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Abstract

The aim of this research is to dig deeper into differentiation strategies through
appropriate indicators and what differentiation is offered by coffee shop business
actors. Based on data from the Labuhanbatu Regency Cooperatives and SMEs
Service in 2021, currently, the number of MSMES operating in coffee shops is still
surviving and is recorded as being actively assisted by 156 MSMEs. So, the authors
decided to use the entire population as a sample of 156 respondents. Determination
of sampling applies purposive sampling, one of the non-random sampling
techniques. Data analysis uses validity and reliability tests as well as problem-
solving using the IBM SPSS AMOS 22 path analysis approach. Based on the results
of the respondent profile description, it is known that the majority are male, aged 31-
40 years. The majority of businesses last 7-10 years with owner status. All
hypotheses in this research can be accepted so that the variables of product
differentiation, price differentiation, and service differentiation have a significant
effect on marketing innovation.

Keywords: Product Differentiation, Price Differentiation, Service Differentiation,
Marketing Innovation.
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INTRODUCTION

The strategic location of Labuhanbatu Regency as an eastern route provides
opportunities for anyone to develop a business (Nasution and Ramadhan 2020). The spread
of the coffee shop business in Labuhanbatu Regency during the COVID-19 period until
after the new normal indicates that the economy in the area is growing well in terms of
consumer consumptive behavior. The existence of new habits in people's lives, such as
hanging out, has become an opportunity for business people to open businesses and coffee
shops, until now, from observations, the number of coffee shops in Labuhanbatu Regency

is almost 300 at various points.

Hanging out in coffee shops is a trend or lifestyle for urban and regional
communities. Coffee consumption habits in society have developed for more than 300
years throughout the world, which implies different lifestyles in each culture (Limdn-
Rivera et al. 2017). The trend of going to coffee shops is currently considered by
consumers as an activity to follow a modern lifestyle and is done to fulfill self-actualization

needs.

The success of coffee shop entrepreneurs in running their business cannot be
separated from the business strategies implemented in the face of increasingly fierce
business competition. Many companies adopt differentiation strategies in their business
implementation in order to be able to compete (Wulandari and Murniawaty 2019).
Differentiation strategies are widely applied in developed countries, they do this with the
aim of winning business competition while providing differentiation for each of their
products/services (Tripes et al. 2014) (Chege, Kimutai, and Kibet 2018).

The implementation of a differentiation business strategy has been implemented by
many large companies such as Toyota, Honda, and Mitsubishi and others (Ando, Kato, and
Liu 2014). Elsewhere, the differentiation strategy war is taking place for service companies
(Islami, Mustafa, and Topuzovska Latkovikj 2020). The explanations above further
strengthen that the implementation of differentiation strategies in a business has been
widely implemented, meaning that differentiation strategies can be adopted by all types of

businesses, whether products or services. A company without the support of an appropriate
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competitive strategy will have little chance of achieving the company’s goals (Sugianto,
Garra and H. Mustamu 2013).

Differentiation in business refers to the art of marketing certain products and
services in a way that makes them stand out from other products or services (Chege et al.
2018). Companies that carry out strong product differentiation and service differentiation
will certainly have above average performance in their industry to provide consumer

satisfaction which leads to consumer loyalty (Ran 2012).

The company that want to be successful in running their business, therefore
marketers or business actors must apply market-oriented marketing concepts because they
are the spearhead of marketers’ success (Ratela and Taroreh 2016), meaning that a market-
oriented business can be applied to small and medium-sized businesses such as coffee
shops.The advantages it hascoffee shopis the main weapon in winning business competition
and can even place the company at the top of other companies. Every type of company
must have heard of or applied the differentiation strategy in winning business competition
(Setyowati and Fadah 2018). More and moreCompanies at various levels such as coffee
shops implement differentiation strategies (Marescotti and Belletti 2016).

Currently, the growth of the post-new normal coffee shop business in Labuhanbatu
Regency is increasingmushrooming to remote areas, because the coffee shop business has
become a lifestyle for some groups or consumers in meeting their needs (Hafasnuddin,
Ridwan, and Djalil 2019). Increasing the growth of small and medium coffee shop
businesses is because business actors have differences that are advantages in attracting
consumer interest. This difference is what every coffee shop connoisseur feels in

Labuhanbatu Regency.

The main thing behind this research is the increasing number of business people
opening coffee shops in Labuhanbatu Regency, the growth of the coffee shop business is
from the results of observations in the field if the coffee products offered come from the
same producer for coffee lovers, but from other field observations it is found that the
concept of serving coffee from each coffee shop business actor has prominent differences
so that this becomes a distinctive characteristic. each business unit. Another aim of the

research apart from having different concepts of serving coffee, the differentiation strategy
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referred to in this research seeks to dig deeper into differentiation strategies through

appropriate indicators and what differentiation is offered by coffee shop business actors.

REVIEW OF LITERATURE

Product Differentiation

The concept of product differentiation is how coffee shop business people can serve
different coffee. So, product differentiation is a strategy used to influence consumers who
enjoy unique products (Yunus Amar 2015). On the other hand, product differentiation can
occur when a product offering is perceived by consumers as being different from
competitors in physical or non-physical product characteristics (Sulistiyo Soegoto 2019).
This is confirmed by (Oteki 2015) that product differentiation is very common throughout
the financial world, meaning that any company's business concept should pay attention to
product differentiation for the main goal, namely profit. Indicators of product
differentiation are shape, features, performance quality, conformity quality, durability
(Hanyani and Fadillah 2013).

Service Differentiation

One thing that cannot be ignored for business people is service differentiation
(Gebauer, Gustafsson, and Witell 2011). The implementation of service differentiation in a
business is relatively difficult to realize because the nature of the service concept is
intangible (visible), which can only be felt when a transaction occurs (Andrii 2015).
Companies need to use multiple visualization strategies depending on the company’s
current offering in the life cycle of doing service-based offerings (Kindstrom,
Kowalkowski, and Nordin 2012). Indicators of service differentiation are ease of ordering,
delivery, installation, employee training and customer consultation (Ramadhani and Lita
2019).

Price Differentiation

Although price is the easiest marketing mix variable to change, the price charged is
more simply an additional cost than a profit percentage (Badenhorst-Weiss and Cilliers

2014). Price differentiation rather implies offering the same product/service at a slightly
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different or interchangeable price to customers (Raza 2020). So, the final definition of price
differentiation as offering the same or similar products at different prices by the same
company (Reinartz et al. 2017). Indicators of price are price affordability, price suitability
to product quality, price competitiveness and price suitability to benefits (Amilia 2017).

Marketing Innovation

Innovating is one of the most important competitive factors to achieve success in
the business environment or in a business environment affected by the health disaster due to
the corona virus. Explanation of the definition of marketing innovation that marketing
innovation is a consequence of competitiveness (Gupta et al. 2016). According to (Purchase
and Volery 2020) that marketing innovation is often seen as product innovation, even
though a number of articles consider that marketing innovation combines product, design
and other brand concepts. Thus, the definition of marketing innovation is a new marketing
implementation method that the company has never used before (Grimpe et al. 2017).
Indicators of marketing innovation are sales promotions, green marketing, regulations or

policies, and policy determination (Sari et al. 2021).
Conceptual Framework

The company’s priority after the Covid-19 situation is to absolutely pay attention to
marketing innovation so that it can continue to compete with similar companies. According
to (Shafi, Liu, and Ren 2020) MSMEs are very vulnerable in facing post-Covid-19. This
means that MSMEs are vulnerable in facing problems or tragedies that force MSMEs to
close or go bankrupt. In fact, after Covid-19, many MSMEs were able to survive because
they paid attention to marketing innovation in order to compete. Therefore, the research
framework aims to help readers understand the concept of the research being carried out.
The framework of thought can be described below:
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Figure 1.
Conceptual Framework

H1: Product differentiation has a significant effect on marketing innovation.
H2: Price differentiation has a significant effect on marketing innovation.

H3: Service differentiation has a significant effect on marketing innovation.

RESEARCH METHOD

In solving problems of the phenomena raised based on facts, it is supported by
primary data in the form of questionnaires with a quantitative descriptive research
approach. This research is aimed at coffee shop entrepreneurs in Labuhanbatu Regency,
North Sumatra. Based on data from the Labuhanbatu Regency Cooperatives and SMEs
Service in 2021, currently the number of MSMEs operating in coffee shops is still
surviving and is recorded as being actively assisted by 156 MSMEs. Therefore, the authors
decided to use the entire population as a sample of 156 respondents. Determination of
sampling applies purposive sampling, one of the non-random sampling techniques. Data
analysis uses validity and reliability tests as well as problem solving using the IBM SPSS

AMOS 22 path analysis approach.
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RESULTS AND DISCUSSION
Data Quality Test

The results of measuring data quality with validity carried out on data obtained
through distributing questionnaires can be seen that all the indicators in the figure below
have a calculated r value greater than the r table value (0.1966). So, it can be stated that all

indicators for each variable are valid.
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Figure 2.
Validity Test Results
Based on Figure 2, the Validity Test Results show that the calculated r value of all
Product Differentiation variable indicators, Service Differentiation variable indicators,
Price Differentiation variable indicators and Marketing Innovation variable indicators is
greater than the r table value (0.1966) so that it can be stated that all questions are said to be

valid.

To support the quality of the data, the results of the reliability test are also looked at.
The aim of the reliability test is to determine the index size of an instrument for the
independent and dependent variables. The reliability test is measured by looking at the
Cronbach Alpha value. If the Cronbach Alpha value is more than 0.600 then the research

instrument is declared reliable as can be seen from the figure below:
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RELIABILITAS
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Figure 3.
Reliability Test Results
Based on Figure 3, the Reliability Test Results show that the Cronbach Alpha value
for the Product Differentiation variable is 0.902, the Service Differentiation variable is
0.907, the Price Differentiation variable is 0.847 and the Marketing Innovation variable is
0.871 or greater than the rtable value (0.600), so it can be stated that the research

instrument is declared reliable.
Results Description of Respondents

The number of respondents in the study was 100 people, so to see the profile of the
respondents in this study they were measured by gender, age, length of business and
business ownership status. So, to find out the distribution of respondent profile data, you

can see the image below:
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Figure 4.

Respondent Descriptive

Based on Figure 4, it can be concluded that the description of respondents includes:

based on gender, the majority of men are 57% as research respondents, based on the

majority age of 31-40 years, 55%, based on length of business, the majority of 7-10 years,

27% and based on ownership status. The majority owner's business is 65%, so it can be

concluded that the respondents in this study are suitable for the research subject.

Path Analysis

Conformity Test

Testing this model uses several fit indices to measure the suitability of the research

model being developed from path analysis with AMOS, as follows:

Goodness of Fit Index Test Results

Table 1.

Criteria Output Analysis Critical Value Analysis Model
Chi-square 4,480 < 5,991 Good fit
Probability 0.106 >0.05 Good fit

RMSEA 0.112 <0.08 Acceptable fit

GFlI 0.978 >0.90 Good fit
AGFI 0.892 >0.90 Good fit
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CMIN/DF 2,240 <2.00 Acceptable fit
TLI 0.980 >0.95 Good fit
CFlI 0.940 >0.95 Good fit

Source: Data processed by AMOS, 2022.

Based on Table 1. Informs that the test Goodness of Fit Index resulting in a good
acceptance rate. Thus, a conclusion can be drawn that the dimensions that form the
variables, both exogenous and endogenous variables, are appropriate so that the model in

the research is acceptable.
Statistic Test

At this stage is the model identification process to determine estimates between

variables, where the results can be presented as follows:

ProductDifferentiation

“

15
65 PriceDifferentiation Marketinglnovation

Goodness Of Fit

45 Chi Square :4.480
Probabilitas 106

CMIN/DF :2.240

RMSEA 12

AGFI 892

ServiceDifferentiation GFl1 1978
CFl 980

T 2940

Figure 5.
Statistical Test Results
Furthermore, in the path analysis using Amos’ help in testing the hypothesis, it can

be seen from the Regression Weights of the model that has been run which can be seen

below:
Table 2.
Regression Weights

Estimate S.E CR P Information
Marketing Product o -
Innovation ~  Differentiation 302 079 3,835 Significant
Marketing Price . o
Innovation ~~  Differentiation ,303 060 5,002 Significant
Marketing <--- Service ,160 ,075 2,129 .033 Significant
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Estimate S.E CR P Information

Innovation Differentiation

Source: Processed Data, 2022

Based on Table 2 above, the following test results between variables can be

obtained:

1.

From Table 2. Regression Weights, it is known that the path analysis value between
product differentiation has a CR value of 3.835 > 1.96 with a significance (p-value) of
0.000 or less than 0.05 so it can be stated that the hypothesis is accepted, which means
that product differentiation has a significant effect on marketing innovation.

From Table 2. Regression Weights, it is known that the path analysis value between
price differentiation has a CR value of 5.002 > 1.96 with a significance (p-value) of
0.000 or less than 0.05 so it can be stated that the hypothesis is accepted, which means
that price differentiation has a significant effect on marketing innovation.

From Table 2. Regression Weights, it is known that the path analysis value between
service differentiation has a CR value of 2.129 > 1.96 with a significance (p-value) of
0.033 or smaller than 0.05 so it can be stated that the hypothesis is accepted, which
means that service differentiation has a significant effect on marketing innovation.

In this section, the results of hypothesis testing with theory and previous research

will be described in detail to find similarities in research results and differences from the

research cases carried out. The discussions in this research are:

1. H1: Product differentiation has a significant effect on marketing innovation.

From the results of testing the first hypothesis between product differentiation and
marketing innovation, it shows a strong and positive significance. According to(Anon
nd)that product differentiation is a business practice or strategy that makes a product or
service stand out in the eyes of customers as well as being a way to differentiate oneself
from competitors. Furthermore, (Jatra and Giantari 2019) emphasized that the
differentiation strategy has a positive impact on business performance, meaning that the
company’s business performance can run well and smoothly because the company

carries out marketing innovations so that it can compete with similar companies.
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Likewise with coffee shops which are the subject of research. Through this research, it is
concluded that each coffee shop business unit has product differentiation in attracting
the attention of potential customers or in retaining customers so that this can be assumed
to be a marketing innovation in winning business competition (Semuel, Siagian, and
Octavia 2017) that basically the act of differentiation is a company’s way of
differentiating the company’s advantages from other companies. So, it can be said that
most of the respondents who were the research object of the coffee shop business had
implemented product differentiation well in winning business competitions. (Kuncoro
and Suriani 2018) that innovation is related to observing consumers to find and satisfy
consumers by providing new products, creating innovations in order to maintain the
company's strategic position in resisting competitors’ attacks.
2. H2: Price differentiation has a significant effect on marketing innovation.

From the results of testing the second hypothesis between price differentiation and
marketing innovation, it shows a strong and positive significance. According to (De
Toni et al. 2017) is one of the most flexible marketing elements that can directly
interfere with a company’s profit ability and cost effectiveness in the short term, but
among academics and marketing consultants this has not been given special attention
that price is an important factor in company marketing (Surono, Suryanto, and
Anggraini 2020). According to them, cost leadership strategy influences business
performance more than differentiation strategy. It can be interpreted that even though
price differentiation is part of a differentiation strategy, it turns out that in a generic
strategy, namely a cost leadership strategy, it influences business performance, it can be
assumed that price differentiation in this research influences marketing innovation and
improves business performance. It is so important to innovate because it is related to the
company’s survival and depends on its ability to sell products (Astuti, Arso, and Wigati
2015). Besides that, according to (Meehan, Davenport, and Kahlon 2012), companies
that actively pursue pricing as an important part of corporate strategy. Thus, it can be
assumed that the coffee shop business which is the subject of this research has
implemented price differentiation in marketing its products, this price differentiation is
included in marketing innovation in order to attract consumers and retain consumers in

the future.
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3.

H3: Service differentiation has a significant effect on marketing innovation.

From the results of testing the third hypothesis between service differentiation and
marketing innovation, it shows a strong and positive significance (Gebauer et al. 2011).
Service differentiation is a valuable resource that makes a company’s offerings more
difficult to imitate. Research result (Kaliappen and Hilman 2014) found that hoteliers
who implement a differentiation strategy simultaneously innovate services to achieve
better organizational goals. This is because services or services are said to be intangible
because they do not have physical properties, they cannot be seen but they can be felt.
The service can be tasted when someone can experience it (Micu 2006). Service quality
differentiation is usually more challenging than product differentiation, especially
differentiation supported by human resources (Neil Kokemuller nd). The challenges of
implementing service differentiation for coffee shop businesses are very dependent on
human resources in providing services to their customers. The success of coffee shop
businesses in differentiating services includes marketing innovation. Research results by
(Tintara and Respati 2020), service differentiation has a good effect on competitive
advantage, therefore (Adegbite, Omisore, and Ayinde 2019) each organization strives to
offer unique service options for consumers to value and are difficult to imitate. Finally,
the coffee shop businesses that are the subject of research have their own characteristics,
especially in providing services to each visitor and through these different services the

coffee shop businesses are successful in implementing marketing innovations.

CONCLUSION

Based on the results of the research and discussion, it can be concluded that several

things are considered important, including:

1.

Based on the results of the description of the respondent’s profile, it is known that the
majority are male, between the ages of 31-40 years. The majority of businesses last 7-10

years with owner status.

. All hypotheses in this research can be accepted, so that the variables product

differentiation, price differentiation and service differentiation are significant to

marketing innovation.
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3. Differentiation strategies can not only be applied to large companies but can be applied

to micro and medium scale business units.
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