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Abstract

This study aims to determine how MSMEs can improve their performance through entrepreneurial
marketing, entrepreneurial networking, and product innovation. The research design uses purposive
sampling method with a total sample of 135 MSMEs. The data analysis uses multiple linear regression
through SPSS to determine whether the three variables affect MSMES performance. This study explains
that the variables entrepreneurial marketing and entrepreneurial networking encourage MSMEs
performance improvement. Nevertheless, product innovation does not affect MSMEs performance.
This result provides contribution to MSMESs, consumers, and the government about the strategy to
improve MSMEs’ product innovation.
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INTRODUCTION

Economic growth in Indonesia is one of the essential factors in improving the welfare of
the community, especially those in lower middle class. The performance of MSMEs depends
on how effectively MSMEs allocate scarce resources from limited working capital and efficient
labor to achieve the MSME strategy (Cao & Zhang, 2011; Teirilinck & Spithoven, 2013).
MSMEs growth in the Pasuruan city has unique trend since it encouraged by the young
entrepreneurs (Kabupaten Pasuruan, 2019). This is because of their awareness to innovate the
results that can support the economy both for small families and society in general (Scuotto et
al., 2017).
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Entrepreneurship as the process of producing new works using enthusiasm, energy and
time, and capital spent accompanied by risk and uncertainties. The result will be rewarded
when the business is successful. According to Syapsan (2019), entrepreneurial orientation
affects marketing performance through marketing capabilities and competitive strategies.

Research from several experts stated that there is a significant influence of
entrepreneurial networking on performance (Moghli & Al Muala, 2012; Li et al., 2015; Asad
et al., 2016). Meanwhile, Wahyuningsih (2017) also stated that the marketing performance of
MSMEs is influenced by entrepreneurial networking. Septiani et al. (2013) explained that
entrepreneurial marketing positively influences small industries’ competitiveness. Moreover,
marketing performance measures the effectiveness of a marketing strategy to achieve company
goals.

In 2018, there are more than one thousand MSMEs with various sectors in Pasuruan city
(Kabupaten Pasuruan, 2019). These MSMEs are required to have expertise in good
entrepreneurial networking, entrepreneurial marketing, and must innovate on the products.
According to Arfanly et al. (2017), entrepreneur must have good strategic skills for existing
businesses with entrepreneurial marketing. According to Hurley & Hult (2012), the existence
of rapid and varied technological changes will show that there has been product innovation that
can create a competitive advantage. Rapid technological advances and high levels of
competition require every effort to make a product innovation continuously. This study aims
to determine how MSMEs can improve their performance through entrepreneurial marketing,
entrepreneurial networking, and product innovation.

Performance

Hacioglua et al. (2012) classified performance into two groups internal performance
(financial) and external performance (marketing). Becherer et al. (2012) explained work
performance correlates with the organization strategic objectives, customer satisfaction, and
contribution to the economy. The company performance is a multidimensional construct. In
this case, company performance consists of financial performance, business performance, and
organizational performance.

Septiani et al. (2013) mentioned performance is the level of implementation of tasks that
can be achieved by someone using existing capabilities and boundaries set to achieve
organizational goals. According to Wahyuningsih (2017), company performance indicator
comprises: sales growth, customer growth, profit growth, and working capital growth.

Entrepreneurial Marketing

The importance of entrepreneurship and innovation for marketing to success in
entrepreneurial activities, the combination of this two fields is needed for success in
entrepreneurship (Sadiku-Dushi et al., 2019). In entrepreneurial marketing, all organizational
function should open communication to customers and build customer relationships
characterized by innovation, risk-taking, and proactiveness (Kraus et al., 2011). Sidharta &
Sidh (2013) explained the relationship of entrepreneurial opportunity and intention on
company performance. This shows that people will not start entrepreneurship before they have
the intention and realise the opportunity.

https://journal.unesa.ac.id/index.php/bisma/index 109


https://journal.unesa.ac.id/index.php/bisma/index

BISMA (Bisnis dan Manajemen) Volume 13 Issue 2, April 2021 Page 108-120
E-ISSN 2549-7790, P-ISSN 1979-7192

According to Hatta & Hariyani (2015), entrepreneurial marketing is a proactive attitude
by taking advantage of opportunities to acquire and retain customers through an innovative
approach to taking risks, creating value, and optimize resources. In contrast to the Miles et al.
(2014) study, entrepreneurial marketing as a theory that focuses on how individuals and
management accept risk innovatively and proactively. Entrepreneurial marketing is more
focused on creating market needs rather than meeting market needs. At the strategic level,
entrepreneurial marketing practices a bottom-up approach that identifies market opportunities.
Then, testing it through a trial and error process starts serving customer needs and extending it
by making direct contact to obtain information according to customer needs (Miles et al.,2014).

There are four indicators of entrepreneurial marketing: (1) the concept of marketing
companies that focus on the orientation of innovation and the existence of ideas as a tool to
meet market needs; (2) marketing strategy that implements the bottom-up process following
client demand; (3) marketing method to make an active approach or contact directly with
customers; and (4) market intelligence that use an informal approach such as personal
observation (Stokes & Wilson, 2010). Therefore, this study hypothesize:

H1: Entrepreneurial marketing is significantly influence MSMEs performance.

Entrepreneurial Networking

According to Covin et al. (2012), entrepreneurial networking explains that social
networks can influence entrepreneurial activities and decisions. There were few research about
the impact of business networks on entrepreneur performance, so this research focuses on
developing marketing networks and business networks by small entrepreneurs. Alvarez (2012)
explained that most entrepreneurs do not have sufficient business skills, which results in
entrepreneurs tending to seek help related to the functional aspects of their business and some
technical aspects which they consider to be still lacking.

There are some of new entrepreneur challenges such as a lack of information because
they have not yet entered the formal network system. Their existence outside the formal system
makes them isolated from the latest ideas and trends, which are detrimental to their position in
the market (Usai et al., 2018). Other things that can also harm entrepreneurs are information
lacking about regulators, suppliers, customers, and sources of funds and growth opportunities
that cannot be accessed if they do not join formal business networks (Tabares et al., 2021).
Formal business networks are networks facilitated by a collection of users, universities, and
government agents. This network routinely has access to training and workshop funds for
business development (Usai et al., 2018).

Networking is activity-oriented in building and managing personal relationships with
specific individuals in their environment (Tipu & Arain, 2011). Raija (2011) explained that the
more networks that contain experts from connected partners, the more information channels
offered and the entrepreneurial team will absorb information better. There are three aspects of
network and networking: (1) social, communication, business, and morals as determinants; (2)
formal or informal, voluntary-compulsory, directly, and indirect networks; and (3) objectives
of the business (Premaratne, 2002). Hence, this study hypothesize:

H2: Entrepreneurial networking is significantly influence MSMEs performance.
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Product Innovation

Competitive advantage is the primary key to survive in the globalization era. According
to Hurley & Hult (2012), product innovation impacts rapid technological changes, and high
product variations will determine competitive advantage. Product innovations produced by
MSMEs are expected to improve products’ competitiveness at the local, national, and
international levels.

Innovation is an idea, practice, or object that is considered new by another individual or
user unit (Hills & Hultman, 2011). Innovation as a psychological and socio-cultural
phenomenon, both aspects can be the key to the success or failure of an organization (Daghfous
etal., 2015). According to Scarbrough et al., (2015), innovation is a complex process involving
various organizations' social groups. Meanwhile, Mehran & Zeinab (2018) explained
innovation means that a firm is actively looking for new opportunities rather than simply use
the existing strenghts and likely to surpass customer expectations. Therefore, this study
hypothesize:

H3: Product innovation is significantly influence MSMEs performance.

METHODS

This study examines MSMEs in Pasuruan city. In 2019, the MSMEs in this city about
900. According to Arikunto (2016), if the population is less than 100, all should be taken as
sample. If the population is large, then sample can be taken 10-15% of the population. In this
study, samples were 15% of the total population. Hence, the sample used was 135 MSMEs.
The sampling method using a purposive sampling method with > 5 years company age as the
requirement of sample selection.

This study was collected data through questionnaire. Before conducting research,
researchers also conduct preliminary research to test the reliability and validity of the
questionnaire with 38 respondents as samples. Furthermore, to answer the hypothetical
questions raised by the researchers, this study uses multiple linear regression analysis.

RESULT AND DISCUSSION
Preliminary Study

Researchers conducted a preliminary study by completing an instrument test on 38
respondents to test the validity and reliability. Validity testing uses pearson correlation
coefficient, which is declared valid if it has a significance value smaller than the 5%
significance level. Reliability testing, using the cronbach alpha value if a construct or variable
is declared reliable at the cronbach alpha value greater than 0.6 (Arikunto, 2016). The following
results of the validity testing are presented in Appendix 1, Appendix 2, and Appendix 3.

Appendix 1 explains whether the questionnaire is valid or not by a significant value that
greater than the level 5%. From the results, the entrepreneurial marketing variable obtained a
correlation coefficient of greater than 5%, so that the results of testing of entrepreneurial
marketing are declared valid. Appendix 2 presents the validity test of the entrepreneurial
networking variable by using the Pearson correlation coefficient, which states that the variable
is valid if the significance value is greater than the real level of 5%. The results show the
variable entrepreneurial networking obtained a significance value greater than the real level of
5%, so that the variable was entrepreneurial networking declared valid. Appendix 3 presents
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the validity test of the product innovation variable by using the Pearson correlation coefficient
where the variable is declared valid if a significant value is greater than 5% level. The product
innovation variable results obtained a significant value above the real level of 5%, so that the
product innovation variable is declared valid. From the Appendix 4 result, the validity test of
performance variable was conducted by Pearson correlation coefficient where the performance
variable is declared valid if the significance value obtained is greater than the real level of 5%.
The performance variable obtained a significance if above 5%, so that the performance variable
is declared valid.

After the preliminary study, each variable namely entrepreneurial marketing,
entrepreneurial networking, product innovation, and MSMEs performance are valid. This is
based on a significant value above the real level of 5%. In Appendix 5, it is also known that
the variables in this study are said to be reliable. cronbach alpha value indicates this for the
variables entrepreneurial marketing, entrepreneurial networking, product innovation, and
performance getting values greater than 0.6.

After testing the validity and reliability to determine whether the variables in this study
are valid and reliable, then the next hypothesis is tested. In multiple linear regression, analysis
assumptions are tested first. One of them is the assumption of multicollinearity.

Multicollinearity testing aims to test whether the regression model found a correlation
between independent variables. The three independent variables were analyzed by their
collinearity using two criteria: VIF and tolerance value. A variable is free of multicollinearity
if the VIF value is less than ten and the value tolerance is greater than 0.10 (Appendix 6). The
test results stated that there was no collinearity between the independent variables involved in
the study. This is evidenced by the VIF value and value tolerance of each independent variable
smaller than ten and greater than 0.10. The test results are presented in Appendix 6.

Descriptive Analysis

Entrepreneurial marketing variable was measured by indicators: concepts, strategies,
methods, and intelligence. Meanwhile, entrepreneurial networking measured by three
indicators: determinants, links, and objectives. Based on Appendix 9, the mean and median
values of three indicators implies most MSMEs entrepreneur in Pasuruan city agreed that
business network influence MSMEs performance. Moreover, product innovation is measured
by three aspects, namely X3.1, X3.2, and X3.3. The result shows product innovation and sales
techniques influence MSMEs performance.

MSMEs performance is measured from four indicators: sales growth; customer growth,
profit growth, and working capital growth. Based on Appendix 8, most MSMEs entrepreneur
agreed to support the implementation of a good MSMEs performance to improve the MSMEs
sustainability.

The Goodness of the Regression Model

Appendix 7 shows coefficient determination about 78,7%. This means that
entrepreneurial marketing, entrepreneurial networking, and product innovation to MSMEs
performance in Pasuruan city was 78.7%. In comparison, the remaining 21.3% was explained
by other variables not included in this study. The simultaneous regression model in Appendix
8 shows that a formed regression model of entrepreneurial marketing, entrepreneurial
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networking, and product innovation influence the MSMEs performance in Pasuruan city. This
is evident from each model's significance value with a smaller significance level of 5%.

Based on Table 1, entrepreneurial marketing has a significant value on the MSMEs
performance with a regression coefficient of 0.629 and a significant value of 0.000.
Entrepreneurial marketing has a positive influence on the performance of MSMEs. Meanwhile,
the entrepreneurial networking variable has a significant influence on MSMEs performance
with a regression coefficient of 0.285 and a significant value of 0.000. Entrepreneurial
networking has a positive influence on the performance of MSMEs. For product innovation,
there is no significant effect on the performance of MSMEs in Pasuruan city. This is evidenced
by the significance value of 0.885 that greater than the 5% real level.

Table 1. Partial Test of T Test Regression

Unstandardized Standardized
Variable Coefficients Coefficients ¢ Sig. Result
Std
B Beta
Error
Constant 1.435 1.005
Ent. Marketing 0.614 0.078 0.629 7.902  0.000 Significant
Ent. Networking 0.387 0.106 0.285 3.640 0.000 Significant
Product Innovation 0.016 0.109 0.008 0.145 0.885 No significant

Discussion

Entrepreneurial marketing provides a positive and significant impact on MSMEs
performance in Pasuruan city. This results support Arfanly et al. (2017) research that
entrepreneurial marketing is more focused on creating market needs than following consumers'
needs. Entrepreneurial marketing needs a strategy to identify market opportunities to get
market share under MSMES' expectations. Besides, MSMEs must also be proactive in
identifying and exploiting various business opportunities to retain customers. This research
confirms Hamamali (2013) that entrepreneurial marketing affects innovation, marketing
performance, and financial performance.

The MSMEs must know the indicators of entrepreneurial marketing according to Stokes
& Wilson (2010), which is expected to provide great opportunities for the development of
MSMEs businesses in the city of Pasuruan. Some indicators that can increase market share for
businesses include: (1) product marketing that focuses on the orientation of innovation and
ideas as a tool to meet market needs; (2) the marketing of products that practice the bottom-up
process under client demand; (3) the marketing products mix by taking an active approach or
direct contact with customers; and (4) market intelligence is corporate marketing using
informal information such as personal observation.

This study confirms Oktarina et al. (2020) research that stated about the innovation role
to improve performance, especially in marketing aspect. The four indicators above can be used
determine the MSMESs strategy to increase market share and business opportunities in Pasuruan
City. This study also supports Becherer et al. (2012) that entrepreneurial marketing affects
financial performance and customer growth and success and emphasize Morrish et al. (2010)
study that entrepreneurial marketing is an integrative conceptualisation that reflects the
marketing dimension's perspective based on resource excellence.

https://journal.unesa.ac.id/index.php/bisma/index 113


https://journal.unesa.ac.id/index.php/bisma/index

BISMA (Bisnis dan Manajemen) Volume 13 Issue 2, April 2021 Page 108-120
E-ISSN 2549-7790, P-ISSN 1979-7192

The variable entrepreneurial networking also gives a positive and significant influence
on the performance of MSMEs in Pasuruan city. The current MSMEs must realize that the
formal network system is very important for their businesses' survival. Therefore, the MSMEs
must connect to the formal network system that can connect with various interested parties,
including suppliers, regulators, customers, sources of funds, and the government. This result
supports Abbas et al. (2019) research that entrepreneurial networking focuses on the maturity
of MSMEs in building a relationship system and developing fot working together to achieve
firm business objectives.

The role of entrepreneurial networking is essential in the sustainability of MSMEs
businesses in Pasuruan city. By applying the three indicators of MSMEs performance indicator
by Premaratne (2002) as a measurement of strategy effectiveness in business development,
MSMEs may increase market opportunities and economic growth of Pasuruan city.

The product innovation does not have a significant effect on MSMEs performance in
Pasuruan city. The MSMEs have financial limitations that cause them to be less able to create
new models on the products produced. Besides, limited innovative ideas of entrepreneur can
affect the performance of MSMEs in Pasuruan city. Product innovation is one of competitive
advantage element to remain survive in the globalization era. According to Hurley & Hult
(2012), product innovation impacts rapid technological changes, and high product variations
will determine the competitive advantage. A product innovation produced by MSMEs is
expected to improve product competitiveness at the local, national, and international levels.

It is expected that product innovation can be a strategy for MSMESs entrepreneurs to
improve their business development. Nevertheless, product innovation at the MSMEs in
Pasuruan city does not have a significant influence. This is because of MSMEs have the limited
funds, lack of innovation (new products) to attract buyers and did not get any local government
training. Therefore, the local government and stakeholders should support the MSMEs
entrepreneurs to create product innovation for business sustainability.

In line with the opinion of Gatignon & Xuereb (1997), product innovation in MSMEs
consists of three critical things: product excellence, product uniqueness, and production costs.
Product innovation can fail due to errors in implementing strategies, including product design
that is not innovative, incorrect estimating competition issues, and high production costs.
Innovation is a process of change in organization and is the key to win customer and market
(Kanagal, 2015).

Then, there will be more product innovations and product choices that will be marketed
to consumers with the options and advantages of each with the product's distinctiveness.
Furthermore, MSMESs businesses can continue to developing their product that become a
signature of Pasuruan city.

CONCLUSION

Based on the analysis results, several conclusions can be drawn as follows: (1)
entrepreneurial marketing has a significant and positive influence and improves MSMEs
performance in Pasuruan city; (2) entrepreneurial networking has a significant and positive
impact and improves MSMEs performance in Pasuruan city; and (3) product innovation does
not have a significant influence toward MSMEs performance in Pasuruan city.
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The limitation of this study is the scope of research which only examines MSMEs
performance in Pasuruan city so that the research results cannot generalize to the same
phenomenon in Indonesia. Furthermore, this study does not categorize MSMEs based on the
type of company (manufacturing or trading) and or based on B2B or B2C business model which
can explain in detail which aspects of the product are innovatively developed. Therefore, in the
future, MSMEs in Pasuruan are expected to create product innovations that can continue to
advance and maintain the MSMEs industries’ survival. This study suggests the further research
to explore other variables that can support progress for the growth of MSMEs in Pasuruan city
and maintain the sustainability of the MSMEs industry, such as marketing innovation.
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Appendix 1. Results of Validity Testing Entrepreneurial Marketing
Correlation

Indicator Coefficient (r) Sig. Value Result
X1.1 Concept
X111 0.625 0.000 Valid
X1.1.2 0.650 0.000 Valid
X1.1.3 0.846 0.000 Valid
X1.2 Strategy
X1.2.1 0.709 0.000 Valid
X1.2.2 0.624 0.000 Valid
X1.3 Method
X1.3.1 0.626 0.000 Valid
X1.3.2 0.692 0.000 Valid
X1.4 Market
Intelligence
X14.1 0.743 0.000 Valid
X1.4.2 0.792 0.000 Valid
X1.4.3 0.570 0.000 Valid
X1.4.4 0.636 0.000 Valid
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Appendix 2. Results of Validity Testing Entrepreneurial Networking
: Correlation .
Indicator Coefficient (r) Sig. Value Result
X2.1 Determinant
X2.11 0.723 0.000 Valid
X2.1.2 0.741 0.000 Valid
X2.1.3 0.821 0.000 Valid
X2.2 Link 0.746 0.000 Valid
X2.3 Objective
X2.3.1 0.711 0.000 Valid
X2.3.2 0.700 0.000 Valid
Appendix 3. Results of Validity Testing Product Innovation
. Correlation .
Indicator Coefficient (r) Sig. Value Result
X3.1 0.619 0.000 Valid
X3.2 0.678 0.000 Valid
X3.3 0.755 0.000 Valid
Appendix 4. Results of Validity Testing Performance
. Correlation .
Indicator Coefficient (r) Sig. Value Result
Y1.1 0.690 0.000 Valid
Y1.2 0.788 0.000 Valid
Y1.3 0.791 0.000 Valid
Y1.4 0.783 0.000 Valid
Appendix 5. Reliability Test Results
Variable Alpha Cronbach’s Value Result
Entrepreneurial Marketing 0.887 Reliable
Entrepreneurial Networking 0.835 Reliable
Product Innovation 0.735 Reliable
Performance 0.762 Reliable
Appendix 6. Multicolllinearity Testing Results
Independent Variable VIF Tolerance Value Result
Entrepreneurial Marketing 3.980 0.251 There is
Entrepreneurial Networking 3.848 0.260 multisofliriea?it
Product Innovation 1.919 0.521 y
Appendix 7. Determination Coefficient of Regression
Model R Adj R Independent Variable
Square
1 0.890 0.787 X1, X2,Z
Appendix 8. Simultaneous Testing with F Test of Regression Model
Model Sum of df Mean F Sig. Result
Square Square
Regression 1148.53 3 382.85 165.89 0.000 Significant
1 Residual 302.33 131 231
Total 1450.86 134
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Appendix 9. Descriptive Analysis Variables

Indicator Mean Median Star]da}rd
Deviation

X1 Ent Marketing

X1.1 Concept 4.02 4.00 0.926

X1.2 Strategy 4.00 4.00 0.946

X1.3 Method 3.99 4.00 1.007

X1.4 Market Intelligence 4.00 4.00 1.058
X2 Ent Networking

X2.1 Determinant 4.04 4.00 0.937

X2.2 Link 4.02 4.00 0.910

X2.3 Objective 3.96 4.00 0.976
X3 Product Innovation

X3.1 Design Product 4.16 4.00 0.812

X3.2 Technological Changes 4.20 4.00 0.721

X3.3 Product variations 4.29 4.00 0.679
Y Performance

Y1.1 Sales Growth 4.00 4.00 0.962

Y1.2 Customer Growth 4.07 4.00 0.986

Y1.3 Profit Growth 4.04 4.00 0.984

Y1.4 Working Capital 4.01 4.00 0.938

120 https://journal.unesa.ac.id/index.php/bisma/index


https://journal.unesa.ac.id/index.php/bisma/index

