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Abstract.

Protecting the environment has turned into a competitive market problem, affecting
the success of small businesses. Much research has been done on the direct links
between green entrepreneurial orientation, green market orientation, green innovation,
and SME success. However, few studies look at the indirect links through the lens of
green innovation. This study aims to find out if green market orientation and green
entrepreneurial orientation impact the success of small and medium-sized businesses.
PLS-SEM is used to test the theories quantitatively. Conversations with Batik SME
business owners in Ponorogo City were used to gather data. Thirty people took part in
this study. The results show that green market orientation and green entrepreneurial
orientation have both direct and indirect effects on the success of small businesses.
Green innovation also has a direct impact on the success of small and medium-sized
enterprises, as well as affects green business orientation and green market orientation.

Keywords: green entrepreneurial orientation, green market orientation, green
innovation, SME performance

1. Introduction

Small and medium-sized businesses (SMEs) play a significant role in the economic
growth of a country by creating jobs, making good use of resources, raising the national
income, and lowering poverty [1]. More than 96% of all jobs are held by small and
medium-sized businesses (SMEs), the backbone of the Asia-Pacific economy [2]. Asian
economies need support systems that work well for small and medium-sized compa-
nies. Based on information from the Ministry of Finance, 64,2 million business users
in Indonesia in 2018 were Small and Medium Enterprises (UKM) [3]. SMEs took on
117 million workers, which is 97% of all the workers taken on by companies. Small

and medium-sized businesses (SMEs) make up 61.1% of the country’s GDP, while big
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companies (38.9%) only make up 5,550 users, or 0.1% of all business users. On the other
hand, green market orientation has an effect on business performance [4], and green
entrepreneurial orientation and innovation are needed to speed up the performance of
SMEs [5].

You can only study a company by looking at the internal and external settings it
works in Gomes et al. [6]. There is a clear link between a company’s plan, the market’s
uncertainty, and the competition level. When this happens in the market, there is less
turbulence and more security, but companies are more likely to take risks [7]. This study
[8] laid the groundwork for future research methods by showing how switching from
a product structure to a customer structure affects the success of a business. These
writers think it's essential to give an overview of good ways to switch from the old
system to a structure based on the idea that this only works if a company already has a
culture focused on the market. We react to Rezaei and Ortt [5] to find out how SMEs see
the green market, help them develop new ideas, and make them better at what they
do. So, along with a focus on the green market, an innovation strategy, and value-based
pricing, this study found out how profitable the constructs were and how their sales

estimates changed over time regarding market performance [9].

The rise of green buyers has impacted the modern, competitive company culture
[10]. A green economy is vital for MSMEs from the point of view of both sustainability
and protecting the earth. A green economy is a way of thinking about development
focusing on long-term, eco-friendly, and fair economic growth. Regarding small and
medium-sized businesses (MSMEs), the green economy can open up new ways to build
companies sustainable and good companies for the earth.

Policies for small and medium-sized businesses to innovate are in place, but they still
need to be understood, especially in developing nations. In Indonesia, microbusinesses
comprise 98.68% of these SMEs and employ about 89% of the workforce. Small busi-
nesses, on the other hand, only make up 37.8% of GDP. So, the government supports
small and medium-sized businesses by making it easier for tiny and small businesses to
grow into medium-sized businesses [3]. With the help of People’s Business Credit/KUR,
the scheme is meant to help small enterprises to get more capital. So, creativity and a
focus on the long term are closely linked to the excellent performance of manufacturing
small businesses. So, we looked at how new green products and processes affect the

market, customers, green business attitudes, and the success of SMEs in Indonesia.
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2. Literature Review

21. Green entrepreneurial orientation

Green entrepreneurial orientation (EO) is one of the most studied issues in the strategy
and entrepreneurship literature [11]. EO is defined according to the definition literature,
which states that EO is a company’s willingness to adopt innovative practices and take
risks to introduce new products, services, and markets, and proactively move ahead of
its competitors to take advantage of new opportunities in the market [12]. Meanwhile,
according to Naman and Slevin [13], the definition of green entrepreneurial orientation is
values related to the goal of seeking new market opportunities and expanding current
areas of activity. The majority of research argues that the three main components of EO
are; innovativeness, proactiveness, and risk-taking [11,14]. However, Miller [15]; Lumpkin
and Dess [16] research defines different EO dimensions, namely, innovativeness and
autonomy. However, the existing literature creates considerable debate regarding the

dimensions of EO.

In the literature, Miller [15] EO is a “three-dimensional concept: innovativeness, risk-
taking, and proactiveness”. Further studies by Lumpkin and Dess [16] added competitive
aggression and autonomy dimensions. In this study, the researcher will focus on inno-
vativeness, risk-taking, and proactiveness as EO dimensions to characterize and test
entrepreneurship. Extant literature has long observed that EO improves performance,
either implicitly or explicitly [14]. Rauch et al. [17] found that financial performance and the
firm’s MO and EO are positively related. Using a qualitative framework, Li et al.[14] argued
that an EO orientation triggers long-term growth for SMEs while proposing that OM can
also enable firms to attain short-term competitive advantages. More recently, Nuvriasari
et al. [18] reported that the green entrepreneurial orientation dimension improves the
performance of Batik SME companies in Indonesia. Other studies show that green
entrepreneurial orientation has no significant effect on performance [19].

According to several studies, innovativeness is the most important component of
EO, and the results of the studies showed a significant link between innovation and
high performance [14,16]. Innovativeness means a company’s ability to support new
ideas, experiment, introduce new products, and use creative processes [12,17]. In today’s
business environment, SMEs force themselves to become more innovative than ever

before because they have developed a first-mover advantage with the new products
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and services offered, resulting in high sales income, a high market share, and improved

firm performance [11,20].

Being proactive means being prepared to take actions that would prompt a response
from competitors. Approaching situations proactively indicates that the organization
is actively involved in emerging industries, constantly seeking, and utilizing market
weak signals, and responding quickly to changes in the organizational environment [15].
Proactiveness is the willingness of businesses to allocate resources to the introduction
of new products and services before competitors [17]. According to studies, a business’s
proactiveness is highly correlated with how much it continues to develop new products,
improve existing products, and expand into new markets.

Taking risks involves making bold decisions and investing significant resources [16].
Organizational risks are a growing area of concern that can support SMEs and their
owner-managers in several capacities. In the case of innovative initiatives, this pro-
vides direction for decision-making regarding other choices, boosts confidence in the
project’s success, and reduces the risk of unexpected events that might lead to delays
and unnecessary expenses. Organizational risks are a growing area of concern that
can support SME owners and managers in several capacities [21]. Accepting risk is
an essential component of the decision-making process for entrepreneurs who are

attempting to enter a new firm, market, or product [20].

H1: It is suspected that there is a positive and significant effect between Green

entrepreneurial orientation on SME’s Performance.

H4: It is suspected that there is a positive and significant effect between Green

entrepreneurial orientation on innovation

2.2. Greenmarket orientation

Greenmarket orientation (MO) defines how much an organization values, supports,
and promotes behaviors compatible with the marketing concept [22]. Greenmarket’s
orientation reflects its goals and culture: creating customer value to remain competitive
[23]. MO was beginning to be investigated by pioneers such as Morgan and Strong
[24]; Narver and Slater [25]. Based on Narver and Slater [25], MO, intending to create
superior customer value, firms are combining their operations and concentrating on
their customers and competitors. Providing customers with more value is the key to

long-term profit and competitive advantage.
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According to several studies, green market orientations have been extensively dis-
cussed in the literature for the last 20 years. This study adopts [25] the implementation
of MO conceptualization in the SME industry, according to emerging markets [9,18].
The concept includes (1) competitor orientation, (2) customer orientation, and (3) inter-
functional coordination. Based on several earlier studies, these three elements offer
a comprehensive picture of collecting, distributing, and taking advantage of market
information in businesses [25].

H2: It is suspected that there is a positive and significant effect between Green

Greenmarket orientation on SME Performance

H5: It is suspected that there is a positive and significant effect between Green

Greenmarket orientation on innovation.

2.3. Green innovation

Innovation development and implementation depend heavily on having a green
entrepreneurial attitude. The study focuses on the three primary tenets of a green
entrepreneurial approach toward innovation: inventiveness, risk-taking, and proactive-
ness [15]. Additionally, it examines the various forms of innovation, including product
innovation [1,26], the innovation process [27], and innovation types [14]. Small and
medium-sized enterprises (SMEs) must establish innovative performance (I) to steer
them towards enhancing existing products and services and establish an organizational

structure that meets the requirements of a competitive market.

A company that introduces innovative goods and services to meet consumer demand
in a cutthroat market is said to be engaging in green product innovation [28]. Adding
new features and improving a product’s quality while continuing to meet the market’s
increasing demand is known as green product innovation [29]. Green process innovation
is applying technology to modify an inventive service delivery system or production
process. Research suggests that green entrepreneurial orientation [26,29], and com-
pany performance [30-32] might be impacted by innovation processes. Innovation in
products and processes increases a business’s ability to finish tasks and gives it the
chance to do so sustainably [33].

H3: The performance of SMEs is positively and significantly impacted by green

innovation.
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2.4. SME's Performance (SMEP)

A corporate mindset that prioritizes becoming green is essential to generate and
implement new ideas. The study examines three critical facets of an innovative green
company strategy: creativity, risk-taking, and proactivity [15]. Additionally, it explores
several forms of innovation, including innovativeness, the innovation process, product
innovation, and innovation [1-27]. Small and medium-sized enterprises (SMEs) must
cultivate innovative performance (l) to generate new products and services, enhance
their current offerings, and establish an organizational framework capable of meeting
the demands of a fiercely competitive market.

A business is considered a green product pioneer if it can provide innovative green
products and services to customers in a cutthroat market [28]. Green product innovation
is enhancing an existing product with new features and improving it while continuing to
satisfy the market’s expanding demands [29]. Technology is used in process innovation.
Green process innovation applies technology to modify a production process or create
a new service delivery model. According to particular academics, an organization’s
performance [30-32] and the environmental consciousness of its founders [26,29] can
be influenced by the innovations that are created. Product and process innovations

enable organizations to perform tasks more effectively and sustainably [33].

Green innovation is likely to affect small enterprises’ performance significantly.

H6: A green entrepreneurial attitude has a favorable and considerable impact on
SMEs’ performance through green innovation.

H7. Greenmarket orientation has a favorable and considerable impact on SMEs’

performance through green innovation.

3. Research methodology

34. Instrument development

First, following a thorough literature assessment, the questionnaire was created utilizing
seven potential sources. To gauge the underlying structures, the researcher employed a
32-item test. Based on Li et al. [14], Kaplan and Norton [34], and Sadiku-Dushi et al. [35],
ten items comprise the EO scale. Six elements from Miller [15] and Liu et al. [29] include

the innovation performance scale, while ten items from Morgan and Strong [24]; Narver
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and Slater [25] comprise the green market orientation (MO) scale. SME performance

was measured using a 6-item scale [35,36].

3.2. Sample and data collection

Population research is used in this study, meaning every person in the community is a
research subject. This group had 30 small business owners from Ponorogo in East Java
who were into batik. The batik business that has been around for three to five years
was the one we picked. A questionnaire poll determined what Batik business owners
thought about several topics. As you can see in Table 1, tests were given to learn more
about the subject before the final report. The results from the polls were looked at using
PLS-SEM programs. All the ideas were put into words using five-point Likert scores. (1)

Strongly Disagree is at the bottom of the scale, and (5) Strongly Agree/Strongly Disagree

is at the top.
TABLE 1: Characteristics of sample firms.
ltems o) Commutative
Frequency Percentage (%) Percentage (%)

Firm age less than 3 years 5 5 17
4 years 10 15 50
5 years 15 30 100

. less than 50

Capital (Rp) million 10 10 33
SQ .m|II|ons - 100 5 15 50
millions
mpfe than 100 15 30 100
millions

Sales on Ie§§ than 100 12 12 40

year (Rp) million
10.0. millions - 500 10 22 73
millions
m.or.e than 500 3 30 100
millions

Employees less than 5 13 13 43
5-10 " 24 80
more than 10 7 30 100
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3.3. Conceptual structural model and development of hypotheses

A conceptual structural model including aspects EO, MO, |, and SMEP was developed
based on their concept and relationships resulting from the literature, as shown in Figure
1. This structural relationship model was tested using SEM by PLS. The study tests the

following hypotheses:

Green
Entrepreneurial
Orientation (X1)

H1

A
Green H7 P SME’s
Innovation Performance
(1) H3 (Y2)

H4

AL
wy

H5

H2

Green Market
Orientation (X2)

Figure 1: Conceptual structural model.

3.4. Data analysis and result

Data processing from the questionnaire utilizes the smart PLS version 3.0 application.
The initial model of the correlation between variables can be seen in Figure 2. This initial

model is based on the framework and indicators in each question in the questionnaire.

The evaluation of the model (outer model) is done by testing convergent and dis-
criminant validity. The model validity test is said to be valid if the loading factor and
Average Variance Extracted (AVE)> 0.5. the loading factor and AVE values can be seen
in table 2.

The convergence validity test result is in Table 2. Show that several indicators have
a loading factor value of less than 0.6, namely EO4, EO7, E09, 13, 14, MO2, MO4, MO10,
SEMP1, and SEMPS5, so the indicator is removed from the model. This model is then
reanalyzed, and the results are shown in Figure 3 and Table 3.

The concurrent validity test result in Table 3 shows that all indicators in this final model

have a loading factor value of more than 0.6, and the AVE value for each variable
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Figure 2: Model of the correlation between variables.

TABLE 2: Initial model loading factor and AVE value.

Indicator ~ L°34iNg AvE Indicator =°29IN9 AvE
Factor Factor

EO1 0.737 0.366 MO1 0642 0393

EO2 0.637 MO2 0.244

EO3 0.672 MO3 0.647

EO4 0.247 Mo4 0.331

EO5 0.719 MO5 0.762

EO6 0.749 MO6 0.661

EO7 0176 MO7 0.779

EOS 0.642 MO8 0.741

EO9 0.312 MO9 0.725

EO10 0.762 MO10 0.484

" 0.772 0.389 SEMP1  -0.051 0375

12 0.806 SEMP2 0612

I3 0.254 SEMP3  0.889

14 0.095 SEMP4  0.790

5 0.706 SEMP5  -0.057

16 0.720 SEMP6  0.674

construct is more than 0.5, so this final model has met convergent validity and can

proceed to taste discriminant validity.

Discriminant validity is carried out using the Fornell-lancer criteria, and the test results

are shown in Table 4.
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Figure 3: Model of re-analyzed.

TABLE 3: Loading factor and AVE value of the final model.

0.740 0.518 0.651 0.513

0.659 0.775

0.759 0.783

0.665 0.730

0.816 SEMP3 0.888

0.722 SEMP6 0.663

Table 4 shows that all correlations between constructs are smaller than thr root AVE,

so that all construct variables have met discriminant validity.
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TABLE 4: Final model discriminant validity testing.

EO I MO SMEP
EO 0.720
| 0.556 0.756
MO 0.262 0.348 0.716
SMEP 0.441 0.577 0.475 0.749

TABLE 5: Reliability testing of the final model.

Composite Reliability

EO 0.882
1 0.841

MO 0.880
SMEP 0.834

After the model has met convergent and discriminant validity, it is continued with
reliability testing. The validity test results in Table 5 show that all construct variables
are reliable because they all have a composite reliability value greater than 0.7. The
structural model, also called the inner model, describes the relationship between latent
variables in the study evaluated using several testing criteria, namely the coefficient of
determination R?, and the parameter coefficient with the statistic test obtained through

the bootstrapping process.

TABLE 6: Hypothesis testing.

Hypothesis Relationship Direct Effects Indirect Effects Direct and Indirect Effects
p P-value g P-value B P-value

H1, H6 EO — SMEP 0.144 0.232 0.196 0.007 0.340 0.000

H2, H7 MO — SMEP 0.301 0.005 0.085 0.015 0.386 0.000

H3 I — SMEP 0.392 0.001 0.392 0.001

H4 EO - | 0.498 0.000 0.498 0.000

H5 MO - | 0.218 0.008 0.218 0.008

The direct, indirect, and total benefits for every building were investigated, as Table
6 illustrates. H4 supports the direct influence of Green Entrepreneurial Orientation on
Green Innovation, with a b-value of 0.498 and a p-value of 0.000<0.05. This indicates
that green entrepreneurial attitude positively and profoundly impacts green innovation.
H5 supports the direct influence of green market orientation on green innovation, with
a p-value of 0.008<0.05 and a value of b = 0.218. This indicates that green market

orientation positively and profoundly impacts green innovation.
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According to the tests, green innovation has a substantial and favorable impact on
SME performance. This indicates that H3 is supported because the b-value is 0.1392, and
the p-value is less than 0.05. The test’s findings suggest that an eco-friendly company
model has a minor but positive effect on small companies’ performance. This is because
the b-value is 0.144, and the p-value is more than 0.05, indicating that the result does
not support H1. Research suggests that small enterprises’ performance is impacted by
green innovation when they have a green entrepreneurial attitude (p-value=0.007<0.05,
b=0.196). This lends credence to H6, which holds that green innovation influences small
enterprises’ performance and that a green entrepreneurial attitude is crucial. The study
discovered that the performance of small firms is impacted by green entrepreneurship
in both direct and indirect ways. The total effect is significant, with a b-value of 0.340
and a p-value of 0.000<0.05.

Given that b = 0.301 and the p-value is 0.005<0.05, the test results are consistent
with H2. This indicates that the green market approach positively and significantly
impacts the performance of SMEs. A p-value of 0.015<0.05 and a value of 0.085
indicate that green market orientation directly affects the innovative performance of
small enterprises. This lends credence to H7, which states that green market orientation
through innovation impacts small enterprises’ success. Given that the b-value is 0.386
and the p-value is 0.000<0.05, the overall effect of the green market trend on small

and medium-sized businesses is noteworthy.

TABLE 7: Coefficient of determination.

R Square R Square Adjusted
| 0.353 0.339
SMEP 0.433 0.415

The direct, indirect, and total benefits for every building were investigated, as Table
6 illustrates. H4 supports the direct influence of Green Entrepreneurial Orientation on
Green Innovation, with a b-value of 0.498 and a p-value of 0.000<0.05. This indicates
that green entrepreneurial attitude positively and profoundly impacts green innovation.
H5 supports the direct influence of green market orientation on green innovation, with
a p-value of 0.008<0.05 and a value of b = 0.218. This indicates that green market
orientation positively and profoundly impacts green innovation.

According to the tests, green innovation has a substantial and favorable impact on
SME performance. This indicates that H3 is supported because the b-value is 0.1392, and

the p-value is less than 0.05. The test’s findings suggest that an eco-friendly company
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model has a minor but positive effect on small companies’ performance. This is because
the b-value is 0.144, and the p-value is more than 0.05, indicating that the result does
not support H1. Research suggests that small enterprises’ performance is impacted by
green innovation when they have a green entrepreneurial attitude (p-value=0.007<0.05,
b=0.196). This lends credence to H6, which holds that green innovation influences small
enterprises’ performance and that a green entrepreneurial attitude is crucial. The study
discovered that the performance of small firms is impacted by green entrepreneurship
in both direct and indirect ways. The total effect is significant, with a b-value of 0.340
and a p-value of 0.000<0.05.

Given that b = 0.301 and the p-value is 0.005<0.05, the test results are consistent
with H2. This indicates that the green market approach positively and significantly
impacts the performance of SMEs. A p-value of 0.015<0.05 and a value of 0.085
indicate that green market orientation directly affects the innovative performance of
small enterprises. This lends credence to H7, which states that green market orientation
through innovation impacts small enterprises’ success. Given that the b-value is 0.386
and the p-value is 0.000<0.05, the overall effect of the green market trend on small

and medium-sized businesses is noteworthy.

4. Finding and discussion

With the help of green innovation, this study aims to find out how green market orienta-
tion and green entrepreneurial orientation affect the success of small and medium-sized
businesses. The study questions are: What effect does a green entrepreneurial orien-
tation have on the performance of small businesses? What impact does a green market
orientation have on the performance of small businesses? What effect does a green
entrepreneurial orientation have on green innovation? What effect does a green market
orientation have on green innovation? Next, we’ll look at how a green market orientation
can affect the performance of small businesses through green innovation. Finally, we’ll
look at how a green entrepreneurship orientation can affect the performance of small

firms through green innovation.

Thirty valid and complete questionnaires were used to create measurement and
structural models showing how green entrepreneurial orientation and green market
orientation affected the performance of small and medium-sized businesses (SMEs)
performance. The models looked at how green entrepreneurial orientation affected

SMEs’ performance, how green market orientation affected SMEs’ performance, how
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green entrepreneurial orientation affected green innovation, and how green market
orientation affected green innovation. The results are then compared to see how big
the results are based on the company’s size, such as its capital, length of time in

business, revenue, and number of workers.

Seven theories were developed to reach the goal of this study. First, a green approach
to business is thought to improve the success of small and medium-sized enterprises
(SMEs). Innovation and taking risks to reach business goals support his idea. This
conclusion comes from Li et al. [14], who said that a green entrepreneurial mindset
improves the performance of small and medium-sized businesses. This statement differs
from Ahmatang and Sari[19], who said that a green entrepreneurial mindset has a
negligible impact on the performance of small and medium-sized enterprises. Second,
focusing on the green market will improve the success of small and medium-sized
businesses. The fact that marketer and competitor orientation both have high numbers
supports this idea. The results of this study agree with what Nuvriasari et al. [18] said
about how a green market mindset can help small businesses do better. Third, it is
thought that green innovation makes small businesses do better. In line with Chen and
Tsou [30], this result supports the idea that new ideas help small businesses do better; it
fits what Lie et al. [37] found, which says that e-commerce and green product innovation
have a strong and good effect on small businesses’ performance simultaneously and
in parts.

Fourth, a green entrepreneurial mindset is thought to have a good effect on inno-
vation. This result supports Mohammad’s et al. [38] claim that a green entrepreneurial
mindset improves green innovation. Fifth, green market orientation has a good impact
on green innovation. This result fits Kurniawan Nusantara’s [39] idea that a green market
orientation suits green innovation. Sixth, a green entrepreneurial orientation will have a
significant and good effect on the performance of small and medium-sized businesses
through green innovation. This result is similar to what has been said before. The last
one will have a significant and good effect on the market for SME performance through
green innovation. This result is the same as what was found in an earlier study by Putri

et al. [40].

5. Conclusion

One study challenge that still drives many researchers and organization managers is to

figure out the factors that affect the performance of small and medium-sized businesses.
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As expected, this study was done with 30 small and medium-sized companies that deal
with batik. Previous research has shown that a focus on the green market has a direct
and significant effect on the organizational success of Batik SMEs. The data showed
that a focus on green markets has a substantial and positive impact on the performance

of small businesses.

This fits with the study that shows that focusing on the green market has a significant
and positive impact on the performance of small businesses. As other studies have
shown, other results show that being an environmentally friendly business owner can
also help small and medium-sized companies do better. New ideas can also help small
businesses do better when they focus on green markets and are entrepreneurial. Also,
creating, validating, and testing a theoretical model that finds factors that could lead to
better market performance is essential. Two moderating factors may also change the

relationship between the parts.
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