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ABSTRACT 

Burgess and Steenkamp (2006) have pointed out that marketing knowledge derives almost 

exclusively from research conducted in high income, industrialized countries. However, the 

generalizability of marketing knowledge should also be tested in emerging markets. We 

demonstrate that returns on customer orientation and organizational innovativeness play out 

differently in New versus Old Europe. Contrary to previous research, we find that customer 

focus is at least as important in New Europe as in our Old European country, while 

organizational innovativeness appears more important in New Europe to drive both customer 

service and financial performance. 

 

Keywords: Emerging Markets, Customer Orientation, Organizational Innovativeness, 
Differentiation, Sustainable Competitive Advantage 



 3

CUSTOMER ORIENTATION AND INNOVATIVENESS: DIFFERING ROLES IN NEW 

AND OLD EUROPE 
 
 

1. Introduction 

Burgess and Steenkamp (2006) point out that, while the marketing discipline has made 

substantial progress in addressing scientific and managerial problems over the past few 

decades, the knowledge derived is almost exclusively based on research conducted in high 

income industrialized economies. There has been relatively little research conducted in 

emerging markets where the economic, social and cultural context of business may be very 

different. They therefore question the generalizability of findings outside the context of highly 

industrialized economies. Two cornerstones of marketing theory, the impacts of market 

orientation and innovation on performance, are prime examples where the bulk of the research 

conducted to date has been performed in highly industrialized countries. This paper seeks to 

contribute to the field by testing these relationships simultaneously in the context of a highly 

industrialized country in Old Europe and two emerging markets in New Europe. 

 
For several decades, customer focus has been described as the cornerstone of marketing 

(Levitt, 1960) and as the major component of market orientation (Deshpandé & Farley, 1998). 

The predictive power of market orientation on business performance has been the subject of 

considerable empirical research. Although this relationship has been challenged (Langerak, 

2003), meta-analyses have found the effect of market orientation on business performance to 

be positive and significant, but relatively weak as market orientation only explains about 12% 

of the variance in business performance (Cano, Carrillat, & Jaramillo, 2004). Furthermore, 

recent meta-analyses have also shown market orientation to have a stronger effect in western 

economies vs. Eastern European economies (Ellis, 2006; Kirca, Jayachandran, & Bearden, 

2005). The surprise lies in the fact that Eastern European countries that form the New Europe, 

have traditionally experienced lower levels of service, which suggests that customers should 

appreciate the increased attention they receive from more customer-oriented companies. This 

customer appreciation should translate to superior firm performance, yet this is not reflected 

in these meta-analyses. Moreover, the majority of market orientation studies have focused on 

short term financial performance measures, and have paid little attention to the firm’s ability 

to sustain a competitive advantage in the longer term (Kirca, Jayachandran, & Bearden, 

2005). Moreover, there has been relatively little research on sustainable competitive 
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advantage-enhancing practices in emerging Eastern European economies (Hooley et al., 

2000). 

 

Conceptually, it seems reasonable to believe that firms in emerging economies have more to 

benefit from organizational innovativeness as they have a need to “catch up” in terms of 

processes that will enable them to compete more effectively in the global market-based 

economy. This suggests that innovation in working methods and processes plays a significant 

role, as it did for Japan after WW2, which was an emerging economy at the time. In a similar 

vein, Gaal (2004) reports on process innovation in agricultural marketing in Hungary, which 

has substantially improved performance in international marketing. For example, firms were 

able to market ‘Hungarian’ wine more effectively by promoting differentiation of  a wine’s 

country of origin, leading to a doubling of Hungarian wine exports to the UK (1993 to 2004). 

This differentiation enabled them to avoid having to compete on price. Gorenje, the leading 

Slovenian manufacturer and marketer of home appliances, has set its goal to be the most 

innovative and design-minded appliance maker in the world within 5 years (Slovene Press 

Agency, 2005). This is being achieved in part through innovations in online marketing, and 

boosting its image in foreign markets. One would therefore expect that the ability of Eastern 

European firms to reap the benefits of customer orientation would depend more heavily on 

their innovativeness. Thus, firms from these countries can compete by overcoming established 

practices that do not focus on the customer. Therefore, it is important to examine the interplay 

between customer orientation and organizational innovativeness across New and Old Europe. 

 
Firms have been described as facing a dilemma between serving customers for short term 

financial profits or for enhancing long term position by creating customers through the 

development of unique and differentiated products (Berthon, Hulbert, & Pitt, 1999). While the 

former is an act of customer focus the latter is a result of organizational innovativeness. Given 

that serving the customer would involve the delivery of superior levels of customer service 

performance, the aforementioned logic also implies that customer service performance and 

product differentiation, which we refer to as the service-product offering, mediate the 

relationship between customer focus and organizational innovativeness with respect to 

performance. Since customer orientation and organizational innovativeness may have a 

different effect on organizational performance, it is important to examine the effect both on 

short term financial performance and on longer term sustainable competitive advantage. 
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This paper seeks to contribute to this discussion in a number of ways. First, based on the call 

of Burgess and Steenkamp (2006) to advance marketing science via research in emerging 

markets, we examine the integration of customer orientation and organizational 

innovativeness in three different contexts: Hungary, Slovenia and the UK. The emerging New 

European markets present us with a natural laboratory for testing theories developed in 

industrialized countries and discovering the underlying mechanisms in these markets (Burgess 

& Steenkamp, 2006). Specifically, we hypothesize organizational innovativeness will 

increasingly act as an enabler for customer orientation practices in the emerging New 

European markets. Second, it contributes by further examining the emerging literature that 

has raised the need to integrate market orientation measures and innovativeness (Liu, Luo, & 

Shi, 2002; Menguc & Auh, 2006). The basic premise for this integration is that while 

customer orientation leads a company to allocate resources to current customers, 

organizational innovativeness leads to a proactive reconfiguration of resources in order to 

address future customers and their needs. Third, we examine the mediating role of the service-

product offering with organizational performance to further explore how firms both serve and 

create customers. Fourth, we consider firm performance over different time frames. We 

hypothesize that better served customers lead to short term financial performance, while the 

creation of differentiated products is more directly linked with long term sustainable 

competitive advantage. The former performance measure is most commonly used in 

marketing studies, while the latter is most commonly used in the strategic management 

literature, offering a possible explanation for the different emphases on market orientation and 

innovation in these literatures. 

 
We demonstrate that differences in the effect of customer orientation and organizational 

innovativeness on service performance are moderated by the national context. Customer 

orientation also proved to be a source of long term, sustainable competitive advantage for our 

New European countries, but this was not the case for our Old European economy. We also 

find organizational innovativeness to have a stronger effect on customer service and financial 

performance in our New European economies. However, we find customer orientation’s total 

contribution to short term financial performance in our New European economies to be at 

similar levels with our Old European economy. This is contrary to previous findings that 

present customer orientation as having a smaller effect in Eastern European or emerging 

markets in general (Ellis, 2006; Kirca, Jayachandran, & Bearden, 2005).  
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The paper is organized as follows. First we present our theoretical background, conceptual 

framework and methodology. We then introduce an empirical study designed and conducted 

in order to test our conceptual model. Results are then presented and implications are 

discussed. 

 
2. Theoretical background 

Based on earlier defined market orientation constructs, numerous studies in the United States 

(Deshpandé, Farley, & Webster, 1993; Jaworski & Kohli, 1993; Slater & Narver, 2000), 

Europe (Cadogan & Diamantopoulos, 1995; Greenley, 1995; Hooley et al., 2000) and other 

parts of the world (Gray, Matear, Boshoff, & Matheson, 1999) have taken place. As stated 

earlier, while market orientation scales have been generally linked to firm performance, a 

number of studies have found mixed results between market orientation and firm performance 

measures (Diamantopoulos & Hart, 1993; Jaworski & Kohli, 1993; Langerak, 2003). For 

example, some studies did not find the direct relationship between customer orientation and 

performance to be statistically significant (Han, Kim, & Srivastava, 1998; Noble, Sinha, & 

Kumar, 2002), and some have even found market orientation to have a negative influence on 

firm performance after a crisis (Grewal & Tansuhaj, 2001). More recently, Narver, Slater and 

MacLachlan (2004) developed a proactive market orientation scale addressing concerns that 

the original operationalization of market orientation appears to be primarily reactive in nature. 

 
When Deshpandé and Farley (1998) examined three popular market orientation scales 

together, they found these scales to be similar to one another in terms of the various validity 

measures and their correlation with performance. The same authors, in a synthesis of the three 

scales, identified customer focus as the single factor that dominated market orientation; a 

finding consistent with the argument that market orientation scales stress serving the customer 

(Berthon, Hulbert, & Pitt, 1999). Given the dominant role of the customer orientation 

subscale within market orientation, we focus our analysis on this component, which has 

paradoxically been the element most criticized by Christensen and Bower (1996). More 

specifically, customer orientation has been described as the set of behaviors and beliefs that 

places a priority on customers’ interests (Rindfleisch & Moorman, 2003).  

 
Christensen and Bower (1996) argued that listening too carefully to customers results only in 

marginal incremental product changes, rather than more substantial improvements that might 

attract new customers. They conclude that leading firms often fail to replicate their initial 

market success not due to technological incompetence, but due to the self-imposed strait-
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jackets created through slavishly following existing customers. The basic premise for this 

argument is that resource allocation decisions that influence a firm’s ability to innovate are 

often made based on current, rather than future, customer needs. However, Slater and Narver 

(1998) make the distinction between firms being market oriented and ‘customer-led’; the 

basic premise of their argument is that market-oriented businesses are committed to 

understanding both expressed and latent customer needs. While highly successful firms are 

expected to be able to be both market driven and to drive markets (Jaworski, Kohli, & Sahay, 

2000), contemporary management theories have not been found to be applicable in all 

international research contexts due to differences in national culture (Steensma, Marino, 

Weaver, & Dickson, 2000). Since the effect of market orientation on firm performance has 

been found to be moderated by national context (Kirca, Jayachandran, & Bearden, 2005) and 

firms in transition economies may have an even higher dependency on innovativeness than 

developed economies, thus, studies that relate to market driven and market driving practices 

need to do so in a multicultural setting.  

 
In a manner similar to that adopted by proponents of customer orientation, Danneels (2003) 

argues that tight coupling with customers “leads to a better understanding of customers’ 

needs, closer tailoring of products and services, higher customer satisfaction, easier 

forecasting of demand, and closer relationships.” However, loose coupling with customers 

allows firms to remain flexible to seek wider opportunities and detect broader threats. The 

logic behind loose coupling with customers and market driving relates to the Schumpeterian 

paradigm where competition is innovation-based, leading to the ‘creative destruction’ of 

existing competencies (Schumpeter, 1934). In New Europe, the improvement of existing 

competencies is ever more critical; firms from these countries have to develop new 

competencies that would enable them to become competitive in the new market-based 

economy. During the 1990s, a major objective of governments in transition economies was to 

encourage entrepreneurship and innovation (Cox et al., 1999). This was often pursued through 

privatization of state owned enterprises (SOEs) and the encouragement of foreign direct 

investment. However, Eastern European countries have still been found to have different 

economic cultures and remain at different levels of development (Zver, Zivco, & Bobek, 

2004).  

 
At the same time firms have to both serve customers and create new ones; customer creation 

is achieved by developing unique new products. However, the new product development 



 8

literature typically deals with product advantage, which is defined by a product’s uniqueness 

and innovativeness (Henard & Szymanski, 2001; Langerak, Hultink, & Robben, 2004) 

without simultaneously considering service performance. This comes as a surprise given that 

the phrase “every business is a service business”, which is rooted in the service and 

relationship management literature (Grönroos, 1999), has become a cliché among marketers. 

Therefore, a need exists to examine the effect of reactive market-driven behaviors and the 

innovative market-driving behaviors on the firm’s ability to serve and create customers. 

Further, the effect of these two behaviors and their resulting products and service levels need 

to be examined not only with respect to their ability to generate short term profits, as is 

typically the case in marketing, but also with their ability to achieve long term sustainable 

competitive advantage. The examination of both short-  and long-term performance measures 

will contribute to reconciling the debate between strategic management and marketing 

(Christensen & Bower, 1996). 

 
3. Conceptual framework 

Although the link between customer orientation and performance has been challenged (Noble, 

Sinha, & Kumar, 2002), the predominantly western-based services literature has demonstrated 

that customer orientation leads to improved customer service performance (Brady & Cronin, 

2001). Moreover, it is the customer focus achieved by customer-oriented firms that leads to 

better served customers (Berthon, Hulbert, & Pitt, 1999). Following the satisfaction profit 

chain paradigm (Kamakura, Mittal, de Rosa, & Mazzon, 2002), customer service performance 

has been linked with higher financial performance - high levels of customer service lead to 

higher customer retention rates resulting in greater sales volume and larger market share (Rust 

& Zahorik, 1993). Benefits that delight the customer, but are most easily duplicated, will not 

provide a sustainable source of competitive advantage (Berry, 1995). This is consistent with 

the basic premise of the argument that serving the customer is a source of short term financial 

gains rather than long term competitiveness (Berthon, Hulbert, & Pitt, 1999; Christensen & 

Bower, 1996).  In other words, service performance can only delight and create loyal 

customers if it is scarce in the marketplace. For example, benefits such as price reduction can 

easily be copied, though some claim that this is not always the case for benefits such as faster 

or more responsive service (Hennig-Thurau, 2002). 

 
Organizational innovativeness or product innovation have been found to mediate the 

relationship between market orientation and organizational performance (Han, Kim, & 
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Srivastava, 1998; Hurley & Hult, 1998; Kirca, Jayachandran, & Bearden, 2005; Leskiewicz 

Sandvik & Sandvik, 2003). Therefore, organizations that have innovative internal processes 

will continuously develop new ways to serve the customer more efficiently and more 

effectively and create new customers by offering differentiated products. This is also echoed 

by Slater and Narver (1995) who state that “market orientation may not encourage a sufficient 

willingness to take risks” and Hamel and Prahalad (1991) who referred to market oriented 

businesses as suffering from the “tyranny of the served market”. Specifically, customer 

orientation was not linked with product novelty, product similarity, or product advantage 

(Gatignon & Xuereb, 1997).  

------------------------- Insert Figure 1 about here ---------------------- 

Our conceptual framework (Figure 1) summarizes our discussion and will serve as the basis 

for testing our model. While we expect customer orientation to be linked with innovativeness, 

we do not expect it to be directly linked with differentiated products; organizational 

innovativeness should fully mediate the “customer orientation – product differentiation” 

relationship1. Product differentiation is a central element of the marketing mix that is broadly 

sought by marketers as it makes the product distinct, offers a unique selling proposition, and 

leads to higher financial performance (Buzzell & Gale, 1987; Dickson & Ginter, 1987; 

Gatignon & Xuereb, 1997). Furthermore, it is more difficult for competitors to imitate 

differentiated products, leading to a more sustainable the competitive advantage (Kuester, 

Homburg, & Robertson, 1999).  

 
3.1. A Comparison of New versus Old Europe  

Deshpandé and Farley (2004) state that only a minority of companies in transition countries 

that are moving towards more market-driven economies apply market-oriented practices. 

Moreover, the market orientation-performance link has been found to be stronger in mature 

industrialized countries than it is in emerging economies (Ellis, 2006).  This link has been 

described as weaker in countries where uncertainty avoidance was higher (Kirca, 

Jayachandran, & Bearden, 2005).  This is supported by the fact that the emerging New 

European countries tend to have high uncertainty avoidance cultures (Hofstede, 2001). We 

therefore expect national context to have a clear effect on the strength of the relationships 

described by our conceptual framework. This is consistent with research in other areas that 

has demonstrated that new product growth patterns (Stremersch & Tellis, 2004) and even 

                                                 
1 We thank an anonymous reviewer for this comment. 
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Consumer Confidence Indicators (Lemmens, Croux, & Dekimpe, 2007) differ substantially 

across different European regions. 

 
Before the fall of communism, consumers from the emerging economies of New Europe often 

queued to buy poor quality goods, in scant supply, produced by a centrally planned economy. 

As Money and Colton (2000) note,  for these countries “customer service did not exist, 

because, in theory and practice, customers did not exist”. However, even under the new 

market-economy conditions, the attitudes and skills of sales personnel still lag behind (Vadi & 

Suuroja, 2006). Given the customer service gap compared to their western counterparts, we 

expect firms from less developed transition economies that manage to deliver higher levels of 

customer service performance than their competitors to enjoy a higher financial benefit and 

competitive advantage. In addition, we expect the effect of organizational innovativeness on 

customer service performance to be moderated by the national context i.e. the effect should be 

stronger in New European economies that face a higher degree of bureaucracy than in Old 

Europe (Deshpandé & Farley, 2004). Furthermore, not only is uncertainty avoidance 

considerably higher in these transition countries, but as previously described, customer 

service practices were originally at a considerably lower level than their western counterparts. 

This suggests that the change organizational innovativeness can bring will have a bigger 

effect on improving customer service performance in New Europe vs. Old Europe.  

4. Methodology 

4.1 Sample and data collection 

Data were collected in Hungary, Slovenia and the UK from a cross-sectional sample drawn 

from established company directories for each country. As Burgess and Steenkamp (2006) 

recommended, our study has been driven by the need to test theories developed in western 

industrialized economies in the emerging economies of New Europe. The criteria for selecting 

these countries  were both pragmatic – the need for reliable research collaborators in each 

country investigated, and conceptual - variation in cultural and economic context across 

countries (Holzmüller & Stöllnberger, 1994). 

 

Hungary is an emerging market that benefited significantly from foreign direct investment 

from the USA, Germany, UK, and France (among others) during the 1990s. Slovenia is a 

model of economic success and stability for its neighbors in the former Yugoslavia and enjoys 

a GDP per capita substantially higher than any of the other transition economies of Central 
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Europe; the GDPs per capita (2005 figures) were: $16,300 for Hungary; $21,600 for Slovenia; 

and $30,300 for the UK. In March 2004, Slovenia became the first transition country to 

graduate from borrower status to donor partner at the World Bank. The United Kingdom is 

one of the leading G8 economies of the world, is well developed and mature, and also differs 

from our two New European economies in terms of Hofstede’s (Hofstede, 2001) uncertainty 

avoidance index (UAI=35 in the UK, UAI=88 in Slovenia and UAI=82 in Hungary). 

Furthermore, according to World Bank statistics (2006), Slovenia is between Hungary and the 

UK in terms of primary school education (Hungary=89%, Slovenia=96.4% and UK=100%), 

and life expectancy at birth (Hungary=72.6 years, Slovenia=76.6 and UK=78.5). 

 

The same sampling frame was used for the three countries, covering firms employing more 

than 20 people, stratified by size into small (20-99 employees), medium (100-499 employees) 

and large (500 or more employees), from industries including consumer products, consumer 

services, business products, and business services. Since we use constructs developed in one 

cultural context and apply them in another (etic approach) (Berry, 1969), we tested for 

construct equivalence by conducting eight in-depth interviews with managing and marketing 

directors. The constructs were translated into the local language (for Hungary and Slovenia) 

and translation equivalence was tested through back translation. Further, the questionnaire 

was pilot tested prior to the main study. This allowed for minor questionnaire refinements and 

ensured that all scaling and measurement units were usable. The surveys were sent to the 

chief marketing executive of the firm (3000 in Hungary, 2551 in Slovenia, and 5000 in the 

UK). Two weeks later, a second copy of the survey was sent to non-respondents. We ended 

up with 1818 usable surveys (487 from the UK, 759 from Slovenia, and 572 from Hungary). 

Given the seniority of the managers targeted, the response rates were not surprising – 19 

percent in Hungary, 30 percent in Slovenia and 10 percent in the UK (Diamantopoulos & 

Schlegelmilch, 1996). We did not find any evidence of non-response bias in our comparison 

of the data from firms that responded in the first wave of our survey with those that responded 

to the second (Armstrong & Overton, 1977).  

 

4.2 Measures 

The survey instrument included psychometric scales to measure organizational 

innovativeness, customer orientation, customer service performance, product differentiation, 

financial performance and sustainable competitive advantage. These measures are shown in 

Table 1 and are described below. 
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----------- Insert Table 1 about here ----------- 

Given that the majority of the items in the Deshpandé and Farley (1998) customer focus scale 

were drawn from the Narver and Slater culture-based scale of customer orientation, we chose 

to use items from the original Narver and Slater scale (1990). Firm customer orientation was 

measured by asking respondents how much each statement described their company with a 7-

point scale (1=not at all, 7=to an extreme extent) while all other measures utilized a 5-point 

Likert-type scale (1=strongly disagree, 5=strongly agree). Organizational innovativeness has 

been described as a key component of success as it is through innovativeness that managers 

devise solutions to business problems and challenges (Hult, Hurley, & Knight, 2004). 

Therefore, we selected a firm-level orientation measure rather than an outcome oriented 

measure – we operationalize organizational innovativeness as the firm’s tendency relative to 

the competition to initiate new procedures or systems and engage in more innovative 

processes in order to achieve targets and objectives (West & Anderson, 2003). Such an ability 

to reconfigure resources creates the potential for firms to achieve new and innovative forms of 

competitive advantage (Teece, Pisano, & Shuen, 1997).  

 

Our measure of firm customer service performance is rooted in the service quality 

determinants specified by Parasuraman, Zeithaml and Berry (1985) as well as in the customer 

service expectations described by Grönroos (1997). While customer service performance can 

include a number of different dimensions, we focused on a resource that must be managed 

efficiently and effectively by the firm: customer’s time (Grönroos, 1997).  Time is a limited 

resource that can be viewed as a cost by the customer (Anderson & Shugan, 1991). Therefore, 

as customers require increased levels of convenience, firms need to be more responsive in 

their handling of deliveries and in providing more immediate resolutions to customer 

problems, issues, or complaints (Berry, Seiders, & Grewal, 2002). 

 

According to Michael Porter, a product is differentiated “when it provides something unique 

that is valuable to buyers beyond simply offering a low price” (Porter, 1980); new product 

uniqueness is an important attribute of differential advantage (Cooper, 1983). Further, 

competitive advantage is dependent upon offering products that are different and more 

innovative (Gatignon & Xuereb, 1997). We therefore measured product differentiation based 

on a scale that examines the degree of product innovation and uniqueness relative to the 
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firm’s main competitors, which are common items for measuring product advantage in the 

NPD literature (Langerak, Hultink, & Robben, 2004). 

 

We also employed two different organizational performance measures: relative firm financial 

performance and sustainable competitive advantage. We used a three item scale to measure a 

firm’s financial performance relative to competing firms. The items on this scale are widely 

used in the literature and asked respondents to assess the level of overall profits, profit 

margins, and return on investment relative to the competition. Additionally, a sustainable 

competitive advantage scale was developed based on a resource-based view of the firm that 

assesses how advantage is protected through the uniqueness and scarcity of underlying 

resources (Barney, 1991). 

 

4.3 Control variables 

We used two control variables in our model: firm size and product technical quality. 

Company size was defined by the number of employees in a manner consistent with past 

research relating a firm size to that firm’s ability to innovate (Chandy & Tellis, 2000). Since 

technology orientation may be considered as an additional antecedent to organizational 

innovativeness, we used the technical quality of the firm’s products and services compared to 

their main competitors as a proxy measure for this type of orientation2. 

 

5. Analysis and results 

5.1 Reliability, Validity and Measurement Invariance 

We subjected all scales to a purification process that involved a series of dimensionality, 

reliability, and validity assessments (Anderson & Gerbing, 1988; Netemeyer, Durvasula, & 

Lictenstein, 1991; Steenkamp & Baumgartner, 1998). We proceeded by independently testing 

six models - one for each organizational performance measure (financial performance and 

competitive advantage) for our three countries. Our measures were first analyzed using 

exploratory factor analysis (EFA). This was followed by separate confirmatory factor 

analyses (CFA) where all item loadings were significant at the 0.01 level and the average 

variance extracted (Table 2) exceeded the recommended level of .50, demonstrating adequate 

convergent validity (Fornell & Larcker, 1981). Furthermore, based on the recommended fit 

statistics for the case of the Maximum Likelihood estimation procedure (Hu & Bentler, 1999), 

                                                 
2 We thank the editor and an anonymous reviewer for providing us with these comments 
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all of our CFA analyses presented a very good fit (Standardized RMR<.05, CFI>.95 and 

RMSEA <.05). After confirming the dimensionality of our dataset, the reliability of each 

construct was also assessed. The respective Joreskög Rhô coefficients for customer 

orientation, organizational innovativeness, customer service performance, product 

differentiation, firm profitability, and competitive advantage were found to indicate 

acceptable internal reliabilities across the three countries (Table 2). Further, the pairwise 

factor correlations were examined and were found to be significantly different from 1, 

establishing discriminant validity.  

 

Prior to examining the applicability of our framework across different countries, our 

constructs were tested for cross-national equivalence (Steenkamp & Baumgartner, 1998), 

meaning that the resulting scales consisted of items where people from different countries 

responded in a similar manner. In accordance with Steenkamp and Baumgartner’s (1998) 

recommendation, we analyzed measurement variances across the three countries using 

multiple group confirmatory factor analysis. This was achieved by constraining factor 

loadings to be equal across all countries that resulted in a non-significant change in chi-square 

(Byrne, 1993). 

----------- Insert Table 2 about here ----------- 

5.2 Model results 

Our model (Figure 1) was tested separately with the data from each country using Structural 

Equation Modeling. The direct effect of organizational innovativeness on performance was 

also tested because past studies have hypothesized such a relationship (Hult, Hurley, & 

Knight, 2004). The estimation method employed was Maximum Likelihood estimation using 

robust estimators.  Although the computation of robust estimators is more demanding, these 

indicators are able to correct for non-normality in large samples and have been shown to 

perform better than asymptotic distribution-free GLS methods (Bentler, 2005; Byrne, 2006). 

Each one of the six models tested demonstrated very good fit (Table 3) with fit statistics: 

CFI> 0.97; NNFI> 0.95; RMSEA<0.05 ; SRMR<0.06 (Bentler, 1992; Browne & Cudeck, 

1989; Hu & Bentler, 1999). In addition, the values of the normalized chi-square measure 

(χ2/df) did have values between 1.0 and 5.0, which is the range of acceptance (Schumacker & 

Lomax, 1996). Tables 4a and 4b present the Maximum Likelihood (ML) standardized path 

estimates for the hypothesized paths of our model.  

----------- Insert Tables 3 and 4 about here ----------- 
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5.3 Conceptual framework testing 

As our model results indicate (Table 4), customer orientation leads to better served customers 

more so in our Old European country (UK) than in any of our New European countries 

(p<.01).  This effect is smaller, but still significant in our more developed New European 

country (Slovenia), whereas this effect is not significant in our lesser developed New 

European country (Hungary). While customer orientation consistently leads to higher levels 

of organizational innovativeness across countries, innovativeness leads to better served 

customers only in New Europe. More specifically, innovativeness has a more significant 

effect on service performance in Hungary than Slovenia (p<.05), while innovativeness in 

Slovenia has a more significant effect on service performance than in the UK (p<.05), 

representing the reverse of the customer orientation effect of noted above. This may be 

indicative of the less-developed nature of the markets in the two EU accession states, but also 

suggests that differences also exist between Slovenia and Hungary. Overall, there may be 

more scope for internal process innovation in New Europe, and when this is achieved, it can 

improve service to customers more significantly than in Old Europe. In the UK, 

organizational innovativeness does not appear to add value through service improvements as 

there might be less room for improvement. Furthermore, the effect of customer service 

performance on short-term financial performance is strong and positive in all three countries, 

but service performance does not lead to a sustainable competitive advantage in any of the 

three markets. 

 

Organizational innovativeness consistently leads to more differentiated products. However, 

the effect of organizational innovativeness on product differentiation is higher and statistically 

different in the UK, our Old European country, than in our two New European countries 

(p<.05). The direct effect of customer orientation on product differentiation also varies by 

country; the effect is not significant in our two New European economies while in the UK, it 

is actually negative. A closer examination of the total effect of customer orientation on 

product differentiation (accounting for the indirect effect of innovativeness) reveals that the 

overall effect is positive, but significant only in our New European countries (Table 5). This 

result may seem to provide some support for the argument that excessive customer focus in 

the UK that is not matched by the appropriate levels of innovativeness may actually deter 

product differentiation, i.e. listening too much to current customers deters innovation to attract 

future customers. In addition, the role of innovativeness as the mediator between customer 

orientation and product differentiation was reconfirmed by separately using the Baron-Kenny 
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procedure (Baron & Kenny, 1986). More specifically, we found organizational innovativeness 

to fully mediate the relationship between customer orientation and product differentiation in 

Hungary and Slovenia. However, in the UK, we reconfirmed our previous finding that 

innovativeness partially mediates the relationship between customer orientation and product 

differentiation - while the indirect effect of customer orientation through innovativeness is 

positive and significant, the direct effect is negative and significant as well. Overall, the total 

effect of customer orientation (both direct and through the mediator) on product 

differentiation in the UK is positive, but not significant as the direct negative effect cancels 

the indirect positive effect. A clear conclusion thus emerges: in our Old European country, 

customer orientation on its own without innovativeness as a mediating factor, is more likely 

to reduce, rather than enhance, product differentiation. This negative effect may be 

neutralized by the mediating effect of organizational innovativeness. 

 

While we were originally expecting product differentiation to lead to a higher financial 

performance, this was not the case in any country. This suggests that while customer service 

leads to loyal customers in the short term, it is product differentiation that keeps them in the 

long run.  It is postulated that this might be because the service component of the product 

offering might be easier to imitate, especially in highly competitive industrialized countries. 

At the same time, innovativeness was found to have a direct effect on financial performance, 

which may indicate that organizational innovativeness also enables firms to recognize ways to 

create higher current profitability. However, we find that product differentiation consistently 

contributes to the creation of a sustainable competitive advantage and that this effect is higher 

in our emerging New European countries than in the UK, but the differences are not 

statistically significant. When reviewing our two control variables, product technical quality 

indeed proved to be an antecedent of innovativeness and product differentiation, while firm 

size proved to have a negative effect on service performance. 

----------- Insert Table 5 about here ----------- 

The parameter total effects, which account for all indirect effects through mediating variables 

(Table 5), help us to better understand the interplay between our variables. First, both 

customer orientation and innovativeness have a significant effect on the two organizational 

performance measures in all cases except the effect of customer orientation on sustainable 

competitive advantage in the UK; in the UK, the total effect of customer orientation on 

sustainable competitive advantage is not statistically significant. Second, it is very important 
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to note that the effect of customer orientation on financial performance is not statistically 

different between our three countries (p>.63). Given that customer orientation does contribute 

to sustainable competitive advantage only in our two New European countries, our findings 

appear to contradict previous studies that found market orientation to have a lesser effect in 

Eastern European countries (Ellis, 2006; Kirca, Jayachandran, & Bearden, 2005). Third, 

innovativeness has a consistently stronger effect than customer orientation on sustainable 

competitive advantage in each of our three countries (p<.05). Innovativeness has also a higher 

effect on financial performance than customer orientation, but this difference is statistically 

significant in Hungary and Slovenia (p<.01), but not in the UK (p>.40). Fourth, the total 

effect of innovativeness on financial performance is higher and statistically different in 

Hungary versus the UK (p<.05); the effect in Slovenia is between the two, and not statistically 

significant from any of the other two countries (p>.20). It is interesting to note that while 

model fit is very good across all models, the ability of a model to explain organizational 

performance depends on the country; for example, the R-square for financial performance in 

the UK is about 10.5%, for Slovenia 17% and for Hungary about 28% (Table 4b).  

 
6. Discussion 

Although our results are consistent with previous findings that suggest that the combination of 

customer orientation and organizational innovativeness collectively contribute to the 

positional advantage of a firm (Hult & Ketchen, 2001), there are significant lessons that have 

been learned in terms of the moderating role of national context. Overall, customer orientation 

practices are particularly effective in enhancing firm-level performance for firms from New 

European transition economies. While this contradicts previous findings that are based on 

meta-analyses (Ellis, 2006; Kirca, Jayachandran, & Bearden, 2005), our study explicitly 

considered the intervening role of organizational innovativeness, which acts as an enabler for 

customer orientation practices. Organizational innovativeness is of particular importance as it 

enhances customer service and financial performance more significantly in New Europe 

versus Old Europe. Given that we found differences in the underlying market mechanisms, 

there is much validity in the proposition made by Burgess and Steenkamp (2006) suggesting 

that research in emerging markets has the potential to advance marketing science and practice. 

Overall, our core finding is that returns on customer orientation and organizational 

innovativeness are different in Old and New European countries. 
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Across both Old and New European contexts, our findings suggest that customer service 

performance is consistently linked with financial performance, but not with the achievement 

of sustainable competitive advantage. However, product differentiation is consistently linked 

with the achievement of sustainable competitive advantage, but not with financial 

performance.  Innovation leading to differentiation is therefore critical to achieve a 

sustainable competitive advantage (Atuahene-Gima & Ko, 2001). In New Europe, firm-level 

innovativeness serves as a catalyst for both better served customers and more highly 

differentiated offerings. The direct link between innovativeness and financial performance 

also suggests that innovative organizations may adopt new processes and methods that are 

potentially more efficient. 

 
We found that our model’s explanatory power with respect to organizational performance 

varies between Old and New Europe. Specifically in the UK, our mature Old European 

market, the contribution of organizational innovativeness and customer orientation is more 

limited as there might be less room for improvement. This indicates the increased difficulty in 

remaining competitive in mature markets and supports the case for identifying new models 

that are capable of improving our understanding of organizational performance causes.  

 

7. Limitations and future research directions 

As with any empirical study, this project has its limitations, which should be noted. Like 

many studies in strategic marketing and management, this study relies on self-reporting by 

our key respondents - senior marketing executives. While these respondents are likely to be in 

the best position to answer questions about strategic orientation and firm performance, other 

managers may have different, equally valid, perspectives. The in-depth interviews conducted 

at the outset sought, where possible, independent verification of the opinions of the senior 

marketing executives and gave confidence that their views were valid representations of their 

company’s approaches and competitive positions. Furthermore, while our response rates are 

similar to those of other studies conducted in these countries, the response rate in the UK is 

quite low (10%). This may also be an indicator of survey fatigue being higher in 

industrialized versus emerging markets. Two other important issues deal with the possible 

endogeneity of our model and omitted variable bias. More specifically, a firms’ performance 

may also affect their innovativeness and their customer orientation (i.e. reverse causality can 

potentially inflate the response parameter). Moreover, the extent to which performance is 

affected by innovativeness will affect a firm’s innovativeness itself. Additionally, a number of 
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other orientations are absent, such as a technology and innovation orientation, which could be 

considered an additional cultural antecedent to organizational innovativeness. We have 

attempted to partially control for some of these issues with the introduction of two control 

variables: firm size and product technical quality. 

 
A number of directions for future research are suggested by this work. First, while the 

combination of high customer orientation and organizational innovativeness has been found 

to be instrumental in leading product development, for some firms there may be conflicts 

between these two approaches to business. Achieving a suitable balance between the two, 

relevant to the market environment in which the firm operates, may be the key. Second, the 

ease and cost of developing each of these orientations may be significantly different across 

various countries, and in certain cases, prohibitively high (Atuahene-Gima & Ko, 2001). 

Where the combination of these orientations is hard to achieve, or takes time to create, there is 

likely to be a greater barrier to imitation by competitors.  Thus, the role of the combined 

orientation may become an isolating mechanism (Dierickx & Cool, 1989; Lippman & Rumelt, 

1982; Reed & DeFillippi, 1990).
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Fig. 1. The impact of organizational culture and market offerings on firm performance 

 

 

Table 1: Constructs and Scale Items 
Customer Orientation   
Our commitment to serving the customer needs is closely monitored 
Our objectives and strategies are driven by the creation of customer satisfaction 
Competitive strategies are based on understanding customer needs 
 

Organizational Innovativeness (We are more innovative than our competitors…) 
… in deciding what methods to use in achieving our targets and objectives 
… in initiating new procedures or systems 
… in developing new ways of achieving our targets and objectives 
 

Customer Service Performance  
The speed of delivery to our customers compared to competitors 
The degree of responsiveness to customer enquiries and requests compared to competitors 
 

Product Differentiation  
The degree of innovation in our products and services relative to main competitors 
The uniqueness of our products and services relative to main competitors 
 

Firm Profitability  
Overall profit levels achieved in the last financial year compared to competitors 
Profit margins achieved in the last financial year compared to competitors 
 

Sustainable Competitive Advantage  
Our competitive advantage is difficult for competitors to copy because it uses resources only we have access to 
It took time to build our competitive advantage & competitors would find it time-consuming to follow a similar route 

Customer 
Orientation 

Product 
Differentiation 

 

Innovativeness Organizational 
Performance 

H2

Customer 
Service Performance 

Organizational Culture 
Service-Product 

Offering 
Performance 
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Table 2: Measure Reliabilities for constructs 
(Joreskög Rhô/Average Variance Extracted) 

Measure Hungary Slovenia 
United 

Kingdom 

Customer Orientation .75/.51 .75/.50 .78/.55 

Organizational 
Innovativeness 

.80/.58 .90/.76 .91/.78 

Customer Service 
Performance 

.77/.62 .76/.61 .78/.64 

Product Differentiation .73/.58 .73/.57 .75/.61 

Financial Performance .91/.84 .91/.84 .90/.82 

Sustainable Competitive 
Advantage 

.76/.61 .69/.53 .67/.50 

 
 

Table 3: Model Fit Indices 

Country 
Performance 
Outcome 2 (df) SRMR RMSEA CFI NNFI 

Hungary 

Financial 
Performance 

112.3 
(63) 

.052 .042 .972 .960 

Sustainable 
Competitive 
Advantage 

104.7 
(63) 

.051 .038 .973 .962 

Slovenia 

Financial 
Performance 

97.3 
(63) 

.034 .029 .989 .985 

Sustainable 
Competitive 
Advantage 

131.9 
(63) 

.037 .042 .975 .963 

United 
Kingdom 

Financial 
Performance 

127.5 
(63) 

.035 .049 .971 .958 

Sustainable 
Competitive 
Advantage 

118.4 
(63) 

.037 .046 .971 .958 
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Table 4a: Standardized Path Estimates (t-values) 

Country Performance Outcome

Customer 
Orientation 

Customer Service 
Performance 

Customer 
Orientation  
Organizational 
Innovativeness 

Customer 
Orientation  

Product 
Differentiation 

Organizational 
Innovativeness  

Product 
Differentiation 

Organizational 
Innovativeness  
Customer Service 

Performance 

Hungary 

Financial Performance 
.11 

(1.69) 
.33**

(4.23) 
-.02 

(-.34) 
.40**

(5.32) 
.38**

(4.67) 

Sustainable 
Competitive Advantage 

.11 
(1.74) 

.33** 

(4.23) 
-.02 

(-.16) 
.40** 

(5.23) 
.38** 

(4.55) 

Slovenia 

Financial Performance .25** 
(4.23) 

.32**

(6.32) 
-.04 

(-.89) 
.48**

(10.06) 
.23**

(4.31) 

Sustainable 
Competitive Advantage 

.25** 

(4.18) 
.32** 

(6.35) 
-.03 

(-.79) 
.49** 

(9.18) 
.23** 

(4.27) 

United 
Kingdom 

Financial Performance .42**

(5.68) 
.42**

(6.10) 
-.16**

(-2.69) 
.60**

(10.48) 
.11 

(1.48) 

Sustainable 
Competitive Advantage 

.42** 

(5.69) 
.42** 

(6.10) 
-.15** 

(-2.62) 
.60** 

(9.59) 
.11 

(1.46) 

* p<.05, ** p<.01 
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Table 4b: Standardized Path Estimates (t-values) 
 

 
 
 
 
 
 
 
 
 
 

* p<.05, ** p<.01  
 

Table 5: Total Effects of Customer Orientation and Organizational Innovativeness on Other Measures (t-values) 

 
Financial Performance 

Sustainable Competitive 
Advantage 

Customer Service 
Performance 

Product Differentiation 

 
Customer 

Orientation 
Organizational 
Innovativeness 

Customer 
Orientation 

Organizational 
Innovativeness 

Customer 
Orientation 

Organizational 
Innovativeness 

Customer 
Orientation 

Organizational 
Innovativeness 

Hungary  
.16** 

(3.90) 
.40**

(7.52) 
.10*

(2.13) 
.29**

(4.23) 
.24**

(2.92) 
.38**

(4.55) 
.11*

(2.26) 
.40**

(5.23) 

Slovenia  
.14** 

(4.92) 
.28**

(6.04) 
.08*

(2.34) 
.29**

(5.50) 
.32**

(4.80) 
.23**

(4.27) 
.11*

(2.06) 
.48**

(9.18) 

UK  
.16** 

(3.74) 
.21**

(2.98) 
.06 

(1.28) 
.28**

(3.14) 
.46**

(5.03) 
.11 

(1.48) 
.09 

(1.27) 
.60**

(10.48) 

* p<.05, ** p<.01 
 

 Financial Performance 
Sustainable Competitive 

Advantage 

 Hungary Slovenia UK Hungary Slovenia UK 

Customer Service 
Performance 

.27**

(4.16) 
.21** 

(4.08) 
.19** 

(2.87) 
.06 

(.92) 
-.02 

(-.24) 
-.02 

(-.28) 

Product Differentiation  
-.07 

(-.84) 
.10 

(1.57) 
.03 

(.43) 
.51**

(3.85) 
.39**

(3.18) 
.30**

(2.81) 
Organizational 
Innovativeness 

.32**

(4.57) 
.19** 

(3.39) 
.16* 

(1.98) 
.07 

(.76) 
.10 

(1.34) 
.10 

(1.01) 
R-square .279 .170 .105 .337 .239 .149 
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