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Abstract—The aim of this research is to explain the product 

innovation role in mediating relationship between market 

orientations with marketing performance to restaurant industry 

in Denpasar City. This research was conducted by the owners or 

manager of restaurant in Denpasar City by using questionnaire 

that was taken directly. The sample size that used is 112 

respondents with purposive sampling method.  The techniques of 

analysis data are path analysis and Sobel test.  The result of 

research shows that market orientation and product innovation 

has significant and positive influence on the marketing 

performance.  The practice implication which is gained from this 

research is it should be giving more pay attention to the market 

orientation for restaurant industry in Denpasar city so that it will 

implicate to the product innovation and give a good marketing 
performance.
 

Keywords—market orientation; product innovations; marketing 

performance 

I.  INTRODUCTION 

       The era of globalization and the implementation of 
MEA 2015 makes every effort around the world prosecuted 
more aggressively in running a business to win the 
competition in their respective business industries. Every 
business needs to further improve its performance without 
abandoning the quality of products offered. All business 
players should have acknowledged that the role of Micro 
Small Medium Enterprises (MSMEs) in this era of 
globalization is very useful to accelerate the economic 
development in some particular areas. 

According to the Central Statistics Agency (BPS), the 
existence of MSMEs is grouped into medium large and small 
micro industries. In general, small industries are considered to 

be able surviving and anticipating the economics sluggishness. 
According to [1], Small and Medium Enterprises (SMEs) is a 
small business unit that can become an alternative business 
activity of goods and services production, as well as 
increasing the labor absorption. 

SMEs could become a source of income for the 
community, and it is very potent as a trigger for economic 
growth. SMEs have a strategic role in national economic 
development, economic growth, employment and play an 
important role in distributing development outcomes [2]. 
Many restaurant industries that are widespread around 
Indonesia currently experiencing business growth and income 
increasing each year, this is because of consumers’ demands 
and needs that are also increasing. 

Along with the development of modern and fast-paced era, 
consumers always want to try new products, therefore, 
marketing performance can be an interesting issue for 
marketers these days. Restaurant industries according to [3] is 
a very large and complex business activities, including hot dog 
stands on the beach, the cafeteria in the office environment, 
food stalls, Padang restaurant, fried chicken, food stalls 
alongside toll roads and others. 

The development of tourism in Bali makes MSMEs 
development is increasing, especially in Denpasar city as the 
capital city of Bali province. Denpasar also a center of 
education, government, and economics because it is more 
crowded than other cities in Bali. 

H1: Market orientation has a positive and significant effect 
on product innovation 

Previous research by [4] states that market orientation 
(customer orientation, competitor orientation, and cross-
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functional coordination) has a positive influence on product 
innovation in Small and Medium Industries of Pekalongan 
Batik. [5] state that market orientation has a positive effect on 
innovation in private healthcare organizations in Turkey. [6]  
indicate that market orientation has a positive influence on 
innovation in SMEs Batik Jawa Tengah. [7] stated that market 
orientation has a positive and significant effect on innovation 
of SMEs in Banyumas Regency. 

H2: Market orientation has a positive and significant 
impact on marketing performance 

Market orientation has a positive and significant impact on 
the performance of Endek SMEs in Klungkung Regency [8]. 
[9] stated that market orientation has a positive and significant 
influence on marketing performance of furniture and furniture 
industry in Semarang city.  [10] found that market orientation 
contributed positively and significantly to business 
performance in beauty salon and spa service industry in Pekan 
Baru city. [11] found that market orientation has a positive and 
significant effect on marketing performance in Small-Medium 
Industry of Rattan Handicraft in Teluk Wetan Village, 
Welahan Sub-district of Jepara Regency. Meanwhile, [12] 
found that firm performance in the manufacturing sector in 
Kenya was influenced by market orientation. 

H3: Product innovation has a positive and significant 
impact on marketing performance 

According to [7] innovation has a positive influence on 
business performance on SMEs in Banyumas regency. [9]  on 
his research proved that innovation has a positive and 
significant influence on the furniture and manufacturing 
industries of Semarang City. [13]  showed that innovation has 
a positive and significant impact on SMEs Mojokerto 
footwear industry. [4]  stated that product innovation has a 
positive influence on marketing performance in Small and 
Medium Industry of Pekalongan Batik. Innovation has a 
positive and significant effect on marketing performance on 
Small-Medium Industry of Rattan Handicraft in Teluk Wetan 
Village, Welahan Sub-district of Jepara Regency [11]. 

H4: Product innovation significantly mediates market 
orientation to marketing performance 

Market orientation has a positive but insignificant effect on 
marketing performance [14]. However, market orientation has 
a significant effect on marketing performance through product 
innovation as an intervening variable.  [5] stated that 
innovation is highly dependent on market orientation and will 
play the role of mediator to drive organizational performance 
in private healthcare organizations in Turkey. 

II. RESEARCH METHOD 

Based on the main problems, this research can be 
classified as associative research, i.e. research that aims to 
determine the relationship between two or more variables. 
This research was conducted in Denpasar City. The reason for 
choosing it as the location is because Denpasar City 
experiencing a very rapid economic growth than other areas in 
Bali, it makes the proliferations of various restaurants causing 
the intensity of tight competitions between restaurant 

industries in Denpasar City. This research subjecting on the 
owner or managers of restaurant industries in Denpasar City. 
The object of this research is the influence of market 
orientation on marketing performance mediated by product 
innovation. 

Market orientation (X) as a free variable in this research, 
was divided into three indicators of market orientation which 
were adapted from [15] which is always paying attention to 
consumer's taste, always oriented to customer's satisfaction, 
give close attention to after sales service, quickly respond to 
competitor's threatening competitiveness, regularly discuss in 
company about competitor's activity, top management 
regularly discuss competitor strategy, keep improving service, 
all business functions of the company (marketing/sales) have 
an integrated strategy in serving customers, and all 
departments being responsive in serving the needs and 
demands of customers. 

The product innovation (Y1) is the mediation variable in 
this research. The indicator of this variable was adopted from 
[16] [17] which are: always developing new products, always 
using new raw materials, always improving quality, and keep 
developing new product’s packaging. The dependent variable 
of this research is marketing performance (Y2). The indicator 
of this variable was adopted from [18]  [19] [20] which are: 
increasing of sales turnover, increasing of profit earned, and 
the improvement of after-sales service. This research was 
using qualitative data which is subject’s statement during 
questionnaire interview, therefore this research was using 
primary data, which is a questionnaire and secondary data, 
which are books, journal theory and heirloom related to the 
problems. 

The population of this research is the owner or manager of 
restaurant industries in Denpasar City. The research sample 
was chosen using nonprobability sampling with purposive 
sampling method. The sampling criteria are the owner or 
manager of the restaurant. This consideration is used because 
the owner or manager assumed to have more knowledge about 
running and managing the restaurants also able to relate and 
understand each content of the questionnaire.
 

By using 16 indicators, the used the 7 times larger size is 
needed so that the estimation based on the number of 
parameters can be obtained a sample size of 112 respondents. 
The method used in collecting the data using questionnaires 
was measured by using Likert Scale. This research uses Path 
Analysis, where [21]  mentioned the steps to analyze the data 
using this method as follows: 

a) Sub-structural Equation 1 

 
 Y2 = β1X1 + e (1) 

b) Sub-structural Equation 2 

 

 Y2 = β1X1 + β2Y1 + e (2) 
 

Y2 is switching brand, X1 is dissatisfaction, Y1 is 
emotional response, β1 and β2 are variable regression 
coefficients, and e is error.
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III. RESULT AND DISCUSSION 

The validity test runs on the research instruments shows 
that all indicators in market orientation variable, marketing 
performance, and product innovation have Pearson correlation 
greater than 0.30 so it means all the indicators have met the 
data validity requirements. The reliability test was used to 
indicate whether the measuring instruments used are reliable 
or not. This test is performed on the research instruments with 
Cronbach's Alpha coefficient, if greater than 0.60 then the 
instrument used in this research is reliable, and the other way 
around. Reliability test result of this research instruments 
shows that market orientation, marketing performance, and 
product innovation variable each has Cronbach's Alpha 
coefficient greater than 0.60 which means the statements on 
the questionnaire are reliable to use. 

This research was using path analysis technique, i.e. an 

extension of multiple linear regression analysis to test the 

causality relationship between two or more variables. Based 

on the test results, the equation is as follows: 
 

 Y2 = β2X + β3Y1 + e2 (3) 

 Y2 = 0,702X + 0,167Y1 + e2 (4) 

Based on the equation, it can be concluded that: 

The value of β2 is 0.702 which means market orientation 
has a positive effect on product innovation. In other words, if 
market orientation factor increases, it will result in an increase 
of innovation of restaurant industries in Denpasar City by 
0.702. And the value of β3 is 0.167 which means that the 
product innovation response has a positive effect on the 
marketing performance. In other words, if the factor of 
product innovation increases, it will result in an increase of 
marketing performance of the restaurant industries in 
Denpasar City by 0.167.
 

Sobel test results of this research indicate that the value of 
Z is 2.1348, this value is greater than the specified value 
which is 1.96 with a significance level of 0.000. It shows that 
product innovation variables are able to mediate the 
relationship between market orientation and marketing 
performance. The test result shows a positive beta coefficient 
value of 0.693 with a significance level of 0.000 (less than 
0.05) which means H1 is accepted. 

This result indicates that market orientation variables have 
a positive and significant effect on product innovation of 
restaurant industries in Denpasar City through customer 
orientation approach, competitor orientation, and inter-
functional coordination will increase product innovation of the 
restaurants in Denpasar City. These results are supported by 
[6] which stated that market orientation (customer orientation, 
competitor orientation, and cross-functional coordination) 
have a positive effect on product innovation on Small and 
Medium Industries of Pekalongan Batik. 

Market orientation have a positive effect on innovation in 
private healthcare organizations in Turkey [market orientation 
has a significant positive effect on innovation of SMEs in 
Banyumas Regency [7]. [6]  also indicated that market 

orientation has a significant positive effect on innovation of 
SMEs in Central Java Batik. 

Further testing results show the value of the positive beta 
coefficient is 0.702 with a significance level of 0.000 (less 
than 0.05) which means H2 is accepted. This indicates that 
market orientation variables have a positive and significant 
effect on marketing performance of restaurant industries in 
Denpasar City. This also means that the better the restaurant 
industries understand the market through market orientation, 
the marketing performance in those restaurant industries will 
be increasing, and vice versa, the lower the understanding of 
market orientation, the marketing performance will certainly 
be decreasing. 

The results of this research support the result of previous 
research by [11] which found that market orientation has 
positive and significant effects on marketing performance in 
Small-Medium Industries of Rattan Handicraft in Teluk Wetan 
Village Welahan Sub-district of Jepara Regency. [10] found 
that market orientation contributed positively and significantly 
to business performance in beauty salon and spa service 
industries in Pekanbaru city. Thus [22] also found that market 
orientation has a positive and significant impact on business 
performance on small-scale processing businesses in 
Palembang City.  [23] stated that market orientation has a 
positive and significant effect on marketing performance of 
Batu Kota fruit chips. It is stated that the more SMEs in Batu 
City fruit chips are market-oriented, the higher the marketing 
performance will be.
 

Further test results on this research show a positive beta 
coefficient value of 0.167 with a 0.000 significance level (less 
than 0.05) which means H3 is accepted. This indicates that the 
product innovation variables on the marketing performance 
are accepted, it shows that product innovation has a positive 
and significant effect on marketing performance of restaurant 
industries in Denpasar City. It means, the more innovative 
restaurant industries in making innovation by creating new 
ideas, creating more attractive designs and packaging, 
improving the quality of the menu and flavor and actively 
developing the quality of their products, the more marketing 
performance of restaurant businesses will improve, and vice 
versa, the less they make innovation, the less improvement of 
marketing performance will they be. 

The results of this study in accordance with previous 
research by [7]  which stated that innovation has a significant 
positive effect on the business performance of SMEs in 
Banyumas District. [13]  stated that innovation positively 
influences the marketing performance of SMEs in Mojokerto 
municipal footwear by continuing to innovate SMEs footwear 
in Mojokerto City, it will further increase its credibility in 
terms of product variation, thus increasing the marketing 
performance on sales of its products. [6]  also stated that 
innovation has a significant positive effect on marketing 
performance of SMEs Batik in Central Java. 

The development of new services offered has a positive 
and significant impact on marketing performance [13]. [2]  
showed that product innovation has a positive and significant 
effect on marketing performance of Handicraft Industries in 
Yogyakarta, Solo, and Bandung. [11]  also stated that 
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innovation has a positive and significant effect on marketing 
performance in Small-Medium Industry of Rattan Handicraft 
in Teluk Wetan Village, Welahan Sub-district of Jepara 
Regency. 

Based on the results of hypothesis testing on product 
innovation mediation in the relationship between market 
orientation and marketing performance by using Sobel Test 
shows the role of emotional response significantly mediate the 
influence of consumer dissatisfaction on the transfer of brands 
which obtains Z value of 2.1348 where this value is greater 
than the determined value that is 1.96 with a significance level 
of 0.00000 less than 0.05, which means H4 is also being 
accepted. 

The result shows that product innovation variables are able 
to significantly mediate the relationship between market 
orientation variables to marketing performance. The results of 
this study are in accordance with previous research which is 
[26] that stated market orientation has a positive effect on 
marketing performance through innovation as the mediation 
variable on automotive manufacturing companies in Spain. 

Innovation was able to mediate the relationship between 
market orientation and marketing performance [27]. [6]  also 
stated that market orientation in SMEs Batik will have more 
significant impact on marketing performance if it is to be 
mediated by innovation, which means that the performance of 
SME marketing Batik is highly dependent on the level of 
corporate innovation as well as the level of market orientation 
which influence innovation.  Innovation is highly dependent 
on market orientation and will play the role of mediator to 
drive organizational performance in private healthcare 
organizations in Turkey [5]. 

IV. CONCLUSION 

Based on the results that have been mentioned, it can be 
concluded that: 

Market orientation has a positive and significant effect on 
product innovation. This means that the better the restaurant 
industries understand the market through customer orientation, 
competitor orientation, and inter-functional coordination 
approach, the higher the innovation of the restaurant industries 
in Denpasar City will be. 

Market orientation has a positive and significant effect on 
the marketing performance, meaning that the better the 
restaurant industries understand the market through customer 
orientation, competitor orientation, and inter-functional 
coordination approach, the higher the performance of the 
restaurant industries in Denpasar City will be. 

Product innovation has a positive and significant impact on 
marketing performance, which means the more the restaurant 
industries making innovation by creating new products, 
attractive packaging designs and actively doing product 
development and improving product quality, it will surely 
increase consumers interest to come and try and even re-buy 
the products offered. It will increase the marketing 
performance of restaurant industries in Denpasar City. 

Product innovation can significantly mediate the 
relationship between market orientation and marketing 
performance. These results also indicate that if the restaurant 
industries in Denpasar City were into market-oriented then 
this attitude will be able to improve product innovation and 
ultimately will be able to increase marketing performance on 
restaurant industries in Denpasar City.
 

V. SUGGESTION 

Based on the conclusions, it can be suggested that: 
Restaurant industries in Denpasar City had already 
implemented good market orientation, but the restaurant 
businesses need to pay more attention to after-sales service 
which must be improved to create greater value to the 
customers; Top management of restaurant industries should be 
more organized in discussing competitor oriented strategies 
that can be used to determine a strategy to obtain competitive 
advantage; Owners, managers and all functionals of restaurant 
businesses should have an integrated strategy in serving the 
customer in order to be able to maximize the potential in 
serving customers. With good coordination and the clarity of 
information, everyone responsible in the company will be able 
to provide integrated services in running the business to satisfy 
consumer needs; Restaurant industries in Denpasar City had 
implemented product innovation, but the businesses should 
pay more attention to developing new products packaging in 
accordance with market desires in every occasion and 
producing more varied products packaging; Restaurant 
industries in Denpasar City need to improve their marketing 
performance. Whether owners or managers, both should have 
always improved the degree of market orientation by 
collecting customer information, competitor information and 
continue making inter-functional coordination and making 
products innovation so it can be well accepted by customers. It 
will absolutely increase the demand for the product and will 
automatically improve the marketing performance itself. 

For further research, other variables should be added, such 
as business environment variable, competitive advantage as 
the mediation variable also firm size as the moderation 
variable could be added. In addition, the sample and scope of 
research can be expanded and not limited only to Denpasar 
City 
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