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ABSTRACT

This study explores the complex relationship of market orientation and its impact on marketing
performance, product quality, and entrepreneurial orientation within Indonesian MSMEs. While
market orientation is traditionally perceived as a critical driver of marketing success, our findings
reveal a more nuanced picture. Through an analysis of 111 MSMEs in, Indonesia, this research
uncovers that market orientation does not affect to marketing performance or product quality.
However, it plays a crucial role in enhancing entrepreneurial orientation, suggesting that a strong
market focus may foster a more innovative and proactive business approach. These results
challenge conventional assumptions and highlight the need for MSMEs to reconsider how
market orientation is integrated into their strategic frameworks. By emphasizing the divergent
effects of market orientation, this study provides valuable insights for practitioners and scholars
seeking to understand the pathways through which market knowledge influences business
outcomes in emerging economies.

Keywords:Market Orientation; Marketing Performance; Entrepreneurial Orientation; Product
Quality; Small and Medium Enterprise.

1. Introduction

In today's rapidly evolving market landscape, SMEs are increasingly recognized as pivotal
drivers of economic growth, especially in emerging economies like Indonesia (Karnowati &
Handayani, 2022). Among these, MSMEs play a crucial role in sustaining local economies and
providing employment (Tambunan, 2008). However, the volatile nature of consumer demands,
coupled with intensifying competition, poses significant challenges to these enterprises,
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particularly in their efforts to achieve sustainable marketing performance (MP) and product
quality (Shamma & Hassan, 2013).

Market orientation (MO) has long been heralded as a key strategic asset that enables firms to
understand and respond to market demands effectively (Morgan et al., 2010). Traditionally, it is
assumed that a strong MO directly correlates with enhanced MP(Narver & Slater, 1990); (Zhou
et al., 2008); (Acikdilli et al., 2020) and superior product quality (Na et al., 2019). However,
recent debates have emerged questioning the universality of this assumption (Uzkurt & Kimzan,
2017); (Han et al., 1998), particularly within the context of SMEs operating in developing
economies (Rahman et al., 2021); (Karnowati, Sudarto, et al., 2023). Previous studies have
shown that MO and EO can individually increase MP (Karnowati, Sudarto, et al., 2023); (Martin
& Javalgi, 2016); (Kusa et al., 2021). However, research (Rahman et al., 2021) shows a negative
effect of MO on the performance of MSME marketers and (Uzkurt & Kimzan, 2017);
(Karnowati, Najmudin, et al., 2023) research found that MO had no effect on (MP).

This study seeks to delve deeper into these debates by examining the nuanced effects of MO
on Indonesian MSMEs. Specifically, it investigates the direct and indirect influences of MO on
MP, product quality (PQ), and entrepreneurial orientation (EO) an area that has received limited
attention in existing literature (Yang & Ju, 2017). Interestingly, while MO is commonly linked to
improved business outcomes, this research reveals that its impact may not be as straightforward
as previously believed.

Our findings indicate that while MO does not significantly affect MP or PQ, it plays a
crucial role in fostering EO among MSMEs. This unexpected result suggests that MO may
influence these enterprises more by shaping their strategic behaviour than by directly enhancing
their market outcomes. By uncovering these divergent effects, this research contributes to a
nuanced understanding of market orientation's role in SME success and offers new perspectives
for both practitioners and scholars. As we navigate the complex dynamics of MO in the context
of MSMEs, this research underscores the importance of reconsidering established strategic
frameworks and encourages a re-evaluation of how market knowledge is utilized to drive
business growth in emerging markets.

2. Literature Review

2.1 RBV Theory

The RBV theory explains how competitive advantage can be created from a company's
ability to leverage its unique capabilities and resources (Warnerfelt, 1984);(Barney, 1991).
Within the context of Indonesian MSMEs, MO, EO, and PQ are viewed as critical intangible
resources that can enhance MP when effectively utilized. MO, as a strategic resource, enables
firms to acquire and apply market knowledge, thereby fostering an EO that encourages
innovation and proactive market behavior (Varadarajan, 2020). Similarly, PQ, shaped by the
firm's capabilities, serves as a key resource that differentiates the firm in the marketplace.

2.2 Concept of Market Orientation
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MO is widely recognized as a fundamental business philosophy that prioritizes
understanding and satisfying customer needs to achieve long-term success. According to (Narver
& Slater, 1990), MO is an organizational culture that puts overall customer value first and
distributes market-related information across the company's business functions. Kohli and
Jaworski (1990) further define MO as the ability of a company to collect, disseminate, and
respond to market information effectively. Research shows that companies with strong MO tend
to be more responsive to customer needs, more adaptive to environmental changes, and
ultimately achieve better MP (Han et al., 1998). It involves the systematic collection,
dissemination, and responsiveness to market intelligence, encompassing three core components
(Narver & Slater, 1990): customer orientation (focusing on understanding and meeting customer
needs), competitor orientation (understanding competitors' strategies and actions), and
interfunctional coordination (aligning various departments within the firm to deliver superior
value to customers)

2.3 The Role of MO in MP

The relationship between MO and business performance has been extensively studied, with
a general consensus that market-oriented firms are better positioned to achieve superior
marketing outcomes, customer satisfaction, and competitive advantage (Gligor et al., 2019). By
staying attuned to market changes, such firms can more effectively tailor their products, services,
and marketing strategies to meet customer demands, leading to enhanced performance(Wilson et
al., 2014). Some research evidence on the positive impact of MO on MP (D. M. Gligor et al.,
2021); (Frösén et al., 2016); (Atilgan, 2019); (Lee et al., 2015). However, the impact of MO may
vary based on the firm's context. For large firms, the resources available allow for
comprehensive market research and implementation of insights. In contrast, smaller firms, such
as MSMEs, may face challenges in fully capitalizing on MO due to resource constraints,
potentially leading to inconsistent effects on performance (Acosta,et al,. 2018).

In the context of Indonesian MSMEs, MO remains a critical, yet challenging, strategy
(Karnowati, Sudarto, et al., 2023). These enterprises often operate with minimal resources, which
can hinder their ability to gather and act on market intelligence (Tambunan, 2022). Despite these
limitations, MO can provide a competitive edge by leveraging the MSMEs' inherent flexibility
and closer proximity to customers (Karnowati et al., 2022). However, the practical application of
MO in this context may differ significantly from larger firms, necessitating a more tailored
approach. Several previous studies on MSMEs in developing countries showed positive results
of MO on MP (Afsharghasemi et al., 2013);(Dubihlela et al., 2015); (Udriyah et al., 2019);

H1a: MO has an impact on MP

2.4 MO, EO and MP

The relationship between MO and EO is particularly relevant for MSMEs. MO can serve as
a catalyst for entrepreneurial behavior by providing the necessary market insights that drive
innovation and proactive market engagement (Susanto et al., 2023). Firms that are attuned to
market needs and trends are more likely to pursue new opportunities, innovate their offerings,
and take calculated risks, all of which are key components of EO (Montoya, 2017). According to
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(Narver & Slater, 1990) research, EO is a crucial supplement to MO since businesses need to
integrate and apply both orientations in order to generate high operating profits. Companies need
to use both MO and EO, which are distinct methodologies, to increase performance. The positive
impact of MO on EO is supported by several research, including (Acosta, Crespo and Agudo,
2018);(Singh & Chakraborty, 2022); (Montoya, 2017).

H1b: MO has an impact on EO
H1c: EO has an impact on MP
H1d: EO mediates MO to MP relationship
H1e: EO mediates .MO's relationship to PQ

2.4 The Relationship MO, EO and PQ

Attention to MO today is more intense because of its important impact on product
innovation. Product quality is the main key to the company because of its influence on
satisfaction and loyalty. It is important for companies to provide the best quality of their products
in an effort to improve marketing performance. According to (Alzoubi et al., 2022), PQ covers
various dimensions, including durability, reliability, aesthetics, and product performance. High
PQ is considered important because it can increase the value perceived by customers, which
ultimately affects purchasing decisions and brand loyalty (Zhou et al., 2008). Research (Yang &
Ju, 2017) shows that superior product quality can provide significant competitive advantage,
especially in highly competitive industries. PQ as a mediating variable in the relationship
between MO and MP, as well as between EO and MP (Zhou et al., 2008).

H2a: MO has an impact on PQ
H2b: EO has an impact on PQ
H2c: PQ has an impact on MP
H2d: PQ mediates EO to MP relationship
H2e: PQ mediates MO to MP relationship

The findings and studies from my previous research were used by the researcher as the basis
for developing a model for improving MP through PQ, EO and MO, which is presented in
Figure1.



International Conference on Sustainable Competitive Advantage
2024

611

Figure 1. Research Framework

3. Research Methodology

3.1 Research Design

Researchers conducted a cross-sectional survey, which is more efficient and allows for
comprehensive statistical analysis (Suliyanto, 2011). Quantitative research is used to explore the
relationship between MO, EO, PQ, and MP in Indonesian culinary sector MSMEs. The research
aims to assess these relationships using PLS-SEM.

3.2. Sample

Study population consists of culinary MSMEs operating in Cilacap, Indonesia. A total of
111 MSMEs were used as research samples. The sample was drawn using purposive sampling,
targeting businesses that are actively involved in the culinary sector and possess a basic
understanding of market orientation and entrepreneurial strategies. Data collection was
conducted using a questionnaire, to capture respondents' perceptions of MO, EO, PQ, and MP
within their businesses. The questionnaire was distributed to managers of the MSMEs, as they
are typically the decision-makers with a comprehensive understanding of the firm's strategic
orientations and performance outcomes.

3.3. Measurement Instruments

The constructs were measured using validated scales from previous studies. MO was
assessed using items related to competitor orientation, interfunctional coordination, and customer
orientation (Narver & Slater, 1990). EO was measured using indicators of innovativeness, risk-
taking, and proactiveness (Lumpkin & Dess, 2001). PQ was evaluated based on respondents'
perceptions of the quality and reliability of their products (Alzoubi et al., 2022). MP was
measured using items that capture the firm’s market share, sales growth, and customer
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satisfaction (Ferdinand, 2000). measurements using the Likert scale ranging from 5 (strongly
agree) to 1 (strongly disagree)

3.4. Analysis Technique

The PLS-SEM device is used to analyze data because it is able to cope with complex models
(Hair et al., 2014). PLS-SEM is particularly advantageous when dealing with small sample sizes
and non-normal data (Hair et al., 2021) making it an appropriate choice for this study.

The analysis was performed in two stages, Measurement Model Assessment, this step
involved evaluating validity and reliability. Reliability was measured using Cronbach's alpha and
composite reliability. Convergent validity analysis using average variance extraction and
Fornell-Larcker criterion was used to examine discriminant validity (Fornell & Larcker, 1981).
Structural Model Assessment, at this stage, analyzes the relationship by testing the hypothesis.
The t value, and p value are used to determine the significance of the relationship. The predictive
relevance of the model is evaluated using the Stone-Geisser Q² statistic.

4. Results

Gender, age and education were analyzed as characteristics of business actors where the
majority of business actors in the food sector are 73% women. The age of business actors 40.5%
is a productive age which shows that culinary businesses are of interest to young people and are
able to reduce poverty. The education of business actors is mostly high school 41.4%, but there
are also quite a few 22.5% college graduates who become owners of this culinary business.

Tabel 1. Respondent Data

Variable Classification Total Percentage
Gender Male 30 27%

female 81 73%
Age 20-29 45 40,5%

30-39 34 30,6%
40-50 25 22,5%
> 50 7 6,3%

Education Elementary school 8 7,2%
Junior high school 17 15,3%
Senior high school 46 41,4%
Diploma 15 13,5%
Bachelor 25 22,5%

Length of Business 1-5 81 73%
6-10 17 15,3%
10-15 6 5,4%
>15 7 6,3%

Venture Capital (Rupiah) < 5 million 75 67,6%
5-10 million 18 16,2%
11-20 miliion 8 7,2%
21-30 million 3 2,7%
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Variable Classification Total Percentage
>30 million 7 6,3%

Capital sources Owner’s equity 101 91%
Loan 10 9%

Length of business, business permit and capital are interpreted as business characteristics where
73% have run a culinary business for 1-5 years. The majority (67.6%) started a business with
small capital <5 million and 91% are personal capital. This gives the impression that starting a
culinary business does not require large capital, which can be obtained from the personal capital
of the entrepreneur.

Tabel 2. Convergent Validity

Variables Indicat
ors

Running 1.
Loading
Factors

Running 2.
Loading
Factors

Cronbach's
Alpha.

AV
E

Composite.
Reliability

MO-Market Orientation MO.1 0.634 0.624 0.723 0.56
5

0.795
MO.2 0.717 0.792
MO.3 0.285 Rejected
MO.4 0.444 Rejected
MO.5 0.809 0.741
MO.6 0.648 0.636

EO-Entrepreneurial
Orientation

EO.1 0.772 0.775 0.834 0.54
8

0.878
EO.2 0.820 0.817
EO.3 0.746 0.743
EO.4 0.682 0.679
EO.5 0.602 0.609
EO.6 0.797 0.798

PQ-Product Quality

MP-Marketing
Performance

PQ.1 0.753 0.758 0.729 0.57
2

0.841
PQ.2 0.697 0.712
PQ.3 0.851 0.866
PQ.4 0.674 0.673
PQ.5 0.447 Rejected
MP.1 0.842 0.846 0.861 0.77

5
0.912

MP.2 0.908 0.911
MP.3 0.889 0.884

The results in Table 2 present the initial action (running 1) there are indicators that have a
correlation value <0.6 MO3, MO4 and PQ5 are removed from the model. Then in running 2, all
indicators have a value >0.6, Croncabch alpha value >0.7, AVE value >0.5 so that all and
reliability and validity measurements are met and can be continued to the hypothesis testing
stage.
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Tabel 3. R.Square Result

Variable. R.Square Adjusted R.Square
Marketing Performance 0.215 0.191
Entrepreneurial orientation 0.103 0.094
Product Quality 0.241 0.225

Table 3. Shows the R-square value, where according to Chin (1998), the R-square value that is
considered strong is 0.67, a value of 0.33 is considered moderate and a value of 0.19 is
considered weak. The MO, EO and PQ variables can explain their contribution to MP by 21.5%
(moderate category). The PQ variable can be explained by MO and EO by 24.1% (moderate
category). The EO variable is explained by MO by 10.3% (weak category).

Figure 2 Structural Equation Model

Tabel 4. Inner Model Result

Hypothesis Relationships Original Sampel T-Statistic P-Value Result
H1a MO→MP 0.107 0.896 0.370 Unsupported
H1b MO→EO 0.321 3.778 0.000 Supported
H1c EO→MP 0.224 2.157 0.031 Supported
H1d MO→ EO→MP 0.072 1.629 0.104 Unsupported
H1e MO→ EO→ PQ 0.156 3.080 0.002 Supported
H2a MO→PQ 0.020 0.170 0.031 Unsupported
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Hypothesis Relationships Original Sampel T-Statistic P-Value Result
H2b EO→ PQ 0.484 6.006 0.000 Supported
H2c PQ→MP 0.265 3.095 0.002 Supported
H2d EO→PQ→MP. 0.218 2.347 0.019 Supported
H2f MO→ PQ→MP 0.005 0.154 0.877 Unsupported

The results of the study indicate that H1b, H1e, H2b, H2c and H2d support the hypothesis, while
H1a, H1c, H1d, H2a and H2f do not support the hypothesis. The PQ variable is unable to
mediate the relationship between MO and MP, but successfully mediates the relationship
between EO and MP.

5. Discussion

The findings of this study offer a nuanced understanding of the role of MO in the
performance dynamics of Indonesian MSMEs. Contrary to the traditional view that MO directly
enhances MP and PQ, our research reveals a more complex relationship that warrants deeper
exploration.

5.1 Reevaluating the Direct Impact of Market Orientation

Finding (H1a) which shows that MO has no effect on MP in MSMEs shows that dynamic
changes, customer preferences can change rapidly and MSMEs are not yet responsive enough to
these changes. Market information collected by MSMEs can become outdated before it can be
applied (Karnowati et al., 2022).

Finding (H2a) shows that MO has no effect on PQ in MSMEs explaining that MO without
effective innovation may not produce the expected results. If the company only focuses on
current needs and does not anticipate future needs or is not innovative enough in responding to
market changes, the MO may not improve PQ or the innovated product may not meet customer
expectations (Uzkurt & Kimzan, 2017);(Yang & Ju, 2017). Innovation is the key to maximizing
market information, and without innovation, MO may not be strong enough to improve the
quality of MSME products (Fakhreddin & Foroudi, 2022).

The absence of a significant relationship between MO and MP, as well as product quality,
challenges established assumptions within the field. This result is supported by previous studies
that obtained different results from hypothesis (Uzkurt & Kimzan, 2017);(Karnowati, Sudarto, et
al., 2023). This suggests that for Indonesian MSMEs, simply being MO may not be sufficient to
drive superior performance outcomes (Fakhreddin,Ghahroudi, 2020). One possible explanation
for this finding lies in the resource constraints faced by these small enterprises. Unlike larger
firms, MSMEs may struggle to effectively translate market insights into actionable strategies due
to limited financial, technological, and human resources (Tambunan, 2022). As a result, the
benefits of market orientation may be diluted, leading to its limited impact on performance
metrics traditionally associated with larger, resource-rich firms.
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5.2 Market Orientation as a Driver of Entrepreneurial Orientation

The findings (H1b) show that MO has a possitive effect on EO, indicating that market
information is a trigger for entrepreneurial behavior, where companies are encouraged to explore
and pursue new opportunities through product innovation, new services, or expansion into
untapped markets (Mathafena & Msimango-Galawe, 2023). In other words, MO provides
insights that encourage MSMEs to act proactively and innovatively, which is the core of EO.

Interestingly, while MO does not directly enhance MP or PQ, it plays a crucial role in
fostering EO within these firms. This finding aligns with the RBV theory, which suggests that
MO can serve as a valuable intangible resource that shapes the firm's strategic behaviours
(Gueler & Schneider, 2021). By fostering a deep understanding of market dynamics, market-
oriented MSMEs may be more inclined to proactive and innovative approaches, which are the
hallmarks of EO (Mansouri et al., 2022).

The positive effect between MO and EO highlights an important pathway through which
market knowledge influences business outcomes in the context of MSMEs. Rather than directly
improving product offerings or marketing efforts, MO may contribute to a more entrepreneurial
mindset, encouraging MSMEs to experiment with new ideas, embrace innovation, and seize
emerging opportunities (Ipek et al., 2023). This EO, in turn, may have long-term implications for
the firm's ability to adapt and thrive in a competitive market environment.

5.3 The Role of Entrepreneurship Orientation and Product Quality

The findings (H1c) show that EO has a possitive effect on MP, showing that MSMEs with
strong EO have the ability to recognize and exploit market opportunities faster than competitors.
MSMEs tend to be proactive in finding and exploiting gaps in the market that have not been
tapped or in responding quickly to changes in market trends (Arabeche et al., 2022). Rapid
response to market opportunities allows MSMEs to enter new markets more quickly, introduce
new products, or adjust marketing strategies according to the latest trends (Susanto et al., 2023).
This provides a competitive advantage that can increase sales and market share.

The findings (H2b) show that EO has a posiitive effect on PQ explaining that the
entrepreneurial attitudes and behaviors of MSMEs, such as proactivity, innovation, and the
courage to take risks, encourage MSMEs to continue to develop and improve their products.
Entrepreneurship-oriented MSMEs tend to focus more on creating added value through
improving product features, design, and reliability to meet or exceed customer expectations
(Kalinic & Brouthers, 2022). This continuous innovation helps improve PQ, so that MSMEs can
be more competitive in the market.

The findings (H2c) of PQ have a significant effect on MP explaining that high-quality
MSME products tend to be more satisfying to customers and increase loyalty (Tirtayasa, 2022).
Products that meet or exceed customer expectations will create a positive image of MSME
products, increase trust, and encourage repeat purchases (Alzoubi et al., 2022) . Thus, good PQ
helps MSMEs attract more customers, expand market share, and increase sales results, which
overall improves MP.
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This study places PQ as a mediation of MO and EO against MP. The findings show that PQ
becomes the intervening variable of EO and MP, but did not succeed in mediating the
relationship between the MO and the MP. EO drives innovation and product improvement,
which directly affects PQ. High-quality products then improve MP through customer satisfaction
and loyalty. However, PQ may not be successful in mediating the relationship between MO and
MP because MO is more focused on understanding and responding to market needs, which may
not always have a direct impact on PQ. MO tends to influence MP through other strategies, such
as pricing, distribution, and promotion, so PQ may not be the main determining factor in this
relationship

5.4 Implications for Practice and Policy

Important implications of research for practitioners and policymakers. For MSMEs, the
results suggest that while MO remains a valuable strategic asset, its effectiveness may be
contingent on the firm's ability to pair it with entrepreneurial activities. MSMEs should therefore
focus not only on understanding market trends but also on cultivating an organizational culture
that encourages innovation and risk-taking.

For policymakers, these insights underscore the need to support MSMEs in building both
market orientation and entrepreneurial capabilities. This could be achieved through targeted
training programs, financial incentives for innovation, and the development of support networks
that facilitate the exchange of market and entrepreneurial knowledge among MSMEs.

5.5 Theoretical Contributions

This study contributes to the ongoing debate about the role of MO in small businesses by
highlighting its differential effects on various performance outcomes. While market orientation's
direct impact on MP and PQ may be limited in the context of MSMEs, its influence on EO
suggests a more indirect pathway to business success that merits further exploration.

6. Conclusion

This study provides a fresh perspective on the role of MO within Indonesian MSMEs,
revealing that its effects are more nuanced than traditionally believed. While MO is often
associated with improved MP and PQ, our findings challenge this assumption by showing that,
within the context of Indonesian MSMEs, MO does not significantly impact these outcomes.
However, the research uncovers that MO plays a pivotal role in enhancing EO, suggesting that
its primary value in this setting may lie in fostering an innovative and proactive business culture.

The divergent effects observed in this study underscore the importance of understanding the
unique context in which MO operates, particularly within small and resource-constrained
enterprises. For Indonesian MSMEs, it appears that the capacity to translate market knowledge
into direct performance gains may be limited. Instead, the value of MO may be more indirect,
serving as a catalyst for entrepreneurial behaviors that, over time, could lead to sustained
competitive advantage.
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Future research should examine how external factors, such as market volatility, competitive
intensity, and industry-specific dynamics, can moderate MO and performance in MSMEs.
Understanding these conditions could provide clearer insights into when and how MO can be
most effectively leveraged. To capture the long-term effects of MO on MSME performance,
longitudinal research designs could be employed. Such studies would help assess whether the EO
fostered by MO eventually translates into tangible performance improvements over time.
Conducting comparative studies across different regions or industries within the MSME sector
could reveal whether the findings observed in this study are specific to Indonesian MSMEs or if
they hold true in other contexts as well. This could help in generalizing the results and refining
the theoretical implications. Future research could also explore how MO interacts with
innovation or learning orientation, to influence MSME performance. This could provide a more
holistic understanding of the strategic configurations that drive success in small enterprises.
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