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ABSTRACT

This study aims to analyse the effect of word of mouth and product differentiation on purchasing decisions for
creative industry handicraft products at the waste bank in Semarang City. The research population is a waste bank in
Semarang City that produces and sells handicraft products. The sampling technique used purposive sampling,
obtained as many as 33 respondents. This study used multiple linear regression analysis with SPSS tools. The results
showed that word of mouth and product differentiation had a positive and significant effect on purchasing decisions
for creative industry handicraft products. Local governments and the public are expected to pay more attention to and
help promote and develop creative industries produced by waste banks.
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1. INTRODUCTION

Creative industry is defined as an industry that has
authenticity in creativity, skills and individual talents
that have the potential for prosperity and creation
through the exploitation of intellectual property [1].
Creative economy which implemented as creative
industry in Indonesia has promising potential, as
evidenced by the contribution to gross domestic product
in 2020. Based on Focus Economy Outlook 2020 data,
the creative economy contributed IDR 1,100 trillion,
this figure increased from 2017 and 2018, which was
only IDR 1,000 trillion and Rp1.105 trillion [2].

One type of creative industry that has become the
leading sector in Semarang City is craft which is mostly
produced through waste bank management [3]. A waste
bank is a place for dry waste management through the
3R concept (reduce, reuse, recycle) so that it has
economic value [4]. Through the waste bank, various
kinds of creative industries are produced from craft
products which are then marketed to the wider
community, including to local governments. In its
development, handicrafts produced from waste banks
face problems that are not easy in terms of marketing,
especially from the aspect of promotion and products, so
research is needed regarding the factors that influence

purchasing decisions for handicrafts produced by waste
banks.

Word of mouth and product differentiation are
efforts that can be made to increase product sales
through promotional efforts and product diversity. Word
of mouth is one of the promotional media through
personal communication about a product with the
closest known people [5]. Meanwhile, product
differentiation is all activities carried out to create
differences that aim to provide added value to the
product to consumers [6].

However, several previous studies show that there
are still differences in findings about the effect of word
of mouth and product differentiation on product
purchasing decisions. The previous studies prove that
word of mouth has a significant effect on purchasing
decisions [7, 8], while the other conclude that word of
mouth has no significant effect on purchasing decisions
[9]. Many research prove that product differentiation
has a significant effect on purchasing decisions [10, 11],
while prove that product differentiation has no effect on
purchasing decisions [12].

Underlying these problems, this study aims to
analyse the effect of word of mouth and product
differentiation on purchasing decisions for handicrafts
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produced by the creative industry in the waste bank of
Semarang City.

2. LITERATURE REVIEW

2.1 Word of Mouth and Purchasing Decisions

Word of mouth is a marketing activity carried out on
a product so that consumers talk about, promote and are
willing to sell our products to others [13]. Word of
mouth is a way of communicating by word of mouth
from one customer to another due to the positive
experience in consuming the product [14]. According to
Sernovitz et al, several things that can be done so that
other people are willing to talk about our products are:
be interesting (creating an interesting product that is
different from other similar products so that it becomes
interesting to discuss), make people happy (word of
mouth will effective if the company can make
consumers happy, for example in terms of product
quality and customer service), earn trust and respect (an
effort to gain trust and respect from customers) [15].
The results of research conducted by Finanda and
Wiwaha on the influence of word of mouth on
purchasing decisions for beauty products at Salon
Miloff Beauty Bar proves that word of mouth has a
positive and significant effect on purchasing decisions
[7]. Other research conducted also proves that word of
mouth has a positive and significant effect on
purchasing decisions [16]. Underlying this, the proposed
hypothesis is:

H1: Word of mouth has a positive and significant
effect on purchasing decisions

2.2 Product Differentiation and Purchasing
Decisions

Product differentiation is a company's effort to offer
its products to customers with better value, faster and
cheaper than competing products [6]. Product
differentiation is an important strategy besides price, it
is effective when business development requires
products that are superior to competitors [10]. The
results of research conducted by Rahman and Suhayani
on the effect of product differentiation on purchasing
decisions for Yamaha Mio products in Langsa City
prove that product differentiation has a positive and
significant effect on purchasing decisions [11]. Previous
research also proves that product differentiation has a
positive and significant effect on purchasing decisions
[10, 17]. Based on this, the second hypothesis proposed
is:

H2: Product differentiation has a positive and
significant effect on purchasing decisions.

Advancesin Social Science, Education and Humanities Research, volume 641

3. METHODS

3.1 Population and Sample

The research population is a waste bank in the city
of Semarang which produces creative industrial
products. By using purposive sampling, 33 waste banks
were obtained as research samples.

3.2 Variables and Measurements

Word of mouth is a marketing activity carried out on
a product so that consumers talk about, promote and are
willing to sell our products to others [13]. Word mouth
promotion variable indicator consists of: the willingness
of consumers to talk about positive things about product
quality to others, recommend the product to others, and
encourage others to repurchase the product [18].

Product differentiation is a company's effort to offer
its products to customers at a better value, faster and
cheaper than competing products [6]. Indicator variable
product differentiation consists of: the products offered
have benefits for consumers, the products offered have
advantages over competitors, the products offered have
a unique product image [6].

Purchase decision is a process of problem solving
consisting of analysis needs and desires, information
searching, assessment of selected sources on buying
alternatives, purchase decision, and post-purchase
behavior [6]. Purchase decision indicator consist of
considerations in buying, conformity of attributes with
wants and needs stability in buying [6].

3.3 Data Analysis

The variable data obtained in this study were
analyzed using the Partial Least Square (PLS). PLS has
become a trend for researchers as an alternative because
it has looser requirements and is easy to understand
[19]. PLS does not depend on the assumption of
normality because it is a non-parametric statistic [20].
At the stage of assessing the measurement model (outer
model), the convergent validity of the loading factor
value of each indicator is required to be above 0.7, the
reliability test of the rho_A wvalue and construct
reliability (CR) is above 0.7 and the Average Variance
Extracted (AVE) is above 0.5. The discriminant validity
test based on the AVE root value is required to be
greater than the correlation between constructs [20]. The
structural model is evaluated by the value of T-statistics,
which must be above 1.96 or probability below 0.05 for
the acceptance of the one-tailed hypothesis [20, 21].
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4. RESULTS AND DISCUSSION

The results of data analysis in this study are divided
into two, namely the measurement model testing and
structural model assessment, which were carried out
with the SmartPLS [22]. To test the measurement
model, this study assessed the value of loading factor,
Cronbach’s Alpha, rho A, construct reliability (CR),
and average variance extracted (AVE), and correlation
between variables. The test results of the measurement
model (outer model) can be explained in Figure 1.

The results of the convergent validity test in Figure
1, it can be explained that all indicators in the model
have a loading factor above 0.7. The reliability test
results in Table 2 are declared eligible because the
Cronbach's Alpha, rho_A and Construct Reliability
values are above 0.7 and the Average Variance Error is
above 0.5. These results confirm that all indicators have
met the validity and convergent reliability, which
indicates that they are able to measure the construct and
have good consistency. The test in Table 2 explains that
the AVE root value is greater than the correlation
between research variables which means it has met the
discriminant validity test [20].

Based on the previous model testing, it is can be
continue to hypothesis testing. This study uses
bootstrap, a nonparametric procedure that allows testing
the statistical significance of various PLS results such as
path coefficients and R2 [23]. At this stage, the
bootstrap method was chosen with a subsample of 5000
and a one-sided test significance of 5%, in order to
obtain stable results. The results of the hypothesis
testing are shown in Table 3.

Based on the results of the calculation of direct
effects in Table 3, it can be seen that path coefficient
value is positive 0.522, the T-statistical value is 4.255
above T-table 1.96, and P-value is 0.001 below 0.05.
Based on these values, hypotheses 1 is supported by
empirical data so that they can be accepted. This finding
explains that word mouth promotion has a positive and
significant effect on purchasing decisions. There are
many factors that drivers the purchase decision. Based
on the research data analysis, the study found that word-
of-mouth promotion has a positive influences on
purchasing decisions in handicrafts produced by the
creative industry in the waste bank of Semarang City. It
means that if a consumer encourages others to
repurchase industrial products, it will increase the
purchase decision. It is a marketing activity which a
consumer willing to promote our products to other [13].
This result supported some previous research which
concluded word of mouth was positively influence on
purchase decision [7, 16].

Furthermore, Table 3 show that the effect of product
differentiation on purchase decision have estimate
positive 0.403, t-statistic is 3.447 > t-table 1.96, and

Advancesin Social Science, Education and Humanities Research, volume 641

probability value is 0.000 < 0.05. Based on these results,
hypothesis 2 is accepted, that explain product
differentiation has a positive and significant effect on
purchasing decisions. Current research proved that
differentiation product can effect purchase decision,
which means the increasing of differentiation product is
more likely to increase the purchase decision. A
benefit, advantages and unique product will be more
superior to competitor [10]. This result consistent with
the previous results which concluded that product
differentiation has positive effect on purchase decision
[11, 17].

Willingness
[Recommend j¢—0s71 Considerati..
0.966

Ward-of-Mouth 0956
0950
Stability

Promotion
0402 Purchase
0.794
0860

Decision
Product
Differentiation

Figure 1 Calculate Estimate Result

Tabel 1 Reliability Result

Variables o p CR |AVE
Word of Mouth 0.970 0.972 [0.980 (0.943
Product Differentiation [0.752 [0.903 |0.833 0.625
Purchase Decision 0.923 0.927 |0.952 |0.868
Table 2 Discriminant Validity Test Results
Variables X1 X2 Y
Word Mouth Promotion
(X1) 0.971
Product Differentiation
(X2) 0.582 | 0.791
Purchase Decision () 0.756 | 0.706 | 0.932
Table 3 The Hypothesis Testing
Relationship Est. T Stat. P
WoM - Purchase 0.522 4.255 0.001
Decision
Product 0.403 3.447 0.000
Differentiation 2>
Purchase Decision
R? 0.679
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5. CONCLUSION

The results of the analysis showed that the word of
mouth and product differentiation have positive effect
on purchase decision of handicrafts produced by the
creative industry in the waste bank of Semarang City.
All parties concern should give attention to creative
industry from waste bank because waste bank also has
advantages in environment, health and empowerment.
Local government could help by accept the product for
government necessity, private sectors could help to
promote the products and financial support, and
university could support by research and community
empowerment..
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