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Abstract: This study scrutinizes the overlooked role of indigenous value as the
prime constituent of product attractiveness and demonstrate how the indigenous
products’ value adds to its market performance in the highly dynamic work
environment. Data was collected by a mean of questionaires which was distributed to
176 Small and Medium Enterprises producing indigenous products. The tool of
analysis used was partial least square (PLS). The findings showed that indigenous
product attractiveness mediates the relationship between market sensing capability
and marketing performance. Nonetheless, the relationship between innovative
capability and product attractiveness was not supported.
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Making Local Product Attractive:
The Role of Indigenous Value in Improving Market Performance

INTRODUCTION

The tourism market plays a crucial role in both developed and developing
countries (Sigala, 2018). Identifying, promoting, and integrating natural, original and
traditional heritage in tourism development planning is essential (Ilies et al., 2010). The
purchase of souvenirs is one of tourism spending, as a sign of functional interaction
between tourists and the host country (Sims, 2009). Past studies indicated that the
purchase of souvenirs represents 80% of tourism spending (Dagooc, 2010), with
estimated annual revenue of $ 17 billion (www.hoovers.com). A country that relies on
the tourism industry makes more than $ 30 million a year from selling souvenirs alone.
It is apparent that local products play a fundamental role in fostering economic
development, especially in developing countries (Chambers et al., 2007). Therefore,
indigenous product has received tremendous attention among scholars worldwide.

However, some studies revealed a deficiency of interest in indigenous products in
emerging market economies. The domestic consumers place higher preferences on
imported goods while perceiving local products as possessing lower quality and less
attractive (Ayob & Hussain, 2016; Dyah & Korry, 2017). Therefore, small businesses
(SME) indulging in local products face challenging tasks on how to gain local and
international customers' attention through product attractiveness.

Previous researchers have explored factor related to product attractiveness, such as
adding features (Angelis et al., 2009), consumer's need adaptability, unfamiliar product
(Schnurr et al., 2017), and product innovation (Pono et al., 2019). Meanwhile, in today's
rapid business change, making the product attractive is more challenging tasks because
consumers are more demanding than ever. They are not only expecting a reasonable price
with good quality products but looking for more emotional values. The product
connected with indigenous cultures could produce more emotional value to consumers
(Chen et al., 2017). However, to our knowledge, there was a little body of research that
focused on this issue. Addressing this gap, this study empirically examined the new
concept of indigenous product attractiveness on improving SMEs' market performance.

The term of indigenous product is an artifact designed and used by a particular
community of people such as tools, clothing, crafts, and goods (Dormer, 1997).
Indigenous product is an invented artifact that produces by humans or the community of
people whose goals were to fulfill their needs for everyday life. It typically represents the
regional identity where the artifacts were created. It is the root of the new invention for
future products (Shaari, 2015). The indigenous product creates emotional value, which
may engage customer attractiveness. Indigenous product attractiveness consists of three
distinguished indicators, and there are indigenous style, indigenous motive, and
indigenous design (Setyawati, 2018). Indigenous value could improve product
attractiveness trough cultural connections between the product and people.

So, indigenous product attractiveness can become one of the critical
differentiation strategies in today's competitive marketplace. In the present study, we
suggest that indigenous product attractiveness may be an important mediating
mechanism that explains how market sensing and innovation capability on market
performance. However, only a few studies focused on market sensing and innovation
capability in the SME context (Wardani & Widodo, 2020).

Since SMEs tend to have intense personal contact with their customers (Coviello
et al.,, 2000), the market sensing capability and innovation capability become the
fundamental factors for SMEs that lead to better performance (Verreneey et al., 2019).

Indonesia is an emerging country that provides many distinctive cultures.
Consequently, the growth of local products increasing rapidly. Regarding this issue, the
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Indonesian government promotes "one village one product” (OVOP) program to improve
the competitive advantage of local products. The primary goal of OVOP is to encourages
the use of local resources (e.g., nature, people, and technology), rely on the indigenous
value of the local community in order to make the product more attractive.

Finally, this research has several contributions. First, this is the premier research
that revealed the importance of indigenous product attractiveness — as the integrating
of indigenous value and product attractiveness- on SMEs' market performance. Second,
this study investigated the extent to which market sensing capability and innovation
capability related to market performance with indigenous product attractiveness as a
mediating variable. Based on the resource-based view theory, we proposed a new
theoretical model of product attractiveness from the marketing perspective. This study
also provides implications and suggestions for future research.

MATERIALS AND METHODS

Market Sensing Capability and Marketing Performance

Marketing performance is part of organizational performance. Marketing
performance is a measure of the performance of activities throughout a company's
marketing process. Also, marketing performance can be viewed as a concept used to
measure the extent to which market success can be achieved with a product
manufactured by the company. Day (1994) emphasizes the need to design the market
sensor as an organizational learning ability to drive strategic marketing, knowing
customers, competitors and channel members to respond to market events and trends.
Huber (1991) describes Market Sense as a company's ability to acquire and disseminate
knowledge and use market intelligence when needed for organizational change.

In Day (1994; 2002), Market Sensing can be divided into three sub-processes: (i)
sensing, (ii) sensory production and (iii) response. In a nutshell, meaning refers to the
acquisition of information about consumers, competitors and other channel members,
while meaning refers to the interpretation of information gathered from past
experiences and knowledge. The answers relate to the use of information collected and
interpreted during decision making. In other words, through unacknowledged
reactions, information and knowledge become visible marketing actions.

Day (2002) stresses that the process of entering the market in market-oriented
companies is more systematic, prudent and proactive than in other companies where this
process is more ad hoc, reactive, limited and diffuse. Day (2002) organizations that
dominate market recognition activities achieve competitive advantage and superior
business performance. In other words, a company's ability to learn about its market
environment and accurately use this information to guide its actions is a key factor in
business performance (Vorhies & Morgan, 2005). The market sensing capability is
important in developing market focus to enhance the organizational performance
(Bouguerra, 2020; Ahmed et al., 2017; Ardyan, 2016; Foley, 2004; Lindblom et al, 2008).

Hi: market sensing capability influences positively on Indigenous product
attractiveness
H3: market sensing capability influences positively on marketing performance

Innovation Capability and Marketing Performance

Product innovation has been widely studied in the field of marketing. Product
innovation is considered a key driver for success in the market through a series of key
initiatives. The initiative is the ability and success to be the first in marketing new
products and new services, capabilities, and success that are considered very important by
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the customer, ability and success in introducing more innovative products and services,
capabilities and success to bring faster new products and services to the market (Akgiin et
al., 2014; Avlonitis & Salavou, 2007; Banerjee, 2002). Product innovation is the key to
organizational renewal and success (Slater et al., 2013). Product innovation is goods,
services, and ideas that are perceived as something new and different from goods,
services, and ideas that have been there before (Solomon & Stuart, 1997).

This innovation is an attempt by the company to prevent market saturation as well as by
increasing the attractiveness of products with innovation. Companies certainly want
their products to be different from competitors. Innovations are made based on
differences not shared by competitors (Bharadwaj et al., 1993). Therefore, innovation
can make the products offered by the company have high attractiveness. According to
(Kartajaya, 2004), differentiation is all the efforts made by companies to create
differences among competitors to provide the best value for consumers.

Innovation can only happen if the company has the ability to innovative (Laforet,
2011). Innovation capability has a role in improving marketing performance. In the
perspective of RBV innovation capability is seen as a company's unique competence in
adopting new products, new methods, solving problems through something new and
speed in responding to change (Acquaah & Agyapong, 2015; Lawson & Samson, 2001).

According to Lawson and Samson (2001) innovation capability is a basic element
in developing innovative output. According to the innovation of Adler and Shenbar
(1990) innovation capability is defined as (1) the capacity to develop new products meet
market needs; (2) the ability to apply appropriate process technologies to produce these
new products; (3) the ability to develop and adopt new products and processes
technologies to meet future needs; (4) and the ability to respond to accidental
technological activities and unexpected opportunities created by competitors.
Innovation capability leads organization to develop innovations continuously to
respond the changing market environment (Slater et al., 2010) and its embedded with
all the strategies, system and structure that support innovation in an organization
(Gloet & Samson, 2016). Previous research states that innovation shows that using
traditional resources and capabilities to innovate can produce significant benefits for
some industries (Presenzaet al., 2019). Innovation capability mediates the relationship
between customer orientation and business performance (Huhtala et al., 2014).

Hz2: innovation capability influences positively on Indigenous product attractiveness
Hy4: innovation capability influences positively on marketing performance

Indigenous Product Attractiveness and Marketing Performance

Cultural product representations play an important role in creating and reflecting
the cultural identity of many cultures throughout the world. These cultural products are
considered unique, so they have their charm. The results of previous studies show that the
purchase intention of handmade products is higher when the product is used as a gift for
close people. They do not consider the price, but rather look at the quality of the product
(Fuchs et al., 2015). The attraction is a derivative of social cognitive theory in which the
Social Cognitive Theory. Attractiveness is the capacity to cause interest and attract or
gain the attention of another party. In a business context, this means that a provider or
receiver can attract others’ attention, resulting in increased loyalty and improved
performance in the relationship (Kim et al., 2020). Baczynska et al. (2018) revealed
attractiveness level was showed by uniqueness, differentiation, interest and curiosity.
Indigenous Product Attractiveness defined as product attributes reflected in local
culture (Setyawati, 2018). Indicators of the Indigenous Product Attractiveness variables
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are indigenous motive attractiveness, indigenous style attractiveness, and indigenous
symbol attractiveness. The addition of features to the product is known to be able to
increase the attractiveness of the product, but this happens if the addition of these
features is following the product (Angelis et al., 2009). Product attractiveness is
recognized as a strategic factor to improve marketing performance; the attractiveness of
the product must be maintained by incorporating several acculturative attributes
(Ferdinand & Fitriani, 2015). Formally, we hypothesize the following:

Hjs: Indigenous product attractiveness can increase marketing performance

Based on the complete and in-depth literature, a research model can be developed
as in Figure 1.

Market Sensing

Capability H4

Marketing
Performance

Indigenons Product
Aftractiveness

Innovation

Capability 13

Figure 1. The conceptual model of relationship between market sensing capability and innovation
capability to marketing performance through indigenous product attractiveness as a mediating variable

METHODOLOGY

This paper followed a cross-sectional quantitative study. The data was collected
through questionnaires. In total, 14 items were used to examine the relationship between
market sensing capability, innovation capability, indigenous product attractiveness, and
marketing performance. The items used to measure Market sensing capability can be
divided into three-item, learning about the environment, tracking competitor strategy,
understanding the market trend, responsive. The items used to measure Innovation
capability can be divided into three-item new product or service innovation, methods of
production or rendering of services, risk-taking by key executives, Seeking unusual and
novel solutions (Miller & Friesen, 1983). Indigenous product attractiveness measure by
indigenous motive attractiveness, indigenous style attractiveness, indigenous symbol
attractiveness (Setyawati, 2018). Marketing performance measure by three-item, sales
growth, consumer growth, sales volume (Song & Parry, 1997). Both groups were measured
using the ten-point scale (1 = strongly disagree, 10 = strongly agree).  All of the survey
items were translated from English into Indonesian language using a method of forwarding
and backward translation (Brislin, 1970). Implementation of this method includes the
following steps: forward translation, back-translation expert panel, pre-testing and
cognitive interviewing, and final version. The population in this study was 176 SMEs from
batik industry located in Central Java. The survey was carried out from January 1st to October
1st, 2019. Convinience sampling method were employed to distributed 176 questionnaires and
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only 100 questionnaires were adequately filled. Thus respond rate for the survey is 56,8%. The

study used PLS through the SmartPLS 3.0 software to test the hypothesis.

RESULTS DISCUSSIONS

Market sensing capability and innovation capability indicators are all valid with
factor loading exceeds 0.7. Indigenous product attractiveness and marketing
performance were assessed with three items indicators, and all indicators are
considered valid since factors loading exceeds 0.7. As shown in Table 1 was the results

of Measurement Model Evaluation Results.

Table 1. Measurement Model Evaluation Results

Constructs / Indicators Factor Loading
Market sensing capability, CR 0,932; AVE 0,774
We are able to identify the environment, such as customers and markets. 0,905
We are able to identify competitors' strategies 0,833
We are able to identify new business trends 0,911
We are able to quickly capture the changes that occur 0,869
Innovation capability, Miller & Friesen (1983), CR 0,917; AVE 0,734
We are able to create new products or services 0,829
We are able to innovate in production methods or service delivery 0,827
We are able to take risks on decisions to innovate 0,853
We are able to find solutions through unusual methods or new solutions. 0,915
Indigenous product attractiveness, CR 0,851; AVE 0,657
We have interesting local specialties styles 0,908
We have interesting local specialties motives 0,792
We have interesting local specialties symbols 0,722
Marketing performance, Song dan Parry (1997:3), CR 0,938; AVE 0,835
Our company's sales have increased. 0,952
Our company has a higher growth in the number of customers. 0,862
Our company's sales growth has increased. 0,925
MSC1
MSC2 1 0305
083
e MP1 MP2 MP3
0.869
M3Ce Market Sensing
Capability 0.653 0.210 0.862  pogs
Pt /
0,000
Paz  4—072 — ——— 0407
0.722
|23 -
11 0.025 Indigzng Marketing
- Product Perfarmance
Ic2 U.SEQH ///,A;;ctweness
o087
0853
€3 oo
IC4 Innovation
Capability

Figure 2. Outer Model
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Table 2. Inner Model Relationship Coefficient

Relationship Orlglm.ll Sample Star.ld?rd T-statistic
estimate deviation

Market sensing capability — Indigenous
product attractiveness 0,653 0,206 3,169
Innovation capability — Indigenous product

. 0,025 0,204 0,901
attractiveness
Market sensing capability — marketing 0,210 0.161 1,303
performance
Innovation capability — marketing performance 0,293 0,195 1,508
Indigenous product attractiveness — marketing 0.40 o1
performance ,407 ,117 3,494

Based on the result of the inner model analysis, as shown in Table 2, hypotheses 1
and 2 were supported. As expected Market sensing capability has a positive and
significant influence (t-value 3,169 > t-table) on indigenous product attractiveness, and
indigenous product attractiveness has a positive and significant influence (t-value 3,494
> t-table) on marketing performance. So, the mediation is partial. But the relationship
between innovation capability and indigenous product attractiveness is statistically
insignificant (0,901 < t-table). Therefore, the H2 hypothesis is not accepted. The result
of mediation analysis is presented in table 2 as follows.

Table 3. Result of Mediation Analysis

Relationship p-value Effect
MarkeF sensing capa}:nhty — Indigenous product 0.266 Not mediated
attractiveness— marketing performance
Innovation  capability —  Indigenous product
attractiveness— marketing performance

0.010 Full mediating

CONCLUSION

In this study, we focused on the role of market sensing capability and innovation
capability in fostering marketing performance by exploring the mediating effect of
indigenous product attractiveness. Consistent with our expectations that market
sensing capability has a positive and significant influence on indigenous product
attractiveness. In addition, it is also known that and indigenous product attractiveness
has a positive and significant influence on marketing performance.

Another significant contribution of this study is to provide empirical evidence
that indigenous product attractiveness mediates the relationship between market
sensing capability and marketing performance. Analysis of market opportunities is very
important because companies need to know the number of opportunities available in
marketing their products and can determine whether the market is large enough to
support other products and still make a profit. The success of the company in achieving
its goals and objectives is very important by companies that advance their products, to
advance the market in the future that is needed. Analyzing market opportunities is also
to make a decision whether the company will continue to increase its activities by
increasing its productivity or having to leave the market.

Market opportunity analysis is a research process of external environmental factors
that affect the company's business activities. The external environment is an
uncontrollable force, so companies must adapt, and also produce challenges and
opportunities. Companies must be careful in analyzing their environment in order to
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avoid challenges and take advantage of opportunities. To increase sales volume and
compete for a large market, the company must use appropriate policies to obtain market
opportunities that exist. Next the company must see the potential of the market.

Companies that care deeply about their markets will learn about consumers,
competitors and distribution channels. Because they have a better ability than their
competitors in the trends, both current and future. In the batik business, entrepreneurs
must be able to analyze the market, so they can create batik that has an indigenous appeal
and is expected to improve performance. But, indigenous product attractiveness not
mediates the relationship between market sensing capability and marketing performance.

Innovation is usually associated with developing something new and has the
potential to attract consumers in the market. Contrary to prediction and different from
previous research (Ferdinand & Fitriani, 2015) the relationship between innovation
capability and indigenous product attractiveness is statistically insignificant. Attractive
products resulting from innovation require large costs and also a long time.

Such as batik products, where when the demand for batik products goes up a long
time in the manufacturing process requires innovation so that it is fast in the
manufacturing process, namely with batik stamp. But the printed batik needs a stamp
that is not cheap and reduces indigenous appeal. Surprisingly, indigenous product
attractiveness fully mediates the relationship between innovation capability and
marketing performance. It means innovation capability could increase marketing
performance, only if the Batik SMEs could make the indigenous and attractive product.
Products with cultural values or in this case referred to as indigenous are seen as unique
products that have the potential to attract consumers.

Implications

This research provides several academic and practical contributions. First, by
using indigenous product attractiveness as a mediating variable, it gives a novelty for
further research. Second, this study also provides guidelines for practitioners, especially
in small businesses. This study concludes that market sensing capability innovation
capability can increase marketing performance. Moreover, indigenous product
attractiveness as a mediating variable provides a fresh finding and it made a significant
contribution to the research. To make attractive products, entrepreneurs must have
high market sensing capabilities. So that marketing performance will increase, through
an increase in profits. And the owner must increase the innovation capability level to
increase marketing performance through indigenous product attractiveness.

Limitations and Suggestions for Future Research

This study contains several limitations and can be further developed in the
future. We discuss limitations and some possible new contributions to future research.
First, one of the limitations of the cross-section method is that it cannot prove a causal
relationship. Therefore, a longitudinal design is needed. Second, We limited the
respondent only owner of Batik SMEs, further research must be expand to more general
SMEs and use large size sample with the owner of handicraft as respondents.
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