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Abstract. This study aims to analyze and test the relationship between market
orientation and SMEs business performance with the architectural marketing
capabilities and specialized marketing capabilities as intervening variables. The
study used 450 Muslim SMEs in Central Java as a research sample. The data
analysis technique used in this study is Structural Equation Modeling (SEM)
with AMOS Version 22.0. The results of the research hoped that the five
hypotheses showed the results of a positive and significant effect between
variables, meaning that all hypotheses in this study were accepted. The
architectural marketing capabilities and specialized marketing capabilities hoped
can improve SMEs business performance so that both variables are becoming
intervening variables.
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1 Introduction

In the last three decades, there have been many studies focusing on the relationship
between market orientation and business performance. Such studies, in general, have shown
that market orientation is the key to success in creating a superior business performance (Lee
et. al., 2015; Qu and Zhang, 2015; Takata, 2016). Market orientation was initially introduced
as a reflective composite, and some researchers have investigated whether or how this single
composite is related to other variables such as good business performance (Dong et. al., 2016).
While many studies have surprisingly reported significant direct positive effects of market
orientation on performance (Kirca et. al., 2005; Morgan et. al., 2009¢; Qu and Zhang, 2015;
Beneke et. al., 2016), which others revealed insignificant relationships (Langerak et. al., 2004;
Huhtala et. al, 2014; Kajalo and Lindblom, 2015). This difference might suggest an
unaddressed moderator, a defective or incorrect measurement tool, or a variety of data
collection or analysis techniques. It is also possible that these conflicting findings result from
the fact that fragmented market orientation components can be related to business performance
in a unique way (Dong et. al., 2016).

In addition to the research gap above, up to now, there are still not many researchers who
determine how market orientation contributes to superior business performance. Several
studies have investigated potential mediators from the relationship between market orientation
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and business performance. Such research is needed to understand the route of market
orientation in influencing business performance. As explained by Han et al. (1998), from a
strategic point of view, market orientation remains incomplete if practitioners do not
understand the modus operandi that results in superior business performance. By explaining
the mediator of the relationship between market orientation and business performance, it will
provide managers with more detailed insights on how market orientation works and how it can
be useful as a strategic corporate capability. Therefore, this research tries to fill this
knowledge gap by placing specialized marketing capabilities and architectural marketing
capabilities as mediator in the relationship between market orientation and business
performance.

Specialized marketing capabilities are a core element of marketing capabilities for three
reasons. First, specialized marketing capabilities determine the effectiveness of marketing
strategy decisions and marketing strategy implementation (Morgan, 2012; Morgan et. al.,
2012). Second, specialized marketing capabilities determine superior business performance
(Morgan et. al., 2009¢). Specialized marketing capabilities are a source of company positional
advantage (Morgan et. al., 2004). Fourth, the increasing level of competition, technological
developments in the market and shorter product life cycles press the company to continue to
increase its capacity in developing specialized marketing capabilities.

Recently, research on the impact of market orientation on specialized marketing
capabilities has not yet been found. Sometimes market orientation and specialized marketing
capability are treated as independent variables that affect company performance (Morgan et.
al., 2009c). At this time, opportunities exist to advance understanding of the relationship
between market orientation, specialized marketing capabilities, architectural marketing
capabilities, and business performance. In this study, market orientation is understood as a set
of organizational behavior and processes (i.e. a series of activities) related to market
intelligence generation; market intelligence dissemination; and responsiveness to such
intelligence across departments (Kohli and Jaworski, 1990; Carbonell and Rodriguez
Escudero, 2010).

Based on the knowledge gap above, the problem found is that, “there is still limited
knowledge that explains how the market orientation route affects the SMEs business
performance”. Therefore, this research problem can be formulated as: "How fo build a new
approach that can fill the research gap regarding the role of market orientation in improving
company business performance?"

2 Literature Review
2.1 Market Orientation

Market orientation is a marketing management concept that facilitates a company's ability
to provide superior products and services to internal and external customers (Lee et. al., 2015).
From a behavioral perspective, market orientation emphasizes activities related to market
intelligence generation, market intelligence dissemination, and responsiveness to market
intelligence (Jaworski and Kohli, 1993). In this context, companies oriented to competitive
advantage need to identify various customer needs, supplier needs, and competitor strategies;
discuss information obtained; respond effectively to market changes; and diligently working to
create products and services that will provide competitive advantage (Kohli and Jaworski,
1990). Research developments related to market orientation have suggested that market



orientation must be investigated through a disaggregated approach (Carbonell and Rodriguez
Escudero, 2010; Long et. al., 2017).

2.2 Specialized Marketing Capabilities

Specialized Marketing Capabilities concern specific functional-based processes used in
organizations to combine and change resources (Vorhies and Morgan, 2005). Specific
marketing skills are usually seen as a process that includes tactical marketing programs that
are usually needed to implement marketing strategies (Vorhies and Morgan, 2003). This
capability is related to the classic marketing mix of activities related to products, prices,
communication, and distribution, and also the ability to sell and market research (Hunt and
Morgan, 1995; Morgan, 2012).

2.3 Architectural Marketing Capabilities

Architectural Marketing Capabilities are related to architectural capabilities that give effect
to marketing capabilities specifically. The existence of architectural marketing capabilities is
due to group performance that refers to performance improvements related to a more strategic
marketing mix. This involves planning and specialized marketing capabilities. The
relationship between architectural marketing capabilities and specialized marketing
capabilities justifies the need to deepen understanding of the influence of dispersing activities
between areas (companies) and the development of marketing strategic capabilities.
Architectural marketing capabilities is an ability developed through experiential market-based
learning, where sharing information and knowledge is very important.

2.4 Business Performance

According to Murphy et. al. (1996), there are eight dimensions commonly used by
researchers to measure business performance, which are Growth, Profit, Size, Liquidity,
Success/Failure, Market Share, efficiency and Leverage. Some researchers use the growth
dimension as a proxy for business performance (Cho and Pucik, 2005; Zhou et. al., 2007,
Morgan et. al., 2009a; Debicki, 2017). This dimension may be more accurate and accessible
to small and medium enterprises (Wiklund and Shepherd, 2005). Based on a meta-analysis
study, Stam et. al. (2014) SMEs performance can be explained through three dimensions,
namely growth performance, profitability, and non-financial performance. The measure of
growth consists of sales growth, profits, employment and market share. Profitability measures
relate to accounting-based indicators such as return on assets (ROA), return on equity (ROE),
and return on sales (ROS) as well as self-reported profitability assessments. Non-financial
performance includes various indicators of operational effectiveness such as technical
advantage, competitive ability, productivity, and export performance.

2.5 Market Orientation and Business Performance

Arguments supporting the positive relationship between market orientation and business
performance are well documented in the marketing literature (Gruber-Muecke and Hofer,
2015; Lee et. al., 2015; Qu and Zhang, 2015). A meta-analysis study by Kirca et. al. (2005)
gathers empirical findings from a broad market orientation literature, concluding that market
orientation has a positive effect on organizational performance. Therefore, market orientation



is very important for the success of SME companies. In this context, SMEs need to understand
their customers and competitors while involving all functions in the development of new
products that satisfy customer needs (Ledwith and O'Dwyer, 2008). In many empirical studies
in this decade, market orientation has become an important antecedent of business
performance. For example, Wei-Shong et. al. (2015) shows market orientation in the form of
intelligence generation, intelligence dissemination, and responsiveness to intelligence, has a
very strong influence on business performance. In this context, business performance referred
to Market Knowledge Creation, Customer Satisfaction, and Profit Performance. Likewise,
research by Lee et. al. (2015) shows the three dimensions of market orientation have a positive
effect on financial performance and non-financial performance. These findings are consistent
with some of the early studies in market orientation literature (Narver and Slater, 1990;
Jaworski and Kohli, 1993). This is in line with the research of Jaworski and Kohli (1993) that
market orientation is in the form of market intelligence generation, market intelligence
dissemination and responsiveness to market intelligence, thus the H1 is proposed:

H1: There is a positive relationship between market orientation and business performance.

2.6 Market Orientation and Architectural Marketing Capabilities

Some previous research findings found a positive relationship between market orientation
and architectural marketing capabilities (Kaleka and Morgan, 2017; Iyer et al., 2018; Lee et
al., 2009; Gao et al., 2010; Morgan et al., 2004). Architectural marketing capabilities is a
combination of knowledge and ability which becomes an important alternative way to increase
competitors’ advantage (Dalvi and Seifi, 2014). The existence of market orientation is one of
the core capabilities of marketing dynamics and is a market-based asset (Barrales-Molina et
al., 2014; Morgan et al., 2009). This supports the realization of marketing targets set by the
company. The effort made is to make a strategy. One of them is by increasing architectural
marketing capabilities, which is one form of Marketing Strategic Capabilities. This
understanding is an activity that has several features of the core of marketing dynamic
capabilities as well as the presence of dissemination mechanisms related to key markets
(Barrales-Molina et al., 2014; Morgan et al., 2009). Therefore, H2 is proposed:

H2: There is a positive relationship between market orientation and architectural marketing
capabilities.

2.7 Market Orientation and Specialized Marketing Capabilities

Research conducted by (Lee et. al., 2015) explores the role of market orientation towards
business performance in the context of franchising, it seems that the market orientation
facilitates the company's business strategy that positively influences its business performance.
These findings broaden the existing literature by studying the relationship of market
orientation with a business performance by emphasizing business strategies with
differentiation and cost advantage. This study tries to enrich knowledge about the relationship
between market orientation and business performance by placing specialized marketing
capability as a mediating variable. Companies with a solid market orientation will be more
dynamic in finding opportunities and more able to identify and take advantage of opportunities
that arise in external markets than companies that do not have this ability. In this context,
companies that have the right information about their markets tend to be more willing to vary
their marketing mix, sales strategies, and market research, rather than other companies that
lack information and decide based on instinct (Navarro-Garcia et. al., 2014). In other words,



the behavior of marketing orientation is very valuable because it facilitates specialized

marketing capabilities to achieve better business performance. Therefore, it is supported by

research of Jaworski and Kohli (1993) that market orientation is in the form of market

intelligence generation, market intelligence dissemination, and responsiveness to market

intelligence. Furthermore, H3 is proposed:

H3: There is a positive relationship between market orientation and specialized marketing
capability.

2.8 Architectural Marketing Capabilities and Business Performance

According to experts, architectural marketing capabilities is an ability that mixes
knowledge with the ability (Ferdinand and Batu, 2013; Morgan et al., 2009). The business
performance of a company is the main point of business survival. One effort to improve
business performance is the influence of architectural marketing capabilities within the
company. Some experts have previously conducted a test related to the relationship between
architectural marketing capabilities and business performance. The results obtained suggest
that there is a positive effect between architectural marketing capabilities and business
performance (Ferdinand and Batu, 2013; Ortega and Villaverde, 2008; Conant, Mokwa, &
Varadarajan, 1990; Desarbo, Benedetto, Song, & Singha, et al., 2005; Song et al., 2007). The
positive effect of architectural marketing capabilities on business performance can maintain a
sense of customer loyalty through marketing communications that are uniquely and
attractively displayed (Ferdinand and Batu, 2013). Proposals related to marketing capabilities
will have more impact on the performance of companies that invest in better assets. It aims to
innovate in a more dynamic business environment (Ortega and Villaverde, 2008). Based on
this explanation, the H4 is proposed as follows:

H4: There is a positive relationship between architectural marketing capabilities and SMEs
business performance.

2.9 Specialized Marketing Capabilities and Business Performance

Empirically, marketing capabilities such as what contributes to business performance have
not yet been discovered. Very little is known about the relative contribution of various high-
level marketing capabilities to SMEs business performance (Merrilees et. al., 2011). Empirical
studies that occur more focused on the general aspects and some individual elements of
marketing capabilities on marketing performance. In general, the positive influence of
marketing capabilities on business performance has been well documented (Morgan et. al.,
2009¢c; Wu, 2013; Ahmed et. al., 2014; Kajalo and Lindblom, 2015). Meanwhile, several
dimensions of marketing capabilities, such as market sensing capabilities (Day, 1994;
Osakwe et. al.,, 2016), brand management capabilities (Osakwe et. al, 2016), and CRM
capabilities (Wang and Feng, 2012) are important variables that affect business performance.
Finally, the potential relationship between specialized marketing capabilities and business
performance is very possible considering that superior business performance arguments are
only possible when a company has specialized marketing capabilities such as the ability to
manage the marketing mix, and also sales and market research. Thus, the HS is proposed:

HS5: There is a positive relationship between specialized marketing capabilities and SMEs
business performance.



3 Methodology

This research is a scientific exploration that includes basic research categories. The
fundamental purpose of this research is to develop knowledge to look for new answers to
management problems that occur in organizations, companies, and communities (Ferdinand,
2013). The object of research chosen in this study is micro, small and medium enterprises
(SMEs) in Central Java so that the population in this study include business owners, business
managers, or owners who are also business managers whose numbers have not been known
with certainty up to now. The sample of this study are SMEs from 10 regencies/cities in
Central Java, which are from Semarang, Demak, Jepara, Kudus, Grobogan, Rembang,
Pekalongan, Batang, Kendal, Surakarta. In 10 districts/cities, the 450 questionnaires were
distributed within 2 months from May 2019 to July 2019.

Because the number of population is not known with certainty, then the method of
sampling is done by non-probability sampling. The snowball sampling technique is used to
trace the position of prospective research respondents. This study took SMEs as sample by
using a purposive sampling method with criteria, (1) respondents already have at least 3 years
experience because they are considered to have business experience and know the
development of company performance, (2) have annual sales results of at most Rp
50,000,000,000, ( 3) do not have above 100 employees, and (4) are willing to provide
information.

The data needed in this study are primary and secondary data. Primary data were obtained
directly from research respondents namely from the owner, manager or owner who is also the
manager of SMEs in Central Java. Secondary data is data obtained not directly from
respondents but related to research objects, such as data obtained from documentation,
literature relating to research problems and from other sources such as Central Bureau of
Statistics (BPS) of Central Java Province and Ministry of Industry and Trade (Disperindag) of
Central Java Province.

Measurement of each instrument used an interval scale of 1 to 10, a score of 1 indicates
strongly disagree on a statement given and a score of 10 indicates strongly agree. Instruments
for each variable will be explained in table 2. The data analysis technique used in this study is
Structural Equation Modeling (SEM) with AMOS Version 22.0. This technique is usually
used to test a series of relatively complex relationships/models such as those in marketing
research and strategic management (Ferdinand, 2013).

This study used three dimensions of market orientation variable, which are market
intelligence generation, market intelligence dissemination, responsiveness to market
intelligence; specialized marketing capabilities and business performance. The operational
definition of these variables is obtained from various views of previous researchers. The
operational definitions, indicators, and instruments used to analyze the research model are
explained in Table 1:

Table 1. Operational Definitions, Measurements and Indicators

Operational Definition Symbol Indicator Source
Market  Orientation is a MO1 Continuity in meeting customers Kohli et. al.
marketing management concept MO2 Continuity in customer interactions (1993)
that facilitates the ability to MO3 Continuity in discussing competitors' strategies
provide superior products and MO4 Continuity in discussing market developments
services to internal and external MO5 Continuity in responding to changes in
customers. competitor prices.

MO6 Continuity to pay attention to changes in

product needs or customer service.




Operational Definition Symbol Indicator Source
Specialized Marketing MSCI Ability to manage products Morgan et.
Capabilities refer to special MSC2 Ability to manage prices al. (2009)
functional-based capabilities MSC3 Ability to manage distribution channels
used in organizations to MSC4 Ability to manage marketing communications
combine and change resources MSC6 Ability to manage sales
for the activities of MSC7 Ability to manage market research
implementing tactical
marketing programs and classic
marketing mix strategies, sales
and market research.

Architectural Marketing AMCI Sharing information about consumers and Morgan et
Capabilities refer to capabilities competitors al. 2003
that are developed through AMC2 Use of marketing research capabilities for the
market-based learning development of effective marketing programs
experiences, where information AMC3 Skilled in marketing planning
and knowledge are very AMC4 Ability to effectively segment and target
important. markets
AMCS5 Allocating marketing resources effectively
AMC6 Organizing to deliver marketing programs
effectively
Business performance is a MP1 Producing new products that are in line with (Morgan,
combination of the results of sharia norms. 2012;
business activities perceived by MP2 Achieving the goal of developing new products Taleghani
the owner or manager of the is in line with Islamic regulations et. al.,
company about achieving sales MP3 Improving the quality of products based on 2013)
growth, increasing sales Islamic values.
volume, achieving sales targets, MP4 Product attributes are based on their proximity
growing customers and to religious symbols, values and provisions.
expanding the marketing area. MP5 Implementation of religious values in every
product design made
MP6 Develop product models and patterns based on

religious rules

Source: Development for this research

The empirical test design model for the relationship between variables is explained in

Figure 3.1.
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Source: Empirical research results for the research development, 2019
Fig. 1. Design of empirical testing of the relationship between MO, AMC, SMC and BP



4 Expected Results

This research is expected to explain the relationship between the four variables, which are
market orientation, architectural marketing capabilities, specialized marketing capabilities, and
business performance of SMEs are also able to demonstrate the role of architectural marketing
capabilities and specialized marketing capabilities as intermediary variables between market
orientation and business performance. This paper only explains the role of one component of
marketing capability, namely the existence of architectural marketing capabilities and
specialized marketing capabilities in the relationship between market orientation and business
performance.
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