant positive impact on innovation performance, with absorptive capacity as a
mediator. Higher levels of customer involvement, supported by absorptive capacity, lead
to increased innovation performance. SMEs in DI Yogyakarta actively receive and
respond to customer feedback and complaints to improve their products.

A concrete example is the SME Keripik K'wa Kelor and Waluh, which changed its
packaging design based on customer feedback. The product packaging, initially
considered less attractive, was redesigned to be more appealing based on information
from consumers and the applied absorptive capacity.

Therefore, customer involvement has a significant positive impact on innovation
performance, mediated by absorptive capacity, as evidenced by previous studies
(Saldanha et al., 2017).

CONCLUSION
The study results indicate that open innovation significantly and positively affects
innovation performance, both directly and through the mediation of absorptive capacity.
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High openness to innovation enhances innovation performance by improving information
absorption. Additionally, customer involvement positively contributes to innovation
performance, both directly and via absorptive capacity. High consumer involvement,
supported by strong absorptive capacity, improves MSEs innovation performance.

MSEs are advised to actively engage in open innovation by leveraging social
media, the internet, and participating in seminars and workshops. This is crucial for
enhancing innovation performance and avoiding stagnation in product development.
Researchers should further explore variables within open innovation and absorptive
capacity and examine their effects on innovation performance.

MSEs should utilize modern media and attend relevant training to boost their
openness to innovation. Training programs, including those from SiBakul, can help MSEs
address challenges and enhance their innovation performance. Effective implementation
of open innovation, supported by appropriate training, can significantly improve innovation
performance.
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