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Abstract—One of the problems experienced by micro, small, and medium enterprises is ignoring the
importance of creating a sustainable marketing strategy and adapting to economic developments in the era of
globalization. This study uses Partial Least Squares Structural Equation Modeling (PLS-SEM) analysis to
reveal the relationship between customer orientation and dynamic capability theory, which aims to improve
marketing performance in the Small and Medium Enterprise Food and Beverage sector. The population in this
study consisted of MSME entrepreneurs in Pontianak city, West Kalimantan, Indonesia with a total sample size
of 134 in the food and beverage business sector. The results of the analysis show that the adoption of dynamic
capability theory can provide insight to business people to determine marketing strategies that are sustainable
and adaptive to economic development.

Keywords—Customer Orientation; Service Innovation; Dynamic Marketing Capability; Marketing
Performance

I. INTRODUCTION

During the era of globalization, the global economy has experienced rapid and fluctuating
development. The impact of globalization is felt worldwide, including in the Asia-Pacific region, which is
particularly strategic for economic interests. This region connects Southeast Asia, East Asia, Australia, the
American continent, and even South Asia. As a result, the impact on micro, small, and medium enterprises
(MSMESs), particularly in the Asia-Pacific region, is characterized by increased business competition.

The role of MSMEs is significant for economic growth in a country, especially in Indonesia,
considering that most are household business activities that can absorb a large amount of labor. According
to data from the Ministry of Cooperatives and SMEs, by 2023, micro, small, and medium enterprises in
Indonesia will reach around 66 million, absorbing approximately 117 million workers (97% of the total
workforce) and contributing 61% of Indonesia's gross domestic product (GDP), which is equivalent to
Rp9,580 trillion.

The food and beverage sector is one of the sectors most undertaken by micro, small, and medium
business owners at this time, especially in Pontianak City, which is a strategic area because it is a transit area
for local people who want to travel outside the West Kalimantan area. This kind of thing requires business
actors to be able to create sustainable and adaptive business strategies in responding to changes in the
fluctuating economic environment. Companies and businesses often operate within limited resources, and
implementing a service transition strategy may require inputting resources for core product and
manufacturing competencies [1]. In this context, this is especially true for micro, small, and medium business
owners with less than 200 employees, who due to their limited size and resources will continuously face
pressure from larger competitors, larger in terms of size and resources [2], [3].

It should be noted that the culinary sector does not only need to focus on the quality of the products
offered, but business owners are also required to be able to adjust to market trends and needs as well as the
creation of innovative services. This statement is also supported by research [4] which states that to enhance
company performance and remain competitive in the future, companies must shift from a goods-centered
paradigm to a service-centered view. In terms of improving company performance, marketing performance
is one of the factors that has an important role and need to be highlighted because the performance of a



The 5™ Asia-Pacific Management Research Conference (APMRC) 2024
“Adapting Sustainability Strategies in Business and Management”

company can be seen in general from marketing performance so far and is a factor that can be used to measure
the impact of strategies implemented by the company, which is indicated by evaluating the increase in the
number of sales, number of customers, company profits, market share, and popularity of the products offered

(5], [6], [7].

In discussing marketing performance, important factors such as understanding information about
customers cannot be ignored because companies that focus on customer needs tend to have a competitive
advantage accompanied by better marketing capabilities [8]. Further studies on the importance of customer
orientation show that understanding and fulfilling customer needs can create a competitive advantage as well
as good marketing performance. However, despite the positive trend, customer-oriented businesses often
overlook the dynamic ability to adapt to customer wants and needs. For this reason, an understanding of
customer information and dynamic adaptability are considered essential for the sustainability of the
company.

Searching for information about customers and utilizing information from customers in developing
strategies to meet customer needs is considered one of the most crucial factors in supporting company
performance including marketing performance itself [9], [10]. However, the role of customer orientation in
improving marketing performance is still inconsistent, marked by several previous studies showing that there
is no significant effect between organizational strategy and marketing performance because excessive focus
on customer needs makes companies tend to be less innovative and slow to respond to volatile market
changes [11], [12], [13], [14]. Therefore, customer orientation must be balanced with a sustainable and
flexible marketing strategy. The inconsistency of the research results is what underlies the researcher's
proposal of a new conceptual model by adopting dynamic capability theory to bridge the relationship
between customer orientation and marketing performance and the resource-based view theory approach for
companies to maximize the use of their resources to create competitive advantage.

II. RESEARCH METHODS

A. Data Source and Sample

In evaluating this research model, researchers invited business activity managers to voluntarily
participate in this study. This study obtained 134 samples and was collected through distributing
questionnaires online and direct surveys by applying a sampling method using non-probability sampling
techniques with purposive sampling techniques where the sample must meet the criteria so that not all
populations can be sampled to obtain valid and reliable data according to the research objectives. The
sampling criteria set by researchers are 1) engaged in food and beverage, 2) located in Pontianak city, and 3)
status as a manager or business owner. The scale used in the questionnaire is a numerical scale with values
from 1 to 10, value 1 represents a strongly disagree answer while value 10 represents a strongly agree answer.

B. Measurement Instrument and Hypothesis Development

1) Customer Orientation
The origin of customer orientation is a business philosophy or policy statement that states that the
goal of an organization is to meet customer needs with the aim of maximizing the profitability of the business
being run [9]. Customer orientation is defined as the extent to which an organization obtains and utilizes
information from customers to develop and implement strategies that are responsive to customer needs and
wants [10], [15].

In research [16], it is said that customer orientation departs from the initial theory of market
orientation which contains three components, namely customer orientation, competitor orientation, and
coordination between functions in the organization. Companies that focus on customer needs tend to be in
the best position to achieve long-term success compared to those that do not focus on customer needs because
the main goal of market-oriented companies is to create customer retention and satisfaction. In research by
[17], customer orientation is defined as an adequate understanding of target customers to create superior
value for buyers on an ongoing basis. Therefore, customer orientation is considered a crucial factor that
companies and businesses can utilize in decision-making. Based on research by [18], it reveals that several
indicators of customer orientation can be used, namely searching for information about customers,
understanding customer needs, and evaluating customer desires.
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The relationship between customer orientation and dynamic capabilities and marketing performance
has also been highlighted because of its positive influence on firm performance. In the micro, small, and
medium enterprise sectors [19], it is stated that market orientation has a positive and significant influence on
firm performance. Several previous studies have also shown that there is a positive effect of strategic
orientation and customer knowledge management on adaptive marketing capability [20], [21]. Based on the
description above, the following hypothesis is formulated

H,. customer orientation has a positive influence on dynamic marketing capability.
H>. customer orientation has a positive influence on marketing performance.

2) Dynamic Marketing Capability
Dynamic marketing capability is an adoption of the initial theory of dynamic capability, namely, the
company's ability to respond rapid external market changes efficiently and quickly and is also defined as the
company's ability to integrate, build, and reconfigure internal and external competencies to overcome
environmental change problems quickly [22], [23]. Furthermore [24], concluded that dynamic capability is
the process of a company using resources, especially in the process of integrating, reconfiguring, acquiring,
and releasing resources to adjust and even create market changes.

The further developed concept shows that dynamic capabilities are supported by micro-foundations
in the form of different skills, processes, and organizational activities and can be described as the basic
capacity of the business to respond to rapid changes in the business environment, to create businesses with
competitive advantages such as being able to perceive and shape opportunities and threats, being able to take
maximum advantage of existing opportunities, and being able to maintain competitiveness [25]. Some
dynamic capability indicators are formulated from the definitions by [23], [26], namely new products with
up-to-date concepts, potential customer databases, good customer relationship quality, and attractive
promotions.

In addition, research on the effect of dynamic marketing capabilities on marketing performance is
still an interesting topic for some management experts. Some research on capabilities shows that capabilities
have a significant effect on business performance in the form of brand performance, new customer
acquisition, customer loyalty, and financial performance [27]. Based on some of the descriptions above, the
following hypothesis is developed

Hj3. dynamic marketing capability has a positive influence on marketing performance.

3) Service Innovation
Innovation is the development of products or services that provide a variety of new options and the
implementation of new combinations that can then generate profits and allow the organization to achieve a
leadership position in the market [28], [29], [30]. Then a follow-up study by [31], defines service science as
a combination of technological innovation, business model innovation, social organization innovation, and
demand innovation to improve pre-existing service systems.

A study of service innovation is still of great interest to marketing and management experts in proving
the positive relationship between service innovation in improving marketing performance. The positive
relationship of service innovation can be seen in several ways such as increasing sales volume and market
performance [32], [33], utilizing service innovation in meeting customer needs and adapting to market
changes [3], as well as a positive influence on company value [34].

Based on previous research by [35], [36], [37], it is known that several indicators can be used to
measure service innovation and have been summarized in several points, namely service changes according
to needs, adaptation to technological changes, not easy to imitate, and the ability to improve quality services.
The relationship of service innovation to the dynamic capabilities of the company has been an interesting
subject, researchers have identified important capabilities to successfully manage external relationships for
service innovation, with a particular focus on dynamic capabilities [38], [39], [40]. Based on the description
above, the following hypothesis is formulated

H,. service innovation has a positive influence on dynamic marketing capability.

4) Marketing Performance
Marketing performance is defined as a concept to assess the extent of the influence of the strategy
used as a form of marketing activity and consists of three dimensions, namely company effectiveness, sales
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growth, and profitability [41], [42]. In running a business, marketing performance is one of the crucial factors
because marketing performance is one of the benchmarks for success in running a business including
customer growth, sales growth, and profit growth [43]. Then a follow-up study by [44], states that marketing
performance is the total accumulation of the final results of all activities and work processes of the company
or a complete state view of the company during a certain period, which is the result or achievement influenced
by the company's operational activities in utilizing the resources owned. Based on the definition of previous
research by [35], [42], [45], regarding customer orientation, several marketing performance indicators are
formulated consisting of customer growth, sales growth, profit growth, and broad marketing coverage.

5) Mediating Hypotheses

Based on previous research by [46], which states that companies that can collect information about
the market well and have integration capabilities in their internal and external structures are effectively
considered to be able to significantly improve business performance. Other studies by [40], [47], also reveal
that dynamic capabilities play an important role in helping companies to break away from unfavorable path
dependencies, as well as assisting in adapting and innovating according to changes in the market
environment, which in turn will improve overall company performance. Based on some of the descriptions
above, the hypothesis is formulated as follows.

Hs. dynamic marketing capability has a mediating influence between customer orientation and
marketing performance.

He. dynamic marketing capability has a mediating influence between service innovation and
marketing performance.

C. Analysis Method

The form of research is quantitative and applies component-based structural equation modeling (PLS-
SEM) to investigate the predictive capacity of research models and is a statistical technique that allows
modeling tan symbol equations that have several paths in a conceptual model consisting of more than one
independent variable and has been successfully carried out in social science research for a long period [48].
This analysis was conducted using SmartPLS 4 software. Based on previous research guidelines by [49],
researchers analyzed the data in two stages, namely measurement model assessment and structural model
assessment.

Based on the procedure proposed by [50], this study evaluated reliability, convergent validity, and
discriminant validity. In addition, the researcher checked the construct validity in terms of evaluating
discrimination validity by applying the Fornell and Larcker methods. The statistical significance of the paths
of'the model was evaluated using the bootstrapping technique with 5000 resamples. This study also evaluated
the goodness of fit of the model with several measures such as R Square, Q Square, SRMR, and Gof Index.

III. RESULT AND DISCUSSION

A. Result

According to the guidelines from previous research by [50], the loading factor, composite reliability
(CR), and average variance extracted (AVE) should exceed 0.70, 0.70, and 0.50, respectively. In Table 1, all
loading factors, CR, and AVE show values exceeding the recommended limits. Thus, both the reliability
index and convergent validity in the sample have been achieved.

Discriminant validity is a form of evaluation to ensure that the variables in the study are theoretically
distinct and empirically proven or statistically evaluated. As shown in Table 1, the correlation between
variables is smaller in value than the square root of the AVE value in the corresponding row or column.
These results indicate that the discriminant validity of the variables is met.

After evaluating the reliability and validity of the outer model, the researcher then examines the inner
model. In this study, there are several steps of the method used and commonly followed as recommended by
[48] to run structural models with PLS-SEM.

This study first addresses the issue of multicollinearity before conducting structural path analysis. It
is recommended that the variables evaluated are free from multicollinearity issues between variables with
the Inner VIF (Variance Inflated Factor) size recommended by [51] should be lower than 3.3. As in Table
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2, it is known that the VIF (Variance Inflated Factor) value is lower than 3.3 which indicates that there is
no multicollinearity problem in this study.

Table 1. Measurement model evaluation

Construct Item Loadings | CR | AVE 1 2 3 4
Information about 0.809
customers
Customer Understanding customer
Orientation & 0.822 | 0.703 | 0.628 | 0.792
needs
@ Customer desire
) 0.744
evaluation
Improving hlgh-quallty 0.820
services
Service Technological 0.773
Innovation adaptation ) 0.786 | 0.609 | 0.610 | 0.748
2) Not easily imitated 0.770
More attractive than 0.758
competitors
Products with updated 0.768
Dvnamic concepts
Myrk tin Database of potential 0.786
arkel e customers : 0.739 | 0.560 | 0.576 | 0.705 | 0.826
Capability - -
High-quality customer
3) . . 0.724
relationships
Appealing promotions 0.715
Customer growth 0.829
Marketing Sales growth 0.846
Performance Profit Growth 0.834 0.845 | 0.683 | 0.613 | 0.667 | 0.716 | 0.781
4) Extensive marketing 0.796
coverage

Note. CR = composite reliability; AVE = average variance extracted
Source: SmartPLS 4 (2024)

Figure. 1. Path analysis resource
Source: SmartPLS 4 (2024)
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Table 2. Measurement model evaluation

H | Beta | SE ‘ t-value | p-value ‘ F? | VIF | Decision
Direct effects
o Customer Orientation -> Dynamic Marketing Capability
0322 | 0094 | 3423 [ 0.001 | 0.132 | 1.603 | Supported
2 Customer Orientation -> Marketing Performance
0171 [ 0.087 | 1971 [ 0.004 | 0.030 | 1.593 | Supported
e Dynamic Marketing Capability -> Marketing Performance
0592 | 008 | 6.69% [ 0.000 | 0.357 | 1.593 | Supported
o Service Innovation -> Dynamic Marketing Performance
0469 [ 0.093 | 5027 [ 0.000 | 0.280 | 1.603 | Supported
Mediating effects
s Customer Orientation -> Dynamic Marketing Capability -> Marketing Performance
0.191 [ 0059 | 3253 [ 0.001 | | | Supported
1 Service Innovation -> Dynamic Marketing Capability -> Marketing Performance
0278 | 0078 | 3575 | 3.575 Supported
Goodness of fit test | Variable Cut-off value | Result Decision
Dynamic Marketing Capabilit 0.502 .
R Square M}zlirketing Perform%mcep * <0.19 0.524 Fit
Dynamic Marketing Capability 0.474 .
Q Square Marketing Performance <0 0.463 Fit
SRMR 0.08 — 0.10 0.091 | Acceptable Fit
GoF Index <0.10 0.565 Large Fit

Source: SmartPLS 4 (2024)

In the next step, this study conducted hypothesis testing using the bootstrapping technique with 5000
resamples. As presented in Table 2, it is known that all hypothesized relationships are significant. Customer
orientation (= 0.322, =3.423, p <0.05), and dynamic marketing capability (f =0.592, = 6.694, p <0.01)
have a positive and significant influence on marketing performance within the research framework and
support H, and Hs. In line with research by [52], which also explains that understanding and meeting
customer needs is the key to achieving good and optimal business results and at the same time explaining
that customer orientation is a critical component of market orientation in supporting company performance.
According to [53] also states the importance of the company's ability to reconfigure its resources to adapt
and create a competitive advantage.

Similarly, customer orientation (f = 0.171, = 1.971, p < 0.05), and service innovation (f = 0.469, ¢
=5.027, p <0.01) also have a positive and significant influence on dynamic marketing capability within the
research framework and support H; and Hi. In line with the research [54], which states that there is a
mediating effect of dynamic capabilities between resources and performance, which indicates that customer
orientation is a factor that can affect dynamic capabilities. In [55], it is said that technology adoption and the
implementation of new infrastructure influence increasing dynamic capabilities, which also explains how
service innovation can affect the dynamic capabilities of a company.

In addition, dynamic marketing capability has a partial mediating effect in the relationship between
customer orientation and marketing performance (f = 0.191, t = 3.253, p < 0.05; VAF = 0.447 > 0.20), as
well as the relationship between service innovation and marketing performance (5 = 0.278, t = 3.575, p <
0.01; VAF =0.278 > 0.20), which supports Hsdan Hs. Based on previous research by [56], a partial mediation
effect is shown when the variance accounted for (VAF) exceeds 0.2, and full mediation is shown when VAF
exceeds 0.8. These results explain that there is a relationship between strategic orientation and innovation in
influencing firm performance through adaptive marketing capabilities, in line with the views of [20] in his
study emphasizing the importance of the firm's dynamic capabilities in managing the relationship between
strategic orientation and innovation to create an adaptive marketing strategy. Based on research by [46], it is
also emphasized that dynamic capabilities allow companies to manage market information optimally, which
directly impacts company performance. This statement also supports the Resource-Based Advantage theory
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that companies that can utilize their dynamic capabilities will create superior business advantages over
competitors.

Furthermore, R? evaluation is to determine how well the PLS-SEM model is in explaining and
understanding the relationship between variables in the model. As presented in Table 2, it is known that each
R? value shows 0.502 and 0.528 which indicates that the two constructs have a moderate coefficient of
determination, and the model has a moderate explanatory power [56].

Furthermore, to evaluate the predictive power of the model on the endogenous variables in the model,
this study calculates the magnitude of the F? effect of each variable. Based on guidance from [57], F? values
0f 0.02, 0.15, and 0.35 are interpreted as small, medium, and strong influences, respectively. As in Table 2,
it is known that customer orientation has a small to medium effect on dynamic marketing capability variables
and customer orientation has a small effect on marketing performance. In addition, dynamic marketing
capability has a large effect on marketing performance, as well as service innovation on dynamic marketing
capability.

In the last step, this study evaluates the predictive ability of the model by looking at the (Q?) value.
Based on guidance from previous research by [48], the model is considered to have predictive relevance if
the value (Q?> 0). As presented in Table 2, the Q? value of dynamic marketing capability and marketing
performance shows a value of 0.474 and 0.463, respectively, which indicates that the predictive relevance or
predictive ability of the model is moderate.

B. Discussion

The results of this study indicate that dynamic capabilities play a significant role in improving overall
firm performance. The findings in this study also support the Resource-Based View theory following
previous research by [24], [58], which states that dynamic capability is the company's process of using the
resources owned by the company to adjust to market changes, and explains that the resources owned by the
company are one of the factors that can create competitive advantages, such as the use of technology to
develop marketing models.

In addition, the findings in this study also have managerial implications where entrepreneurs are
expected to focus on investing their resources through the development of dynamic capabilities within the
internal and external company to improve the ability to respond to market changes.

An important implication for future research in this study is that there should be further exploration
of the impact of dynamic capabilities on various aspects of firm performance and deeper knowledge of the
evolving dynamic capabilities and their effects on overall firm performance. This study also contributed
methodologically with the use of PLS-SEM software, where we emphasized the importance of predictive
relevance to ensure the reliability of the findings of this study.

IV. CONCLUSION

The main purpose of this study is to examine a new conceptual model by adopting dynamic capability
theory to bridge the relationship between orientation strategies and marketing performance in micro, small,
and medium enterprises motivated by the gap in previous research on the effect of customer orientation on
marketing performance, raising the question of how efforts need to be made so that the role of customer
orientation can be maximized to achieve company goals, namely good and optimal marketing performance.

This study concludes that dynamic marketing capabilities to changes in the market environment are
a key dimension in creating optimal marketing performance. Therefore, adaptability in marketing is crucial
because by utilizing dynamic capabilities, companies and MSMEs can achieve a marketing model that
constantly adapts to changes and needs.

The projected research model is a conceptual model that has been evaluated and investigated
quantitatively to check the predictability of the model. Based on the structure of the proposed conceptual
model, the optimal performance of micro, small, and medium enterprises can be realized through the
utilization of information from customers as well as the formulation of business strategies that are sustainable
and able to adapt to changes that occur.
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This research also provides useful insights for micro, small, and medium enterprises to guide the

formulation of new strategies aimed at improving marketing performance and provides useful information
for professionals when using the framework.
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