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ABSTRACT 
This study is intended to analyze the effect of Product Innovation, Market Orientation and 
Organizational Culture on Business Performance with Competitive Advantage intervening 
variable. The research, which was conducted in Bojonegoro Regency, East Java, involved 
entrepreneurs in the creative industries of agriculture, craft and culinary. Methodology, the 
method of collecting data is by interviewing and distributing questionnaires to 100 business 
actors using the Probability Sampling technique with a systemic random sampling system. 
The results of the questionnaire answers are given a scale according to the Likert Scale with 
a score of 1-5. Furthermore, the data were analyzed using SEM calculations with SmartPLS 
version 3.0 software. The data were analyzed by Influence Analysis with the Measurement 
Model (Outer Model) and Structural Model (Inner Model). The results of the study: Product 
Innovation variable has no significant effect on business performance. But Product 
Innovation has a higher level of influence on Business Performance if it is driven by the 
intervening variable of competitive advantage, although the results are positive but not 
significant. The Market Orientation variable has no significant effect on business 
performance directly or after being driven by the competitive advantage variable. It even 
results in a smaller value. Organizational culture has a positive and significant direct effect on 
business performance without being driven by the intervening variable Competitive 
advantage. If it involves Competitive Advantage Intervening Variables, it produces a negative 
relationship. From the results obtained, the Government of Bojonegoro Regency is expected 
to be even more aggressive in efforts to empower MSMEs in the Agricultural Creative 
Industry. So that in the future these SMEs can play a more significant role in turning the 
wheels of the economy in Bojonegoro Regency. 
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The new era of globalization is currently marked by a big leap in information and 
communication technology known as the industrial era 4.0. Digitization is the key word in this 
era. The Industrial Revolution 4.0 has also given birth to a new business sector known as the 
Creative Industry. Creative industries that are developing in Indonesia are mostly dominated 
by Micro, Small and Medium Enterprises (MSMEs). MSMEs, even though they have the 
ability to adapt to the business environment and are flexible so they are more able to survive, 
still have many obstacles in their development efforts. Competition in the business world 
forces business actors to understand their business environment both internally, namely 
organizational culture and externally, namely market conditions, including understanding the 
products that consumers want. It is intended that the company is able to compete so as to 
improve its business performance. Zimmerer and Scarborough (2005) state that to win the 
competition, it is not enough just to build a competitive advantage. But how to build 
competitive advantage sustainably. The success of a company depends on the strategies 
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generally used by the company, namely market orientation and product innovation. In 
accordance with what Drucker (1999) said that business and technological changes are 
threatening organizational sustainability and modern management faces many challenges. 
Organizations are continually under competitive pressures and forced to re-evaluate come 
up with new innovations. An innovation can be a new product or service, a new production 
technology, a new product operating procedure or a new management strategy for a 
company 

Bojonegoro Regency is one of the regencies that have a large number of creative 
industry business actors. According to the records of the Department of Industry, Trade and 
Manpower, there are 13,598 creative industry business units in Bojonegoro Regency. Of this 
amount, 90.14 percent was dominated by the agribusiness sector, which consisted of 6,478 
units or 47.64 percent occupied by the creative craft industry (crafts), 5,780 units or 42.50 
percent occupied by the culinary business sector. This Creative Industry is spread in villages 
by utilizing the superior potential that exists in the village. Managed as a home industry, the 
scale of this business sector is included in the category of Micro, Small and Medium 
Enterprises (MSMEs). 

As a region whose economic growth is currently dependent on the oil and gas sector, 
in the future the Creative Industry business sector is expected to be able to replace the role 
of the oil and gas sector to hold the baton in supporting economic growth and be able to 
become the main contribution to forming the GRDP figure of Bojonegoro Regency. In 
addition, the development of Creative Industry MSMEs is expected to be a solution to 
employment problems in Bojonegoro. 

So important is the position and role of the Creative Industry in Bojonegoro Regency, 
so this research is intended to find out how the Creative Industry's Business Performance in 
Bojonegoro Regency is by using Product Innovation, Market Orientation and Organizational 
Culture analysis tools with Competitive Advantage intervening variables. 
 

LITERATURE REVIEW 
 

According to Kotler and Keller (2016; 476) product innovation is "An innovation is any 
good, service, or idea that someone perceives as new, no matter how long its history, the 
spread of a new idea from its source of invention or creation to its ultimate users or 
adopters”. This product innovation can be divided into three categories: 1) Product Line 
Extension These are products that are relatively new to the market but not new to the 
company. 2) “me too” products are products that are relatively new to the company but the 
market is familiar with them first. 3)“new to the world” products. It is a completely new 
product for both the market and the company. 

Market orientation is an implementation of marketing theory. Day (1988) argues that 
market orientation reflects competence in understanding customers. Agreeing with Day, 
Craven (1994) sees market orientation as setting strategic consumer targets and building an 
organization that focuses on customer service, providing a competitive basis that focuses 
inward, providing services that meet consumer expectations, so as to win a competition. 
Therefore, marketing orientation requires proper attention to customer orientation and 
competitor orientation in order to provide the needs and wants of consumers by providing the 
best value (Lamb et al., 2001). Narver and Slater (1990) summarized that market orientation 
consists of three behavioral components: (1) customer orientation, (2) competitor orientation 
and (3) interfunctional coordination and two decision criteria including profit targets and long-
term focus. Robbins and Timoty (2008:256) define organizational culture as a system of 
shared meanings (perceptions) held by members of the organization, which distinguishes the 
organization from other organizations. Meanwhile, Luthans (2006:137) defines organizational 
culture as a basic thought pattern that is taught to new personnel as a way to feel, think, and 
act correctly from day to day. Davis (1989) in Moeheriono (2012:336) argues that 
organizational culture is a pattern of organizational beliefs and values that are understood, 
inspired, and practiced by the organization so that the pattern gives its own meaning and 
becomes the basis for the rules of behavior in the organization. 
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From several definitions of organizational culture according to the experts above, it can 
be concluded that organizational culture is a collection of values and attitudes that can be 
believed and accepted or rejected by all members of the organization as a feature of the 
organization and can be used as guidelines for behavior in achieving the goals of the 
organization. 

The basic thinking of creating a competitive strategy begins with a desire about how 
the business will be developed, what its goals are and what policies will be needed to 
achieve these goals (Droge and Vickrey, 1994). Barney (2008) argues that companies will be 
able to achieve competitive advantage if the company implements a value creating strategy 
that is not done by other companies at the same time. According to Setiawan & Ine Agustin 
(2008) competitive advantage arises when consumers think that they receive more value 
from the transactions they do compare to a competitor. Porter (1990) reveals that competitive 
advantage develops from the value a company is able to create for its customers. Porter's 
(1980) theory states that the indicators of competitive advantage are divided into cost 
leadership, differentiation and focus. 

Business performance refers to the results, namely the level of achievement or 
achievement of a business entity within a certain period of time. The company's goals, which 
consist of: remain standing or exist (survive), to earn a profit (benefit) and can develop 
(growth), can be achieved if the company has good performance. Various studies say there 
are various measures to see the results of company performance. From these various 
measures, it can be concluded that there are two aspects, namely using financial aspects 
such as income, cash flow, asset returns and returns on capital (Lee and Yu, 2004) and non-
financial aspects (market reach, number of employees and additional outlets/subsidiaries). 
Meanwhile, non-financial performance includes market share, company growth, customer 
satisfaction, customer loyalty and brand equity (Lumpkin and Dess, 1996; Clark, 1999; Haber 
and Reichal, 2005). 

Hypothesis: 

 H1, H3, H5: Variables of product innovation, market orientation and organizational 
culture directly influence significantly on business performance; 

 H2, H4, H6: Variables of product innovation, market orientation and organizational 
culture indirectly influence significantly on business performance through competitive 
advantage as intervening variable; 

 H7 and H8: Simultaneously, product innovation, market orientation and organizational 
culture have a significant effect on Business Performance directly and indirectly 
through Competitive Advantage as an Intervening Variable. 

 
METHODS OF RESEARCH 

 

The determination of the sample in this study was carried out using a probability 
sampling technique with a systemic random sampling system. The respondent's target is the 
creative industry entrepreneurs of Agricultural SMEs in Bojonegoro Regency, number of 
respondents 100 people. This is in accordance with the opinion of Ferdinand, 2005 that in 
SEM (Structural Equation Modeling) research is a minimum of 100 samples. The technique 
used to collect data is by interviewing, observing and distributing closed questionnaires. 
The instrument given to respondents using a 5-point Likert scale technique to measure 
research variables. 
 

Table 1 – Alternative of Answer 
 

Product Innovation Variable Market Orientation, organizational culture, competitive advantage Likert 

a. Very Often a. Strongly Agree a. 5 

b. Often b. Agree b. 4 

c. Quite Often c. Somewhat Agree c. 3 

d. Not Often d. Disagree d. 2 

e. Very Not Often e. Strongly Disagree e. 1 
 

Source: Likert Scale. 
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The data analysis technique will use SEM (Structural Equation Modeling) or Structural 
Equation Modeling with the AMOS 4 program. The software used to process this data is 
AMOS 4 and the PLS program. The help of the SmartPLS software version 3.0 for windows 
as a descriptive statistical measurement tool. Establishing a research model based on 
theoretical justification that forms a causal relationship from the construct (variable) of the 
research model, in this study there is a variable construct consisting of three exogenous 
constructs, namely Product Innovation, Market Orientation and Organizational Culture and 
one Endogenous variable construct, namely business performance, and the competitive 
advantage intervening variable. 
 

RESULTS AND DISCUSSION 
 

Measurement models refer to the implicit or explicit models that relate the latent 
variable to its indicators. There are Validity and Reliability test. After testing the first model by 
PLS, the results are: 

The Product Innovation variable (X1). There is produces a loading value above 0.5, 
meaning that all indicators on the Product Innovation variable are feasible to use because 
they meet convergent validity. 

Market Orientation Variable (X2). There are 3 indicators that have a loading factor 
below 0.5, namely OP1 (-0.083), OP2 (0.096) and OP3 (0.068). So that the three indicators 
are better removed from the model. 

Organizational Culture Variable (X3). There is 1 indicator that has a loading factor 
value below 0.5, namely BO1 (-0.196), so it must be removed from the model. 

Business Performance Variable (Y). There are three indicators that have a loading 
factor value below 0.5, namely KU1 (0.009), KU2 (-0.502) and KU4 (-0.532). So that the 
three indicators are considered to have a low level of validity so they must be removed from 
the model 

Competitive Advantage Variable (Z). All indicators have a loading factor value above 
0.5 so that it can be interpreted that all indicators on the Competitive Advantage (Z) variable 
have a high level of validity so that they meet convergent validity. 

Due some indicators still have loading factor <0.5, it must be removed from the model. 
After removing those indicators a new PLS SEM model can be obtained which shows all 
indicators already have a loading factor value above 0.5. So that it is considered to have a 
high level of validity and meets convergent validity and then discriminant validity will be 
tested. 

From the results of the cross loading count on the Product Innovation variable, it shows 
that the loading value of each indicator on its construct (X1) is greater than the cross loading 
value. So it can be concluded that all constructs or latent variables already have good 
discriminant validity. 

The calculation results on the X2 (Market Orientation) variable, there are three 
indicators, each OP1 (-0.083), OP2 (0.096), OP3 (0.068) which has a value smaller than the 
cross loading value. From the results of the crossloading analysis, the indicators OP1, OP2 
and OP3 were removed from the model. 

The result of the calculation on the X3 variable (Organizational Culture) there is one 
indicator, namely BO1 (-0.196) which has a value smaller than the cross loading value, 
namely the Competitive Advantage variable (-0.032). From the results of the crossloading 
analysis, the BO1 indicator is removed from the model. 

From the results of the SEM-PLS calculation, the cross loading on the Competitive 
Advantage variable (Z), shows that the loading value of each indicator on the construct (Z) is 
greater than the cross loading value. So it can be concluded that all the constructs or latent 
variables of Competitive Advantage already have good discriminant validity. 

From the calculation results of the Business Performance Variable (Y), there are 3 
indicators whose loading value is smaller than the cross loading value. So it can be 
concluded that this business performance variable does not meet the requirements of 
discriminant validity. So the three indicators must be removed from the construct 
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Due some indicators still have a smaller cross loading value than indicators of other 
variables; it must be removed from model. Next, the new model shows a good model. 
 

Table 2 – Composite Reliability 
 

n/n Composite Reliability 

Organizational Culture 0,980 

The Product Innovation 0,944 

Competitive Advantage 0,875 

Business Performance 1,000 

Market Orientation 0,874 
 

Source: Primary Data Analysis. 

 
Table 3 – Cronbach’s Alpha 

 

n/n Cronbach's Alpha 

Organizational Culture 0,978 

The Product Innovation 0,938 

Competitive Advantage 0,838 

Business Performance 1,000 

Market Orientation 0,840 
 

Source: Primary Data Analysis. 

 
The model shows Composite Reliability values above 0.7 and Cronbach's Alpha values 

above 0.6, which means that all constructs have a good level of reliability because they have 
the required minimum value. 

In PLS, in order to minimize the problem of abnormal research data, a test is carried 
out on each relationship in the sample using the Bootstrapping method. The test results 
using the bootstrapping method from the PLS SEM analysis are as follows: 

Analysis of the Structural Model (Inner Model) was carried out to see and explain the 
relationship between latent variables in the study, namely exogenous variables and 
endogenous variables so that they were able to answer problems regarding the relationship 
between latent variables that had been hypothesized previously. 

Inner Model analysis can be done by looking at the values of R², Q² and F². 
 

Table 4 - R Square Analysis 
 

n/n R Square 

Competitive Advantage 0,133 

Business Performance 0,103 
 

Source: Primary Data Analysis. 

 
Simultaneously, the exogenous variables of product innovation, market orientation and 

cultural orientation have a direct influence on business performance by 10.3%. It mean there 
are other variables that give an influence on business performance by 89.7% if through the 
intervening variable competitive advantage, the three exogenous variables have an effect on 
business performance of 13.3%. It means there are other variables that give a indirect 
influence on business performance by 86.7%. 

 
Q² = 1- (1- R1²)(1- R2²) = 0,028 

 
Due the value of Q² > 0, the model already has predictive relevance. 
The result of F² is that all of exogenous variables have a weak influence on 

endogenous variable. 
Bootstrapping is a process to assess the level of significance or probability of direct 

effects, indirect effects and total effects. In addition, bootstrap can also assess the level of 
significance of other values, including: r square and adjusted r square, f square, outer 
loading and outer weight. 
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Figure 1 – Bootstrapping 

 
CONCLUSION 

 
The Product Innovation Variable has no significant effect on business performance 

directly or after being driven by the competitive advantage variable. The Market Orientation 
variable has no significant effect on business performance directly or after being driven by 
the competitive advantage variable. Organizational culture has a direct and significant effect 
on business performance and the effect becomes insignificant if it is through the intervening 
variable Competitive advantage. Simultaneously, the exogenous variables have no 
significant effect on Business Performance directly and indirectly through Competitive 
Advantage as an Intervening Variable the exogenous variables have no significant effect too. 

Suggestions: 

 Business actors must determine the right strategy according to the type of business 
and business environment in order to increase competitive advantage and business 
performance; 

 The government through related agencies must move actively and synergize with 
each other by removing their respective sectoral egos. 
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