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Abstrack The focus of this reseanch was bo investigade the efiect of green market orientation on
bisiness pnfnr:rrunﬂ- For thirpurpum_ this research tmsted ﬂ'ulgmm market arieribabion has o dinact
edfect on business performance, that green market onentation affects green mnevation, and that green
trmowation afiects business performance. As a gquantitative eseafch,; partial least squares structural
equudi:nn mn-d.c'li.ng (PLE-SEM) was ussd b test the h}'PD‘H‘IEI-L'I. Daka were colleched b]' usinﬁ bath
mnline amd offlinge .|:|1|.n-.=1i.|nnr|.ni.rﬂ1: Emmewnfn;mulu;u_p'rr. oof the mamufacturing micm, small- and
medinm-=steed enterprises (MSHES) in the East fimva Prosinoe of nidonesia. & total of 175 respondents
participated in this dudy. The resules shoy that goeen market cientation bas a pesstive and direct
etfest v business performanee, The reull empirically support the thessy of sustainability and
entreprmeunship in the mescarch setting of Indomesion MSMEs, The resalbs also imply that the
AT CS mam e of BSM Fs ] b balamce sconomie, envirommental, and social fsoes im their
business In the era of sustainable development and environmental awareness, manufactaring M5MEs
e Lo ackep i greent marked oolentation and carey el greaen nooyatkon nthele busisess processes
tr chizin a bether business performanes

Keywunds: green market erientabion; gresn innovation; business performance; sustamability theany:
enfrepreneurship theory) mo poverty

1. Intraduction

In the last few decades, the world has Gced very serious environmental probleme. bMany countrles
have ssoed environmental pegubations v an effort te overcome worsening envirommental
peablers [1-2]. Since 1980, China has enacted ermdrarmnental regulations to addreds@nyironmental
profdenns in the coundey 4], The Europesn Commiunity has instencted an effective restrction of the
use of certain harardms substances [RoHS1, as well as glectronic and electrical egquipment (W EEE),
sme 206 [5]. The Indenesan Ministry of Enyimenment and Forestry has developed an envinomment
performance rating system {FROTER) te encourage compendes (o apply green economy principles [o],
In Tirue with Sustairakble Developrnent Goals (SDGE]), the mesponsible consumption ond production is
e af the bangeks that must be achieved by 2030, by all member states of the Unbed Mabioms (U]

e meressimely stringent emvimnmendal regulations have encouraged people to be responsible
for thee eryifomment. Many people chose 0 buy green products, o minkinkze their lmpact on
enviromment [ 1], are willimg to support ervvironmertel protection, ane envirenmentally nesponsible,
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anid bend 0 sk bnformintion and kearm abeut green product [5] The pmergence of green oonsemers
hes charged the new competitive landscape in the busmess world (5] Compandes must pay attention
toemvirmrmmenlly foiemsdly competitors in e e of green business [9,10], Companies ane incneasing)y
aefented tow ards enwironmentally frierdly markets to moet the needs of green censumers [11]in e
with the increasing demand for green products [12], Therefone, the green market plays a crucial role
far companzes m the era of sustairabalite. The green orarked refers bo s market whens consamers dnd
campetitors are aware of awinonmentally friendly products and processes. Thus, the green market
ceicntation should be the company's focus in the era of sustainable development. Research with
specific bopics an green market orientabon is w4l ranety carried out in developing coumbries, especially
it e reseanch seting of small- and mednam-siced enberprises | WS E).

A5 the nurmber of green consimers increases, this ressarch expands the constmact of market
orisnbation b green market coiendabion. Green matket oriendation affects basiness performeano
becaus ibincrenses public avamenes ko probect ervironment, thenefone iriggering companics to adopt
nn'."inmnwt.ﬂl].' Fr.imdl:f bzine s T.ra-:l:icﬁ: [13,14]. Furthermaore, thie conatrict of imnivvatiom as a
mediating variakbe is also expanded obecome green bnmovation mline with the increased responsibility
of coumpandes B meet the expectations of stakeholders. Green innoyvation & an mmovation that allows
the comparny to reduce adverse impacts on the enviscmment and respond to the geeen market Ina
jlEewn market, a COTNpATY crn petes with green compititaes be meet the needs nl'gmm rustrmses whio
are aware of environmentally friendly products. Therefore, they have the opporhumiby B improye
their environmental performance | 15] and fimancial performamee |16 To strengthen the mesearch
framework, this study employs the sustainability theory and entrepreneurship theoey, Sustainateiliny
theary stabis that business perloomanse is inflaensed by the way campanies balanee sacial, ecompamic,
aingd envirormendal inderests |17, 18] '[h'li‘ipl&ﬂpﬁn‘m Lire, a5 a nminess suskrinability moded, shoald
be implemented becacse it provides benefits in envinonmental, secal. ard economic dimensiors | 19.20]
In thee exva of sustainable competiibon, bustoess aoiors are neguired fo csttinuee to lmovabe o reet
minrket meeds [21-23] Thas, itis in line with entrgprereurship heery emplasizing the importanee of
inrveation for long-term groweth |24]. Throwgh innevation, estrepreneurs can contribube (o eoonasmic
arawth i developing coiniries | 25].

The results of previous studies onfie efect of market orientation en business performance
are atill inconsstent. Research by Kirca 21 al. [26] shonwed that market origntation increases prodfils,
Lee et al. [27] conducted a shudy an 154 foad -cervice franchise firms registored with the Faorea Fair
Trade Commrties and showed that market orentafign dinsctly imprves financial and non-Geancial
performance. As proven by Salehzadeh etal, [25], ﬁur&:tm:i-mhl:im has adirect and positive effect
on financial performance, customers, intemal processes, and leaming and growth. another stady by
Lansilwobe et &l [29] in Finrdsh SMEs ;p-:rlr'rt-d that ket cricmtation has a direct et on men-financial
;:-:-rfc!n'rum::l:. {:mvmeljg- ather scholars reveal differmt reialis Uzkaart et al, [30] condieched research
o 11T eornpanies an Tirkey's Top 500 Compandes ancd prosved that market arientation does nof
directly affect company peformance, Kesearch by Ho etal [51] om 190 actors in a beef catile valwe
chain in Vietnam's Central Highlands showed that these is no significant relatiomship bebseen market
orientation and perfcemance. This research gap ustfes further studies. This shady proposes green
inrswation as & mediating variable on green market srientatien—business performance sedations=hip.

Thiy research comtimaes the works of Fatoki (5], Papadas |13, and Chan et al, [4] and proposes
samie eppirtunities for Ashure nesearch.. As susgpesbed by Chan et al. J4]. fubure research should identify
various ypes of institutivnal or external pressunes and iovestigabe their effecks on green immovation
Follewing the supgmestion, this research employs green market orientation as a predictor of greon
inmevabioms Papadas [ 13] alsy suggested that hoture research shauld focus oo 2 gpecific seckor or
industry fo urderstand how green marketing ortentation operates in diferent settings. Therefpme
this reseanch b= based on manufacturing MSIEs. Finally, Fatoki [2] recommencod that other studies
can tesk the effect of green marketing orenobion on performance, using other measunes, As sugprested,
thi= f.l.'ud:,.' vses both fimaractal and non-Anancial indicators b rraeasne Business ]'rm'fnn'nanrp, as well
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a= emplwving a mediation mesearch madel imyolving green market arientation. green innovation
and business perfarmance, which rematns rare in the research setting of Indonesian MSEs

Girewsnymarketoriemtation is an espansiom of marketorientation which can be adopted by companies
o create sup-uri.nrvn'l'l.lt i bhee era of suskinehle dm'c'ln]:m.ﬁ-:n LA carmpany Ehat focuscs pon grcen market
orientation aims to mprave compet Heemess in an increasingly competitive business enviromment
Gireen markebing activibes ane mmplemented by campanies 0 provide envitonmendally Friendly
products for consumers [32.55]. The first step thst anenvironmentally frendly market-oriented
campany meeds to take s to bmplement green inhevation [14]. Green innoyvation is adopted by
campanies, to reduce waste that athcts ervironmental damage Gresn mmovation emphasiees the
creation of envinmmentally friendly prodocts or processes that cmomeet requicertienis fo paotect
the eniromment |+4,3%) Throwgh green imovithon, companies can develop Inmovations sach s
green managerial inmevation [26], green arganizobiomal bmoyaticon [37], green prosluct innovation [4],
and proen process mnovation |34]

Business porformance is the end mesalt af an cegavization's efforts in mansgng i resoures [39]
Perfermance 15 a reflecton of the way anoeganizabon rmansges is Tesoumees s thal it determnines the
surviyal of the vrganisiion [40A41] Green inniweation practices allow compardes te develop capabilities
that bead to improved busiies performance [2702] Green Innovation weill improve company
performance cansistivg both fimancal and non-financial perfermance [£2]. Improved environmental
performance i= the resulf of green mmovation implemented by a company |7234]. Environmental
practic= adopted by companies will incressse competitiveness, making the company so beetter [§0).
Thias, greem bnaoyvation is imporant for environeentally friendly market-orbenbed comparndes becass
it afhechs blasiness performance,

Manufachuring MSMEs in East |ava Provinoe, ndonesia, play tmportant rale in improving
econammie and ervironment performance. First, mamadactiaring MSMEs have contributed bobhe East
Java's GROP of 5458 percent el abearbed 78 percent of the workfonoe [45)], Secend, the manafactering
induskry i o sector contributing bo envimenmental problemes High production activitios are often
nd balanecod wiith preserving natural resources [0]. Third, Indonesia 2 a member of the Lnited
Matipns has targets that noast be achieved by 2000 such as schieving the implementation of a 15year
framewark for nesporsible consumption and production, rranaging chemicals and hazandious waste,
and achieying sustainsble business practices | 16]

The main facue of thie neeearch is tis im'e-;riﬁabu the mm:li:l:i.ng Folie nfsm-:nimmuhm oim tha
ebict of green market orentation on basiness performance. Thsanstically, this study strengthens the
sustainability theory and entreprensnmship theory by provading: empincal evidence onthe mechanesm
off how green marke! ofentation affects business performance via green innovation.  Practically
this cesearch mmplies thad Indoasian mamalscharing MSMEs nevd boe odigt e green market coeendafion
and apply green mnsvation, to creabe bether buskmess performance, The reest o this article i arganited
as fallowrs: Soctien 2 mopdaine the relevant fiferature and hupothesis development, Section 5 presents
the methedokxzy, Section 4 eaborabes thédmpirical results amd discusstons, Sectiom 5 describes the
corc usicns, limitations, and sugpestions for future research.

2. Literature Review

Busim=s sistaigability is a magor isue m many cowstries anund the world, SEstainable
development foouses on three pillars, namely economic, wcial, and ervimmmental [£7,45]. Suskinalle
developmentis a development process based on the principle of fulfilling the present needs= withoat
sacrificimg the needs of futnre gemerations [15,23,4%], As stabed by Jabareen [50], o sustainable design
aims ba cnoake eco-furmes which ameenengy eHicent and designed for long lihe, Withoot amy support
Froum I P, thas srpstai nabls dﬂlnlnpn‘mnr will mot b maccessful [51.52]0 Therefors, manufacturing
companies need o pay attention b fackoss affecting their business sustanabili ty, especially handling
e issiaes of pesponsible consumption and production
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The thesiry of corporate satamability (= operatiomabized in the Trple Bottom Line {THL)
capcept [52] Elkmgton |53] stated that TEL refers o the simultaneous puaesuit of ecomaic prospertty,
enviremmental quality ard social equity”. Companies should scmmmaodate thess three sspects intheir
bausingss procosses b achixwve & sustamahle 'p-.'-:rfmm.:ni:r_ Thuas, companies shiould not focus -nn]}r oy
fimancial aspects but alsn an sociial and environmental respomaibilities [54], By implementing THL
campanies will increase their competinye advandage [53]. gam Anancial benefits [56], and mprove
theeir coam pamiy s repratation [14].

2.1, Effect of Green Markef Curlentatbon on Bipsiness Perfirmmncy

Mark st oriemtation is an organizatiomal strabegy which is a very effctive and effcient way
ta build hehavior TECERRANY for m:lling r.u;:lnlim' value and continissis r.1.:q:|nlii.1r pn-'rl‘nrmm::.n- Fisr
buvers |57 Market-orienfed compartes will obtaim infermation on buyer needs and competibor
activitis, amd thencoordingte them, b cosate superie custemer valoe [57-52F The emergence of green
COrsuTmers ared ey i:n:a:mpeti s has chanﬁn:d Elee brusiness warkd, r.:u.llng_ it to becomie uh:reu_-i:nﬁl}'
cancemed with envirenmental iseues |9 10] To achiers umﬁinablrdw#hpmﬁ, mmpan.in-'. el
b apply enviroremental principles, to minimize te use of hazardous or oo substances, resources,
and erergy [60]. Enviconmentally friendby marketing activities aim o buoild a8 long-term relationship
with corsumers ard other #akehelders by focusing on environmenital responsibility [61 ] Therefooe,
green market oriertation plays an important mbe in ochdeving the meccess of business processes inoan
e of imvirenmental awareness,

Tiv achiese o better busines performance, a company newed s W adopt eovironmentally Enendly
practices [13]. A audy by Fraj et al, [62] on 3617 manulaciuring frms of & European country
rivgaled that green marketing strategy can lead companies ke improve sperational performamnce and
markeling perfoemance. Research by Ameghe ot al. [63] in Chana shoewed that green marketing
orientation imprwves the SME perfonmeance, such ag employes sabisfaction, emphoves rebevbon,
custemer satisfactbon, amd mage. In sumimarg the more Erportant the mele of green marketing
orien tatiom, tb:hl.ghﬂ thee busines=s ]:lerIu.rrll.mu.*. Eased o the Fm‘iul:n argenenis, thee first hﬂ:l:lﬂtﬁi.l

is proposed.
Hypotheses 1 (HLE Groen marke? oreufebion fas a pesihine pffect o busingss performence,

2.2 Effet of Green Market Orfentetion o Green Inreartion

Ervircmmental preseure has delven corsumes aw areness towards proboecting thie environoent.
Consumers prefier 10 buy prsduct that have a smaller impact on emvarormment ard smcoorage
then br cans about the enviromment (L] Greem consamers also tigger the emetgence of 3 green
imchestry |12,646]. The increasing demand for green products aausess companies b make environmentally
fricmd Iy innovahore o that their business will continue [55] Entreprenewrial innovation plays o
crucial Fede in economic development [66]. Therefore, green innovabion can be used as a srabeme
effort le reduce negative mpacts of bismess pracesses on enviromment s that it confribites in
env o men t sustainabal ity

'revions stadie= hove shown that market orienioben. = the anecedent of innovation [66,57]
Research by Somg ot al [&2] in Chinese manufacturmg firms showed that market orientation
affects mnovabion performance. Custemer demand and competitor pressume are the main factors
N encouraging compatiies b camy ot green nnavation, atming to provide more vahe-added
benfits [21 20 59) Lin et al. [22] conducted 2 study in the Taiwen hybrid-vehicle industry and prosed
thuit emarket dermand for green products has a positive effect on green product innovation and green
process immovativn As sbited By Vilkaite-Vaitene and Skackauskiones [14], the first step for compandes
adophing reen marketmg is o develop green produgts. Thus, the maese mmportaik the mle of green
miarketing orienfation, the more Impoertant the green Imnovaton Based on the previous jusafcatom,
the mecond hypothesis s propesed;
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Hypatheses 2 (H2h Groem amrke’ aneststbon s o postbine afferk o gree fuoTE

2.4 Effect of Greew Immacation on Hisimess Prrfrmmnce

Green inmcrvation refers to product and process inmavations that imoobve encrgy saving, pollution
pmnm:ﬂ.'irm_. washs 'r'vi;j,-'cli.nﬁ, and nlwimnuwﬂ!a'll}' EI"i.EI.'Il'Il}I'Fn!IWt chocipgn |44, A COETPamy carries
oul green product innovation i order b comply with @wironmental regolations and meneasse
campebitiveness [5) A company adaps green innoyation m order o neduo: waste gemerated from
producton processes. Envirenmental acticn that is a part of sustalrable programs plays o crocial
il i improving enviconmental, secal, and ecorcemac perfermance |7 A comvpary will gemerate 8
higher pratit by devekping, producing, and selling snvirnmentally friend by products that provide
environmertal and social benefits V1] Besearch by Weng et al [2]0n manofactunng and service frms
in Taiwan emplrically proved that green inmovathen practices imgproyve eny irommental performano
dnel firm performance. Besearch by Chan et al, [1] oo manufacturing isdiastries in Chino revealed that
greven product mnovabion drives costefficiency and frm profitabiliby Green process oo stion has
dimect and positive effect on anganizational and environrental performance [18], Graen innovation
shotdd e applisd because [t proyvides straleglc eppoetusities for e compasy, sty the betier
thie E;.rn:m mnpvatian, ihe h:lghl:r Ehes busiress pu'fmunr:e- Based on the Ffl.'-'jlm!-.!l‘ﬁmu_. thes third
hypothesis is propesed:

Hypotheses 3 (H3k Greew mneeation his & pesitioe effect o frsiness performamce,

2. Malioeiay Efect of Green Smippation on Gren Morke! Crisatnhion-Hod s Perfrmmance: Refatioship

The increasingly stringent ervdrommental regulations hawve changed the pattern of prodcticn and
cansamptionof cmsumens, making them beciame mare ervironmentally nesponsble. Consumers prefer
to by preciucts that are ervdnnmentally mendly [7]. Companigs are increasingly orented tovards
environmentally friendly markels, to moreass their social and ervimonmental fsponsibilities [58]
Crven produd innevation and green process innevation ore adepted by companies bo meet the needs af
green constmers and minimize the negative mpact of manafachining procesaes. on ervirenment, Thus,
adopting gremm inomeation = crucial for 8 company B overoame pressures from oustomers, comipebibors,
and regulaters [22,71], Green innovation playsan mpariant rolé in creating & competitive advaniage m
{he wui erpvimmamental awacemess [ 890], G inmewakion irnplr.rr'ltmd in rnamtacharivg, W5 ME s
will have a dignificant impact an business performance | 17]. Theredore, the more important the rale af
FFEen marthkel orieniHom, the micme Impnrl.'ml: the FFeT inreation, and ferthermore the b Ig'hnr tha
business performance, Based on the previous description, the fourth hypethesis is proposed:

Hypotheses 4 (Hal. Green insovstion setinles e effeck of geeen munrket orientalion on business performance,

2.5 Researck Froowemoord:

Based on the hypothess developed, Fygone § depicts the framewerk of this researdi5vbuch o
based o the thegry of sustainability and ertrepreneurship. This smaple mode] describes the mediating
Tivle ufEn:en innovation oo the tﬁ:ctui'gm:n macke! erienlatiom on busirsss Fu‘l’ma.m:e.
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Fgure 1. Cemoephial ressarch frames ok,
3. Methodelogy

3.1, Besairek Desnrn

This research is designed as a quantitative ressarch study focusing on emparcally mvesbgating
the effect of groen markat oriengation on buginess performance.  Thus, e following sornario,
mwolving a two-step approach, wis performed, o best the med iating effect of green inmovabion | 74,74]
Ferst, this research estimates the direct effect of greem market orientation aon business performance.
Secimsd, Bus research simulianscasly estimates e effec of green markel orientation on busipess
performanes, amd the indirect efect of green market orientation om business performance via goeen
inmovabion. When these medirect effects are significant, then green insovation can be a variable that
medeates the relationship betwern green market onentatiom and business perfomance. Folkovings
Chian [75, 76T g Mkl [77], teis pesearch used PLS-SEM o test the by potheses. PLS-SEM s oot densd
=uitabile becouse of iis capobility in simulbamecasly prooess sevieml indepamdent and depensdeni
variables, h:ﬂﬁ.na_ Eoo myvediabion u.':l:.li.nn.:-l':i.]:-.:. and hal.'n.{li.ns i mhl:i.'.ld.}l smiall :-amph: mize and 'h'ml'inlq
mulﬁmllmeanr:.r I\mhlem-;

ALY ity Conledron

Drata of the awnersmanagzers of manufacturing MESMEs were obtained from the datsbese of the
e oof Covpmeratives and MSME= of East Java Provines, A quots sampling methosd was applied o
save on thiecost and Bme There are 38 cittes in the Eagt Java Prwdnee. As many a= 20 questionmaires
wene allocabed b each city. Therefore, FA0 questiconaires were semt b ownenirmanagens of the
manufacturing MshEs as mespomdents of the study, Before being distribuated, the questionnaire was
besbecd to 30 MSWEs in Surabaye ciby, The nelk of the pilot besd confirned e validity and relbaleility
of thee iredrument. The Crombach s alpha of each construct was above 06 Ak the end of the survey
]:urind. as mamy as 176 m]:-nru‘lnnil: had 'p.a'ruﬂ]uhpd iri thils :-Thld:r'_ anid themefiome the PP F2 e Was
23 percent

3.3 Defiritiors aild Mer=arenmenis

331 Green Markel COnentaton

Green market ocientation in Hhis shacly is definesd as poreives] business sirabegies andd activities
o |:-|:m'.i|ie E-.'rc-ds or seTvices fn.'cu:.l:.;_g O GFCED SRS UImeTs. Tix mensure green market orienlation,
ten statements of Deshpandid and Farley [78], a2 well a5 Fakaki [9], were sadopted and slightly mndified
o accommodiate the s of envitonmentally frendiy market onentation, This research nsed the
Likert scale, with rabigs from “strengly dissgres (177 ta “strongly agree (517 Thise statements consist
of the: foblowing ftems

{1} Customer sabisfaclion encourages my compary ke runan environmentally frendly busines.
) My company always commils and serves ervamnmentally fremdly astome s




. iy furie, Tidnel Aark Compde, 2000, 6 173 Tuol Lk
1. Ope i

1 My company provides employvess and custorsers with informah moom envirenmentally friendly
prosfuct and servioes.

My company's competitive sdvantage Is determimesd by enviconmentally  friendly
customer-gnierted knowledge,

{51 My company aways measures customer sabsfackon threugh environmentally friendly products
and services attrboies.

i) My company bas a nstomer service that operates regulary

71 My company invests more in envirommentally friendly products and services than those
of competitnrs.

i) My company beligves that this business exists b serve environmentally friendly customers.

i) M:r CONTTpL Ty 'Fm\.'i.de-.m Informatiom for customers o assess E'.]..IJLI::F of envirorimien tall ¥ E'ri.l:mll}'
prodhacts and services,

{10 My company commumicates. customer sabistaction dats joall employvess repulachy

332 Green bmovation

Cireen imnovation was perceived as product innvation and environmental ly friendly processes
carried past by companies, m emder to reduce the mupact of their business procisses on the envioonmen &
Tir Frweasvine greddy nnoevation, elght sttements wene adopied Toam Ches et al [4] and Soewarms [141]
A Fivoopaaind Likert seale wae used, roking from “strorgly disseees (16 to “strongly agree (S

Thee statements ane = follows:

{1 My comprany has selected envirormentally riendly raw materalk in prodect deselopmend

121 My company has used enengy-efficlent raw materials In product developmetit

3 My company bas carried oul efficiency of saw matetials for the production pris<ess i
prodhuct develapment,

1) M:,'ﬁnml.um:,' Fae evaluated that the E-mdurl:i:- eaEy Inrﬂ:r:,mc'r.rdq. ared dm:]:qm.

i) My rompany has effectively roduced the emission of hazardons substances or waste in tha
prohuchon process

i) My company has effectively recycled waste and emissions in the producton prooess

7] My company has effectively redoced the consurmphion of water, eleciricity, oc ol in the
production process.

H) MJ.' campany has effectively made innovabions b reduce the pse of mw materials in the

prochuchion pricess
333 Business Performare:

Business performance reflects the way a company manages ifs resources and the end results of
its efforts o tenms of financlal and nonfirancial measures. Business perfoemiiiie n this messarch
in defined as the pereeived financial and non-firanciol performance achieved dunmg g b s three
years. T masure the business pm'l'm'nun;'e, el Btatermenils were dnn'r.'bnprd fram the Balanced
Seemecard perspectives of Kaplan and Moebom [59] A five-paint Liker) scale was used, rating from
“stmngly disagres (11 o “strengl v ageee (517, The stiements eepresenbng the perspectives of fmandal,
customier, internal business priscess, and leaming and growih are as folkvess, add ressing the last
three vears:

{1} The company’s sales bend o increase,

121 My company has sucoesded in making varimes efforts for cost eHiciency

13 My company’'s prodat bends to incoesse.

{d) My company is able tie sell quality products af affordable prices and deliver them on Hme.

) Customer complaints tend to decrease.

i) M:r-.'nmpang,' has beemable doballd an image arid rep o B e s Hheat Jn}'alcuﬁrnrnn:'m Fasve imcreased.
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71 My eompany has been ahle o improve the quality of production and services
) My company has been able to acguire mew custommers and retain old customes,
1 My comprany has been able o inmevate om precucts

{10 Employvess’ skills e o improve,

1113 The ability fo proce=s infommativa wsing sompuler besds b improve.

(1] Cl.11|:||.'r.1.1'.i:r:|1 amiig elnpl-::-}'ne.t tends 1o be better

4. Results/Findings
a4 Clataie ferrstics: of Respoufents

Table | shenys the darscterisbios of mespondents, by gereml, most of the pepondents have
experioneg of less than five vears (61 percent]. Their business s mosily i the foed and bevers go
manubacturing industry 0% pervent. Muost respondents have an average anmual revienae of less them
o equaal to 3 million Tupiah (B8 percentl. The number of emplovess s bebwesn ohe b four peophe
{73 peremt)

Table 1. Uharacienstcs af tosponderiss,

. — Fregusicy
Clacen ifirak Tartal Feroemtagu
= 17 fl
e 100 Wi arsa i 4
Experince 11-15 years L :
=15 v i !
Turixl 173 L]
Food andd Beverages & -
Cradti il Ademnccles u o
DressFashem 3 :
T Tradhitional Batik B L
ol fag ] L]
Shines : :
LR hiers o %
Tiskad 35 o
“Rp 30 madlion rupiak 154 HE
 »Rp3n mdlioo-Hp2 8 baiion Ta 9
M pe Mkl Hesedinae '."Iﬂplq hiJ.H.IIﬂ—EFq} T ¥ +
Toal ir o
=4 preple L i
. o =] pm-ph! i 2
Mamber of ermgloyee: 5 people 7 *
Tistal i b

Soviimo clibs groorssd by sotar e,

4.2 Descnpifoe Siatistics

The mesults of the deseriptive stabistics show the vabues of the mean, standard deviation, median,
and mosdie of gach iredicator, as ]'rmr.nnh.rd in Tabkle 1. The mean value of 4. 23685 demnrsirates Ehiat the
respendents stongly agreo with the green market orentation, The mean value of 4218 means that the
respandents stromgly agms with the green innimation guestnmnaice iems. The mean valoe of £.130
mieans the mpmdm Is agres wiith the business Flcrfm'm.m-:n- quml'.i-.mnﬂ:i e
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Table 2. Results of clescriptive statistic,

Comstrust Mean Category
s Market Oiminhion 43 Strongly jgnen
Creen [Inpeavation 2 Strongly agres
his i Perlorisanoe 4.1 AgTe
nalis Al Mean b Mim Blas Bledian  Plasgle
il 4.0 -7 Hi] i1 a0 5.4k
{302 4.5 7 10 51l 50 5.k
L3 45 7 L0 1} 50 i
[ E 13 (153 10 51l 40 an
LS 43 13 L0 51 +.0 S
Gl IR 11 100 i 40 a0
[ 4.1 1. 1.0 Al 411 a1
CMOE 4.3 = 10 S0 a0 5.0k
L0 4.2 . 10 Al 4.1 30k
AT I 4.0 -] 10 510 4.0 41
Gil 4.5 7 L =11 a0 5.
[ 44 7 10 a1 a0 5.0
GER 44 kA L0 =1 4.0 5.0k
G4 349 1.1 1.0 =11 4.0 S.r
GES 4.5 7 10 1] g0 541
L 5 4.0 11 10 51 4.0 511
(i 4.2 = 10 Al 4.0 a1
GIE 441 10 n 50 40 0
Br i xR L 1L 5l 4.0 4.0
&P 2 i 15 1.0 =21 4.1 .l
K 3 27 10 10 51 4.0 41F
BF & 4.1 1. 10 alt 411 214!
EP 5 4.1 1] 10 51l 4.0 a4l
BP & 4.4 7 Lo sl 40 S0
BP7 4.5 7 L0 sir 40 an
F & 4.3 k5 10 ¥ 1) 4.0 LRI
KP4 L3 n7 1.0 &0 40 5.0
BF 14 4.2 1. 10 Adk 4.0 a0
EF 11 4.1 1] mn 510l 40 a1
BF 1L E B 7 L i 40 4.0
Srminae et g 1 by o fwae, B el = (highest some = owasd somifnunbis of sines

el = (5 LS8 Crilevia of Sue sy nogondents’ msveee (10 L09 < a < 179, songdy disignu
(21188 o 159 disdiies |1 TEd 5 o 130 meiitral, (8 340 o &« 319 agna: s (5] 430« o o 500, oo By
agree. CIVEE woeen mrarkel oo da boey DL gacen bwwivataon, BF budiness gerodinanoe

d. 3 Mearrnerred Modad Anafysie

The relationship bebween measurement itens and construct was examined by using the
measurement model analyss, conssting of the relinbility and validity feste, Following Kock [79]
the WARP-FLS saftwane was wsed bacause of its abdlity b simolbmedmssly st bodh diredt and indinect
effects. In this step, item and construct rediability, and convergent and discriminant validity for the
carstrusts were alsh performed, This research used a cubol] poent of D060, indicating thad the specific
meastire conkains at least &0 percent of the varance of o latent variable [75,7¢],

The mesialis of the secomid iteration showed that all measunemant itsens have sigeificant lnading
values of above (b, as presented in Tabbe 3, The results proved that the commposibe reliabiflity (CR)
coeflicients for cach constroct were albesve 070, indicating that all constmcts were relable [53,41]
Tix tes=t the '.-'a'l'idir].' af constracts, this research used the conyergent and discriminant \-'.:Jiiﬂt].' Eesis.
A suggrested by Foonell and Larcker [42], the AVE {Average Varianoe Exteactod) was used to boct tha
coryergent valicty, The AVE value must be groatar than (U580, fooensure that mesamement error does
mest dosendnate the variance in the constract [85]. The resulbts showed that the AVE: were abuosve (150,
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demamstrating the evidenoe of convergent validitgas stated by Hulland [2]. The diseriminand validiry
test was performed in thiz research, to fnd oot whiether a construct shared mdre vartance with s
e, a5 companed s other constnect. Thewfore, o comparisen lebveen the squan: mesds of SYEs
weith the correlation bebwomn construcks was F-:rh:u'm..'d. In arder 1o pass thi discriminant 1.'.:li.|:||.t_g.' besst,
the tesults of the comparisan must show that the saquare eeol of AVE of a comstroct is greater than Ehe
carrelaticon bebweeen the construct with anather comstract [55). The results in Table § prosced that the
discrirninant validity was fulfilled. This concluded that the measurement model met the raquinments
-:i"he'i.nﬁ reliable and vabid. Thos, the next step, mmel.].' strisciural model .:IJ'L!'}'S-:L’I-. can b carried ot

Table 3 Eclishility and comvergent validisy

Comstruat Loading - Values
Gawen Macket Dricntatmmn (Conepusibe Reliabilily = 0.94%; AVE = [L&4E)
Gk 0.7an <AL
R0 {1513 <{HiH
Lo [ LEH =1
M {17 {1}
GMIOS {1544 <
LGNS LTt ={hLEH]
GMICET T =100
= a2 <{iH
Chiira L =it
MO D IF=aEs <101
Buasines e Periormanos |Camgisite Belability = 11935 AYE = [1LB&1)
BF 1 {758 <{hi]
G2 1775 B TR A
BF 3 144 <]
Br 4 =14 <]
BF n {HETA <{na
BP 7 {1544 <
Or s 1531 ={]
BP9 h54h =10
B 10 151D =l
il 11 0718 <ihiH
L] B 1251 =001
Green Innovabiom iCemposite Relakiie = 080 AVE = 1557)

ol 734 <{n]
L LI <{hinl]
13 NEiH <001
G4 7 ={Hi
GIE L <
Gle [ el =
7 1545 <{1.0001
GlE el (i}

Mol AVE Aavmage Vasieoe Etrac o, Seiace daa peoiesand by siseanhes

Table 4. Hedrimissunl '\.-.:|i|Ji1:\..

Cveem Mar ket Business Ciroen

Cirieniation Pesformence  Imnevation
Gireen Warket Orientating [LEG pad I&7R
Pussiness Perf onmanice (ki [LH12 (LTS
Carcen Jrmovadion M6TH Oals l7ar

Source: claks processsd by pssrders,
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4.4 Strurtural Madel Anslyses

Tr ket thee by potbeses, struchural modied anabesiz wasemploved, This msde] was wsesd o deterrmine
the effect of preen merket otientotion en business performance directly or indirectly medisted by
#peem mrevabiom A ltp-l:l-w-im .apprm.n:'h wias ueed In menmmﬂ sbrucharal micdel .uu'l:.n:i.i [F2,5E8k]).
First, this research exarnined whether green roarket orsentation directly affect business performance,
Sevond, by addir green Inheyation & a mediating vardable, this reseanch mestizated whetler g
innovabed mediales green mmkﬂturﬁp‘ital:llm-businnﬁ- ;:e:rf-.'urm:l.m:-e rc[a.tlrut-:l'l.i]':. Table = {Pans] A}
shimvs that Ty market prientation has 8 F.\s.iti.'l.'ﬂn-l'faﬂn:m bLisiness pﬂ-rfnmun-m {3 coefficient = 0LAT;
ft = ILOL b theretore, HI, which stabed that green market orientation hias a pisitive efhect om business
performance, is supported. Further analysis was cacrhsd out by adding green inmovation 25 mediating
variable. The resulls show thal green market orientabon affecs green innovation | f goeffickent = 070,
pr < i1}, and grem inneyation affecds busimass perlormanee [ cowfhicient = 0 3.'!-;;-{ (L) Henoes,
the H2 and H3 are supparted . As shoivm in Table 5 (Panel B theabfuct of green matket orientation
o husiness perfarmance after addmg green innevation 2= a mediating varlable emains significant
A6 coeffhcient = 043 p = 001), Thus, this sesult has proven thal green inneoyation mediates the effect of
green market oriembation on busines perdformano:; therefore, H4 i sapporied

Tebbe 5. Saummmary of thee stractural maoce] malyss

Fansl A {Echere Ingludieg, Green Innevabmn as (he MoSiading Viaialk)
Hy potheses I Coefficient Drecinien

Lireen . Warket Oriendation s Dusiness
Terlormans

QLB == Supported

Paiel B dafber :ﬂ:ludinﬁ Kty midbio ae the :'H:dinhihu: yarialhi

Hypotheses |} Coefficient Decision
1;::];:!:;1. e kition > Dusisss VL] Supported
Coremn Market Ohientation = Grsm v
fe e S oso Sapparkead
Green Inrewation = Busmess Ferformance 33 = Supported

Hy proibawes WAF Decision
Eﬂa:ﬁkfm;"ﬁdgﬁge o el Tartal Mied dation, Hi.'q.ll.'l.lrhd

Soamoe dak procesd by sesanFess. Moles (10 g0 E2VVAF alue iz Batareen X and 30 g,

T determine the Level of mediation of green irmavstion om the effect of green market orenation
on business peformance. this research emploved the wvariance accauted for (VAF) fore tod lwinig
tezecmis. Furst, it does not requine amy assumphions abowt theldissrbuton o€ variables |57 (po Bl Secomcd,
it has higher statisgical power [£1] (p, 2230, As siated by Hair et al [4] (p.746), the VAF < 20 percent
indicabes no mediakion, the VAF 20-80 percent sare o partial modiation, and the VAF > # peroent
demorstrates a full madiation. The value of the VAF was calculated by using the following formula:

VAF = o e Bk
~ (inddimect Fffect 4 Cinect Effect}
_ 0.70 % 0,33
b {070 % 0,33] + 0.67)
"

T T
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The result shoses the VAF valise af 12564 or 25 64 percent. Thus, it confirms thal geen innevation
partially mediztes the effect of green market colentaton on business performance

5. Discussion on Open Innovation in MSMEs: Trend, Motives, and Management Challenge

The first h:,'pn.'thnﬁ-'ﬁ-, which skabes {hat EreaT market cnentabion has a p-:nili.m effect o business
performance, s pupparted, As stated by the sustaimability theory, 8 compamy needs o address the
isge of envirnnmentl awaremess, b adiieye a sustaimable pedformance. Green market orientabion as a
type of marketing strategy will enhance business performance if it i propechy memaged. The: nesults of
this reseanch comfinm the sestainability theery and provide sdditional empirical evidence ke previmas
studies [#,6351], This nsearch has confirmesd the importance of preen-market-orentabion skrategy m
anhancing the business performarde of MEMEs in an era of envirmmiental awarmmese: Thic is alss
limee with five emergence of Zreen consuTmeTs and green competoes. The ownersimanagers of MSWEs
meid to implement green market orentation o divect compantes 0 provide ey ironmentally fiendly
]:t'ndun:tl_. bor stay ahead ah‘.nmpol:il:im, and te coordinate :Wmmniti.e:l im dhes rarkeet. MSEMEs that ane
oripnbed Evwards anvironmentally (rievdly markets chould implement the principle of sustaimakbility
i their business activites o mprove business performance, Thus, the betber the implerentation of
srresen muarket arigntation, the better thie bosiness perfocmiance.

The sesoand h].rpnmr.!-i\', which slates that Ereen market cnentation bas a pmh:i:l.'e effect om
green irmweabion, i alse sapported, As stated by the entreprencurship theory, o company needs
to combimamiady inresate oorder By have aosustrinable performamee. This resaalk is in line with
the previmess studies [ 2267, 05] In today™s envimmmentally conscious era, corsamers bend to buy
envirommentally fiendly prosd e and encourage companies (o camry out envinnmentally fibendly
busimess practices, Thenstore, manufacharmg MSMEs need b Focus on green inmovation bo moet
market necde Groen miathet nolendation drives D.'H'I1P-:|L1.iE= [T¥] :impml.'i:- pmdud inrewvabions, o 'pmdum
environmentally friendly products and process innovahors. o minimize the regabive mpact of
thelr business processes on the envinciument. Thus, owners'managers of MSMEs need be bave an
understanding that the increase in green market onentation will encourage green Inoovabions m
the: comipany.

The third kypothesis, which stabes that green innovation has a positive sthect on asiness
performanas, is supported. The results provede additonal empirical evidence for previous
research |24.36]. These nesulls isdicate thal, in the era of envicmmentally conscious business
competitiont, the mobe of green inmeyation is very croctal or manufeckaring MSMES. Green inneyation
enables manufackarivg MSMES to drive sistamable productivn and to cantribute fo performance
achievement. The implementation of greem inrew ation wdill prodoce a betier business peformance
such & cost effickency, increased profit, improved product quality, and better epatation. Thivs,
ther ovemmersirnemagers of M5 B meed b bether understond thir need to comtimacasly inmoyvate m

'P.nn-ducl: Irimiw aklore and Rredn process Innsvations, o achieve a be-t@nrhusinm ]x'rfnrmau'h::'.

The fesurkh hﬂ'.-nthe-.:.is, which states that green Ipmevira ton mediates Bhee offect of Erﬁm.m-il
orientation on busnes performance. (s alse supported., This result confirms and provides empirical
evidence for the sustaira bility theory and the entrepremeurship theory i the Indonesian MSAIEs
research seiting. This sh.l.d.].' a&l-n;:-rmide-s a I.iEL'Fl'ﬂ' uru.n:lmt.rh:ung W thie uwnnfﬂ_n'nmag,em nf RMSKES
in East Java on the mechandsm of bow green matket ocentation affects busmess pedformance via green
innovatiom, This stody convinces the owners'managers of MSMEs regarding the mediatimg role of
green mmeovation ofl green markel orientation-business performance relationship. Thierefone, it bs
crucial o encourage green product inrvations aned preen process innovalian, (0 meet gneen oossumers’
risedhe, go well as't cormpebe with green comipekitees,

&, Condlasbens

Thee focus of this research was tooimvestigate the mediating role of green aovation an green
market prnemtation-busines performance relatiorsship. Lang a sample of 175 mamafactaring MShEEs
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i e Bast Java Frovince, Indomesia, this research proves that gréen market orientation has a positive
effect o business performance. Furthermone, if has proven that green innovaton mediates the effect of
green market oricotation m lFusines perioomence, Manulachuring MSMEs are one of the antributos
to enwirormeental problenis in Indenesia. Lack of implementabon of envdronmentally friendly buosiness
practioes has cangsed envirom mental problemns that moust be serlously addressed. T the era of aistinshio
development, MSAMEs need o pay atbenbiom to factors Ehak can aftect their business sustamability,
E!.Fll.‘lid.“‘!r environmental, social, and ecomoimie factors. MShEs nesd B b erironmsntalby E'l:i.E:n-clI:,.'
markel-oriented gy contribale o 5|.1.1-t.:|.i:r|..:|b'£|ir_!.'. et thie needs of FECET COTBUILLTS, amd improve
business performance

This reseanch provides more comprehensive know lede om the importance of green inmoeicatiom m
i green market ofentaion-tuisiness performance relationship, Cornpandes that aee orfented towards
emviremmentally friemdiy markets will carry oul business pracios by minumizing their imgpact on
the enviconment, Thenefore, companies noeed b apply green innovation be carry oub envirommenta lly
friemd ly business procesees and provida envisonmentally friendly peroducts. The wesulis of this
research impHy that. by performing green innovation, the company will obtain an improved business
performance. Thus, Indenesian manufacturing MSMEs need te understand the inmpaortant role of green
inrewatiomn as a tool for E.'.'I.I'I"}'iIJE ot environenentalhy fricndly business pr.:-.'l:irm b rmipEoye b s
perfarmance in an environmentally conscinns eea

6.1, Comitnlratunt fo TTeery

ALl af the hypoethess studied ane supported. This means that this pesearch provides empirical
evidimnoe Tor the developoment of beah sustainability and the enireprencurship theerkes. Groeen matket
orientation has a cracial mobe in enhancing business perfarmance. The neult has confirmed the
relattorship and provided the emparical ovidence in the rescarch sotting of Indonesian MEMEs.
Sustainaid lity theory states that companies have b addmess social, enviranment, ard ecoramic issges,
to-achieve sustatinable business performance, Green-marke-orben taton strategy |s needed o futiil
Eresn marke! demand, and it also r|.'|.'|ui1'|:1- green innoya b 1 p.r-c:-l.'.id.r.' En'l.ri.nmme:nta][}' fn.t'ndl}'
]:ﬂld'um amd processes and bo compite with com e B o s, Furthermimsne, the better the proen inenionva o,
the: higher the business performance. This study theoretically demaonsirates the mechanism of how
ireem market crientaton affects business pecformance via green mmovation.

hoF Contnlrefi to Fractice

Mractically, this research model offers o comprebsensive know bedge for the owirmens/menma g
of Indomesaan manufacturing MSMEs svho mesed b improve their bosiness performance in the
ara of sustaifible development. This research indicates that they need te review their marketing
sirategy and mwestgate the roke of preen market oreniation and green innovation in thetr companies
More specifically, the review of marketing strategies includes re-sepmentation, relargeting, and
repasitioning of products inenvdrenmentally orenbed rmarkets and executes those strategiss accordinglv.
Thies retw r-c\-'r:Fm-d"rl.rp nfmm'h:lﬁm;;_srr.alcﬂ}l al=i demuands Eh:rwﬂ,iu in Pmduﬂ'i-rm priceses, m ceder in
align with green-market-ardendation goals. Supplier selection, production, and distnbotion processes
micst meet environmentally friendly requirements and regulatioms. Inthe e of envirommental concemn,
miradacharing MEMEs shoukd have an envirnmentally frendly macket amd business processes
Heswever, i abwmild alse be wmderstood that aperating in an enviconmendally ffiEnd by mackst is
mert enough b directly impronce isanes performance. They shald encoumage gree innovatbion,
to minimize the negative impact of operabicnal processes on the environment and meet the need s of
green consunrens and other stakeholders, Ivwvative capacity ioust be improved 1o enbance busness
performance [64]. Thus, this research imnplies that the Indenesian manufacturing MEMESs need to adopt
a green market arientatiom and te carry out green mnovation, o achieve a botler nsiness F-nfl:'nrnurh.'il




L O oo, Tidnel Aank Comples, 2009, 6, 173 14 ul LB

6.3 Contrirutinn tn Society

Ermirommnental issues have beconw a worbdwide problem that meeds to be serioasly acddmessed
T rememrch offers a simple moded on bow e improve Bosiness performance in the era of sustainalble
r]-:ll.ne'ln]:umm. which h.l'i:l'l.EFTI'I.FLﬂ!,: henefits o un:q:i:nh__.l. Indomesian rrﬁnul'.h:l:u:r.ing BASM Er e e
camtributers teenvitonmental problems The ressarch madef and results of this research have provided
evidence for society reganding the bmpirtamoe of Tmpesying business performance via green market
oriemtatsn and FECED o b, Thus, when n1..1.11|.|]'.:|.::|!uri.:13 MEMEs in Indenesia a.]:l-]:fl].' thie rcded,
they wilb comtribube ta society in thi forms of environmentally frievad by products, resource efficiency,
and gualiby-of-life impnivements

7. Research Limitations

This nesearch bs mot withowt lmitatiens, First B heavily relled om the survey methd . The sumoey
method bas weaknesiis related (o the obility of mespondents to provide the required information,
limitabicn of ihems i the questiommaine, and human bias in filling out the questionnaime. Fubure
studies ane snconraged to wse secondary data, Second, it ernployved FLS-SEM ta test the hrpotheses.
Fuiduee studies ane emoouraged bis use an abeemsibve method, such as an esperimental methosd e get &
be=lter carse—efect relatianzh i|.1. Third, il focused an n'l..a:r:u.f.url.u.r.inﬁ MShiEs in East Java, Indonesia,
with a eelatively small sample size due to the Covid-1% pandemic. It was difficult b0 meet with
crimiers managers of MSMEs during the surmvey perind, Therefore, the data collection depended greatly
o online questionnaires, Fourth, not all ownersmanagers of MSEMES have the same expertise m
responding to electromic questionmabres, making data collectbon more difficult. Funally, there was
a limided time Franwewoerk of this nesearch, Therefore, the ressarchers aoald not conduct in-depth
inberviews b beter portray the neal sioation faced by MSME. Althoagh this resesrch bas limtabens,
it sHll iters both theoretical and practical berefib and supports the ewnems/managers by providing
A mechandsm of howe green ineavation plays a cractal rode m the green masket artenta b on—business
perfarmance nelationship,

Auibor Candributiona: Conocprivializaion, BT arel BW5; Mitbodiokogy, BT asd HCH. Validation, L5 N gl MUK
Foral Analysis, M5 aned MK Investyration, LM, and WM FBesoames, VN, HH. and N5 Da-la{_umtm.
W, anel LN N Wraing-Or Dl Propacadion, HLH LA N ine MLE.; 'r'.l'nhﬁ"-\ﬂ.ll-'.-uw h'F.dIhi_s, BT, agud
M5 Supervmion, BT, and M5 Project Administratice, L.hl P amd WML r-.miuqe. Acquailion, BT All authors
have read ard agreed o the published version of e manusopt
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