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Abstract: The focus of this research was to investigate the effect of green market orientation on
business performance. For that purpose, this research tested that green market orientation has a direct
effect on business performance, that green market orientation affects green innovation, and that green
innovation affects business performance. As a quantitative research, partial least squares structural
equation modeling (PLS–SEM) was used to test the hypotheses. Data were collected by using both
online and offline questionnaires from owners/managers of the manufacturing micro, small- and
medium-sized enterprises (MSMEs) in the East Java Province of Indonesia. A total of 175 respondents
participated in this study. The results show that green market orientation has a positive and direct
effect on business performance. The results empirically support the theory of sustainability and
entrepreneurship in the research setting of Indonesian MSMEs. The results also imply that the
owners/managers of MSMEs need to balance economic, environmental, and social issues in their
business. In the era of sustainable development and environmental awareness, manufacturing MSMEs
need to adopt a green market orientation and carry out green innovation in their business processes
to obtain a better business performance.

Keywords: green market orientation; green innovation; business performance; sustainability theory;
entrepreneurship theory; no poverty

1. Introduction

In the last few decades, the world has faced very serious environmental problems. Many countries
have issued environmental regulations in an effort to overcome worsening environmental
problems [1–3]. Since 1980, China has enacted environmental regulations to address environmental
problems in the country [4]. The European Community has instructed an effective restriction of the
use of certain hazardous substances (RoHS), as well as electronic and electrical equipment (WEEE),
since 2006 [5]. The Indonesian Ministry of Environment and Forestry has developed an environment
performance rating system (PROPER) to encourage companies to apply green economy principles [6].
In line with Sustainable Development Goals (SDGs), the responsible consumption and production is
one of the targets that must be achieved by 2030, by all member states of the United Nations (UN).

The increasingly stringent environmental regulations have encouraged people to be responsible
for the environment. Many people choose to buy green products, to minimize their impact on
environment [1], are willing to support environmental protection, are environmentally responsible,
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and tend to seek information and learn about green products [7]. The emergence of green consumers
has changed the new competitive landscape in the business world [8]. Companies must pay attention
to environmentally friendly competitors in the era of green business [9,10]. Companies are increasingly
oriented towards environmentally friendly markets to meet the needs of green consumers [11] in line
with the increasing demand for green products [12]. Therefore, the green market plays a crucial role
for companies in the era of sustainability. The green market refers to a market where consumers and
competitors are aware of environmentally friendly products and processes. Thus, the green market
orientation should be the company’s focus in the era of sustainable development. Research with
specific topics on green market orientation is still rarely carried out in developing countries, especially
in the research setting of small- and medium-sized enterprises (MSMEs).

As the number of green consumers increases, this research expands the construct of market
orientation to green market orientation. Green market orientation affects business performance
because it increases public awareness to protect environment, therefore triggering companies to adopt
environmentally friendly business practices [13,14]. Furthermore, the construct of innovation as a
mediating variable is also expanded to become green innovation in line with the increased responsibility
of companies to meet the expectations of stakeholders. Green innovation is an innovation that allows
the company to reduce adverse impacts on the environment and respond to the green market. In a
green market, a company competes with green competitors to meet the needs of green customers who
are aware of environmentally friendly products. Therefore, they have the opportunity to improve
their environmental performance [15] and financial performance [16]. To strengthen the research
framework, this study employs the sustainability theory and entrepreneurship theory. Sustainability
theory states that business performance is influenced by the way companies balance social, economic,
and environmental interests [17,18]. The Triple Bottom Line, as a business sustainability model, should
be implemented because it provides benefits in environmental, social, and economic dimensions [19,20].
In the era of sustainable competition, business actors are required to continue to innovate to meet
market needs [21–23]. Thus, it is in line with entrepreneurship theory emphasizing the importance of
innovation for long-term growth [24]. Through innovation, entrepreneurs can contribute to economic
growth in developing countries [25].

The results of previous studies on the effect of market orientation on business performance
are still inconsistent. Research by Kirca et al. [26] showed that market orientation increases profits.
Lee et al. [27] conducted a study on 156 food-service franchise firms registered with the Korea Fair
Trade Committee and showed that market orientation directly improves financial and non-financial
performance. As proven by Salehzadeh et al. [28], market orientation has a direct and positive effect
on financial performance, customers, internal processes, and learning and growth. Another study by
Länsiluoto et al. [29] in Finnish SMEs proved that market orientation has a direct effect on non-financial
performance. Conversely, other scholars reveal different results. Uzkurt et al. [30] conducted research
on 117 companies on Turkey’s Top 500 Companies and proved that market orientation does not
directly affect company performance. Research by Ho et al. [31] on 190 actors in a beef cattle value
chain in Vietnam’s Central Highlands showed that there is no significant relationship between market
orientation and performance. This research gap justifies further studies. This study proposes green
innovation as a mediating variable on green market orientation–business performance relationship.

This research continues the works of Fatoki [8], Papadas [13], and Chan et al. [4] and proposes
some opportunities for future research. As suggested by Chan et al. [4], future research should identify
various types of institutional or external pressures and investigate their effects on green innovation.
Following the suggestion, this research employs green market orientation as a predictor of green
innovation. Papadas [13] also suggested that future research should focus on a specific sector or
industry to understand how green marketing orientation operates in different settings. Therefore,
this research is based on manufacturing MSMEs. Finally, Fatoki [8] recommended that other studies
can test the effect of green marketing orientation on performance, using other measures. As suggested,
this study uses both financial and non-financial indicators to measure business performance, as well
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as employing a mediation research model involving green market orientation, green innovation,
and business performance, which remains rare in the research setting of Indonesian MSMEs.

Green market orientation is an expansion of market orientation which can be adopted by companies
to create superior value in the era of sustainable development. A company that focuses on green market
orientation aims to improve competitiveness in an increasingly competitive business environment.
Green marketing activities are implemented by companies to provide environmentally friendly
products for consumers [32,33]. The first step that an environmentally friendly market–oriented
company needs to take is to implement green innovation [14]. Green innovation is adopted by
companies, to reduce waste that affects environmental damage. Green innovation emphasizes the
creation of environmentally friendly products or processes that can meet requirements to protect
the environment [34,35]. Through green innovation, companies can develop innovations such as
green managerial innovation [36], green organizational innovation [37], green product innovation [4],
and green process innovation [38].

Business performance is the end result of an organization’s efforts in managing its resources [39].
Performance is a reflection of the way an organization manages its resources so that it determines the
survival of the organization [40,41]. Green innovation practices allow companies to develop capabilities
that lead to improved business performance [37,42]. Green innovation will improve company
performance consisting both financial and non-financial performance [43]. Improved environmental
performance is the result of green innovation implemented by a company [22,38]. Environmental
practices adopted by companies will increase competitiveness, making the company so better [44].
Thus, green innovation is important for environmentally friendly market-oriented companies because
it affects business performance.

Manufacturing MSMEs in East Java Province, Indonesia, play important role in improving
economic and environment performance. First, manufacturing MSMEs have contributed to the East
Java’s GRDP of 54.98 percent and absorbed 78 percent of the workforce [45]. Second, the manufacturing
industry is a sector contributing to environmental problems. High production activities are often
not balanced with preserving natural resources [6]. Third, Indonesia as a member of the United
Nations has targets that must be achieved by 2030, such as achieving the implementation of a 15-year
framework for responsible consumption and production, managing chemicals and hazardous waste,
and achieving sustainable business practices [46].

The main focus of this research is to investigate the mediating role of green innovation on the
effect of green market orientation on business performance. Theoretically, this study strengthens the
sustainability theory and entrepreneurship theory by providing empirical evidence on the mechanism
of how green market orientation affects business performance via green innovation. Practically,
this research implies that Indonesian manufacturing MSMEs need to adopt a green market orientation
and apply green innovation, to create better business performance. The rest of this article is organized
as follows: Section 2 explains the relevant literature and hypothesis development. Section 3 presents
the methodology. Section 4 elaborates the empirical results and discussions. Section 5 describes the
conclusions, limitations, and suggestions for future research.

2. Literature Review

Business sustainability is a major issue in many countries around the world. Sustainable
development focuses on three pillars, namely economic, social, and environmental [47,48]. Sustainable
development is a development process based on the principle of fulfilling the present needs without
sacrificing the needs of future generations [18,23,49]. As stated by Jabareen [50], a sustainable design
aims to create eco-forms which are energy efficient and designed for long life. Without any support
from companies, the sustainable development will not be successful [51,52]. Therefore, manufacturing
companies need to pay attention to factors affecting their business sustainability, especially handling
the issues of responsible consumption and production.
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The theory of corporate sustainability is operationalized in the Triple Bottom Line (TBL)
concept [52]. Elkington [53] stated that TBL refers to “the simultaneous pursuit of economic prosperity,
environmental quality and social equity”. Companies should accommodate these three aspects in their
business processes to achieve a sustainable performance. Thus, companies should not focus only on
financial aspects but also on social and environmental responsibilities [54]. By implementing TBL,
companies will increase their competitive advantage [55], gain financial benefits [56], and improve
their company’s reputation [19].

2.1. Effect of Green Market Orientation on Business Performance

Market orientation is an organizational strategy which is a very effective and efficient way
to build behavior necessary for creating superior value and continuous superior performance for
buyers [57]. Market-oriented companies will obtain information on buyer needs and competitor
activities, and then coordinate them, to create superior customer value [57–59]. The emergence of green
consumers and green competitors has changed the business world, causing it to become increasingly
concerned with environmental issues [9,10]. To achieve sustainable development, companies need
to apply environmental principles, to minimize the use of hazardous or toxic substances, resources,
and energy [60]. Environmentally friendly marketing activities aim to build a long-term relationship
with consumers and other stakeholders by focusing on environmental responsibility [61]. Therefore,
green market orientation plays an important role in achieving the success of business processes in an
era of environmental awareness.

To achieve a better business performance, a company needs to adopt environmentally friendly
practices [13]. A study by Fraj et al. [62] on 361 manufacturing firms of a European country
revealed that green marketing strategy can lead companies to improve operational performance and
marketing performance. Research by Amegbe et al. [63] in Ghana showed that green marketing
orientation improves the SME performance, such as employee satisfaction, employee retention,
customer satisfaction, and image. In summary, the more important the role of green marketing
orientation, the higher the business performance. Based on the previous arguments, the first hypothesis
is proposed.

Hypotheses 1 (H1). Green market orientation has a positive effect on business performance.

2.2. Effect of Green Market Orientation on Green Innovation

Environmental pressure has driven consumer awareness towards protecting the environment.
Consumers prefer to buy products that have a smaller impact on environment and encourage
them to care about the environment [1]. Green consumers also trigger the emergence of a green
industry [12,64]. The increasing demand for green products causes companies to make environmentally
friendly innovations so that their business will continue [65]. Entrepreneurial innovation plays a
crucial role in economic development [66]. Therefore, green innovation can be used as a strategic
effort to reduce negative impacts of business processes on environment so that it contributes to
environment sustainability.

Previous studies have shown that market orientation is the antecedent of innovation [66,67].
Research by Song et al. [68] in Chinese manufacturing firms showed that market orientation
affects innovation performance. Customer demand and competitor pressure are the main factors
in encouraging companies to carry out green innovation, aiming to provide more value-added
benefits [21,22,69]. Lin et al. [22] conducted a study in the Taiwan hybrid-vehicle industry and proved
that market demand for green products has a positive effect on green product innovation and green
process innovation. As stated by Vilkaite-Vaitone and Skackauskiene [14], the first step for companies
adopting green marketing is to develop green products. Thus, the more important the role of green
marketing orientation, the more important the green innovation. Based on the previous justification,
the second hypothesis is proposed:
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Hypotheses 2 (H2). Green market orientation has a positive effect on green innovation.

2.3. Effect of Green Innovation on Business Performance

Green innovation refers to product and process innovations that involve energy saving, pollution
prevention, waste recycling, and environmentally friendly product design [34]. A company carries
out green product innovation in order to comply with environmental regulations and increase
competitiveness [5]. A company adopts green innovation in order to reduce waste generated from
production processes. Environmental action that is a part of sustainable programs plays a crucial
role in improving environmental, social, and economic performance [70]. A company will generate a
higher profit by developing, producing, and selling environmentally friendly products that provide
environmental and social benefits [71]. Research by Weng et al. [2] on manufacturing and service firms
in Taiwan empirically proved that green innovation practices improve environmental performance
and firm performance. Research by Chan et al. [4] on manufacturing industries in China revealed that
green product innovation drives cost efficiency and firm profitability. Green process innovation has a
direct and positive effect on organizational and environmental performance [38]. Green innovation
should be applied because it provides strategic opportunities for the company. In summary, the better
the green innovation, the higher the business performance. Based on the previous arguments, the third
hypothesis is proposed:

Hypotheses 3 (H3). Green innovation has a positive effect on business performance.

2.4. Mediating Effect of Green Innovation on Green Market Orientation–Business Performance Relationship

The increasingly stringent environmental regulations have changed the pattern of production and
consumption of consumers, making them become more environmentally responsible. Consumers prefer
to buy products that are environmentally friendly [7]. Companies are increasingly oriented towards
environmentally friendly markets, to increase their social and environmental responsibilities [38].
Green product innovation and green process innovation are adopted by companies to meet the needs of
green consumers and minimize the negative impact of manufacturing processes on environment. Thus,
adopting green innovation is crucial for a company to overcome pressures from customers, competitors,
and regulators [22,72]. Green innovation plays an important role in creating a competitive advantage in
the era of environmental awareness [34,36]. Green innovation implemented in manufacturing MSMEs
will have a significant impact on business performance [37]. Therefore, the more important the role of
green market orientation, the more important the green innovation, and furthermore the higher the
business performance. Based on the previous description, the fourth hypothesis is proposed:

Hypotheses 4 (H4). Green innovation mediates the effect of green market orientation on business performance.

2.5. Research Framework

Based on the hypotheses developed, Figure 1 depicts the framework of this research, which is
based on the theory of sustainability and entrepreneurship. This simple model describes the mediating
role of green innovation on the effect of green market orientation on business performance.
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3. Methodology

3.1. Research Design

This research is designed as a quantitative research study focusing on empirically investigating
the effect of green market orientation on business performance. Thus, the following scenario,
involving a two-step approach, was performed, to test the mediating effect of green innovation [73,74].
First, this research estimates the direct effect of green market orientation on business performance.
Second, this research simultaneously estimates the effect of green market orientation on business
performance, and the indirect effect of green market orientation on business performance via green
innovation. When those indirect effects are significant, then green innovation can be a variable that
mediates the relationship between green market orientation and business performance. Following
Chin [75,76] and Nitzl [77], this research used PLS–SEM to test the hypotheses. PLS–SEM is considered
suitable because of its capability in simultaneously process several independent and dependent
variables, testing for mediation relationships, and handling a relatively small sample size and treating
multicollinearity problems.

3.2. Data Collection

Data of the owners/managers of manufacturing MSMEs were obtained from the database of the
Office of Cooperatives and MSMEs of East Java Province. A quota sampling method was applied to
save on the cost and time. There are 38 cities in the East Java Province. As many as 20 questionnaires
were allocated to each city. Therefore, 760 questionnaires were sent to owners/managers of the
manufacturing MSMEs as respondents of the study. Before being distributed, the questionnaire was
tested to 30 MSMEs in Surabaya city. The result of the pilot test confirmed the validity and reliability
of the instrument. The Cronbach’s alpha of each construct was above 0.6. At the end of the survey
period, as many as 175 respondents had participated in this study, and therefore the response rate was
23 percent.

3.3. Definitions and Measurements

3.3.1. Green Market Orientation

Green market orientation in this study is defined as perceived business strategies and activities
to provide goods or services focusing on green consumers. To measure green market orientation,
ten statements of Deshpandé and Farley [78], as well as Fatoki [8], were adopted and slightly modified
to accommodate the issue of environmentally friendly market orientation. This research used the
Likert scale, with ratings from “strongly disagree (1)” to “strongly agree (5)”. Those statements consist
of the following items:

(1) Customer satisfaction encourages my company to run an environmentally friendly business.
(2) My company always commits and serves environmentally friendly customers.
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(3) My company provides employees and customers with information on environmentally friendly
products and services.

(4) My company’s competitive advantage is determined by environmentally friendly
customer-oriented knowledge.

(5) My company always measures customer satisfaction through environmentally friendly products
and services attributes.

(6) My company has a customer service that operates regularly.
(7) My company invests more in environmentally friendly products and services than those

of competitors.
(8) My company believes that this business exists to serve environmentally friendly customers.
(9) My company provides information for customers to assess quality of environmentally friendly

products and services.
(10) My company communicates customer satisfaction data to all employees regularly.

3.3.2. Green Innovation

Green innovation was perceived as product innovation and environmentally friendly processes
carried out by companies, in order to reduce the impact of their business processes on the environment.
To measure green innovation, eight statements were adopted from Chen et al. [34] and Soewarno [10].
A five-point Likert scale was used, rating from “strongly disagree (1)” to “strongly agree (5)”.

The statements are as follows:

(1) My company has selected environmentally friendly raw materials in product development.
(2) My company has used energy-efficient raw materials in product development.
(3) My company has carried out efficiency of raw materials for the production process in

product development.
(4) My company has evaluated that the product is easy to reuse, recycle, and decompose.
(5) My company has effectively reduced the emission of hazardous substances or waste in the

production process.
(6) My company has effectively recycled waste and emissions in the production process.
(7) My company has effectively reduced the consumption of water, electricity, or oil in the

production process.
(8) My company has effectively made innovations to reduce the use of raw materials in the

production process.

3.3.3. Business Performance

Business performance reflects the way a company manages its resources and the end results of
its efforts in terms of financial and nonfinancial measures. Business performance in this research
is defined as the perceived financial and non-financial performance achieved during the last three
years. To measure the business performance, twelve statements were developed from the Balanced
Scorecard perspectives of Kaplan and Norton [39]. A five-point Likert scale was used, rating from
“strongly disagree (1)” to “strongly agree (5)”. The statements representing the perspectives of financial,
customer, internal business process, and learning and growth are as follows, addressing the last
three years:

(1) The company’s sales tend to increase.
(2) My company has succeeded in making various efforts for cost efficiency.
(3) My company’s profit tends to increase.
(4) My company is able to sell quality products at affordable prices and deliver them on time.
(5) Customer complaints tend to decrease.
(6) My company has been able to build an image and reputation so that loyal customers have increased.
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(7) My company has been able to improve the quality of production and services.
(8) My company has been able to acquire new customers and retain old customers.
(9) My company has been able to innovate on products.
(10) Employees’ skills tend to improve.
(11) The ability to process information using computer tends to improve.
(12) Cooperation among employees tends to be better.

4. Results/Findings

4.1. Characteristics of Respondents

Table 1 shows the characteristics of respondents. In general, most of the respondents have
experience of less than five years (61 percent). Their business is mostly in the food and beverage
manufacturing industry (49 percent). Most respondents have an average annual revenue of less than
or equal to 300 million rupiah (88 percent). The number of employees is between one to four people
(73 percent).

Table 1. Characteristics of respondents.

Classification Description Frequency

Total Percentage

Experience

≤5 years 107 61
6–10 years 45 26
11–15 years 10 6
>15 years 13 7
Total 175 100

Products

Food and Beverages 85 49
Crafts and Accessories 32 18
Dress/Fashion 8 5
Traditional Batik 23 13
Bag 5 3
Shoes 3 2
Others 19 11
Total 175 100

Average Annual Revenue

≤Rp300 million rupiah 154 88
>Rp300 million–Rp2.5 billion 14 8
>Rp2.5 billion–Rp50 billion 7 4
Total 175 100

Number of employees

1–4 people 127 73
5–19 people 41 23
20–99 people 7 4
Total 175 100

Source: data processed by researchers.

4.2. Descriptive Statistics

The results of the descriptive statistics show the values of the mean, standard deviation, median,
and mode of each indicator, as presented in Table 2. The mean value of 4.265 demonstrates that the
respondents strongly agree with the green market orientation. The mean value of 4.218 means that the
respondents strongly agree with the green innovation questionnaire items. The mean value of 4.130
means the respondents agree with the business performance questionnaire.
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Table 2. Results of descriptive statistics.

Construct Mean Category

Green Market Orientation 4.3 Strongly agree
Green Innovation 4.2 Strongly agree

Business Performance 4.1 Agree

Indicators Mean SD Min Max Median Mode

GMO 1 4.6 0.7 1.0 5.0 5.0 5.0
GMO 2 4.5 0.7 1.0 5.0 5.0 5.0
GMO 3 4.5 0.7 1.0 5.0 5.0 5.0
GMO 4 4.3 0.8 1.0 5.0 4.0 4.0
GMO 5 4.3 0.8 1.0 5.0 4.0 5.0
GMO 6 3.8 1.1 1.0 5.0 4.0 4.0
GMO 7 4.1 0.8 1.0 5.0 4.0 4.0
GMO 8 4.3 0.8 1.0 5.0 4.0 5.0
GMO 9 4.2 0.8 1.0 5.0 4.0 5.0
GMO 10 4.0 0.9 1.0 5.0 4.0 4.0

GI 1 4.5 0.7 1.0 5.0 5.0 5.0
GI 2 4.4 0.7 1.0 5.0 5.0 5.0
GI 3 4.4 0.8 1.0 5.0 4.0 5.0
GI 4 3.9 1.1 1.0 5.0 4.0 5.0
GI 5 4.5 0.7 1.0 5.0 5.0 5.0
GI 6 4.0 1.1 1.0 5.0 4.0 5.0
GI 7 4.2 0.9 1.0 5.0 4.0 5.0
GI 8 4.0 1.0 1.0 5.0 4.0 5.0
BP 1 3.8 1.0 1.0 5.0 4.0 4.0
BP 2 4.0 0.9 1.0 5.0 4.0 4.0
BP 3 3.7 1.0 1.0 5.0 4.0 4.0
BP 4 4.1 0.8 1.0 5.0 4.0 4.0
BP 5 4.1 0.9 1.0 5.0 4.0 4.0
BP 6 4.4 0.7 1.0 5.0 4.0 5.0
BP 7 4.3 0.7 1.0 5.0 4.0 4.0
BP 8 4.3 0.8 1.0 5.0 4.0 5.0
BP 9 4.3 0.7 1.0 5.0 4.0 5.0

BP 10 4.2 0.8 1.0 5.0 4.0 4.0
BP 11 4.1 0.9 1.0 5.0 4.0 4.0
BP 12 4.2 0.7 1.0 5.0 4.0 4.0

Source: data processed by researchers. Notes: Interval = (highest score − lowest score)/number of scores
interval = (5 − 1)/5 = 0.8. Criteria of the average respondents’ answers: (1) 1.00 < α < 1.79, strongly disagree;
(2) 1.80 < α < 2.59, disagree; (3) 2.60 < α < 3.39, neutral; (4) 3.40 < α < 4.19, agree; and (5) 4.20 < α < 5.00, strongly
agree. GMO, green market orientation; GI, green innovation; BP, business performance.

4.3. Measurement Model Analysis

The relationship between measurement items and construct was examined by using the
measurement model analysis, consisting of the reliability and validity tests. Following Kock [79],
the WARP-PLS software was used because of its ability to simultaneously test both direct and indirect
effects. In this step, item and construct reliability, and convergent and discriminant validity for the
constructs were also performed. This research used a cutoff point of 0.60, indicating that the specific
measure contains at least 60 percent of the variance of a latent variable [75,76].

The results of the second iteration showed that all measurement items have significant loading
values of above 0.60, as presented in Table 3. The results proved that the composite reliability (CR)
coefficients for each construct were above 0.70, indicating that all constructs were reliable [80,81].
To test the validity of constructs, this research used the convergent and discriminant validity tests.
As suggested by Fornell and Larcker [82], the AVE (Average Variance Extracted) was used to test the
convergent validity. The AVE value must be greater than 0.50, to ensure that measurement error does
not dominate the variance in the construct [83]. The results showed that the AVEs were above 0.50,
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demonstrating the evidence of convergent validity as stated by Hulland [84]. The discriminant validity
test was performed in this research, to find out whether a construct shared more variance with its
measures, as compared to other constructs. Therefore, a comparison between the square roots of AVEs
with the correlation between constructs was performed. In order to pass the discriminant validity test,
the results of the comparison must show that the square root of AVE of a construct is greater than the
correlation between the construct with another construct [85]. The results in Table 4 proved that the
discriminant validity was fulfilled. This concluded that the measurement model met the requirements
of being reliable and valid. Thus, the next step, namely structural model analysis, can be carried out.

Table 3. Reliability and convergent validity.

Construct Loading p-Values

Green Market Orientation (Composite Reliability = 0.948; AVE = 0.648)

GMO 1 0.726 <0.001
GMO 2 0.823 <0.001
GMO 3 0.810 <0.001
GMO 4 0.847 <0.001
GMO 5 0.849 <0.001
GMO 6 0.647 <0.001
GMO 7 0.779 <0.001
GMO 8 0.862 <0.001
GMO 9 0.869 <0.001

GMO 10 0.808 <0.001

Business Performance (Composite Reliability = 0.955; AVE = 0.661)

BP 1 0.758 <0.001
BP 2 0.776 <0.001
BP 3 0.744 <0.001
BP 4 0.824 <0.001
BP 6 0.873 <0.001
BP 7 0.864 <0.001
BP 8 0.831 <0.001
BP 9 0.846 <0.001
BP 10 0.833 <0.001
BP 11 0.728 <0.001
BP 12 0.851 <0.001

Green Innovation (Composite Reliability = 0.909; AVE = 0.557)

GI 1 0.784 <0.001
GI 2 0.803 <0.001
GI 3 0.818 <0.001
GI 4 0.712 <0.001
GI 5 0.761 <0.001
GI 6 0.702 <0.001
GI 7 0.695 <0.001
GI 8 0.683 <0.001

Note: AVE: Average Variance Extracted. Source: data processed by researchers.

Table 4. Discriminant validity.

Green Market
Orientation

Business
Performance

Green
Innovation

Green Market Orientation 0.805 0.662 0.678
Business Performance 0.662 0.813 0.619

Green Innovation 0.678 0.619 0.747

Source: data processed by researchers.
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4.4. Structural Model Analysis

To test the hypotheses, structural model analysis was employed. This model was used to determine
the effect of green market orientation on business performance directly or indirectly mediated by
green innovation. A step-wise approach was used in performing structural model analysis [73,84,86].
First, this research examined whether green market orientation directly affects business performance.
Second, by adding green innovation as a mediating variable, this research investigated whether green
innovation mediates green market orientation–business performance relationship. Table 5 (Panel A)
shows that green market orientation has a positive effect on business performance (β coefficient = 0.67;
p < 0.01); therefore, H1, which stated that green market orientation has a positive effect on business
performance, is supported. Further analysis was carried out by adding green innovation as a mediating
variable. The results show that green market orientation affects green innovation (β coefficient = 0.70;
p < 0.01), and green innovation affects business performance (β coefficient = 0.33; p < 0.01). Hence,
the H2 and H3 are supported. As shown in Table 5 (Panel B), the effect of green market orientation
on business performance after adding green innovation as a mediating variable remains significant
(β coefficient = 0.43; p < 0.01). Thus, this result has proven that green innovation mediates the effect of
green market orientation on business performance; therefore, H4 is supported.

Table 5. Summary of the structural model analysis.

Panel A (before Including Green Innovation as the Mediating Variable)

Hypotheses β Coefficient Decision

Green Market Orientation > Business
Performance 0.67 *** Supported

Panel B (after including green innovation as the mediating variable)

Hypotheses β Coefficient Decision

Green Market Orientation > Business
Performance 0.43 *** Supported

Green Market Orientation > Green
Innovation 0.70 *** Supported

Green Innovation > Business Performance 0.33 *** Supported

Hypotheses VAF Decision

Green Market Orientation > Green
Innovation > Business Performance 25.64 percent Partial Mediation, Supported

Source: data processed by researchers. Notes: (1) *** p < 0.01; (2) VAF value is between 20 and 80 percent.

To determine the level of mediation of green innovation on the effect of green market orientation
on business performance, this research employed the variance accounted for (VAF) for the following
reasons. First, it does not require any assumptions about the distribution of variables [87] (p. 81). Second,
it has higher statistical power [81] (p. 223). As stated by Hair et al. [88] (p.746), the VAF < 20 percent
indicates no mediation, the VAF 20–80 percent means a partial mediation, and the VAF > 80 percent
demonstrates a full mediation. The value of the VAF was calculated by using the following formula:

VAF =
Indirect Effect

(Indirect Effect + Direct Effect)

VAF =
0.70× 0.33

((0.70× 0.33) + 0.67)

VAF =
0.231
0.901

= 0.2564
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The result shows the VAF value of 0.2564 or 25.64 percent. Thus, it confirms that green innovation
partially mediates the effect of green market orientation on business performance.

5. Discussion on Open Innovation in MSMEs: Trend, Motives, and Management Challenge

The first hypothesis, which states that green market orientation has a positive effect on business
performance, is supported. As stated by the sustainability theory, a company needs to address the
issue of environmental awareness, to achieve a sustainable performance. Green market orientation as a
type of marketing strategy will enhance business performance if it is properly managed. The results of
this research confirm the sustainability theory and provide additional empirical evidence for previous
studies [8,63,64]. This research has confirmed the importance of green-market-orientation strategy in
enhancing the business performance of MSMEs in an era of environmental awareness. This is also in
line with the emergence of green consumers and green competitors. The owners/managers of MSMEs
need to implement green market orientation to direct companies to provide environmentally friendly
products, to stay ahead of competition, and to coordinate opportunities in the market. MSMEs that are
oriented towards environmentally friendly markets should implement the principle of sustainability
in their business activities to improve business performance. Thus, the better the implementation of
green market orientation, the better the business performance.

The second hypothesis, which states that green market orientation has a positive effect on
green innovation, is also supported. As stated by the entrepreneurship theory, a company needs
to continuously innovate in order to have a sustainable performance. This result is in line with
the previous studies [22,67,68]. In today’s environmentally conscious era, consumers tend to buy
environmentally friendly products and encourage companies to carry out environmentally friendly
business practices. Therefore, manufacturing MSMEs need to focus on green innovation to meet
market needs. Green market orientation drives companies to improve product innovations, to produce
environmentally friendly products and process innovations, to minimize the negative impact of
their business processes on the environment. Thus, owners/managers of MSMEs need to have an
understanding that the increase in green market orientation will encourage green innovations in
the company.

The third hypothesis, which states that green innovation has a positive effect on business
performance, is supported. The results provide additional empirical evidence for previous
research [2,4,38]. These results indicate that, in the era of environmentally conscious business
competition, the role of green innovation is very crucial for manufacturing MSMEs. Green innovation
enables manufacturing MSMEs to drive sustainable production and to contribute to performance
achievement. The implementation of green innovation will produce a better business performance,
such as cost efficiency, increased profit, improved product quality, and better reputation. Thus,
the owners/managers of MSMEs need to better understand their need to continuously innovate in
green product innovations and green process innovations, to achieve a better business performance.

The fourth hypothesis, which states that green innovation mediates the effect of green market
orientation on business performance, is also supported. This result confirms and provides empirical
evidence for the sustainability theory and the entrepreneurship theory in the Indonesian MSMEs
research setting. This study also provides a deeper understanding to the owners/managers of MSMEs
in East Java on the mechanism of how green market orientation affects business performance via green
innovation. This study convinces the owners/managers of MSMEs regarding the mediating role of
green innovation on green market orientation–business performance relationship. Therefore, it is
crucial to encourage green product innovations and green process innovation, to meet green consumers’
needs, as well as to compete with green competitors.

6. Conclusions

The focus of this research was to investigate the mediating role of green innovation on green
market orientation–business performance relationship. Using a sample of 175 manufacturing MSMEs
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in the East Java Province, Indonesia, this research proves that green market orientation has a positive
effect on business performance. Furthermore, it has proven that green innovation mediates the effect of
green market orientation on business performance. Manufacturing MSMEs are one of the contributors
to environmental problems in Indonesia. Lack of implementation of environmentally friendly business
practices has caused environmental problems that must be seriously addressed. In the era of sustainable
development, MSMEs need to pay attention to factors that can affect their business sustainability,
especially environmental, social, and economic factors. MSMEs need to be environmentally friendly
market–oriented to contribute to sustainability, meet the needs of green consumers, and improve
business performance.

This research provides more comprehensive knowledge on the importance of green innovation in
in green market orientation–business performance relationship. Companies that are oriented towards
environmentally friendly markets will carry out business practices by minimizing their impact on
the environment. Therefore, companies need to apply green innovation to carry out environmentally
friendly business processes and provide environmentally friendly products. The results of this
research imply that, by performing green innovation, the company will obtain an improved business
performance. Thus, Indonesian manufacturing MSMEs need to understand the important role of green
innovation as a tool for carrying out environmentally friendly business practices, to improve business
performance in an environmentally conscious era.

6.1. Contribution to Theory

All of the hypotheses studied are supported. This means that this research provides empirical
evidence for the development of both sustainability and the entrepreneurship theories. Green market
orientation has a crucial role in enhancing business performance. The result has confirmed the
relationship and provided the empirical evidence in the research setting of Indonesian MSMEs.
Sustainability theory states that companies have to address social, environment, and economic issues,
to achieve sustainable business performance. Green-market-orientation strategy is needed to fulfill
green market demand, and it also requires green innovation to provide environmentally friendly
products and processes and to compete with competitors. Furthermore, the better the green innovation,
the higher the business performance. This study theoretically demonstrates the mechanism of how
green market orientation affects business performance via green innovation.

6.2. Contribution to Practice

Practically, this research model offers a comprehensive knowledge for the owners/managers
of Indonesian manufacturing MSMEs who need to improve their business performance in the
era of sustainable development. This research indicates that they need to review their marketing
strategy and investigate the role of green market orientation and green innovation in their companies.
More specifically, the review of marketing strategies includes re-segmentation, retargeting, and
repositioning of products in environmentally oriented markets and executes those strategies accordingly.
This new perspective of marketing strategy also demands changes in production processes, in order to
align with green-market-orientation goals. Supplier selection, production, and distribution processes
must meet environmentally friendly requirements and regulations. In the era of environmental concern,
manufacturing MSMEs should have an environmentally friendly market and business processes.
However, it should also be understood that operating in an environmentally friendly market is
not enough to directly improve business performance. They should encourage green innovation,
to minimize the negative impact of operational processes on the environment and meet the needs of
green consumers and other stakeholders. Innovative capacity must be improved to enhance business
performance [89]. Thus, this research implies that the Indonesian manufacturing MSMEs need to adopt
a green market orientation and to carry out green innovation, to achieve a better business performance.
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6.3. Contribution to Society

Environmental issues have become a worldwide problem that needs to be seriously addressed.
This research offers a simple model on how to improve business performance in the era of sustainable
development, which brings many benefits to society. Indonesian manufacturing MSMEs are one of
contributors to environmental problems. The research model and results of this research have provided
evidence for society regarding the importance of improving business performance via green market
orientation and green innovation. Thus, when manufacturing MSMEs in Indonesia apply this model,
they will contribute to society in the forms of environmentally friendly products, resource efficiency,
and quality-of-life improvements.

7. Research Limitations

This research is not without limitations. First, it heavily relied on the survey method. The survey
method has weaknesses related to the ability of respondents to provide the required information,
limitation of items in the questionnaire, and human bias in filling out the questionnaire. Future
studies are encouraged to use secondary data. Second, it employed PLS–SEM to test the hypotheses.
Future studies are encouraged to use an alternative method, such as an experimental method to get a
better cause–effect relationship. Third, it focused on manufacturing MSMEs in East Java, Indonesia,
with a relatively small sample size due to the Covid-19 pandemic. It was difficult to meet with
owners/managers of MSMEs during the survey period. Therefore, the data collection depended greatly
on online questionnaires. Fourth, not all owners/managers of MSMEs have the same expertise in
responding to electronic questionnaires, making data collection more difficult. Finally, there was
a limited time framework of this research. Therefore, the researchers could not conduct in-depth
interviews to better portray the real situation faced by MSMEs. Although this research has limitations,
it still offers both theoretical and practical benefits and supports the owners/managers by providing
a mechanism of how green innovation plays a crucial role in the green market orientation–business
performance relationship.
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