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was to determine: 1. The effect of market orientation and product innovation on marketing perfor-
mance of Bread and Cake UKMs. 2.The moderating effect of competitive advantage, strengthens
or weakens, of market orientation and product innovation on the marketing performance of Bread

October 20, 2020 and Cake UKMs partially. Data were obtained through offline questionnaire distribution to 80 re-
Keywords: spondents. The respondents were the business owners and employees of Bread and Cake UKMs in
Market Orientation Bengkulu, Indonesia. The data analysis used in this research was Structural Equation Model (SEM)
Product Innovation which was operated through the Partial Least Square (PLS) program, SmartPLS 3.2.9. The result
Competitive Advantage indicated that market orientation and product innovation partially influenced marketing perfor-
Marketing Performance mance. Competitive advantage partially moderated (strengthens) the effect of market orientation

and product innovation on marketing performance. This research contributes to the theoretical de-
velopment of competitive advantage which moderates the effect of market orientation and product
innovation partially on marketing performance. The study also helps to find the strategy to increase
the marketing performance of Bread and Cake UKMs in Bengkulu, Indonesia.
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1. Introduction

Small and Medium Business (UKM) can survive in the business competition through great concern on marketing aspects.
UKM owners should know and understand what the consumers need and what happens in the market as well as how the
business surrounding changes. UKM’s marketing is indirectly influenced by the pressure from business competitors. Often
the marketing performance factor comes in hand to measure the effects and company strategies based on the marketing aspect.
According to Hitt et al. (1998), marketing performance is defined as “a company’s or organization’s ability to transform in
order to encounter the challenges due to the environmental changes in long term perspective”. Marketing performance is a
concept to measure the market achievement that has been obtained by a product of a company. In general, company perfor-
mance can be seen in marketing performance. If marketing performance increases, company performance increases as well.
The success of a company displayed by marketing performance is the implementation of a strategy. All the strategies are
expected to be able to increase marketing performance. Vargo and Lusch (2008) stated that marketing performance embraces
the selling, net profit, market share and overall performance. This article refers to the marketing performance theory from
Gao (2010): comparison of performance to the goal is formulated from a market strategy. Business competition in marketing
the products is not only based on product qualities but also based on strategies such as market orientation and product inno-
vation. Market orientation and product innovation can be used as one of the strategies to reach a competitive advantage.
Bharadwaj et al. (1993) state that “company culture focuses the market orientation in strengthening competitive advantage to
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increase marketing performance”. Drucker (2014) suggest that “entrepreneurship orientation as the nature, character or char-
acteristics attached in someone who has the spirit to make his innovative ideas come true in real business worlds and is able
to develop it well”. A company applies the market orientation means that it must have competitive quality products. Quality
products attract consumers and will create a great perception of consumers’ minds on the products and it finally increases the
selling. The increasing sales in the company will increase the performance (Menon et al., 1997). Kotler and Keller (2015)
define innovation as any goods, services, and ideas that are considered as something new. The companies that can formulate
and apply the right innovation strategies in both internal and business scope will be able to increase the competitive capacity.
Thus, management shall make the right decision on the shape and model of innovation strategies (Zahra et al., 2000). Porter
(1998) explains that “competitive advantage as the capability of a company to gain profit more than that the competitor
company with the same product can obtain”. While Noe et al. (2006) suggest the competitive advantage is “company capa-
bility to make its products and services gain more acknowledgment from the consumers compared with other competitor
companies”. This will bring the company to reach its right targets and goals. A similar opinion is stated by Contador et al.
(2012) that define competitive advantage as “the highest position that encourages the company to be competitive compared
to its competitor companies”. Kotler and Amstrong (2013) state that “competitive advantage as the benefits gained over the
competitors through offering more values to the consumers in the form of lower prices or higher prices with more benefits
included in the products”. Competitive advantage also comes from any activities such as product designing, production, dis-
tribution, delivery, and support. There have been many studies that indicate market orientation and product innovation affect
marketing performance partially. Market orientation influences marketing performance (Pulendran et al., 2003; Shoham et
al., 2005; Sin et al., 2000; Rahmawati et al., 2019). If market orientation is performed effectively according to the customers’
needs and wishes, it will influence the marketing performance. Product innovation influences marketing performance (Akgiin
etal., 2009; Maupa et al., 2017; Ogi et al., 2016). Product innovation that can create new product is very important in business
and it will influence marketing performance.

This study uses four (4) variables: one (1) dependent variable, two (2) independent variables, and one (1) moderating variable.
The dependent variable is the marketing performance by Gao (2010). Independent variables are market orientation by Slater
& Narver (1995) and product innovation is adopted by Freeman (1982). The moderating variable is competitive advantage by
Bharadwaj et al. (1993). UKMs for bread and cake industry are growing in Bengkulu. These UKMs focus their products on
bread and cake. One of the popular cake products is Bay Tat cake. This is a traditional cake from Bengkulu. According to
Maflahah (2012), traditional food is the food popular and consumed a lot within a community with its unique taste and flavor.
UKMs nowadays seem neither creative nor innovative. Insufficient knowledge of market demands, small capita, and lack of
labor force for production become the major problems. On the other hand, the competition gets stronger that indirectly influ-
ence marketing performance. it was the marketing performance that influences the business agents of bread and cake UKMs
in Bengkulu city. To create good marketing performance, it is necessary to investigate the influencing factors. This study aims
to analyze the marketing performance of bread and cake UKMs in Bengkulu city. The competitive advantage became the
moderating variable because the author intended to see whether this variable could strengthen or weaken the influence of
market orientation and product innovation partially on marketing performance. Competitive advantage variable was always
used as independent and mediating variable in the previous researches such as in (Yacob et al., 2020). Since there have not
been any similar studies using competitive advantage as the moderating variable, this current study is expected to be the
novelty.

This current study is significant because the findings will contribute to the strategies for bread and cake UKMs to increase
their marketing performance. Based on the reasons, the author put her great interest in this current study with the title “mar-
keting performance of bread and cake UKMs with competitive advantage as the moderating variable in Bengkulu city”.

2. Theoretical background and hypotheses development

2.1. Marketing Performance

Marketing performance is an indicator to measure the marketing achievement of a company. Every company needs to know
its achievement as the representation of its success in market competition. Business needs internal support such as innovation
and external support such as market searching, promotion, and technology (Xuan et al., 2020). The company's success dis-
played by the marketing performance is the implementation of strategies used by the company in selling its products in the
market. Ferdinand (2003) states that “marketing performance is a frequently used factor to measure the impact of strategies
existing in the companies”. Organization performance is “the results or outcomes of an organization which is later measured
and compared to the company’s target” (Jahanshahi, 2012). If UMKMSs’ marketing performance can always increase with
their local products then it will increase the chance for foreign market (Santra et al., 2020). The marketing performance
variable in this study refers to the study of Song and Parry (2009) that consists of three (3) indicators: selling growth, consumer
growth, and selling volume.

2.2. Market Orientation

According to Jaworski and Kohli (1993), market orientation is “company orientation based on how to satisfy consumers’
needs and wishes”. A company can sustain its existence in tight business competition. Markets should be managed by inves-
tigating their demands and consumers’ needs that goods and services could satisfy them. Market orientation is the main factor
or marketing performance (Julian, 2010).
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Baker and Sinkula (2009) believe that “a company that has market orientation will have a faster revision foundation; this can
be seen from company’s successful products, profitability, market share, and continuous competitive advantage”. Slater &
Narver (1995) suggest that “a business entity can gain maximum potential market orientation if the business orientation is
right, following the design and organization structure”. Market orientation in this study refers to Narver & Slater (1990) with
three (3) indicators: consumer orientation, competitor orientation, and inter-functional coordination. Consumer and competi-
tor orientation include any activities related to any information on buyers and competitors in the target market and activities
that spread through business while inter-functional coordination is based on the information of consumers and competitors
that include the coordinated business entities.

2.3. Product Innovation

Consumers in general wish to have innovative products that fulfill their desire. Porter (1998) explains that to expand a busi-
ness, product innovation is needed to implement. UKMs will progress better if they can innovate new products. Competition
gets higher and consumers become more selective in buying products, they demand the company to be more innovative in
creating a product. In the other words, companies need to offer new products which are comparably better than those of the
competitors. According to Tjiptono (2011) “New products hold an important role in increasing the company’s profitability
while innovation process plays its role as cost deduction strategy”. Freeman (1982) suggests product innovation as the process
that includes technical design, research and development, manufacture, management, and any commercial activities involved
in marketing new products or upgraded products. This study used product innovation indicators adopted by Freeman (1982):

a. Culture of innovation is the organization culture existing in a company to always create new products.
Technical innovation is innovation in the process of a company creating new products.
c. Service innovation is the process when a company serves its consumers or customers.

2.4.  Competitive Advantage

A company to gain its competitive advantage needs to hire employees with unique skills. According to (Bharadwaj et al.,
1993, p. 83-84), competitive advantage is the implementation of the strategy by utilizing all company’s resources. Companies
will have a competitive advantage if they can apply strategy to create value which at the same time cannot be created by
potential competitors (Ferdinand, 2003). This research used a competitive advantage indicator that was adopted from Bha-
radwaj et al. (1993): uniqueness, rarity, uneasily imitated, not easily changeable, and competitive price.

2.5. Market orientation influences Marketing

Companies to encounter the competitors should perform the marketing effectively: ensure to provide the goods and services
that satisfy consumers’ needs and wishes. Uncles (2000) believes that market orientation can be defined as any process and
activities involved in creating and satisfying consumers by analyzing consumers’ needs and wishes. Needs will increase and
reach their satisfaction if the goods and services can meet consumers’ desires. The increasing needs and wishes from the
consumers will increase the selling product quantity in a company, and this indicates that marketing performance runs effec-
tively. Previous studies show that market orientation has a positive influence on marketing performance (Baker & Sinkula,
2009; Julian, 2010; Kara et al. 2005; Manzano, et al. 2006; Susanto, 2012). This means that if market orientation increases,
marketing performance will increase as well.

Based on the above theories and explanations, the hypothesis in this study is:
Hi: Market orientation positively influences marketing performance.
2.6. Product Innovation influences Marketing Performance

Product innovation will create several product designs that increase alternative selections, benefits, or values for consumers
resulting in an increase in the expected product quality (Prajogo & Sohal, 2001:85). Product innovation in the business world
is very essential since it can create novelty of a product from its looks, system, process, and other aspects. An innovative and
unique product offered in the market will gain high performance (Salim et al. 2020). Innovation is someone’s creativity which
according to Bharadwaj et al. (1993) has an important influence on marketing performance. Previous studies show that product
innovation has positive influences on marketing performance (Herman et al., 2018; Jajja et al., 2017; Killa, 2014; Rosli &
Sidek, 2013). This means that if product innovation increases, marketing performance will increase as well.

Based on the above theories and explanations, the hypothesis in this study is.
Ha: Product Innovation positively influences Marketing Performance.
2.7. Competitive Advantage as the Moderating Variable

Kotler and Amstrong (2013) state that “competitive advantage as the benefit gained over the competitors through offering
more values to the consumers in the form of lower prices or higher prices with more benefits included in the products”. The
competitive advantage in this study acts as the moderating variable to see whether this variable could strengthen or weaken
the influence of market orientation and product innovation partially on marketing performance
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Previous studies have not used a competitive advantage as a moderating variable. Therefore, the hypotheses in this study are:
Hs: Competitive advantage moderates the influence of market orientation on marketing performance.

Ha: Competitive advantage moderates the influence of product innovation on marketing performance.

Competitive
advantage (M)
Market | |

orientation (X1) \1:\—>

' Marketing

| Performance (Y)
Product /'-/'

innovation (X2)

Fig. The proposed method
3. Methodology

3.1 Type of Study

This study is a survey study, and the information was gathered from the respondents through a questionnaire that was distrib-
uted online.

3.2 Population and Sampling Techniques

The population in this study is the owners and employees of bread and cake UKMs in Bengkulu city with the total respondents
of 40 owners and 110 employees. The sampling technique was done by census and it was obtained 4 UKM owners and 40
employees, thus the total respondents were 80 respondents.

3.3 Validity and Reliability Tests
3.3.1 Validity Test

This study used convergent validity with a reflective indicator measured by loading factor (correlation between item score/
component score with construct score). The loading factor of indicators measures the construct. Hair et al. (2010) state that
“loading factor score bigger than 0.30 is considered fulfilling minimum level; loading factor score = 0.40 is considered better
and fit with the rule of thumb used by the researcher, and loading factor > 0.50 is considered significant. Rule of thumb used
for convergent validity is outer loading > 0.70, communally >0.50 and Average Variance Extracted (AVE) > 0.50 (Chin,1998).
The result of the validity test can be seen in Table 1.

Table 1
Summary of Validity test result
Item Factor Loading AVE Communality
Market Orientation 0.697 0.51
Consumer Orientation 0.845
Competitor Orientation 0.817
Inter-Functional Coordination 0.843
Product Innovation 0,763 0.649
Culture of innovation 0.858
Technical innovation 0.932
Service innovation 0.827
Marketing Performance 0.702 0.555
Selling Growth 0.854
Consumer growth 0.744
Selling volume 0.906
Competitive Advantage 0.849 0.649
Uniqueness 0.93
Rarity 0.925
Uneasily imitated 0.921
Not easily changeable 0.92
Competitive price 0.911

As can be seen in Table 1, the entire variables have a communally score of > 0.5 and an Average Variance Extracted (AVE)
score of > 0.5. This fits the convergent validity criterion; thus, all indicators are considered valid and able to be used for further
analysis.
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3.3. Reliability

The reliability test in PLS can use two (2) methods: Cronbach’s alpha and composite reliability. The rule of thumb of alpha
score or composite reliability shall be bigger than 0.7, even though 0.6 is still accepted (Hair et al., 2010). The result of the
reliability test can be seen in table 2.

Table 2

Summary table of reliability Test result
Item Cronbach Alpha Composite Reliability
Market Orientation 0.79 0.873
Product Innovation 0.844 0.906
Marketing Performance 0.787 0.875
Competitive Advantage 0.956 0.966

The result in Table 2 indicates Cronbach’s alpha and composite reliability for each variable bigger than 0.7. Thus, it can be
concluded that the instrument used in this study reliable.

3.4 Method of Analysis

The data analysis used in this study is inferential statistical analysis: Structural Equation Modeling (SEM) which is operated
by the Partial Least Square program (PLS): SmartPLS 3.2.9.

4. The result of Data Analysis

The data that had been tested for validity and reliability were then tested by SEM through SmartPLS 3.2.9 for hypothesis
tests. The result of data processing for SmartPLS 3.2.9 can be seen in Fig. 2.
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Fig. 2. Summary Figure of structural Model Output
Source: The Data was Processed (2020)

Hypothesis 1: Market orientation positively influences the Marketing Performance.

The result of the study obtained a coefficient beta of 0.214 and a ¢ score of 2.005. ¢ score >1.64 (one tailed-hypothesis)
indicated that market orientation has a positive influence on marketing performance.

Hypothesis 2: Product Innovation positively influences Marketing Performance.

The result of the study obtained a coefficient beta of 0.218 and a ¢ score of 2.746. ¢ score >1.64 (one tailed-hypothesis)
indicated that product innovation has a positive influence on marketing performance.

Hypothesis 3: Competitive Advantage as the moderating variable of market orientation influence on marketing performance.

The result of the study obtained ¢ score of 2.397. ¢ score > 1.96 (two tailed-hypothesis caused by moderation) indicated that
competitive advantage moderates (strengthens) market orientation influence on marketing performance.

Hypothesis 4: Competitive Advantage as the moderating variable of product innovation influence on marketing performance.
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The result of the study obtained ¢ score of 3.622. ¢ score > 1.96 (two tailed-hypothesis caused by moderation) indicated that
competitive advantage moderates (strengthens) product innovation influence on marketing performance.

5. Discussion
This focuses on hypotheses testing in the objective of this study.
5.1. Market orientation positively influences marketing performance

The result of this study found that market orientation positively influences marketing performance. This means that the
stronger the market orientation, the more marketing performance increases. This result is in line with previous studies from
(Hussain et al., 2019; Kara et al., 2005; Sutapa et al., 2017; Zhang & Zhu, 2016). Companies with market orientation are led
by their excellent knowledge about consumers’ needs in the current time and the future due to their capability to offer the
solution for any demands and definitely better than that offered by the competitors (Slater & Narver, 2000). Gunarathne (2015)
said that “Market orientation can be defined as the organization culture where employees put their commitment to continu-
ously create excellent consumer value or as the series of marketing activities that leads to good performance”. The owners of
UKMs in Bengkulu city can increase the marketing performance if they concern about consumer orientation, competitor
orientation, and inter-functional coordination. Consumer orientation includes any activities involved to gather information
related to consumers’ needs and wishes. Competitor orientation is the company's willingness to observe competitors’ strate-
gies. Inter-functional coordination means that company leaders are willing to spread the whole information of the organiza-
tion.

5.2. Product Innovation positively influences marketing performance

The result of this study found that product innovation positively influences marketing performance. this means that the
stronger the product innovation the more marketing performance increases. This result is in line with previous studies from
(Aksoy, 2017; Al Saed & Abu Saleh, 2017; Zaefarian et al. 2017). Product innovation is an important instrument that is used
by an organization to change and build significant capability to stay competitive in easily change business worlds (Dougherty,
1990). Any companies shall create innovations that will help/ support all efforts to increase and sustain products in target
markets. According to Fossas-Olalla et al. (2015) “Successful product innovation will earn benefits, increase market share
and have a positive impact on marketing performance”. Small companies invest more in product innovation compared to what
they do on process innovation (Cohen & Klepper, 1996; Yin & Zuscovitch, 1998). Companies need to apply the culture of
innovation to success in product and innovative service aspects. Bread and cake UKMs in Bengkulu city can increase the
marketing performance if they can always apply the innovation culture: the process to create new products and technological
services to consumers. Product innovation can be done by modifying the existing products to create unique and new products
with great quality.

5.3. Competitive Advantage moderates (strengthens) market orientation influence on marketing performance

The results are: 1. Competitive Advantage moderates (strengthens) market orientation influence on marketing performance.
This means that competitive advantage (uniqueness, rarity, uneasily imitated, not easily changeable, and competitive price)
will strengthen product innovation influence on marketing performance

This result is not in line with any previous studies since there have not been any studies that investigated this topic.

Porter (1990) said that “one of the challenges for companies is how to achieve competitive advantage”. Companies in handling
business will not be able to not deal with a competitive advantage. They can only survive the business if they have a compet-
itive advantage. This study indicated that competitive advantage strengthens the influence. This means that competitive ad-
vantage will increase marketing performance. Bread and cake UKMs in Bengkulu city shall have a competitive advantage
that the marketing increases as well. competitive advantage can be in forms of uniqueness, rarity, uneasily imitated, not easily
changeable, and competitive price.

6. Conclusion

1. This study found: 1. Market orientation influences the marketing performance. The marketing performance of bread
and cake UKMs in Bengkulu city can be increased if the owners perform consumer orientation, competitor orienta-
tion, and inter-functional coordination. This study is in line with several researches (Baker & Sinkula, 2009; Hussain
etal., 2019; Kara et al., 2005). However this study is also in contradiction with several researches that suggest market
orientation does not any influence in marketing performance (Han et al., 1998; Johnson et al., 2009).

2. Product innovation influences marketing performance. The marketing performance of bread and cake UKMs in
Bengkulu city can be increased if the UKMs always apply innovation culture, a process to create new products and
technological services to consumers. This study is in line with other several researches (Julian, 2010; Rosli & Sidek,
2013; Zhang & Zhu, 2016). In the other hand, this study is in contradiction with several researches that believe
product innovation does not have significant influence on marketing performance (Cillo et al., 2010).
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3. Competitive advantage moderates the influence of market orientation and product innovation on marketing perfor-
mance. Bread and cake UKMs in Bengkulu city shall have the competitive advantage such as uniqueness, rarity,
uneasily imitated, not easily changeable, and competitive price. The result of this study is not supported by any
previous research since there was no similar research in the past that investigated this topic.

The business entities in this study have several kinds of products. Thus, the further research should consider the uniformity
of the companies. The samples shall be increased and cover more than one region. Besides, the further study should determine
the size, characteristic, and length of operation of business entities.
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