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Abstract

The COVID-19 pandemic weakened the small- and medium-sized enterprise (SME) sector. The decline in turnover is one that is felt 
by the batik industry in East Java, and the decline in turnover in the batik industry is very drastic. This research was conducted to prove 
the influence of the COVID-19 pandemic on SMEs in the batik industry. One model is proposed to prove the existence of an increase 
in the performance of the batik industry’s SMEs by implementing a customer relationship management strategy, business strategy, and 
market orientation. The study population was the batik industry entrepreneurs in East Java, Indonesia, using SEM analysis based on Amos, 
purposive sampling method, and a sample of 180 respondents. The results showed that the model was accepted. The results also show 
that customer relationship management and business strategy contributed to the performance of SMEs, while market orientation did not 
contribute to the performance of SMEs during the COVID-19 pandemic. To be able to maintain the sustainability of the company, the steps 
taken by the company are to lay off some of the employees, and during the production period the production stops, and focus on selling 
goods that have been previously produced.
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The Ministry of Cooperatives and small- and medium-
sized enterprises (Kemenkop UKM) reported that in 2018, 
the number of MSMEs in Indonesia was around 64,194,057, 
with an absorption capacity of 116,978,631 total workforce. 
This figure is equivalent to 99% of the total business units 
in Indonesia, with the percentage of labor absorption in 
the economic sector equivalent to 97%. Meanwhile, the 
remaining 3% is divided into large industrial sectors (Depkop, 
2020). Even though the COVID-19 recovery rate continues to 
increase, the emergence of cases of the spread of COVID-19 
has also increased, so that uncertainty continues to affect the 
pace of the global economy. Indonesia’s economic growth in 
2020 will experience a slowdown at 4.8% of Gross Domestic 
Product (GDP). This value is below the growth in 2019 
which was at 5.02%. This economic slowdown is expected 
to continue in 2021 even though it is accompanied by a slight 
strengthening, namely, growth of only 4.9%.

The COVID-19 pandemic now also forces the industry 
to take steps to lay off most of its employees. This is done 
to reduce operational costs that must be borne, and hopes 
that the COVID-19 in Indonesia will quickly pass. In order 
for conditions to return to normal, the business world can 
produce as before, and the market will be busy again.  
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1. Introduction

The COVID-19 Pandemic weakened a number of 
sectors, including small- and medium-sized enterprises 
(SMEs), which also had to lie down. The decline in turnover 
is one that is felt by SMEs, including the Batik industry in 
East Java. The decline in batik turnover was very drastic, a 
decline reaching 70%.
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While the Indonesian Center for Crafts and Batik continues 
to strive to improve the craft and batik industry. For this 
reason, they always encourage SMEs to increase their 
competitiveness, even in the midst of the current the 
COVID-19 pandemic. Herwany et al. (2021) stated that the 
COVID-19 pandemic had a negative effect on the financial, 
trade, service and investment sectors. The COVID-19 
pandemic has contaminated market shocks with each other 
(Ozturk & Cavdar, 2021).

The competitiveness of the batik industry can be 
obtained by implementing the right business marketing 
strategy. The performance of SMEs can be improved 
through competitive advantage. Jatmiko et al. (2021) state 
that competitive advantage can be obtained through good 
business management. Samsudeen et al. (2021); Syaifullah 
et al. (2021) show that the use of social media has a positive 
effect on the performance of MSMEs. Meanwhile, Sahela 
et al. (2021) state that for the sustainability of MSMEs, the 
knowledge factor about finance plays an important role.

The use of a customer relationship management (CRM) 
strategy combined with a market orientation is expected to 
improve the performance of the batik industry SMEs. This 
research was conducted to find evidence of the influence of 
the COVID-19 pandemic on the batik Industry SMEs. It also 
proves that there has been an increase in the performance of 
SMEs by implementing a CRM strategy, business strategy, 
and market orientation.

2. Literature Review and Hypotheses

Buttle (2007); Marty (2010) state that customer 
relationship management (CRM) is a business strategy to 
realize customer value and satisfaction, by maximizing all 
factors owned. According to Kotler and Armstrong (2012), 
CRM is the process of managing detailed information 
about individual customers, and all customer contact points 
carefully to maximize customer loyalty. 

Siregar (2016) proves that CRM strategy and business 
quality can improve competitive advantage and improve 
company performance. Ikasari (2016) shows the influence 
of CRM implementation and organizational culture on 
improving company performance. Implementation of 
CRM as a business strategy (BS) can improve company 
performance. Meanwhile, according to Alawiyah and 
Humairoh (2017), the application of CRM in modern 
technology has become a new type of business intelligence 
and has succeeded in becoming a resource factor that 
can improve company performance. Implementation of 
CRM effectively and efficiently can improve company 
performance, especially in financial performance, marketing 
performance, and operational performance.

A different thing was mentioned by Reimann et al. (2010) 
that CRM does not directly affect company performance.  

In contrast, the CRM performance link is fully mediated by 
cost differentiation and leadership. Sulaiman et al. (2014) 
stated that, by combining the ability to respond directly 
to customer requests and provide customers with highly 
interactive and specialized experiences, companies will have 
greater ability to build and maintain long-term customer 
relationships. It is proven that CRM influences company 
performance. Tamošiūniene and Jasilioniene (2007) stated 
that the implementation of CRM as a business strategy will 
improve company performance. From the above discussion, 
the following hypothesis is formulated:

H1: CRM affects the SME business strategy. 

In hyper-competitive markets, companies must be 
market-oriented, and market research plays an important role 
in generating the necessary data, where market orientation 
can be developed and implemented, which in turn, can 
improve CRM practices. Market research data can be used 
to develop, market orientation (MO) and appropriate CRM 
programs (Javalgi et al., 2006). According to Mönkkönen 
(2011), CRM mediates the performance effects of MO 
and needs to be taken into account to determine customer-
oriented markets, where MO is an input process that supports 
CRM activities. 

Companies with a higher level of market orientation tend 
to adopt CRM technology. That CRM technology, which is 
used to improve an organization’s ability to serve customers, 
is positively associated with increased perceived customer 
retention and improved performance. Wu (2002) states that 
there is a positive relationship between an organization’s 
market orientation and an increase in perceived customer 
retention. There is a positive relationship between the 
organization’s market orientation and the perceived 
increase in performance. Liew et al. (2014) found that 
market orientation has a positive and significant effect on 
the intensity of CRM implementation, and the intensity of 
CRM implementation has a direct positive effect on CRM 
performance. It also confirmed that the intensity of CRM 
implementation mediates the relationship between market 
orientation and CRM performance. Martini et al. (2019) 
show that MO has an influence on CRM and marketing 
performance. CRM also acts as a partial mediator of the 
relationship of MO with marketing performance. From the 
above discussion, the following hypothesis is formulated:

H2: CRM affects the SME market orientation. 

Ernst et al. (2011) stated that CRM is widely accepted 
as an effective approach to collect, analyze and translate 
valuable customer information into managerial actions. 
They also proved that CRM has a positive effect on the 
performance of new products, which is moderated by the 
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reward system. Indah and Devie (2013); Siregar (2016) show 
that CRM affects company performance. Ikasari (2016) 
stated that CRM implementation and organizational culture 
can improve company performance. Nasution and Rafiki 
(2018) state that CRM is a potential system that has a big 
and positive impact on customers and business performance. 
That CRM organizational factors (namely, top management 
support, customer orientation, training orientation) have a 
positive and significant effect on organizational performance.

Haislip and Richardson (2017), in particular, argued that 
after implementing a CRM system, the companies showed 
improvements in operational performance, operational 
efficiency, collectability of accounts receivable, and 
predictability of revenue. These results are evidenced by 
increased sales and operating cash flow, reduced operating 
margins, reduced allowance for doubtful accounts, 
more accurate forecasts of management’s earnings, and 
improvements in other similar performance measures. 
Overall, we found that there were positive implications 
of implementing a CRM system for improving company 
performance. Reinartz et al. (2004) show that the application 
of the CRM process has a fairly positive relationship with the 
company’s perceptual and objective performance. Wang et 
al. (2010); Mohammad et al. (2013) show that all dimensions 
of CRM have a positive impact on various BS perspectives. 
Salameha et al. (2020) stated that customer satisfaction, 
profitability, trust and commitment are strong predictors of 
successful e-CRM. From the above discussion, the following 
hypothesis is formulated:

H3: CRM contributes to improving the performance  
of SMEs.

Performance is a company’s achievement that is 
influenced by operating activities, in utilizing the available 
resources. Mustikowati and Tyasari (2015) prove that BS 
affects the achievement of company performance. Soewarno 
(2013); Yanney et al. (2014) stated that SMEs business 
strategy influences organizational performance. Thus, 
SMEs must be strategic enough and also take advantage of 
cost leadership, to increase growth and encourage greater 
organizational performance. 

Yuliansyah et al. (2017) state that the performance 
measurement system must be designed in accordance with 
business strategies to obtain superior performance. The 
implementation of a differentiation strategy has proven to 
be the most effective in gaining competitive advantage and 
superior performance in Indonesian financial institutions. 
Business strategy has a full mediating effect on the 
relationship between integrative strategic performance 
measurement and organizational performance. Cross and 
Daniel (2020) shows that company strategy has a significant 

effect on improving company performance. The aspect 
that most dominantly reflects the company’s strategy is 
a portfolio strategy followed by a targeted strategy and 
a childcare strategy. Moghaddam et al. (2016) say that 
customer relationship orientation influences company 
performance. While the quality of information affects the 
performance of customer relations, and overall company 
performance. Putra et al. (2020) state that business strategy 
has a positive and significant effect on the capabilities and 
innovation, as well as influencing business success through 
innovation capabilities. From the above discussion, the 
following hypothesis is formulated:

H4: The business strategy contributes to improving the 
performance of SMEs.

Market orientation (MO) is a measure of an organization’s 
ability to maintain, develop and build relationships with its 
customer base. Market orientation depends on the emphasis 
given by the organization to its customer base in the past, 
present and future (Balakrishnan 2006). Jyoti and Sharma 
(2013) state that market orientation is a business perspective 
that makes customers the focal point of a company’s total 
operation. Market-oriented companies seek to understand 
latent and expressed customer needs and develop superior 
solutions for those needs. It is the organizational culture 
that most effectively and efficiently creates the behavior 
necessary to create superior value for buyers and thus 
sustainable superior performance for the business. There is 
a significant relationship between market orientation and 
business performance (Jyoti & Sharma, 2013). Meanwhile, 
Sandvik and Sandvik (2003) report that there is a direct 
effect of market orientation on business performance, as well 
as indirectly mediated by product innovation.

Satwika and Dewi (2018) stated that innovation and MO 
influence business performance, while Setyawati (2013) 
shows that MO does not affect business performance.

Lin et al. (2008) report that MO influences business 
performance. Rodriguez et al. (2004) posit that market 
orientation as a significant performance antecedent and is 
considered to contribute to the long-term process, where 
the relationship between MO and business performance 
is positive. From the above discussion, the following 
hypothesis is formulated:

H5: Market orientation contributes to improving the  
performance of SMEs.

Based on the literature review and previous discussion, 
a research framework that explains the relationship between 
research variables can be developed. Figure 1 illustrates this 
relationship.
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Table 1: Characteristics of Respondents (N = 180)

Characteristics Frequency Percent

Gender Men 134 74.4
Age (years) Women 046 25.6

30–40 022 12.2
41–50 097 53.8
51–70 061 34.0

Education High school 068 37.8
Bachelor 091 50.5
Postgraduate 021 11.7

Duration of 
effort (years)

1–5 027 15.0
6–10 106 58.8
≥11 047 26.2

Figure 1: SEM Model Research Framework

3. Methodology

This research is a causal research. The study population 
was batik entrepreneurs in East Java, Indonesia. Analysis is 
carried out with using SEM with the help of Amos software. 
The number of samples of 180 respondents is obtained from 
the number (variable + indicator) × 10, this is in accordance 
with the SEM rules (Hair et al., 2014), and the determination 
of the sample using purposive sampling.

A questionnaire includes 42 statements measured 
on a 5-point Likert scale. The CRM variable uses three 
indicators (Buttle, 2007): continuity marketing, one-to-
one marketing, and partnering programs. Business strategy 
uses three indicators (Cravens & Piercy, 2012): company 
goals, competitive environment, and customer satisfaction. 
Market orientation using three indicators (Ellis, 2006): 
managerial and marketing incentives in asking customers for 
information about batik that consumers expect, accuracy in 
making counter measures in anticipation of competitors, and 
coordinating across functions in all parts that have an impact 
on creating high value for buyers. SME performance uses 
five indicators (Minuzu, 2010): sales growth, capital growth, 
additional employment every year, market growth, and profit 
growth.

4. Results 

4.1. Descriptive Analysis

Descriptive analysis of 180 respondents’ data (Table 1) 
shows that male respondents dominate (74.4%), while 
women are 25.6%; 12.2% of respondents based are aged 
between 30 and 40, 53.8% are aged between 41and 50, while 

34% are aged between 51 and 70. The educational level of 
the majority of respondents is a bachelor (50.5%), while the 
rest has a high school education (37.8%) and postgraduate 
(11.7%). The length of time respondents have been batik 
entrepreneurs is in the range of 1–5 years (15.0%), 6–10 
years (58.8%), and more than 10 years (26.2%). 

4.2. Research Instrument Test

The results of the Pearson correlation analysis revealed 
that all question items in the questionnaire had a significant 
correlation at an error rate of 5%, so all question items were 
valid (Hair et al., 2014).

The results of the Cronbach’s Alpha test (α) show that 
all alpha coefficients of each study variable were >0.6, so 
that each question item on the measurement instrument can 
be used, and the research variables can be relied upon. The 
corrected total correlation item value of all question items is 
also >0.3.

4.3. Confirmatory Factor Analysis.

Table 2 shows that the indicator values of all study 
variables have a loading factor ≥ 0.2, and a probability  
< 0.05. This means that the indicators used are good, and can 
explain the latent variables of research.

4.4. Goodness of Fit Test and Hypothesis Testing

The results of data processing using the help of SEM 
Amos software, showing Chi-square is 322,514, probability 
0.062. Values from GFI, AGFI, TLI, CFI, RMSEA and 
CMIN / DF are 0.924, 0.911, 0.951, 0.955, 0.795, 0.079, and 
1.636, respectively, within the range of acceptable values 
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Table 2: Confirmatory Factor Analysis

Research Variables Relationship Loading Factor (λ) S.E. Probability

Customer relationship  
management (CRM)

CRM → crm1 0.680 0.093 0.000
CRM → crm2 0.666 0.093 0.000
CRM → crm3 0.703 0.056 0.000

Business strategy (BS) BS → bs1 0.757 0.027 0.000
BS → bs2 0.851 0.027 0.000
BS → bs3 0.654 0.038 0.000

Market orientation (MO) MO → mo1 0.624 0.034 0.000
MO → mo2 0.932 0.034 0.000
MO → mo3 0.611 0.034 0.000

Performance SMES (PSME) PSME → psme1 0.882 0.082 0.000
PSME → psme2 0.724 0.082 0.000
PSME → psme3 0.719 0.068 0.000
PSME → psme4 0.595 0.084 0.000
PSME → psme5 0.546 0.072 0.000

Note: SE= standard error.

Figure 2: The Result of SEM

Note: ***P < 0.001; NS; Not Significant

(Hair et al. 2014). The results are shown in Figure 2, while 
the path values between the study variables are shown in  
Table 3.

5. Discussion

The results of the reveal that CRM contributes to the 
improvement of BS. It means that if the CRM strategy can be 
directed and developed it will be able to trigger and increase 

the company’s BS. The dominance of continuity marketing 
indicators tells us that the issue of continuity marketing is the 
main problem that companies must face with the company’s 
business strategy, because by carrying out a continuous 
business strategy, it will create business excellence from 
the company, especially for the long-term interests of 
the company, also with a strategy of giving discounts to 
customers specifically, on the second and third purchases. 
In terms of one-to-one marketing, the company can provide 
special services in order to meet the unique needs of each 
company’s customers, also able to handle each customer 
complaint according to their needs. The strategy to establish 
partnerships with customers, establish partnerships with 
industry, and partnerships with the government also needs 
to be done. This finding also shows that CRM contributes 
to increasing the company’s MO. The results means that, 
when a company implements a CRM that is appropriate by 
utilizing digital technology, it will have an impact on the 
company’s market orientation. 

The results of the study show that CRM contributes 
positively to improve the performance of SMEs. CRM 
implementation will be able to increase the performance 
of SMEs, which is in line with the reality that with CRM, 
customer data will be available in the company’s customer 
database, so that if the company will carry out promotional 
activities, new products will quickly be distributed to 
customers, thus, this will have an impact on the performance 
of SMEs. Therefore, the company should always improve the 
quality of its CRM usage, with the latest digital technology 
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programs, so that consumers will increasingly trust and be 
satisfied with the quality of the company’s services.

Studies on CRM at the time of the COVID-19 pandemic 
are few, as are studies on the performance of SMEs in terms 
of the relationship between BS and MO, therefore this 
research offers a novel perspective. Although conducted 
during the COVID-19 pandemic, the results of the study 
showed that BS influences the performance of SMEs. This 
shows that the presence of BS companies contributes to 
the performance of SMEs. This happens because the BS 
is indeed an organizational tool, and also the implications 
of management concepts to achieve company goals. The 
dominance of the competition environment indicators on 
the BS variable shows that the competitive environment is a 
problem that must immediately be addressed by the company. 
This can be done by implementing company strategies that 
are tailored to the company’s goals, which are tailored to 
the environment of the company’s competitors, and also the 
company should adopt a competitive strategy that benefits 
the company. Companies should also pay attention to 
customer satisfaction, because customer satisfaction is the 
company’s goal. Therefore, companies should innovate to 
maintain customer satisfaction. Companies should work in 
accordance with the vision, mission, and goals that have 
been previously planned.

Empirical results show that market orientation (MO) 
does not affect the performance of SMEs. This shows that 
the COVID-19 pandemic resulted in the company’s MO not 
being able to make a positive contribution to the performance 
of SMEs. 

Under normal conditions, MO is a tangible tool that 
companies can use in maintaining a target market. Where 
in the current COVID-19 pandemic condition, all markets 
are closed, transaction activities stop, so market demand and 
supply also stop. But the MO also provides an appropriate 
and fast response to change. Therefore, the batik industry 
took steps to lay off some of its employees, and for a while 
the production stopped, and the focus was only selling items 
that had been previously produced. This is done to reduce 
expenses that must be borne, and also try to switch to 
producing masks with batik patterns.

With the presence of accurate indicators in making 
counter measures in anticipation of competitors, the 
company responds to changes that occur in the market and 
conduct counter strategy in anticipation of market changes. 
Also, managers and marketing executives should continually 
ask customers for information about batik. Although in 
the condition of the COVID-19 pandemic, the company 
should also prepare products in accordance with customer 
information and desires, which will be produced after 
Pandemic ends. All levels of the company are expected to 
have an involvement in solving various problems related to 
the impact of Pandemic COVID-19 on the company.

6. Conclusion 

The results of this study explain the relationship between 
CRM, BS, MO, and the performance of the batik industry’s 
SMEs. This result is an important contribution, especially in 
marketing management, in the current abnormal conditions. 
In the COVID-19 pandemic situation, the implementation of 
a CRM strategy can encourage the performance of the small- 
and medium-sized enterprises in the batik industry in East Java, 
while the market orientation cannot encourage the increase in 
the performance of the small- and medium-sized enterprises in 
the batik industry. To be able to maintain the sustainability of the 
company, the steps taken are laying off some of its employees 
and for a while the production stops; the focus is only selling 
items that have been previously produced.
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