Aston University

Some parts of this thesis may have been removed for copyright restrictions.

If you have discovered material in AURA which is unlawful e.g. breaches copyright, (either
yours or that of a third party) or any other law, including but not limited to those relating to
patent, trademark, confidentiality, data protection, obscenity, defamation, libel, then please
read our Takedown Policy and contact the service immediately




DIFFERENCES IN MARKET-ORIENTED BEHAVIOUR LEVELS
ACROSS FIRMS' DOMESTIC AND EXPORT MARKETING
OPERATIONS: A STUDY OF ANTECEDENTS
AND CONSEQUENCES

ASMAT NIZAM ABDUL TALIB
Doctor of Philosophy

ASTON UNIVERSITY
2005

This copy of the thesis has been supplied on condition that anyone who consults it is
understood to recognise that its copyright rests with its author and that no quotation from
the thesis and no information derived from it may be published without proper
acknowledgement.




ASTON UNIVERSITY

Differences in Market-Oriented Behaviour Levels Across Firms' Domestic and
Export Marketing Operations: A Study of Antecedents and Consequences

Asmat Nizam Abdul Talib
Doctor of Philosophy

September 2005

Abstract

Researchers are beginning to recognise that organisations often have different levels of
market orientation across different aspects of their operations. Focusing on firms involved
in export marketing, this study examines how market-oriented behaviour differs across
firms’ domestic and export marketing operations. In this respect, the study is the first of its
kind since it investigates three main issues: (1) to what extent do differences exist in
firms” levels of market-oriented behaviour in their domestic markets (i.e., their domestic
market-oriented behaviour) and in their export markets (i.e., their export market-oriented
behaviour), (2) what are the key drivers of such differences. and (3) what are the
performance implications for firms of having different levels of domestic and export
market-oriented behaviour.

To shed light on these research questions, data were collected from 225 British exporting
firms using a mail questionnaire. Structural equation modelling techniques were used to
develop and purify measures of all construct of interest, and to test the theoretical models
developed. The results indicate that many of businesses sampled have very different levels
of market orientation in their domestic and exporting operations: typically, firms tend to
be more market-oriented in their domestic markets relative to their export markets.

Several key factors were identified as drivers of differences in market orientation levels
across firms’ domestic and export markets. In particular, it was found that differences
were more pronounced when: (i) interfunctional interactions between domestic marketing
and export marketing are rare, (ii) when domestic and export marketing follow
asymmetric business strategies, (iii) when mutual dependence between the functions is
low, (iv) when one or other of the functions dominates the firm’s sales, and (v) when there
are pronounced differences in the degree to which the domestic and the export markets are
experiencing environmental turbulence.

The consequences of differences in market-oriented behaviour across firms’ domestic and
export markets were also studied. The results indicate that overall sales performance of
firms (as determined by the composite of firms® domestic sales and export sales




performance) is positively related to levels of domestic market-oriented behaviour under
high levels of environmental turbulence in firms’ domestic markets. However, as domestic
market turbulence decreases. so to does the strength of this positive relationship. On the
other hand, export market-oriented behaviour provides a positive contribution to firms’
overall sales success under conditions of relatively low export market turbulence. As the
turbulence in export markets increases, this positive relationship becomes weaker. These
findings indicate that there are numerous situations in which it is sub-optimal for firms to
have identical levels of market-oriented behaviour in their domestic and exporting
operations. The theoretical and practical implications of these findings are discussed.

Keywords:
Market Orientation, Export Market Orientation, Environmental Turbulence, Performance,

International Marketing.
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CHAPTER 1
INTRODUCTION

1.  MARKET ORIENTATION: AN OVERVIEW

Ever since the two seminal papers in market orientation by Kohli and Jaworski (1990)
and Narver and Slater (1 990) were published, the amount of research work in this
subject has risen dramatically. Significant progress has been made in the
understanding, conceptualisation, and measurement of market orientation and
evaluating its impact upon business performance in a range of different contexts.
Academic debate has also persisted with scholars continuing to question the domain of
market orientation, whether it is an organisational culture or behaviour. and some have
come forward with different definitions and conceptualisations (see Cadogan 2003:

Harris 2000 Pitt, Caruana and Berthon 1996),

Despite some of the inconsistencies within the definition of market orientation in the
literature, the conceptual underpinning of market orientation first proposed by Kohli
and Jaworski (1990) and Narver and Skater (1990) are consistent throughout (Cadogan
etal. 2002). Kohli and Jaworski (1990) stress that market orientation consists of
behavioural activities associated with gathering, disseminating and responding to
intelligence about the market, while Narver and Slater (1990) suggest that market
orientation consists of three behavioural components namely customer and competitor
orientations and interfunctional coordination. Overall, market-oriented firms are
argued to be those which collect information about their customers and competitors,
disseminate this information to appropriate decision makers within the organisation.
and then take appropriate actions to meet better the needs and wants of their customers
and stakeholders (Cadogan et al. 2002; Gray et al. 1998; Ruekert 1992).

Empirical evidence appears to suggest that market-oriented behaviour and a market-
tocused culture are important determinants of a firm’s performance and long-term
suceess (e.g., Deshpande, Farley and Webster 1993; Homburg and Pflesser 2000;
Jaworski and Kohlj 1993; Kennedy, Goolsby and Arnould 2003; Narver and Slater




1990). Research on excellent business practices has also continuously stressed the
importance of developing market orientation because such an orientation emphasises
competitiveness by identifying customers” needs and hence offering products which
are different from or better than competitors. The positive association between market
orientation and organisational performance has also found support in various research
settings (e.g. Baker and Sinkula 1999a; Bhuin 1998; Dawes 2000: Deshpande and
Farley 1998a; Greenley 1995a; Grewal and Tansuhaj 2001; Kahn 1996; Pelham and
Wilson 1996). In this context, Narver and Slater (1990) suggest that the organisational
culture created through market orientation effectively and efficiently creates the
necessary behaviour for developing superior value for customers and, thus, leads to
business success. It has, therefore, been argued that all firms should strive to increase
their levels of market orientation (e.g., Jaworski and Kohli 1993 Slater and Narver,

1994 and 2000).

Research in international marketing also suggests that firms® market-oriented
behaviour in their exporting operations has a positive link to various measures of
export indicators. Studies in this area, among others by Akyol and Akehurst (2003),
Cadogan et al. (2002), Rose and Shoham (2002). and Thirkell and Dau (1998) have
found evidence to support market orientation and performance relationship. In
particular, firms’ market-oriented behaviour specific to their export market is argued to
have positive links to various measures of export performance. This is because,
market-oriented exporters are able to enhance export performance by systematically
using export specific market intelligence to understand better their export markets, and
then develop product strategies to meet present and future wants and needs of their

export customers (Cadogan et al. 2002; Diamanatopoulos and Cadogan 1996).

Overall, market orientation has emerged as a significant predictor of performance and
is presumed to contribute to long-term success (Deshpande and Farley 1999). It has
also been described as the cornerstone of marketing management and the marketing
strategy paradigm (Hunt 2002) and has remained a research priority area for many
years now (Marketing Science Institute). Subsequently. market orientation research has
significantly influenced the development of marketing theory and knowledge (Day
1999; Hunt 2002).

19
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1.1.1 Market Orientation and Organisational Performance

While a number of conceptualisations of market orientation have been forwarded in
recent years, the definition of the term has not gone beyond the implementation of the
marketing concept (Cadogan and Diamantapoulos 1995; Deshpande and Farley 1998b:
Gray et al. 1998; Harris 2001; Ruekert 1992). However. two of the most widely used
definitions are those offered by Kohli and Jaworski (1990) and Narver and Slater
(1990). Kohli and Jaworski’s (1990, p.6) define market orientation as “the
organisationwide generation of market intelligence pertaining to current and future
customer needs, dissemination of the intelligence across departments, and
organisationwide responsiveness to it”, while Narver and Slater (1990, p.21) argue that
“market orientation is an organisational culture that most effectively and efficiently

creates the necessary behaviour for the creation of superior value for buyers”.

Although there is certainly merit in both views, the domain of market orientation is
deeply rooted in the organisation cultural facets such as values and norms (Harris
1998). and organisational artefacts, stories, rituals and language (Cadogan 2003;
Homburg and Pflesser 2000). However. of the various sub-dimensions of market
orientation, empirical research has pointed out that only market-oriented behaviour
have direct influence on organisational performance (Cadogan, Cui and Li 2003;
Homburg and Pflesser 2000). The cultural aspects of market orientation such as norms.
values and artefacts are, in fact, acting only as antecedents to market-oriented
behaviour and thus have no direct association with organisational performance.
Furthermore, the behavioural conceptual and operational approaches have been
extensively validated and applied, and a number of studies have focused on specific
behaviour which facilitate accuracy in market orientation implementation (e.g.,
Cadogan, Diamantopoulos and deMortanges 1999; Homburg and Pflesser 2000; Kohli,
Jaworski and Kumar 1993: Rose and Shoham 2002). Thus the behavioural aspect of

market orientation is used in this study.

Despite a strong call to link market orientation and organisational performance,

scholars have also suggested that business environment could play a moderating role in
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the relationship between market orientation and performance (Kohli and Jaworski
1990). However, the evidence from the Jaworski and Kohli (1993) and Slater and
Narver (1994) studies did not provide support to the hypothesised moderating effects
for any of the moderating variables under investigation. Nevertheless, more recent
studies present evidence that market-oriented behaviour may be more important under
certain environmental conditions, thus casting doubt about the universal applicability
of market orientation. For instance, more recent evidence has shown that market
orientation’s relationship with several performance indicators is weaker or stronger
depending on the environmental turbulence in the market (e.g., Cadogan et. al. 2002:
Greenley 1995a, Grawel and Tansuhaj 2001; Gray et al. 1999: Homburg and Pflesser
2000; Pelham 1997a; Pulendren, Speed, Widing 2000).

Interestingly, despite the large amount of research conducted in this area. scholars have
developed and empirically tested market orientation theories largely from context-free
perspectives (Cadogan et al. 2001). In this respect, the vast majority of the research in
the literature shows one common theme. best summed up by Uncles (2000, p. v) that
market orientation studies implicitly consider organisations as “concrete and singular”
and conceptualise market orientation as being a set of activities which oceur at the
organisation’s general level. Furthermore, Uncles (2000, p. v) argues that
“organisations are not concrete and singular (although this is implicitly how some
researchers see market-oriented organisations)” while Kahn (2001, p.319) stresses that
market orientation “should not necessarily be viewed as a company-wide orientation”.
In other words, researchers tend to assume that market-oriented behaviour is similar

across the organisation (c.f. Cadogan et al. 2001).

However, recently, researchers are beginning to recognise that it is possible for
organisations to have different levels of market orientation, such as across firms’
functional or departmental levels (Cadogan et al. 2001; Kahn 2001: Tyler and
Gnyawali 2002) and also across individual employees levels (e.g.. Strieter, Celuch and
Kasouf 1999). The literature on exporting is perhaps unique in this respect, since
several researchers within the field have since made mention of implied differences
between firms' domestic and export market orientation levels. In particular, Cadogan et

al. (2001; 2002) have argued that a firm’s level of market-oriented behaviour within its




domestic market will not necessarily be translated into its exporting activities, thus the
implicit assumption that an organisation’s general level of market orientation
behaviour in its domestic and export markets “are all the one and the same” does not
hold (Cadogan et al. 2001, p. 262). Thus, a firm’s market orientation level can differ
across their business operations (Cadogan et al. 2001; Kahn 2001; Rose and Shoham

2002).

The view that market orientation differs across firms’ domestic and export markets is
not entirely new, as noted by Hooley and Newcomb (1983, p 17 and 20) in an early
review of the export performance literature: “perhaps the most pervading finding into
export performance is the fact that many companies simply fail to carry forward any
marketing orientation they may have developed in their domestic markets to [their
export] markets... Management have been slow to adopt a market orientation in their
[export] operations™. Furthermore, empirical research has shown that factors that affect
market orientation in a firm’s domestic market may not automatically affect market-
oriented behaviour in the firm’s exporting markets (Cadogan et al. 2001). Thus,
conceptualising market-oriented behaviour at the organisational general level seems

inappropriate in the case of exporting organisations.

More importantly, Cadogan (2003), Cadogan and Diamantopoulos ( 1995) and
Cadogan et al. (2001; 2002) point that the market orientation operationalisation for
firms’ exporting contexts needs to focus specifically on their exporting behaviour and
exclude any reference to their domestic operations. This suggests that it is possible that
some exporting firms are more likely to have higher market orientation in the domestic
markets than in the export markets while for some others, the market orientation in the
export markets may be higher than that of the domestic markets. It may also be
possible that for some firms, the level of market orientation is similar across their
domestic and export markets. Consequently for internationally active organisations
that serve domestic and export markets, the operationalisation of market orientation

may differ across these two markets.




1.2 RESEARCH GAP

[n market orientation research, the potential link between domestic and export market-
oriented behaviour and their effects on performance appear to provide a substantial
opportunity for further research. Clearly, if it is true that market orientation does or can
differ across a firm's functional units or departments, then conventional wisdom
concerning the consistency of market orientation across the firm can be refuted.
Furthermore, according to the same conventional wisdom, such differences would also
appear to represent a sub-optimal situation for firms. That is, since high levels of
market orientation are meant always to be beneficial (Slater and Narver 1994), a
situation in which parts of a firm are less market-oriented than other areas should be
sub-optimal. Similarly. it is not clear whether there are any specific factors that lead to
such behavioural differences within an organisation, and whether the impact of
market-oriented behaviour is always significantly positive on organisational
performance. However. these broad issues have not yet been systematically and

empirically investigated. Thus, this would seem to be an important area for research.

Against this background. additional research is needed in order to shed further insights
on market orientation theory and practice. As a consequence, the study on the
generation of empirical evidence concerning the market orientation behaviour of
internationally active firms that have domestic and export operations and on whether
that behaviour impacts upon firms’ overall performance is merited. In this context. it is
imperative that an instrument is developed which captures the essence of the constructs
of interest. Importantly, the instrument should be able to capture any differences in
magnitude between a firm’s market-oriented behaviour levels in both its domestic and

export marketing operations.

A second issue concerns the identification of those factors that may play a role in

determining the difference in market-oriented behaviour across firms’ domestic and
export operations. There is a large body of literature which examines the antecedent
variables specific to either domestic or export market-oriented behaviour. However,

the specific variables that may have direct influence on a firm’s differences on market-




oriented behaviour levels across their domestic and export operations have not yet

been identified in prior studies.

The third and final issue concerns whether differences across firms’ domestic and
export markets have an impact on business performance. This is pertinent given that
influential literature sources suggest that more market orientation is always better for
businesses regardless of environmental conditions facing them (Jaworski and Kohli
1993, Slater and Narver 1994). From this perspective, firms should always strive to
improve their market orientation levels. As a consequence, difference in market
orientation across firms” domestic and export markets would represent situations in
which either export or domestic market orientation levels lag behind the other. This
would represent a sub-optimal position, which should be reflected in the firm’s

business success.

At the same time, other scholars are suggesting that more detailed research is needed
into the relationship between market-oriented behaviour and business performance.
For instance, some findings indicate that this relationship is moderated by
environmental turbulence (Cadogan, Cui, and Li 2003; Gray et al. 1998: Greenley
1995a; Homburg and Pflesser 2000). Therefore, an additional question that needs to be
answered is whether the environment moderates the market-oriented behaviour —

performance relationship in the same way in horh domestic and export markets.

Despite a large amount of empirical research that has explored aspects of market
orientation, it is important to note that as far as the present literature is concerned, there
is a void pertaining to the extent to which these constructs have been operationalised
simultaneously across firms’ domestic and export markets in one single research
setting. A recent call by Homburg, Workman and Jensen (2000) also highlights that
the marketing literature, so far, has focused mainly on individual organisational

dimensions of market orientation without considering inter-relationships among them.

The export market orientation studies, for example, were mostly conducted in isolation
from the domestic marketing context, thus implicitly assuming a ceteris paribus status

of the influence of the domestic function on the export market-oriented behaviour




linked to export performance. Katsikeas, Leonidou and Morgan (2000. p. 497) in
quoting Dalli (1994), Evangelista (1994) and Reid (1983) highlight an important issue:
“[most] important, interrelationships among constituent elements of domestic and
export marketing strategies, as well as their concurrent impact on both domestic and
export business performance, have not been researched at all”. They further suggest.
“factors affecting export performance were not examined in relation to other strategic
options, for instance, the allocation of organisational resources (domestic versus export
business)”. Cadogan et al. (2001) also share similar views that the interaction between
a firm’s domestic market-oriented and export market-oriented behaviour merits further

investigation,

Secondly, while much research has focused on the impact of a firm’s market
orientation on various aspects of organisational performance, there is a gap in the
literature concerning the exact nature of the relationship between the firm’s market
orientation behaviour in its domestic and export markets. For example, Katsikeas,
Leonidou and Morgan (2000), raise the issue about the need to analyse a firm’s
strategies and their likely impact on both domestic and export performance.
Furthermore, in line with assertions by Cadogan (2003), Morgan, Kaleka and
Katsikeas (2004), and Zou and Stan (1998), it is important that the most appropriate
level of analysis be performed so that the concurrent impact of market orientation

behaviour on a firm’s functional and overall performance can be ascertained.

Thirdly. studies related to the functional or departmental roles within organisations and
their impacts on elements of market-oriented behaviour have been established in the
past (see Griffin and Hauser 1996; Homburg, Workman, Krohmer 1999; Kahn and
Mentzer 1998; Ruekert and Walker 1987a). However, thus far, no single study in the
market orientation literature has looked into the interrelationship between different
marketing functions and their likely impacts on performance. Hence, a study on the
association between marketing functions, such as between domestic and export
operations should provide new insights on the role of market orientation in marketing.
Specifically, a study of internationally active firms’ market orientation behaviour in
their domestic and export markets should provide further insights and will advance

knowledge in this area.




1.3 RESEARCH OBJECTIVES

Having identified the research gaps, the objectives of this study are threefold and
follow from the above discussion. Essentially, the objectives are focused on eliciting
theoretical and empirical evidence regarding internationally active firms’ market
orientation differences, the key antecedents to differences in firms’ market-oriented
behaviour levels across their domestic and export operations and whether such
differences have any impact on their performance. In other words, this research seeks
to determine whether the levels of market orientation as reflected by the degree of and
emphasis on market orientation differ across exporting firms” domestic and export
operations and if so, whether such difference will influence performance. More

specifically, the three objectives set for this study are as follows:

I. To determine whether there are differences in market-oriented behaviour levels

across firms’ domestic and export operations.

(§o]

Assuming that differences in market-oriented behaviour levels across firms’
domestic and export operations are observed in some firms. to identify key
factors that may drive such differences.

To examine the business performance-related consequences of differences in

&5

market-oriented behaviour levels across firms® domestic and export operations

In order to achieve these three objectives, of course. the development and validation of
an instrument to capture differences in market-oriented behaviour levels across a
firm’s domestic and export operations is required. Currently, no method exists that has
been shown to provide an accurate picture of such differences. Without such an
instrument, few valid or generalisable conclusions can be drawn regarding the

existence of such differences, or their antecedents or consequences.

The attainment of these three objectives is important for a number of reasons. Taking
all the three together, they form the anticipated theoretical contribution of the thesis.
The first contribution of this study concerns the identification of differences in market-
oriented behaviour levels across firms’ domestic and export marketing operations, This

represents a new way of conceptualising market orientation — one that does not impose




a uniform level of market orientation across the corporation or strategic business unit’s
domestic and exporting activities. This reconceptualisation of how market orientation
exists within the firm has implications for the theory of market-oriented behaviour and
its management in exporting organisations. Importantly, the new conceptualisation
means that market-oriented behaviour is no longer seen as a set of activities that one
simply manages at the firm level. Rather, if market-oriented behaviour exists
differentially across the firm’s domestic and export functions, then differential

management of market orientation may be required across the functional areas.

The attainment of the first objective, then, provides the platform on which the
remaining two study objectives are based. Specifically, the second research objective is
to identify the key factors that drive differences in market-oriented behaviour levels
across firms” domestic and export marketing operations. The results provided by this
study may help managers in the task of ‘managing’ market orientation levels within

the firm.

The third contribution of this study is to assess the business performance-related
consequences of firms’ differential levels in market-oriented behaviour levels across
their domestic and export operations. Currentl Y, conventional wisdom suggests that
market orientation is a good thing for all firms all the time, and that businesses should
be striving to become more market-oriented (Jaworski and Kohli 1993: Narver and
Slater 1990; Pelham and Wilson 1996; Subramaniam and Gopalakrishna 2001).
However, this research study will shed new li ght on this issue. In particular, if a
contingency theory perspective of market-oriented behaviour holds, one might expect
the optimal levels of market-oriented behaviour to differ across firms® domestic and
export markets depending on the level of environmental turbulence facing firms in
their different markets (Cadogan, Cui and Li 2003; Gray et al. 1998: Greenley 1995a;
Harris 2001; Homburg and Pflesser 2000).

For managers, there are also clear practical benefits to be gained from this study,
Perhaps the most significant concerns the potential implications for guidance and
recommendations concerning important resource allocation decisions. There is an

implicit acknowledgement that becoming market oriented is expensive (Lukas 1999:
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Slater and Narver 1994) and involves huge amounts of company resources in terms of
real investment in a set of capital-intensive processes and activities (Steinman.
Deshpande and Farley 2000). It is hoped that business organisations may benefit from
this research in the following ways. Assuming that an internationally active firm has
different levels of market orientation across its domestic and export operations and
these differences lead to different performance outcomes. strategies to reduce, increase

or maintain the later can be further developed.

Furthermore, given that it is important to know factors that influence differences in
firms’market-oriented behaviour across their domestic and export operations, the
identification of such factors should also be of practical use. For example, if an
organisation wishes to narrow the differences. they will certainly benefit by knowing
which factors affect behaviour. Management can effectively plan and allocate
resources to achieve the objectives. Specifically, it will benefit the firm to know the
mechanisms that affect the different levels of market orientation and thus can plan to

meet these objectives.

The present study differs from any research in the field in that, the market orientation
is operationalised at the firm’s departmental or functional level and the inter-
relationships within a firm’s different function are analysed simultaneously. Here,
market orientation will be operationalised at the firms’ functional level. Similarly, all
key variables pertinent to firms’ domestic and export markets are differentiated in their
specific context. Hence, organisational performance and business environment are

measured at the domestic and export levels.

Therefore, given the current study objectives, and drawing from Cadogan,
Diamantopoulos and Siguaw (2002), it is argued that export market-oriented behaviour
consists of three generic export intelli gence processing activities; export market
intelligence generation. dissemination, and responsiveness (Cadogan, Diamantopoulos
and deMortanges 1999). Thus. export market-oriented behaviour can be formally
defined “as (a) the generation of market intelligence pertinent to the firm’s exporting
operations, (b) the dissemination of this information to appropriate decision makers,

and (c) the design and implementation of responses directed towards export customers,
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and (c) the design and implementation of responses directed towards export customers.
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export competitors, and other extraneous perspective export market factors, which
affect the firm and its ability to provide superior value for export customers”
(Cadogan, Diamantopoulos and Siguaw 2002, p. 616). The focus of export market

orientation is specifically on a firm’s export market, not its domestic market.

On the other hand, the exporting firms’ market-oriented behaviour specific to the
domestic market (hereafter referred to as domestic market-oriented behaviour) is based
on the original work of Kohli and Jaworski (1990), with slight modification in order to
focus specifically on their domestic operations. Thus domestic market-oriented
behaviour refers to the generation of domestic market intelligence pertaining to current
and future customer needs and wants, dissemination of the domestic market
intelligence across departments and organisation-wide responsiveness to it. As
discussed earlier, it is likely that the degree to which a firm’s domestic market-oriented
and export market-oriented behaviour differ. Thus. the gap between firms’ market
orientation behaviour across their domestic market-oriented behaviour and export
market-oriented behaviour can be referred to as the market orientation difference.
Specifically, differences in market-oriented behaviour levels across firms’ domestic
and export operations pertain to the difference in three aspects of firms’ market
orientation behaviour; differences in intelligence generation, intelligence dissemination

and responsiveness activities across domestic and export operations.
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1.4

OUTLINE OF THE THESIS STRUCTURE

[n order to achieve the objectives outline above, this study is organised as follows (see

figure 1.1. below).

Figure 1.1: Structural Overview of the Thesis

Literature Review

|

Conceptualisation

_______________________________________________ l

Hypothesis Development

W e

Questionnaire Design

|

Pretesting

|

Main Mail Survey

Descriptive Analysis

|

Measure Development

Chapter Four

4

Chapter Two provides a review of the relevant conceptual and empirical literature

related to market orientation studies

in firms, both domestic and export markets. The

empirical evidence is examined and then compared in order to provide an in-depth

perspective of the different factors that lead to market orientation behaviour in the




firms® domestic and export markets. The consequences of market orientation on
organisational performance are analysed and the possible effect of environmental
moderators is also highlighted. This is followed by a discussion on level issues and
their implications in market orientation studies. Hence. the literature presented in this

chapter provides a rationale for studying firms’ market orientation difference.

Chapter Three draws on the previous chapter to provide two conceptual models of
market orientation difference. The first framework is on the antecedents to market
orientation difference and the second model is concerned with the consequences of
implementing domestic and export market orientation on several measures of
organisational performance. The hypotheses pertaining to these linkages are presented,

based on theoretical and empirical findings.

Chapter Four presents a comprehensive description of the methodology employed to
investigate quantitatively the conceptual models of market orientation difference.
These include the theoretical justification for the description of the research design,
operational definitions of the variables, and instrumental refinements. Details of the
pilot study and main study are also provided, including sampling procedure, data

collection method and non-response analysis.

Chapter Five presents the results of the descriptive analysis of the response from the
main survey. It provides the profile and characteristics of the responding companies,
utilises statistics relating to the central tendency, measures of dispersion and others.
This description is important as it could provide insights for the discussion of the
quantitative findings in later chapters. This chapter also includes the measure
development description for all new and established constructs used in this study.
More specifically, all multi-item scales used in this study are analysed for their
psychometric properties using established procedures from the measure development
literature. The actual measure construction and purification is then described. followed

by assessments of reliability and validity.
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Chapter Six is the analysis and testing chapter: in which the models developed in

Chapter Three are tested. The analysis strate@ly adopted in this study is described and

subsequently the results of the hypotheses are presented.

Chapter Seven concludes the thesis by drawin;g together the findings generated from

previous chapters. The significance of the findlings and their theoretical and managerial

implications are discussed. Finally, the limitatiions of the study are outlined, and

several recommendations for future research are proposed.
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CHAPTER 2

MARKET ORIENTATION: A LITERATURE-BASED
ASSESSMENT

2.1 INTRODUCTION

Before embarking on field research on firms’ market-oriented behaviour across their
domestic and export operations, a review of the literature was undertaken to develop a
sound basis for the elaboration of a framework developed in this study. This stage is
also necessary for the development of specific, directional hypotheses to guide
implementation and data analysis that exporting organisations may possibly have
different levels of market-oriented behaviour across their domestic and export
operations. In this chapter, the literature on antecedents and consequences of market-
oriented behaviour are assessed through an examination of empirical research in the
strategic marketing and exporting domains. As a result of this process, the chapter
shows that although researchers have looked in detail into market orientation and its
antecedents and performance relationships, questions still remain about the possibility
of environmental turbulence moderating the market orientation — performance
relationships. Furthermore, an examination of levels issues points to the possibility that
differences in the market-oriented behaviour levels across firms® domestic and export
operations are important avenues for theoretical development and empirical

investigation.

This chapter is divided into ei ght sections. Section 2.2 describes the general overview
of market orientation. Generally. two main approaches to studying market orientation
have been identified in the current literature; the philosophical and behavioural
approaches, and these are discussed in some detail in Section 2.3. F ollowing this, in
Section 2.4 the key antecedents to market orientation are examined, follow by the
performance consequences of market orientation (Section 2.5). Subsequently, Section
2.6 incorporates the levels issues in studies of market orientation. The implications for

the present research are drawn in Section 2.7. Finally, a chapter summary is proyided

in Section 2.8.




2.2 GENERAL OVERVIEW OF MARKET ORIENTATION

Dating back to as far as half century ago, marketing thinkers such as Drucker (1 954).
Levitt (1960) and Kotler and Levy (1969) conceptualise the marketing concept as a
business philosophy. It requires the business organisation to focus outwards to its
environment (customers and competitors) and internally in order to be more
responsive to the environment. About 40 years later, in a rather influential paper, Hunt
and Morgan (1995, p. 11) state that (1 ) all areas of the firm should be customer
oriented, (2) all marketing activities should be integrated, and (3) profits, not just sales,

should be the objective”,

Hunt and Morgan are not the only ones who examine and provide new meaning to the
marketing concept. Rather the last decade has seen a large number of academics in this
area provide several definitions. sometimes contradictory. to the market orientation
construct. For example, Narver and Slater (1990) and Shapiro (1988) describe market
orientation as the coordination and integration of the firm’s resources, directed
towards the creation of superior customer value, while Hunt and Morgan (1995, p. 11),
suggest: “a market orientation. .. is not the same thing as, nor a different form of, nor
the implementation of, the marketing concept”. Ruekert ( 1992, p. 228) on the other
hand, define market orientation as “the degree to which the business unit (1) obtains
and uses information from customers; (2) develop a strategy which will meet customer
needs; and (3) implements that strategy by being responsive to customers needs and
wants™. Ruekert’s definition of market orientation goes along with Kohli and
Jaworski’s operationalisation of the concept which encompasses three set of activities-
- generation of market intelligence, dissemination of the intelligence across
departments, and organisation-wide responsiveness to it. Despite various terms used to
describe market orientation, Shapiro (1988) argues that the phrase ‘market
orientation’, ‘market orientation’, ‘marketing oriented’, ‘customer oriented’, “close to

the customer’ and ‘market driven’ are synonymous with only few distinctions.

Lafferty and Hult (2001) in their review of literature later conclude that the term
market orientation refers to the implementation of marketing concept, while Pulendren
and Speed (1996, p. 2034), provide assurance that the “distinction between the

business philosophy (marketing concept) and the specific activities required for




implementation of that philosophy (market orientation) has now been widely accepted
within the research community™. It is interesting to note that despite these assertions.
the confusion over what constitutes a market orientation has yet to be resolved and the

5 : . : 1
debate 1s still present in the literature'.

In the following section, the philosophical and behavioural perspectives of market
orientation are discussed. They somehow represent the extreme on a continuum and

should provide the essence of the perspective adopted.

2.3 MARKET ORIENTATION: PHILOSOPHY VERSUS BEHAVIOUR
2.3.1 Market Orientation as a Philosophy

The philosophical standpoint to market orientation is based on the assumption that the
marketing concept and market orientation are the same (Shapiro 1988). Accordingly,
the marketing concept, which derives from an organisational culture perspective, is the
driving business philosophy of market-oriented organisations (Cadogan 2003). For
example. Dreher (1994, p. 155) argues that firms® market orientation is “embedded in
the cognitive sphere and influenced by personal factors, leading to a certain view of
reality and forming organisational characteristics such as goals, strategies, structures.
systems and activities”. Extending this argument, Cadogan (2003) asserts that the
philosophical perspective of market orientation pertains to the organisation cognition
(i.e., an intangible organisational state-of-mind) which “emphasise philosophical
notions such as customer-oriented values. norms and beliefs, market and customer

focus” (Cadogan 2003, p. 101).

Narver and Slater (1998, p. 235) in re-emphasising that market orientation is a culture
(as they originally argued) state that “empirical evidence strongly contradicts the idea
that market orientation is other than the manifestation of a culture”, However. despite
the proposition that maket orientation 18 a philosophy of doing business, Narver and

Slater’s operationalization of the construct’s dimensions namely customer orientation,

Figa . . . .
For an interesting insights, see for example, Deshpande and Farley (1998a). and Narver and Slater's (1998) reply
and Deshpande and Farley's (1998h) counter reply: see also Tuominen and Moller (1996).




competitor orientation and interfunctional coordination are purely behavioural
(Cadogan and Dimanatopoulos 1995: Lafferty and Hult 2001). Furthermore. out of
their 15-item scale for the market orientation construct. only one item appears to deal
specifically with cultural values (c.f. Deshpande and Farley 1998b). In reinforcing
their original position, Narver and Slater (1998. p. 235) maintain that “[a] culture
necessarily manifests itself in activities” and therefore “[of] course, one measures
market orientation by measuring certain specific activities. but in doing so we are

measuring the manifestations of an underlying belief system... yes, the culture”.

Deshpande and Webster (1989) and Deshpande, Farley and Webster (1993 and 2000)
also appear to approach market orientation from a philosophical perspective. In their
study they use the term “customer orientation” to describe a specific set of beliefs that
puts the customers’ interest first and ahead of other stakeholders. This is based on the
premise that for an organisation to achieve superior performance on a consistent basis.
it must create a sustainable competitive advantage (Aaker 1989: Porter 1985). Hooley
Lynch and Shepherd (1990, p. 7) also appear to take on similar perspective, viewing
market orientation as a guiding philosophy for the entire organisation. They state that
“marketing is clearly an organisational philosophy — an approach to doing business”
suggesting that through the development of attitudes and values within the

organisation, business performance will be improved.

Homburg and Pflesser (2000). in an attempt to re-examine the market-oriented culture
paradigm, make an explicit suggestion that organisational culture such as shared
values, norms and artefacts are in fact. antecedents to firms’ market-oriented
behaviour. This approach is, however, consistent with the philosophical view.
Specifically Slater and Narver (1995) describe market orientation as a value system
which provides strong norms concernin g behaviour and information interpretation.
Furthermore, in a relatively recent article, Narver and Slater (1998, p.235) argue that
“[only] such a strong culture can produce such consistent behaviour and performance”,
This further suggests the presence of normative behaviour indicating the existence of

market-oriented culture in the organisation.




Another perspective of market-oriented culture comes from Harris (1998b, p. 360)
who states that market orientation is “the dominant. dynamic segment of an
organisation whose orientation, attitudes and actions are geared towards the markets”.
Harris” (1998b) view of market orientation culture comes from the work of Schein
(1992), Narver and Slater (1990), Hatch (1993) and Webster (1993). Others who have
taken a similar position in their definitions of philosophical market orientation include
Kennedy, Goolsby and Arnould (2003). Lichental and Wilson (1992), and Webster
(1993).

In short, the underlying assumption of the philosophical perspective of market
orientation is that organisational attitudes. values and beliefs determine the firms’
behaviour, and ultimately their performance. The philosophical view can be
distinguished from the behavioural perspective on this basic principle. and is discussed

in the following section.

2.3.2 Market Orientation as a Behaviour

The behavioural approach to market orientation focuses on the set of information
processing activities which underpin market orientation within the firm (Cadogan
2003). While it could be argued that a firm may be highly market-oriented from a
philosophical perspective, its behaviour may not necessarily be market-oriented
(Cadogan 2003, Felton 1959, Jaworski and Kohli 1996). Accordingly, from a
behavioural perspective. an organisation’s shared values and beliefs cannot
automatically be transferred to its market-oriented behaviour. As such, the adoption of
the marketing concept as a philosophy does not necessarily predict market-oriented

behaviour.

Examining market orientation from the behavioural perspective requires the
assessment and evaluation of a firm’s actions, rather than its values and beliefs. Thus
the adoption of marketing philosophy is important only to the extent that it may lead
firms to embrace market-oriented behaviour (Cadogan 2003, Kohli and Jaworski
1990). Thus, the behaviourist position is that market orientation is the implementation
of the marketing concept. and requires that the actions be measured through

continuous assessment (e.g.. Cadogan 2003: Deshpande and Farley 1998a: Kohlj and
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Joworski 1990: Ruekert 1992). Behavioural scholars concur to the three most widely
used generic activities in operationalising the implementation construct of market
orientation. It consists of the generation of market intelligence, dissemination of
market intelligence, and the appropriate analysis and response to that intelligence (e.g.,
Bhuin 1998: Cadogan, Diamantopoulos and Siguaw 2002; Homburg and Pflesser

2000; Kohli and Jaworski 1990; Matsuno and Mentzer 2000; Ruekert 1992).

2.3.2.1 Generation of Market Intelligence

Kohli and Jaworski (1990) advocate collecting market information from customers
about their needs and preferences. Market intelligence is, however. a broader concept.
Narver and Slater (1990) and Day (1990) recognize this and argue that information
about customers’ wants and needs, and competitors” activities are required for the
market-oriented organisation. However, Kohli and Jaworski (1990) broaden this
construct to include consideration about exogenous market factors such as competition,
technology, and regulations, that have direct and indirect effects on customers’ present

and future needs and preferences.

The generation of market intelligence can be done through a variety of sources, both
internal and external. Information can and should be generated in departments
throughout the organisation and is not the exclusive responsibility of a marketing
department (Cadogan and Diamantoupolos 1995; Kohli and Jaworski 1990). Other
departments such as research and development, manufacturing, and export, may also
feed necessary information obtained from various sources such as from clients,
conferences, and trade journals. However, recent developments in the literature on the
market orientation suggest that too much information about customers and immediate
market information may be characterised as narrow and myopic (Day 1994; Hart.
Tzokas and Saren 1998; Slater and Narver 1995). Furthermore, the acquisition of lots
of information may not necessarily be useful (McAucley 1993). It is the quality of
available information that is critical so that firm can the information to analyse

customers wants and needs optimally (Douglas and Craig 1992; Cavusgil 1985).
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2.3.2.2 Dissemination of Market Intelligence

The intelligence dissemination mechanism of a market orientation relates to the
diffusion of the intelligence generated throughout the organisation. As market
intelligence is not the sole responsibility of the marketing function, it needs to be
disseminated to the members of the entire organisation. Kohli and Jaworski (1990, p.
5) specifically propose that “market intelligence must be communicated. disseminated
and perhaps even sold to relevant departments and individuals in the organisation” in
order to become accustomed to the market needs. To be maximally effective, this
activity must be done through formal and informal means. and the market intelligence
must flow both laterally and vertically within organisations ( Cadogan and
Diamantopoulos 1995: Kennedy, Goolsby and Arnould 2003: Maltz and Kohli 1996;
Zeithaml, Berry and Parasuraman 1988). Furthermore, market intelligence
dissemination provides a shared basis for concerted actions among organisation’s

various functions and departments (Kohli and Jaworski 1990: Shapiro 1988).

Narver and Slater’s (1990) conceptualisation of market orientation also stress the need
for dissemination of market intelligence and this can be done through interfunctional
coordination. Dissemination of information is necessary because all employees in all
departments have the potential to contribute to customer value. thus requiring them to
understand customer and competitor so that they can develop plans to heighten

customer values.

However, decision makers may sometimes use selective attention and value
Judgements to screen out elements of the information received, thus focussing on the
information which they perceive to carry the most value (Moorhead and Griffin 1992).
This however, may affect the accuracy, quality and speed of response. To be effective,
greater resources are required to enhance coordination and planning among various

departments and functions.

2.3.2.3 Responsiveness to Market Intelligence

Response design and response implementation refer to the action taken in response to

market intelligence generated and disseminated in the earlier stages. Specifically,




Kohli and Jaworski (1990, p. 6) define responsiveness as “selecting target markets,
designing and offering products/services that cater to current and anticipated needs.
and producing, distributing and promoting the products in a way that elicits favourable
end-customer response”. The market-oriented organisation also has to respond to or act
on the market intelligence gathered or disseminated. Unless an organisation responds
to the collected market information, little is accomplished. This action takes on the
form of selecting target markets, designing and offering products and services that
meet present and anticipated needs, and producing, distributing, and promoting
products and services in a way that elicits favourable customer response (Kohli and

Jaworski 1990).

An organisation’s degree of market orientation thus would depend on the extent to
which it successfully gathers information about competitors and customers,
disseminates this information to relevant organisational parties, and responds and acts
on the information gathered and disseminated. Market orientation is also more than a
boundary-spanning activity: thus all parties in the organisation must act on the
information to provide value for the customer and, thus obtain sustainable advantage.
Thus the market-oriented organisation is able to provide superior behaviour in
undertaking and satisfying customers (Day 1990; Narver and Slater 1990). Having
provided an overview of the perspectives that have been used in various market
orientation studies, in the following section, key factors that have been found to

influence market orientation are discussed.

2.4 KEY ANTECEDENTS TO MARKET-ORIENTED BEHAVIOUR

In this section, key determinants of market-oriented behaviour are discussed. A review
of the literature resulted in the identification of several variables that have been found
to influence firms’ market-oriented behaviour. The identification of these factors 18
important as it provides a strong route for strategy in developing (and impeding)
market-oriented behaviour. However, the scarcity of research on the antecedents to
market orientation seems notable, what Morgan and Strong (1998, p. 1052) comment

as “the relative dearth of research investi gating such antecedents”. considering a lot of




research effort has been put on evaluating the consequences of market orientation on

organisational performance.

The pioneering study examining antecedents to a market orientation is Jaworski and
Kohli (1993). The authors identified several factors such as top management emphasis,
inter-departmental factors, organizational structures and systems that affect the level of
market orientation achieved. These findings form the basis of later study by, among
others, Avlonitis and Gounaris (1999). Bhuian (1998) and Harris (2000) to address the
issue of why some firms are more market-oriented than others. F urthermore, market
orientation research also has been undertaken in the international marketing field.
Specifically. the international marketing literature has looked at the market orientation
specific to firms” exporting operations. For instance Cadogan et al. (2001) and
Cadogan, Diamantopoulos and Siguaw (2002) have studied the key determinants and
consequences of the firms” market-oriented behaviour specific to their export markets.
The contention from these models is that firms® market-oriented behaviour in their
export markets may not necessary the same as their domestic markets (Cadogan and
Diamantopoulos 1995). To conceptualise market-oriented behaviour at the exporting
levels, researchers need to exclude any reference to firms’ domestic market-oriented
activities and focus on their export-specific operations (Cadogan et al. 2001).

Likewise, by default, the activities of firms’ market orientation activities in their
domestic markets (and not the export markets) can be termed as domestic market-
oriented activities. Nevertheless, research that specifically investigates domestic

market orientation is rare.

Cadogan et al.’s (2001) study of antecedents to market-oriented behaviour focuses on
firms’ exporting operations, and thus the findings are applicable to firms’ exporting
contexts. On the other hand, Jaworski and Kohli’s (1993) empirical study investigates
factors associated with firms’ antecedents and consequences of market-oriented
behaviour at a firm’s general levels. Their study takes a general overview of market
orientation across organisational levels since “it contained questions aimed at
capturing the essence of firms” market-oriented behaviour by sampling across a broad
range of exogenous market factors™ (Cadogan 2003, p. 114). From an international

marketing perspective, the absence of an export-specific focus in the conceptualisation
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and operationalisation of market-oriented behaviour suggests that context-free studies
may be domestically biased (Cadogan 2003; Cadogan et al. 2001). Similarly, studies
that adopt a general approach to market orientation such as those undertaken by
scholars such as Harris (2000), Pulendran. Speed and Widing (2000) and Ruekert
(1992) falls within this context and thus, can be seen as more inclined towards

domestic operations.

[n summary, the approach taken by these scholars can be viewed as conceptualising
market orientation at the domestic level. In doing so, the Kohli and Jaworski (1990)
three component conceptualisation of market orientation is used as a reference to
define domestic market-oriented behaviour. The definition recognises the degree
which firms exhibit market-oriented behaviour in their domestic operations.
Specifically, domestic market-oriented behaviour consists of three set of activities: (a)
organisation-wide generation of market intelli gence pertaining to current and future
customers needs specific to firms* domestic markets. (b) dissemination of market
intelligence across departments, and (¢) organisation-wide responsiveness to it. This
definition is focussed towards firms’ domestic operations and excludes and reference

to firms’ export business operations.

Following Cadogan, Diamantapoulos and de Mortanges (1999) and Cadogan,
Diamantopoulos and Siguaw (2002), export market-oriented behaviour is defined as
(a) the generation of market information which is relevant to export operations (e.g.,
identifying export customer needs and wants, identifying new export com petitors); (b)
the dissemination of that information to appropriate decision makers (i.e.. informal and
formal exchanges of important export market related intelligence); and (c) the
development and execution of responses and tactics directed towards the export market
(e.g., product adaptation for the export market, responses to competitive actions). The
export market-oriented behaviour definition explicitly focuses of firms’ export market-

oriented behaviour as being towards the firms' export markets and not the domestic

market.

The antecedents as hi ghlighted in the literature can be classified into six major

categories and they act as drivers or obstacles to a firm’s market-oriented behaviour




and thus determine the degree to which an organisation inclines towards that

behaviour and they are discussed next.

2.4.1 Top Management Factors

Management Emphasis on Market-oriented Behaviour

The literature is almost in agreement that leadership by key management plays an
important role in shaping the behaviour of individuals in a firm and the firm’s
performance (Cadogan et al. 2001: Kohli and Jaworski 1990: Jaworski and Kohli
1993; Pulendran, Speed and Widing 2000; Webster 1998). For example, Kohli and
Jaworski (1990, p. 7) found from their qualitative research that “[t]he role of senior
management [is] one of the most important factors in fostering a market orientation”.
Thus the development of market orientation needs to start from the top management.
Top management emphasis and commitment to market orientation is significant for the

successful implementation of market orientation.

There is often an assumed gap between what senior managers say and what they do.
Thus, the more the top management is genuinely committed to market-oriented
activities, the greater the effects it would be to the organisation. Hooley and
Newcomb (1983) provide support for this notion. suggesting that management
emphasis on export market orientation will lead to higher resources allocation for
export oriented activities such as increase in the level of market research, and higher
number of employees to Mmanage export operations. Leadership is a necessary
condition for a transition towards market orientation as senior managers are
responsible to make strategic decisions. Furthermore, the leadership styles may
provide an environment in which market orientation can be fostered (Harris 1998a).
By communicating to employees about the importance of behaving in a market-
oriented fashion, it gives employees a clear message and signals the importance of

being responsive to customer needs, without which. the organisation is not likely to be

market-oriented.
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Furthermore, continuous reinforcement and the strong commitment of senior
management is required to encourage all parties to generate, disseminate and respond
to market intelligence (Harris 1998a: Levitt 1969; Webster 1988). Top management
behaviour that is conflictual or politically motivated is negatively associated with the
degree of organisational market orientation (Harris and Piercy 1999). Thus, without
lop management support and emphasis, a market orientation behaviour is unlikely to
take place company-wide (Day 1994: Kennedy, Goolsby and Arnould 2003). Studies
by, among others, Bhuian (1998), Jaworski and Kohli (1993) and Pulendran, Speed

and Widing (2000) provide empirical support to this notion.

Risk Aversion

Risk aversion refers to the top management’s risk seeking or averse propensity. Kohli
and Jaworski’s (1990) suggest that senior management risk postures is negatively
associated with market-oriented behaviour. This link can be traced to the literature in
the organisational culture such as metaphor, shared values, symbols and artefacts
which is theorised to guide organisation general behaviour (e.g., Deshpande and
Webster 1989: Harris 2000: Homburg and Pflesser 2000). A study by Hooley, Lynch
and Shepherd (1990) of UK businesses demonstrates that two-thirds of the CEQOs saw
marketing as a guiding philosophy for the entire organisation, Thus, senior
management commitment on activities related to market orientation could provide
clear and strong indicators to employees to embark on market intelligence generation,
dissemination and responsiveness activities. Avlonitis and Gounaris’s (1999) study
provides support for this association suggesting that management’s risk averse

tendencies are negatively related to a firm’s market-oriented behaviour.

On the other hand, the findings of Jaworski and Kohli’s (1993) only reveal partial
support for this proposition. Of the three market orientation components, only
reSponsiveness is si gnificantly affected by top management risk averse behaviour. The
implied findings from a Scandanivian study also points to the same conclusion (Selnes,
Jaworski and Kohli 1996). According to Jaworski and Kohli (1993), top management
risk seeking tendencies would provide a signal to employees about their willingness to
take risks, openness to new ideas, and acceptance of occasional failure. when

responding to customers needs and wants. Management needs to €ncourage innovative
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ideas and hence should not be overly risk averse. For example, developing ideas into
products and services requires substantial investment in terms of time and resources
and management willingness to accept occasional failures would signal their
willingness to accept tolerance risk levels. This would help to further promote
employees” creativity and problem solving ideas and hence hei ghten a firm’s market-
oriented behaviour. Thus, a firm’s degree of market orientation is dependent on the
extent to which managers reinforce risk-seeking behaviour throughout organisation

(c.f. Harris and Ogbonna 2001: Kohli and Jaworski 1990).

Management Commitment

Strong management commitment to exports is also an important determinant of firms’
export success (Aaby and Slater 1989). Cavusgil (1984) suggests that senior
management’s involvement and attitudes about firms’ export markets will have greater
influence on their export behaviour. This is because a lack of knowledge about export
markets may inhibit firms’ commitment to export (Eshghi 1992). Extant literature in
the export marketing has suggested that as firms’ export commitment increases, the
perceived need for export market intelligence is even greater (Cadogan et al. 2001;
Diamantopoulos and Cadogan 1996). Managers are more likely to allocate
organisation resources to heighten export market-oriented behaviour through a higher
degree of generation, dissemination and responsiveness of export market intelligence.
Thus top management attitudes and commitment to exporting will have positive
influence on the degree of export involvement, and in turn improve levels of firms’

export market-oriented behaviour.
2.4.2 Interdepartmental Dynamics
Three interdepartmental dynamics variables that have a direct effect on firms’ levels of

market orientation were identified and they are interdepartmental conflict,

interdepartmental connectedness and export coordination (Cadogan et al, 2001;

Jaworski and Kohlj 1 993).
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Interdepartmental Conflict

Several scholars emphasise that interdepartmental conflict may inhibit employees’
behaviour pertaining to market intelligence generation, dissemination. and
responsiveness. Research has also shown that conflict may result in a reduction in the
quantity and quality of information shared across departments (Barclay 1991) and
interfunctional performance (Weinrauch and Anderson 1982). Interfunctional conflict
also has the potential to contribute to a breakdown in communications (Ruekert and
Walker 1987). secrecy and heighten rivalry, thus reducing interfunctional performance
(Pulendran, Speed and Widing 2000). Studies by Bhuian (1998) and Jaworski and
Kohli (1993) provide support to this argument that interdepartmental conflict is indeed

an inhibiting factor to market-oriented behaviour.

Interfunctional Connectedness

While interdepartmental conflict may be detrimental to the implementation of market
orientation (Bhuin 1998; Ruekert and Walker 1987), connectedness between functions
and departments facilitates interactions and information exchange (Harris 2000:
Ruekert and Walker 1987). Kohli and Jaworski (1990, p. 9) define interfunctional
connectedness as “the degree of formal and informal direct contact among employees
across department” thus connectedness facilitate positive information exchange and
interdependency among organisation’s departments and functions (Jaworski and Kohli
1993). Deshpande and Zaltman (1982) postulate that connectedness encourage
generation and dissemination of market information, and also allow for its appropriate

utilisation.

[n situations where departments are interconnected. the level of communication and
dissemination of market intelligence could be enhanced. In their empirical work.
Jaworski and Kohli (1993). and Avlonitis and Gounaris (1999) found support for this
proposition, suggesting that connectedness increases a firm'’s ability to act in a

consistent and concerted manner towards their customers.
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Export Coordination

Diamantopoulos and Cadogan (1996, p. 44) state that coordination “plays an important
role in steering market orientation within companies™ as it is concerned with the
interaction between the exporting unit and other business functions. This relationship
can be linked to the marketing literature which points to strong support for the
association between firms® coordinating mechanism and their market-oriented
behaviour. This is because coordinating mechanisms are a part of organisation culture
(Narver and Slater 1990) and play a major role in unifying firms’ capabilities into a
cohesive whole (Day 1994). Furthermore, Diamantopoulos and Cadogan (1996) state
that fundamental to the coordinating mechanism is communication, not merely seen as
dissemination of intelligence, but as a method for cultivating and maintaining
relationships. They also suggest that shared culture and vision, lack of conflict and
aligned goals are an integral part of an effective coordinating mechanism in exporting

organisations.

For example. firms’ strong export coordination will influence their export market-
oriented behaviour, Different departments and functions within the organisation must
share a desire for export success (Cadogan et al. 2001; Cadogan, Diamantopoulos and
Siguaw 2002) and this can be achieved through cultivating and maintaining export
market-oriented behaviour throughout the organisation. Furthermore, studies in the
USA., Finland and New Zealand show that of a set of hypothesised antecedents, export
coordination emerged as one of the most important predictors of export market-
oriented (Cadogan, Diamantopoulos and Siguaw 2002, Cadogan et al. 2001)
suggesting that the stronger the export coordination the greater the level of firms’

export intelligence generation, dissemination and responsiveness.

2.4.3 Organisational Systems

Research has established that the way information is used is likely to be a function of
the presence of organisational structures, systems and processes (Daft and Weick
1984). Jaworski and Kohli (1993) suggest that three structural characteristics have a

direct impact on organisational variables (formalisation, centralisation and
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departmentalisation). and that two system variables (reward systems and training

systems) will have a direct impact on an organisation’s level of market orientation.

Formualisation

Formalisation has been defined by Kohli and Jaworski (1990. p. 10), as “the degree to
which rules define roles. authority relations, communications, norms, and sanctions
and procedures”. The role and impact of organisational structure on information
processing activities have been supported in the literature (see Barclay 1991:; Cadogan
et al. 2001: Kohli and Jaworski 1990; Menon and Varadarajan 1992). It is argued that
formalize structures, systems or procedures, although they may possibly facilitate
instrumental utilisation processes, reduce information acquisition, information
dissemination and conceptual utilisation (Menon and Varadarajan 1992; Moorman
1995). The bureaucracy often linked to the formalisation structure may create a
climate of tension and lack of cohesion (Menon, Jaworski and Kohli 1997), decrease
communication (Pelham and Wilson 1996) and increase conflict (Barclay 1991).
However, Jaworski and Kohli’s (1993) and Matsuno, Mentzer and Ozsomer’s (2002)
empirical work did not find significant association between a firm’s level of
formalisation and its market-oriented behaviour. On the other hand, Pelham and
Wilson (1996) argued and found significant evidence that for smaller organisations,
high levels of formalisation will have positive effect on the market-oriented behaviour.
They argue that, with greater formalisation, managers can exert greater control in their

companies and therefore will positively influence the market orientation behaviour.

Several researchers have also suggested that the environment may influence the
relationship between formalisation and market orientation (e.g., Cadogan et al, 2001
Deshpande and Kohli 1989). Specifically, it has been argued that in a stable
environment, “standardisation and routinisation™ (Ruekert, Walker and Roering 1985,
p. 18) of market-oriented activities lead to superior performance. However, in
turbulent and dynamic environments, less formalised structures will facilitate the
dissemination and processing of information (Deshpande and Kohli 1989) and thus
will be negatively related to formalisation and aspects of information processing
(Cadogan et al. 2001; Deshpande, and Zaltman 1982; Jaworski and Kohli 1993: Belich

and Dubinsky 1995). Furthermore, in a turbulent environment, the efficiency and




effectiveness of the market-oriented activities are more likely to reduce, and require
market-oriented firms to become more adoptive, and adopt less formalized structures
to cope with the complex demands and constraints that are posed by the environment
(Cadogan et al. 2001; Dwyer and Welsh 1985). Indeed. if managers place too strong
emphasis on formalisation, organisational inertia and resistence to change may set in
(Kelly and Ambergy 1991). This in turn may reduce an organisation’s ability to be
responsive to market conditions, and will thus reduce firms” ability to generate,

disseminate and respond to market information (Kohli and Jaworski 1990).

Cadogan et al. (2001) also found evidence that export environment moderates the
association between formalisation and firms’ export market-oriented behaviour. Their
study in New Zealand and Finland found that the market dynamism interaction with
formalisation returned a significant but negative path coefficient. A more detailed
analysis indicated that under conditions of low and medium market dynamism,
formalisation was positively linked with export market-oriented activities, however,
the relationships turned to negative when markets are less predictable. Interestingly,
the finding for the interaction between formalisation and regulatory turbulence was
only significant for the Finish sample. Furthermore, the results also showed that under
condition of low regulatory turbulence, the relationship between formalisation and
export market-oriented behaviour was negative and returned to positive when the

regulatory environment become more turbulent.

Centralisation

Centralisation represents a situation in which all power for decision making rests at a
single point within an organisation. Kohli and Jaworski (1990) defined the term as the
delegation of decision making authority throughout an organisation and the extent of
participation by organisational members in decision making (Aiken and Hage 1968;
Kohli and Jaworski 1990). Empirical research has shown that the ability to generate
market intelligence and subsequently to transmit and utilise it is negatively related to

the degree of centralisation (Avlonitis and Gounaris 1999).

Research has also suggested that centralisation lowers autonomy and participatory

decision-making by employees which in turn facilitates friction and feelings of




alienation in employees, impedes trust, decreases the amount of idea exchange and
inhibits communication (e.g.. Barclay, 1991; Menon and Varadarajan 1992; Shoham
and Albaum 1994: Olsen, Walker and Ruekert 1995), decreases communication
(Pelham and Wilson 1996) and increases conflicts (Barclay 1991). For example, the
work of Desphande (1982) and Deshpande and Zaltman (1982) have shown that the
greater the degree of centralisation in the structures, systems or processes, the lower a
company’s ability to utilise information from the market. Furthermore, strong
communication between employees at the customer interface and the head office

managers is required to enable organisation to orientate towards customers and

competitors (Harris and Piercy 1999).

Despite a strong theoretical support in the literature that the loss of management
autonomy through centralised decision making structures will be negatively related to
aspects of market-oriented activities, Jaworski and Kohli’s (1993) study, however,
report only partial support for this proposition, while replication works in Saudi
Arabia (Bhuian 1998) and Australia (Pulendran, Speed, and Widing 2000) find support
for the argument that centralisation is negatively related to market-oriented behaviour.
Furthermore, Cadogan et al. (2001), find evidence that a certain degree of
centralisation is necessary for effective market-oriented behaviour. Specifically, they
suggest that high levels of centralisation can increase the efficiency of firms® market-
oriented activities specific for their export markets since resources can be combined to
provide synergies among a firm’s various functions (Belich and Dubinsky 1995).
However, under highly turbulent market, the types of information required for faster
response actions may require firms to be supported by structures that enable rapid

responses and thus a decentralisation structure is argued to withstand the pressure

better.

It is further argued that, in highly turbulent export markets, a more decentralised
structure may facilitate export market-oriented behaviour because it may encourage
export market intelligence generation and dissemination, increase the speed of market
response, place decision making authority in the hands of managers closer to the
situations. and allow for more discretionary and adaptive behaviour on the part of

those doing the work (c.f. Belich and Dubinsky 1995; Cadogan et al. 2001; Pelham




and Wison 1996). The empirical evidence also provides support for this notion with
centralisation returning a positive relationship with export market-oriented behaviour
under conditions of very low regulatory environmental turbulence, and returning a
negative relationship with export market-oriented behaviour under conditions of high
environmental turbulence in the Finnish and New Zealand samples (Cadogan et al.
2001). However, the finding also shows that for the Finnish data, centralisation
returned a significant negative main effect on export market-oriented behaviour,
suggesting strong support for the cultural factor playing an important role in the

relationship of export structures on export market-oriented behaviour.

Departmentalisation

Departmentalisation refers to elements of both physical (e.g., Jaworski and Kohli
1993) and psychological (e.g., Fisher, Maltz and Jaworski 1997) segregation within a
firm. The market orientation literature suggests that departmentalisation may create
differences among groups and build “territorial viewpoints® (Menon, Jaworski and
Kohli 1997). This may force employees to have a focus on functional problems such
as issues and solutions rather than looking at the matters at the overall organisational
level. Furthermore as argued by Fisher, Maltz and Jaworski (1997) organisational
members tend to lack a superordinate focus when they are physically and
psychological segregated. A firm’s employees who strongly identify with a specific
department or function within the firm, will face communication difficulties between
that function and the rest of the firm. It has also been found that strong divisions
between employees through various departments (e.g.. marketing, manufacturing,
finance) may lead to situations of distrust between organisational members and
political use of information (Diamantopoulos and Cadogan 1996). Jaworski and Kohli
(1993) in their empirical study found lack of support between departmentalisation and
market-oriented behaviour, however, Matsuno. Mentzer and Ozsomer (2002) uncover
a significant and negative relationship between firms’ market orientation and

departmentalisation.

Reward Systems

The organisational control literature has shown that reward systems are instrumental in

influencing employees” behaviour (e.g., Jaworski 1988; Ruekert 1992) which in turn
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will also influence the behaviour of employees towards developing market-oriented
behaviour. Anderson and Chambers (1985, p. 8) state. “organisational members are
induced to contribute toward attainment of organisational objectives because they
receive rewards for doing so”. Rewards should be interpreted broadly so as to include
appreciation, recognition and approval given to employees in a firm. Giving public
recognition of individual employees who behave in such a way as to provide a high
degree of customer value would improve a firm’s overall level of market-oriented

behaviour (Kohli and Jaworski, 1990).

Specifically, the literature suggests that market based reward systems may be used to
direct individuals towards developing market-oriented behaviour with strong emphasis
on long term profit and customer orientation (Bhuin 1998; Cadogan et al. 2001:
Jaworski and Kohli 1993; Ruekert 1992). Reward and recognition systems must be
directed towards market driven indicators, otherwise inappropriate behaviour from the

employee is likely to be reinforced (Mohr-Jackson 1992).

Firms which implement market-based reward systems that encourage a market-driven
customer focus, achieve a higher degree of market intelligence generation,
dissemination and market response activities (Ruekert 1992; Siguaw, Brown and
Widing 1994). In fact, Webster (1988) suggests that the development of market-based
measures of performance is the basic requirement for developing a market-oriented
organisation. In comparison. the assessment of employee performance through sales
volume and other short term aspect of performance leads them to put greater efforts to
achieve these objectives rather than achieving customer satisfaction and higher service

levels.

The Jaworski and Kohli (1993) and Pulendren, Speed and Widing (2000) studies find
that market-oriented reward systems significantly affect the level of an organisation’s
market-oriented behaviour. Thus organisations that reward employees to suit their
performance on the basis of customer satisfaction, and building customer relationships
tend to be more market-oriented. Furthermore, individuals who are rewarded based on
export market-based criteria, such as on export customer satisfaction feedback and

export customer retention rates, are more likely to lead to higher degree of export




market-oriented behaviour (Cadogan et al. 2001). Therefore, market-based reward
systems can be used to direct individuals towards developing domestic and export

market-oriented activities and behaviour.
Selection

Individuals’ values, beliefs and past experiences will affect their perceptions, which in
turn may affect their behaviour (Hopwood 1974). It has been suggested that
recruitment of staff who already have those skills and values will have a direct impact
on the market intelligence generation, dissemination and responsiveness activities
(e.g., George and Miller 1996; Ruekert 1992). Ruekert (1992, p. 230) argues that
“[we] would expect that the extent to which the organisation recruits and selects
individuals who have a commitment to serving customers, or who have skills which
can improve the market orientation of the business unit, should be related to the level

of market orientation achieved by the business™.

[ndeed, certain types of individuals may have skills which already equip them to carry
out the activities of the firm, whether it is through education or experience (Ball and
McCulloch 1992; Reukert 1992). For example, employees who have existing
knowledge about the market may facilitate the acquisition of more and better
information (Welch and Welch 1996). Similarly, it has been suggested that one of the
keys to developing an organisation-wide passion for customer service is through
recruiting employees who have already have a strong service orientation (Schuler
1996).

Training Systems

To be a highly market-oriented organisation, a firm needs to equip employees with
necessary skills, methods and abilities to continuously innovate in order to meet
customers needs and wants (Cadogan et al. 2001: Reukert 1992). This is based on the
premise that “training sets the stage, direction, and foundation of a market orientation
and facilitates the clarity of focus and vision™ (Mohr-Jackson 1991, p. 462). In

addition Ruekert (1992, p. 230) argues: “individuals who have skills which can
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improve the market orientation of the business unit, should be related to the level of
market orientation achieved by the business™. Collectively, as the employees’
knowledge and skills about customers and competitors increases, their value and role
to the organisation will also increase (c.f. Moorman and Rust 1999). Apart from
understanding export customers and competitors, cross-functional training and job
rotation can increase employees’ understanding of other functional departments’ needs
and perspectives. This may be particularly useful in the case of the exporting
department and can facilitate communication and decrease dysfunctional conflict

between departments (c.f., Brown and Duguid. 1994).

[n the exporting context. Czinkota , Ronkainen and Moffett (1998) suggest that
employees’ sensitivity to export customers’ needs can be achieved through formal and
informal training programmes. Such programme can provide employees with skills
necessary to understand foreign customers” culture, political and economic differences
and at the same time employees can gain new skills to acquire and utilise more and
better export intelligence (Burton and Schlegelmich 1987; Cadogan et al. 2001; c.f.

Hooley and Newcomb 1983).

2.4.4 Environmental Turbulence

Some aspects of the external environments in which a firm operates have been found
to influence market orientation (Avlonitis and Gounaris 1999: Pelham and Wilson
1996; Slater and Narver 1994; Van Egeren and O’Connor 1998). The external
environment has been conceptualised according to its intensity, dynamism and
complexity (Davis, Morris and Allen 1991). Intensity refers to the intensity of
competition in an organisation’s environment (Pelham and Wilson 1996). dynamism
refers to the degree of change and uncertainty in the organisation’s environment
(Glazer and Weiss 1993) and complexity refers to the heterogeneity of external events

that are relevant to the organisation (Daft, Sormunen and Parks 1988).

In the context of market orientation literature, a common approach to the external
environment is related to the origin of environmental pressure such as customer.

competitor and technological pressures (Kohli and Jaworski 1993). The customer




environment includes all individuals or organisations who purchase an organisation’s
products. The competitor environment includes the organisations and products that
compete with the firm, and the competitive tactics used by the firm and its
competitors. The technological environment includes the development of new
production methods or materials which lead to cost advantage or innovative products

(Daft, Sormunen and Parks 1988).

The market orientation literature is fairy unanimous in its consideration of the firm
environment, with several studies suggesting that the latter may influence the firm’s
market-oriented activities (Matsuno, Mentzer, Rentz 2005). For example, Lusch and
Laczniak (1987) found support for the proposition that increased competitive intensity
is associated with more emphasis on the marketing concept. The significant issue here
is that the degree of firms’ market-oriented activities is likely to be a function of
perceived information need (Belich and Dubinsky 1995; Glazer 1991; Huber and Daft
1987). Thus, increased environmental turbulence will increase uncertainty in decision
making (Daft, Sormunen and Parks 1988), perceived information need (Sinkula 1994),
thus influence a firm’s market information need (Diamantopoulos and Cadogan 1996).
Indeed, Avlonitis and Gounaris (1999) found support that increase in competitive
intensity, market growth rate and technological change have significant positive
effects on the levels of firms’ market orientation. Furthermore, they also argue that the
rate of change in customer demand, barriers to entry as well as the ones to exit the
market will increase the need for an organisation to track and respond of the
customers. On the other hand, Van Egeren and O’Connor (1998) found evidence that
higher market growth rate (or munificence), leads to lower firms’ market orientation.
Similarly, in the environment that exhibits high market turbulence, organisations must
monitor and respond to customers” changing needs and preferences by increasing
market-oriented activities in order to remain competitive (Achrol and Stern 1988;

Cadogan, Cui and Li 2003; Van Egeren and O’Connor 1998)




2.4.5 Market-Oriented Organisational Culture

The role and impact of the organisational culture on information processing issues has
received much attention in the literature (see Deshpande and Webster 1988, Harris
1998b; Homburg and Pflesser 2000; Narver and Slater 1990). The literature indicates
that organisational culture elements will influence a firm’s ability to generate,
disseminate and respond to market intelligent (Homburg and Pflesser 2000, Narver and
Slater 1998). For example, Matsuno, Mentzer and Rentz (2005) suggest that
organisational culture could be an important antecedent to firms’ market-oriented
behaviour. More specifically, Homburg and Pflesser (2000) suggest that three
interrelated components of market-oriented culture such as shared basic values,

behavioural norms, and artefacts are likely to influence market-oriented behaviour.

Shared basic values refer to the “conception, explicit or implicit, distinctive of an
individual or characteristic of a group, of the desirable which influences the selection
from available modes, mean and ends of action™ (Kluckholn 1951, p. 395).
Furthermore, shared basic values such as sharing values of open internal
communication, the value of employee responsibility and value for interfunctional
cooperation are more likely to support firms’ ability to process market information
(Homburg and Pflesser 2000). Market-oriented values effectively shared by individual
employees leads to norms for market orientation and market- oriented behaviour.
Norms refer to the “expectation about behaviour or its results that are at least partially
shared by a social group” (Homburg and Pflesser 2000, p. 450). Artefacts include
stories, arrangements, rituals, and language that are created by an organisation and
have a strong symbolic meaning (Schein 1992). The symbolic meaning of artefacts is
more important than any instrumental function (Hatch 1993). Homburg and Pflesser
(2000) define stories as exceptional behaviour of senior manager and might include
employees performing ideal customer-oriented behaviour. Arrangements include open
and friendly customer entrance and welcome areas, and rituals mi ght consist of events
for customer focus discussion style during meetings. However, Harris (1998b) argues
that artefacts present the most tangible creation of culture hence explaining the direct

effect it has on the organisational market-oriented behaviour.
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From the market-oriented culture perspective, values. beliefs and artefacts will guide
selection and evaluation of firms’ market-oriented behaviour. Homburg and Pflesser’s
study, found evidence that firms” market-oriented artefacts are directly associated with
market-oriented behaviour, while shared values and norms have only indirect impacts
on market-oriented behaviour. The findings suggest that organisations that have strong
norms for market orientation will only exhibit market-oriented behaviour with the

presence of market orientation artefacts.

2.4.6 Business Strategy

Several researchers have suggested that the amount of information collected will
depend on firms’ business strategy (e.g., Kumar, Subramaniam and Strandholm 2002:
Lukas 1999; Matsuno and Mentzer 2000). Specifically. it has been argued that certain
strategies pursued by firms will influence the way they generate, disseminate and
respond to market intelligence. Narver and Slater (1990) observe that a significant
correlation between market orientation and growth or differentiation strategy. In a firm
that pursues such a strategy, there should be tendency to emphasise customers’ needs

and wants.

Firms that pursue a defence and maintenance strategy type, in contrast, should have a
low market-orientation (Pelham and Wilson 1999). Past research that support this
contention includes Homburg, Workman and Krohmer (1999) and Kumar,
Subramaniam and Strandholm 2002). However, an empirical study by Pelham and
Wilson (1996) among US firms shows that business strategy such as innovation, niche,

differentiation and also low cost strategy do not significantly affect firms’ market-

oriented behaviour.
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2.4.7 Other Factors

Export Experience

Export experience has been found to be associated with the level of awareness of
export information sources (e.g., Souchon and Diamantopoulos 1996). It has also been
noted in the literature that as firms become more experienced in their export markets,
they tend to generate more specific export knowledge (Sood and Adams 1984). With
increasing experience, managers are more likely to have accumulated an experiential
knowledge base into which they can tap, rather than use established sources of

information (McAuley 1993).

Experience in turn, leads to knowledge and may also have an impact on an exporting
firm’s intelligence dissemination and responsiveness activities. The accumulation of
export market knowledge could help organisational members to identify and filter
relevant and important information so that it can be passed along the communication
channel. Thus, in order to respond efficiently to customers and competitors, market-
oriented organisations must effectively acquire, disseminate and then, through a
transformation process, give meaning to the information (Souchon and
Diamantopoulos 1996). Additionally, experience is also more likely to trigger intuitive
decision making based on profound knowledge of the export market (Souchon and
Diamantopoulos 1996). These factors combined, will help increase a firm’s degree of
market orientation in its export markets. Empirical research shows that firms’
experience as measured by number of countries exported to returns a positive and
significant coefficient, however, the relationship is negatively related when experience
is measured by the number of years firms have been exporting (Cadogan,

Diamantopoulos and Siguaw 2002: see also Cadogan et al. 2001).

Export Dependence

Past studies relating to the impact of export dependence on market orientation provide
evidence of the significant positive link between a firm’s higher reliance on export
markets and its level of export market-oriented behaviour (Cadogan, Diamantopoulos
and Siguaw 2002; Souchon and Diamantopoulos 1996). Firms that have a greater

degree of export market dependence will place greater important on the export market-

61




oriented activities as export decisions are critical for company survival. Managers are
more likely to collect large amount of market intelligence in the export markets,
disseminate it between functions and units and take response actions. As the export
market becomes more important to the organisation’s overall success. the perceived
importance of export market-oriented behaviour will also be higher (Belich and
Dubinsky 1995; Cadogan, Diamantopoulos and Siguaw 2002; Souchon and

Diamantopoulos 1996).

2.4.8 Summary of Antecedent to Market Orientation Research

A summary of selected studies on antecedents to market orientation is presented in
Table 2.1. As stated earlier, the identified variables are important due to their strong
influence on the organisation’s market-oriented behaviour. These sets of antecedents
however, are context specific in that they influence a firm’s export and non-export (or

domestic) market-oriented behaviour differently (Cadogan 2003; Cadogan et al. 2001 ).

As the review show, market-oriented behaviour has been conceptualized at different
levels within the firm (export and non-export or domestic function levels). From these
conceptualisations, there is no indication that the market-oriented behaviour levels of
the export function and the domestic function will be exactly the same. Indeed, it is
entirely plausible that antecedent factors such as environmental turbulence. may well
differ across functional levels or markets. However, this is pure conjecture, since there
is no research into the factors which may bring about differences in market-oriented

behaviour levels across firms® export or domestic functions.

The next section provides a review of the effect of market orientation on
organisational performance. This is followed by an analysis of the role of environment

in moderating the market orientation-performance relationship.
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2.5 THE EFFECT OF MARKET ORIENTATION ON PERFORMANCE

In this section, the literature review focuses on the empirical findings of studies of the
relationship between market orientation and performance. The first main area is the direct
relationship between market orientation and organisational performance: this is followed by
a review of research into environmental turbulence as a moderator of the market orientation
- performance relationships. As briefly mentioned in the introductory chapter, the exact
nature of the relationships between market orientation and performance. and also with the
environmental moderator have received mixed results. suggesting that our understanding of
the performance consequences of market orientation is not fully understood. This indicates
that that a deeper understanding of the market orientation - performance relationship is
needed. Potentially, one avenue to explore in this respect is the integration of levels issues
into the market orientation - performance assessment. Interestingly, in all market
orientation studies, researchers tend to focus on one particular level (e.g., the SBU-level),
and generate data concerning market orientation, environmental turbulence and

performance for that particular level.

However, researchers have not looked across different levels such as across different SBUs
or departments. There has been no integration of levels of analysis. The way that market
orientation determines performance at different levels, and the way that these different
types of performance interact to determine overall performance, have not been examined in
previous studies. Consequently, the subsequent section introduces levels issues in market

orientation — performance studies and identifies a potentially interesting and usefil way




forward for further research efforts in this area. (Levels issues are examined in greater

depth in Section 2.6 also).

2.5.1 Market Orientation and Performance

During the last decade, scholars have recognised the importance of market orientation to
organisations, but have differed in their approach to it and its conceptualisation. Two of the
most influential studies of market orientation are the contributions of Kohli and Jaworski
(1990) and Narver and Slater (1990). Both groups argue that a market orientation is
important for business success because it emphasises identifying customer needs and wants
and offering products which are different from or better than those offered by competitors.
[n many respects these papers have provided a strong theoretical foundation for other
scholars to build on and foster further research. Despite their differences in the
conceptualisation of market orientation constructs, Cadogan and Diamantopoulos (1995)
conclude that the two models are considered complementary, sharing a similar nomological

network, and are not mutually exclusive.

Given that market-oriented behaviour is generally accepted as a superior organisational
strategy, there 1s a clear theoretical rationale for firms to implement the concept, because it
is a reflection of the customer and market driven foundations of the marketing premise. As
Dickinson et al. (1986, p. 18) note: the “foundation stone [of the marketing concept] is
customer satisfaction, the belief that business, if it is to be successful, should be oriented
towards satisfying the needs of its customers... The concept makes good sense. If the buyer
is rational, it follows, seemingly as a truism. that he or she will choose and come to prefer
those firms whose market offerings best meets wants”. Consequently, firms that are market-
oriented in their activities will offer superior products and services to customers as a result

of constant monitoring and response to emerging needs and developments in the business

environment.

[n general, it appears that market orientation has been found to emerge as a significant
antecedent to superior business performance and is presumed to contribute to long term

success (Cano, Carrillat and Jaramillo 2004). While most research at the early stage of
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theory development have been conducted in the United States and Europe (e.g.. Cadogan,
Diamantopoulos and Siguaw 2002: Greenley 1995b; Hart and Diamantopoulos 1993.
Hooley. Lynch and Shepherd 1990: Jaworski and Kohli 1993; Narver and Slater 1990),
studies of market orientation in different countries or cultures, including in Eastern Europe
(Hooley et al. 2000), Scandinivia (Cadogan et al. 2002; Selnes, Jaworski and Kohli 1996),
Asia, Australia and Pacific (Deshpande, Farley and Webster 1993; Grewal and Tansuhaj
2001: Pulendren, Speed and Widing 2000; Gray et al. 1999; Soehadi, Hart and Tagg 2001),
Middle East (Bhuian 1998), Africa (Apiah-Adu 1998) also appear to share that market

orientation has a strong positive relationship with organisational success.

Similarly, studies by Cervera, Molla and Sanchez (2001), Kennedy, Goolsby and Arnould
(2003), and Wood, Bhuian and Kiecker (2000) among non-business organisations show
that being market-oriented leads to better performance. Empirical research on market
orientation in the services (Han, Kim and Srivastava 1998; Siguaw, Brown and Widing
1994) and manufacturing industry (Homburg and Pflesser 2000; Lukas and Ferrell 2000)
also have found positive effect of being more market-oriented in their behaviour on various
organisational indicators. At the firms’ functional level. Cadogan, Diamantopoulos, and
Siguaw (2002), Cadogan et al. (2002) and Rose and Shoham (2002) also find support for

export market-oriented firms as a route to achieving superior export performance.

Despite compelling evidence to suggest that market orientation is positively linked to
superior organisational performance, Grewal and Tansuhaj (2001) found just the opposite:
market orientation has an adverse effect on organisational performance. Additionally, they
demonstrate that the influence of market orientation on a firm’s performance after a crisis
has occurred is contingent upon three environmental variables; demand uncertainty,
technological uncertainty, and competitive intensity. The conclusion from this study is that
market orientation is useful for managing crisis only in conditions of high demand
uncertainty or high technological uncertainty. When the competitive intensity is extremely
high, market orientation brings about negative effect to performance. Grewal and Tansuhaj
(2001) further argue that firms that place higher market orientation level by closely
monitoring their competitors would not perform better as the pre crisis assumption of

competitors behaviour are no longer valid after the crisis.



Other scholars who do not find direct and significant associations between market
orientation and performance include Baker and Sinkula (1999b). Caruana. Pitt and Berthon
(1999), and Greenley (1995a). One of the early empirical studies on market orientation in
the UK by Diamantopoulos and Hart (1993) also provides evidence on the association
between market orientation and performance. However, their results indicate that three
moderator variables, market turbulence, competitive environment and demand conditions,
play a significant role in influencing market orientation- performance link. Here, the degree
of market orientation itself has no “main™ influence on the organisational performance; the

relationship 1s solely subjected to the environmental contingency.

In the next section the role of environmental turbulence in moderating the market
orientation and organisational performance is presented. In particular three environmental
variables -- market turbulence, competitive intensity and technological uncertainty will be

focussed on and their effect on market orientation relationship with performance examined.

2.5.2 Market Orientation, Environmental Moderator and Performance

The influence of environmental factors on the effectiveness of organisational variables has
had a long tradition of support in the literature. McKee, Varadarajan and Pride (1989)
suggest that the success of a firm’s strategic orientation will be contingent on the market
dynamism; environmental interactions with a firm’s strategic moves may influence its
performance (Lusch and Laczniak 1987). Thus, environmental turbulence is perceived to be

an important factor in planning and strategy implementation (Slater and Narver 1994).

Jaworski and Kohli (1993) propose three environmental turbulence dimensions. market,
competitive and technology, which are predicted to have certain degree of influence on the
market orientation — performance relationship’. They are market turbulence, competitive

intensity and technological uncertainty.

"In their extensive qualitative interviews. Kohli and Jaworski (1990) propose four environmental turbulence variables.
which are market, competition, technology and general economy turbulence. The general economy turbulence was
subsequently dropped in their quantitive work.
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2.5.2.1 Market Turbulence

Market turbulence is the rate of change in customers’ preferences and competitors’ actions
(Achrol and Stern 1988; Huber and Daft 1987). In the age of the borderless world and the
formation of economic unions and trade blocks, buyers have a huge amount of choice. This
increases the requirements for organisations to keep close track of changing buyers
preferences. In markets with relatively low levels of dynamism, a moderate degree of
market orientation is sufficient to serve the stable preferences of customers (Kohli and
jaworski 1990) hence less of a need to closely monitor buyers’ preferences. When the
market is relatively stable, *“a market orientation is likely to have little effect on
performance because little adjustment to a marketing mix is necessary to cater effectively to
stable preferences of a given set of customers™ (Kohli and Jaworski 1990, p. 14). However.
in a highly turbulent market, organisations must match their offerings with customers
needs; thus, engaging in more market-oriented activities will help them achieve superior

performance.

2.5.2.2 Competitive Intensity

Competitive intensity is the degree of competition that a firm faces (Grewal and Tansuhaj
2001). Competitive forces play a critical role in strategy formulation in organisations. The
orientation of competition determines goal selection (Kralewski et al. 1988). Also, as the
competitive intensity increases, organisations are forced to initiate adaptive responses,
otherwise it may lead to failure of the organisations. As the environment moves from a
“placid, cloistered state ... to a more competitive, turbulent state” (Autry and Thomas.
1986, p.7), there may be a more compelling necessity to keep better track of what
competitors are doing. In highly competitive environments, greater emphasis on market
orientation is required for better performance (Kohli and Jaworski 1990). In a more stable
environment, on the other hand, there may not be a great necessity for such a posture due to
a dearth of competitors” actions (Subramaniam and Gopalakrishnan 2001). Thus,
competitive intensity is argued to moderate the market orientation — performance

relationship.
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2.5.2.3 Technological Uncertainty

Kohli and Jaworski (1990) define technology as the entire process of transforming inputs to
outputs and the delivery of those outputs to those customers, while technological turbulence
is “the rate of technological change™ (Jaworski and Kohli, 1993, p. 57). The pace and the
degree of innovations and changes in technology induce technological uncertainty (Grewal
and Tansuhaj 2001). In industries characterized by rapidly changing technology, a market
orientation may not be as important as it is in technologically stable industries. The positive
relationship between performance and market orientation should weaken as technological
uncertainty increases (Jaworski and Kohli 1993). Furthermore, in industries where
technology is changing rapidly, firms” emphasis on technological orientation as a means of
competing would reduce the importance of market orientation (Kohli and Jaworski 1990).
Thus, it is argued that technological uncertainty moderates the positive effect of market

orientation on performance.

2.5.3 Environmental Turbulence — Empirical Findings

The conceptual arguments and empirical evidence in areas of strategic management and
marketing literatures point to the likelihood that aspects of a firm’s business environments
might moderate the market orientation-performance relationship (Day and Nedugadi 1994).
From this perspective, it can be argued that there are situations in which being market-
oriented may be detrimental to the firm’s success. However, the much-cited empirical
work of Jaworski and Kohli (1993), Narver and Slater (1990) and Slater and Narver (1994)
found no evidence to support this notion. In fact, Narver and Slater (1990, p. 32) state that
market orientation is “an important determinant of a business profitability”, and “[a]
substantial market orientation must be the foundation for a business’s competitive
advantage strategy” (p. 34), while Jaworski and Kohli (1993, p. 64) unreservedly has
suggested that it is “an important determinant of [a firm’s] performance, regardless of the
market turbulence, competitive intensity, or technological turbulence of the environment in
which it operates”. In a later study, Slater and Narver (1994, p. 33) reiterate that market-

oriented firms are, “best positioned for success under any environmental conditions™ and
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“market orientation 1s as important. if not more important. during low market turbulence as

it is during high market turbulence”.

These conclusions have been very influential in subsequent interpretations of the
importance of market orientation as a driver of organisational performance. As a result, the
message was strongly promoted that market orientation behaviour positively influences
business performance, regardless of environmental conditions. Consequently, all firms
should strive to maximize their market-oriented behaviour (see Slater and Narver 1994).
However, it is important to note that the Slater and Narver (1994) study has in fact found
limited support for competitive environment moderator, but they argue that the benefits
derived from market orientation are generally long term whilst the environment is only a
transient factor. Other studies, which found no support of moderator effects on the market
orientation — performance relationship include Bhuian (1998), and Cadogan,

Diamantopoulos and Siguaw (2002).

Some uncertainty still remains concerning the universal benefits of a market orientation.
Despite lack of support for the environment moderating influence (Bhuian 1998; Cadogan,
Diamantopoulos and Siguaw 2002; Jaworski and Kohli 1993; and Slater and Narver 1994),
doubts still linger concerning the universal positive influence of market orientation on
organisational performance. For example, recent evidence shows that a growing number of
studies have established that the market orientation—performance relationship does change
in strength and direction (i.e. negative and positive) under differing levels of environmental
turbulence. The literature demonstrates that the environment’s impact on the relationship
between market orientation and performance is not consistent across studies. For example,
several empirical studies show that market orientation’s influence on performance is not
always positive under all environmental conditions (eg., Appiah-Adu 1998, 1998;
Atuahene-Gima 1995; Diamantapoulos and Hart 1993; Gray et al. 1999; Greenley 1995a;
Grewal and Tansuhaj 2001; Homburg and Pflesser 2000; Kumar, Subramaniam and Yauger

1998).

Some studies have provided evidence to suggest that under certain environmental

conditions market orientation may not be as beneficial for performance (see Atuahene-
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Gima 1995; Diamantapoulos and Hart 1993; Gray et al, 1999). For example, Greenley’s
(1995a) results demonstrate that as the technological environment in which a firm operates
increases in complexity and dynamism, the relationship between market orientation and
new product performance decreases in strength and eventually becomes negative when the
technological turbulence is considerably high. On the other hand. Athuahene-Gima (1995a)
finds just the opposite. Here he argues that market orientation relationship with new
product successes is more positive under conditions of high technological turbulence.
Kumar, Subramaniam and Yauger (1998), also find that environmental turbulence
moderates the market orientation performance relationship. Specifically, their results show
that competitive hostility and market turbulence have a positive effect on various
performance measures, while suppliers” power has a negative effect on performance. The
latter suggests that market orientation has a strong relationship to performance when
supplier power is low. Interestingly, none of the three variables moderate the market
orientation-performance relationship in terms of growth in revenue. In other words, the
findings of Kumar, Subramaniam and Yauger (1998) show that high market orientation
leads to revenue growth regardless of the business environment and this is consistent with

results reported by Narver and Slater (1994) and Jaworski and Kohli (1990).

The effective use of market intelligence is essential in gaining competitive advantage, in the
sense that it helps the firm to better understand its markets, thus heighten its customer
value. However, under relatively high levels of competitive intensity, the dissemination of
vast quantities of information is likely to be overwhelming and this can create blockages
and overloads in various parts of the dissemination infrastructure (Cadogan and
Diamantopoulos 1995). Furthermore, mere possession of market and competitive
information through extensive generation and dissemination activities does not ensure
effective and efficient management actions (c.f. Diamantopoulos and Souchon 1999). For
example, if a firm does manage to generate and disseminate information on all
environmental fluctuation occurring, responding to all these changes may strain the firm’s
resources. When firms are operating under conditions of extreme volatility and complexity,
monitoring every change that occurs will be very costly in terms of organisational resources

(Steinman, Deshpande and Farley 2000)
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Moreover, in a turbulent market environment when customer preferences are changing
rapidly, the cost associated with modifying products to suit every customer may not be an
optimal choice as the benefits gained from such responses may be far below the cost
associated with the change. Similarly, in a rapidly changing technological environment,
investment in new production facilities and product modifications may be very costly as the
new installations or processes could become obsolete before a firm can recoup its
investment. Subsequently, firms could engage more on market driving activities such as
reducing production costs, efficient distribution systems, and new product design

(Cadogan, Cui and Li 2003; Jaworski, Kohli and Sahay 2000).

Market-oriented behaviour is even more critical for a firm operating in export markets due
to the higher risks resulting from the great diversity of foreign business environments, the
multiplicity of the parameters involved in selling abroad, the existence of new variables not
found in the domestic market, and the high intensity of international competition (Cadogan
and Diamantopoulos 1995; Czinkota, Ronkainen and Moffett 1998; Katsikeas, Leonidou
and Morgan 2000; Leonidas and Theodosiou 2004). Differences in the international
environment should provide more variation than in a single domestic market (c.f. Bartels
1968), thus, leading to greater uncertainty or turbulence, and requiring firms to respond to
environmental information. Furthermore, the literature has also suggested that the
association between export market-oriented behaviour and performance will be moderated
by the environmental turbulence (Rose and Shoham 2002). Market dynamism, competitive
turbulence and technological turbulence increase the need for firms to monitor and respond
accordingly. Under conditions of high turbulence, there is greater likelihood that a firm’s
offerings will be mismatched with customers’ needs and the offerings of competitors and
this will undermine the effectiveness of the firm’s activities. Thus in more turbulent export
environment, exporters will use information to a greater extent as a means of increasing
their understanding of changing export conditions (Souchon and Diamantopoulos 1996). As
a result, market-oriented organisations operating in such environments are expected to track
changes in regulations, technology, customers’ preferences and competitors’ activities, and

adjust their own activities and offerings appropriately.
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Given that the environmental moderator findings are inconsistent across studies in domestic
and also in the export markets, questions arise whether the same moderating pattern also
applies to the firm’s exporting operations. The results from a study by Cadogan, Cui and Li
(2003) shows that under conditions of low competitive intensity, export market-oriented
behaviour is negatively related to export sales performance, but the relationship becomes
positive under high intensity competitive environment. This indicates that export market-
oriented behaviour only become necessary under very strong intense competitive pressures.
Thus, under highly competitive business environment and through high level of export
market-oriented, firms are able to respond to changing customers needs and wants, develop
competitive strategies, identify new market opportunities, and able to match the firms’
marketing capabilities with the conditions facing the firm. The study also finds support for
the moderating effect of technological turbulence in the export market-oriented behaviour —
performance relationship. Under low technological intensity, lower levels of export market-
oriented are positively related to sales efficiency. but have a negative association with
export growth. However, the relationship appears to be on the opposite when the
technological environment is at the extreme; high levels of export market-oriented
behaviour lead to a decline in export sales efficiency, while at the same time increasing

export sales growth.

In a study of Finnish exporters, Cadogan et al. (2002) find a significant moderator effect on
the export market-oriented behaviour — performance relationship. The impact of export
market-oriented behaviour on export efficiency performance is positive under low
environmental turbulence but is weaker as export environmental turbulence becomes
greater. However, an interesting finding emerges when the export profit performance is
used as the indicator. The finding shows that, for service exporters, being market-oriented
in their export markets could outweigh the benefits in times of low environmental
turbulence, while higher levels of export market-oriented behaviour may improve export
profit performance when the environment is of moderate to high complexity. As for the
product exporters, the relationships uncovered suggest that, while export market-oriented
behaviour has a strong positive impact on export profit performance under conditions of
low environmental turbulence, the strength of export market-oriented behaviour's impact on

profit performance becomes weaker as turbulence in the export environment becomes
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greater. Kwon and Hu (2000) on the other hand suggest that market potential and foreign

competitive environment do not moderate the robustness of the market orientation — export
performance relationship. However, despite the insignificant findings, they found evidence
to suggest that in relatively low market potential environments, market orientation becomes

more important to improve a firm’s export sales, growth rate and total profits.

Table 2.2 provides a review of the market orientation — performance studies and the
moderating effects of environmental variables. As shown in the table. three studies have
identified no association between market orientation and performance, while nine studies
have found strong support for moderator effects on the market orientation — performance
relationship. The inconsistencies in the findings highlight important issues regarding the
effects of market orientation on organisational performance. Thus, the analysis in this
section has pointed that there is a need to better understand the market orientation —

performance relationship.

As can be inferred from the above discussion, researchers in market orientation have
adopted different levels of analysis in conceptualising the constructs. The next section
examines levels issues in theory development, and the application of various levels in

extant market orientation studies in more detail.
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2.6  LEVELS ISSUES IN MARKET ORIENTATION STUDIES

In Sections 2.3, 2.4 and 2.5, it was seen that market-oriented behaviour has been
conceptualised across different levels. In particular, we saw that two main levels have
been used: non-export versus export specific studies. Other levels have also been used

by researchers, and it is this issue that is now addressed in more detail.

Levels issues have been a source of continuing debate within the literature in
organisational studies (e.g.. George 1990: Yammarino and Markham 1992). In any
organisation, individuals work in dyads, teams, functions, and departments, thus levels
issues become important in theory development. As individuals work in many
different levels and layers, researchers need to build theories “with explicit description

of the levels to which generalization is appropriate™ (Rousseau 1985, p.6).

By their very nature, organisations are multilevel. Researchers studying organisations
focus on the overall organisational entities, and not on the nature and role of the
elements, sets, members, units and functions (George 1990). However, when applying
the level of analysis to the organisational context, Klein, Dansereau and Hall (1994, p.
198) argue that “individuals within groups may be interpreted very broadly to refer to
elements that are nested in, or members of, higher level entities, for example, members
of a dyad, employees within a team, departments within a company or companies
within an industry”. Thus, they argue that levels issues infuse organisational theory
and research and therefore “[no] construct is level free. Every construct is tied to one
or more organisational levels or entities, that is, individuals, dyads, groups,
organisations, industries, markets, and so on. To examine organisational phenomena is

thus to encounter level issues™ (Klein, Dansereau and Hall 1994, p. 198).

Essentially, the level of analysis inherent in theory is important because it is where
“generalisation are made™ (Rousseau 1985, p. 4) and where a theorist or researcher
“aims to depict and explain” (Klein, Dansereau and Hall 1994, p.198). The
measurement level, on the other hand, helps to explain where the actual source of data
is described. Thus, it is important that researchers specify the theoretical and

measurement levels used in the study, such as whether it is at the organisational, group



or individual level. Furthermore, to arrive at solid and meaningful conclusions, theory

and measurement need to be congruent and assessed at the same analysis level.

Considering the importance of levels issues in theory development and knowledge
accumulation, it is surprising that the issue of level of analysis has received very little
attention in the market orientation literature (see Cadogan 2003; Uncles 2000). A
review of the literature reveals that market orientation construct is operationalised and
measured across many different organisational layers. For example, some studies
operationalise market orientation at the overall firm’s corporate level, while others
suggest that it exists at different levels such as at the strategic business unit (SBU)-
level, functional- or departmental-level, or the individual employee level. Specifically,
scholars adopt one or more of four levels of analysis in market orientation studies — (1)
corporate, (2) strategic business units (SBUs). (3) context specific (departmental,
functional or divisional levels). and (4) individual employee. These issues are dealt

with in the following sections.

2.6.1 The Corporate-Level Perspective of Market Orientation

The corporate-level perspectives refer to the application of market orientation at the
highest level in the organisation (c.f. Varadarajan, Jayachandran and White 2001) and
take the view that market orientation can be described and applied across the whole
organisation (Cadogan 2003). This approach implicitly embraces the notion that
market orientation is applicable for the entire organisation, thus one measures market
orientation by aggregating across firms” overall values, beliefs and activities related to
market orientation (Cadogan 2003). Stated differently, the corporate-level view
focuses on whether the entire business is oriented towards the corporation’s customers
and the markets. Thus the focal point of the corporate-level analysis is to provide a
general understanding of an organisation’s market orientation at the general business

level (c.f. Ruekert, 1992).
The corporate-view of market orientation is in line with the work of Kohli and

Jaworski (1990, p. 1 and 3; italic added) that market-oriented organisation is “one

whose actions are consistent with the marketing concept ... a market-orientation refers
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to the organizationwide generation, dissemination. and responsiveness to market
intelligence™. Underlying this description is the notion that market orientation, being
“a corporate state of mind” (Cadogan 2003, p. 117), provides a guiding philosophy for
the whole organisation (Hooley, Lynch and Shepherd 1990). Harris (1998b) also
seems to support this argument suggesting that market-oriented cultures play a critical

role in guiding organisational success.

Scholars who measure market orientation at this level include Bhuian (1 998), Farrell
(2000), Greenley (1995a), and Hooley et al. (2000). For example, Greenley (1995a,
p.5) argues that an “overall market orientation™ measured at the corporate level would
provide a deeper insights into our understanding of the market orientation research
(Greenley 1995a). Furthermore, top level management such as CEO and managing
director hold the key responsibility of executing market orientation in the organisation
(Greenley 1995a: Kennedy. Goolsby and Arnould 2003; Webster 1992) and their
support and commitment are important for organisations to successfully implement
market-oriented behaviour (Kohli and Jaworski 1990; Day 1994; Deshpande, Farley
and Webster 1993).

2.6.2 The SBU-Level Perspective of Market Orientation

The SBU-level perspective refers to the implementation of market orientation at the
business autonomous unit level (Homburg, Krohmer and Workman 2004; Kohli and
Jaworski 1990; Narver and Slater 1990) with a defined business strategy and a
manager with sales and profit responsibility (Aaker 1988; Narver and Slater 2000).
Developing a market orientation often represents a key strategic change for a business
unit. Ruekert (1992) argues that conceptualising market orientation at the SBU-level
explains the variation of market orientation between businesses. This is because
“different businesses, even within the same organisation, should vary in terms of the
degree of market orientation achieved” (Ruekert 1992, p. 229). Additionally, “the
development and execution of business unit strategy [should be] the key organising
focus of the market orientation™ (Ruekert 1992, p. 229). Ruekert’s insight is in line
with Kohli and Jaworski’s (1990, p. 6) original proposition that “the appropriate unit

of analysis appears to be the strategic business unit rather than the corporation because
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different SBUs of a corporation are likely to be market-oriented to different degrees™.
Following this logic, it may appear that the whole organisation could not be described
in term of its market orientation because the level of market orientation may well differ
across their SBUs or departments (see Cadogan 2003). Thus, it may be appropriate to
discuss market orientation of the individual SBU considering that market orientation is

pervasive at this level.

Nevertheless, Narver and Slater’s studies (1990 and 1994) utilise this strategy since
the SBUs sample in their study comes from one large corporation. However. one
possible weakness of this approach is that the finding may not be generalizable to
other businesses due to lack of external validity (Narver and Slater 2000). To address
this problem some researchers have examine the market orientation — performance
relationship in samples of SBUs from multiple organisations. The latter approach has
been used by, among others, Deshpande and Farley (1998). Homburg and Pflesser
(2000), Lukas and Farrell (2000), and Slater and Narver (2000). The targeted
respondents are mostly management and marketing executives (e.g., Hult, Snow and

Kandemir 2003) and managers (Ruekert 1992).

The extant literature in market orientation also shows that the SBU-level of analysis
has been applied in several different circumstances. In a slightly different context,
Siguaw, Simpson and Baker (1998) employ the SBU-level of analysis in their
assessment of supplier-distributor market orientation and channel relationships. In this
case, the subjects of the research are the individual supplier and distributor firms and
represent a diverse range of multiple organisations from different industries. Others,
such as, Piercy, Harris and Lane (2002) operationalise market orientation at the
individual retailer level. Likewise, Lings and Greenley (2002) adopt a similar strategy
and further suggest that retail stores appear to be equivalent to the SBU level of

analysis.

In the international marketing literature, Kirca and Bearden (2002) suggets that market
orientation among the subsidiaries of multinational corporations varies across those
subsidiaries (i.e.. at the subsidiary-level), and the strength of market orientation —

performance relationship depends on the country specific environment of the



subsidiary concerned. This follows from Bartlett and Ghoshal’s (1991) assertion that
the handing over of strategic roles to individual subsidiaries provides each individual
subsidiary the freedom to pursue different strategic roles (Hewett and Bearden 2001).
Thus the market-oriented behaviour of each subsidiary tend to differ from the firm’s

other subsidiaries, SBUs or the head office.

2.6.3 The Context Specific-Level Perspective of Market Orientation

Scholars have also measured market orientation at a context specific, functional and
departmental level. In this instance, context specific level refers to the adoption of
market orientation at the organisation’s functions. departments, units, and markets.
The subjects of the research include department managers (Kahn and Mentzer 1998)
and export managers (Cadogan, Diamantopoulos and Siguaw 2002). Despande, Farley
and Webster (1993) in their extensive study of market orientation in several countries
implicitly contend that the level of market orientation varies across a firm’s markets.
[n their operationalisation of the market orientation construct, they specifically direct

the respondents to refer to a “specific product/market situation (“business™)” (p. 356).

Likewise, Baker and Sinkula (1999a) use a “business unit’s principal served market”
in order to focus respondents’ attention to their market-oriented behaviour in that
particular market. By referencing respondents to one particular product and/or market,
Despande, Farley and Webster, and Baker and Sinkula implicitly concur with the idea
that market orientation of one product or/and market is different from the market
orientation of a firm’s other products or/and markets or even differ from the firm’s
corporate level. It is interesting to note that Narver and Slater’s (1990) study among
SBUs also adopt this level of analysis (c.f. Cadogan 2003). Here, Narver and Slater
(1990) specifically directed the respondents to focus their answers to the firms’
“principal served market”, supporting the notion that market orientation can be

implemented to varying degree within an SBU.
The suggestion that firms have different levels of market orientation across their

business operations or markets has been taken further in the international marketing

literature. For instance, it has been suggested that exporting organisations might (need
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to) implement market orientation differently across their domestic and export
operations (Cadogan et al. 2001; Hooley and Newcomb 1983). Furthermore. even
within the various export markets (i.e., different countries) their behaviour could also
differ (Katsikeas. Leonidou and Morgan 2000). Cadogan and collegues (e.g.. Cadogan
and Diamantopoulos 1995; Cadogan et al. 2001) adopt and apply this functional level
perspective in their conceptualisation of export market orientation behaviour.
Specifically, Cadogan (2003) argues that firms’ exporting is different from their
domestic context, and therefore researchers investigating firms’ market orientation in
the export markets need to measure market orientation at the firms’ strategy
implementation level, that is, at the exporting operations and need to “exclude

reference to market orientation in firms’ domestic markets” (Cadogan 2003, p. 120).

Differences in the level of market orientation can also be found across departments.
Kahn’s (2001) study among managers from marketing, manufacturing and R&D
departments, finds that market orientation levels and product development
performance correlate but to varying degrees across these departments. The findings
from Kahn’s study point that market orientation variation can also be observed at the
departmental level. Kahn’s assertion that market orientation can be viewed across
functional groups is also supported by Tyler and Gnyawali (2002). Their research
shows that differences and variation of market orientation across and within a business
function are due to managers’ cognitive mapping that leads to the variation in

perceptions and understandings of certain organisational phenomenon.

2.6.4 The Individual Employee-Level Perspective of Market Orientation

In order to be maximally effective, marketing concept must be embraced by the entire
organisation (Drucker 1954). Following from this argument, several scholars (see
Celuch, Kasouf and Strieter 2000; Kennedy. Lassk and Goolsby 2002) capture market
orientation at the implementation level (i.e., across all levels and functions in the
organisation). Specifically, all individual employees in the organisation are involved in
the analysis and consequently market orientation is viewed from each individual
employee’s perspective. This is a further refinement of Kohli and Jaworski’s abstract

view of organisation-wide market orientation (Kennedy. Lassk and Goolsby 2002).
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In this context, Ruekert and Walker (1987a. p.4) note that “there is no reason to expect
that any two individuals occupying similar positions within the same functional
department will have consistent experiences”. Gray et al. (1999, p. 243) are also of the
same opinion observing that “marketing manager tend to be slightly more optimistic
about levels of market orientation behaviour than chief executives”. Due to these
differences, managers may have understood and viewed the concept differently, hence
implementation of market-oriented activities such as on use of market information
(Strieter, Celuch and Kasouf 1999), and customer orientation levels (Brown et al.
2002) tend to vary. The collective market orientation of individual employees from
different units, functions and organisational levels thus represent the firms® overall
market orientation behaviour (c.f. Kennedy, Lassk and Goolsby 2002; Klein,
Dansereau and Hall 1994).

Individual differences in understanding and implementing market orientation are not
the only reason that leads researchers to conceptualise market orientation at this micro
level. In their empirical work in the service industry, Brown et al. (2002) argue that in
the service industry in particular, individual employees are “direct participants in
implementing the marketing concept™ (p. 110) and therefore individuals are keys to the
successful implementation of market orientation. The salespersons’ customer
orientation, behaviour and attitudes thus, are argued to influence customers’
perceptions of a firm’s delivery service (Jones, Busch and Dacin, 2003). Accordingly,
individual employees’ profiles of market orientation levels take on as much meaning

as aggregated scores.

The discussion above highlights the presence of varying level of analysis used in the
literature and demonstrates lack of agreement with Kohli and Jaworski’s (1990)
recommendation that SBUs are the only level of analysis from which to view firms’
market orientation levels. Table 2.3 provides a summary of selected empirical studies
in market orientation and their levels of analysis. In the following section, a further
review of the extant literature on levels issues and their application in market

orientation research is further explored.
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2.7 LEVEL OF ANALYSIS AND ITS IMPLICATIONS FOR THE PRESENT
RESEARCH

While it is acknowledged in the literature that there are different degrees of market
orientation across organisational levels (see Kahn 2001; Kohli and Jaworski 1990:
Ruekert 1992), this issue has received little attention among scholars studying market
orientation (c.f. Klein, Dansereau and Hall 1994). Market orientation researchers seem
to ignore the fact that the literature consists of studies conducted at different levels of
analysis and at different levels of measurement. Research findings have not been
differentiated based on their level of analysis. Many researchers implicitly seem to
assume that market orientation is a concept that does not need to be considered from a
“levels of analysis™ perspective. For example, in their study of three successful
Australian firms, Conduit and Mavondo (2001) imply that market orientation is level-
free to the extent that there is no need to differentiate between firms® market
orientation levels across their domestic and international activities. Specifically, they
suggest that “the [domestic] operations of these corporations were considered
appropriate surrogates for their global activities. ...the conclusions and implications
apply to the international marketing activities of our sample” (Conduit and Mavondo
2001, p. 16). Thus, in addition to those who simply ignore levels issues. there are also
some market orientation researchers who appear to argue that levels issues are not of

relevance to market orientation research (c.f. Cadogan et al. 2001).

On the other hand, there are studies that measure market orientation at a corporate-
level and indirectly assumed it to mirror those of the SBU-level or department-level
(see Cano, Carrillat and Jaramillo 2004; Langerak 2001). For example, in a meta-
analytical examination of market orientation studies, Kirca. Jayachandran and Bearden
(2005) include a total of 114 major market orientation studies in the ‘study sample” but
conclude that the analysis only includes “articles that measured market orientation at
the organisational level™ (p. 27). Specifically, in the international marketing literature,
scholars have assumed that market orientation measured at the corporate-level can be
equated to a firm’s SBU-level or at the departmental-levels (e.g., Shoham and Rose

2002; Kwon and Hu 2000). Indirectly, the authors imply that the corporate level

* Their studies include papers that utilises various level of analysis; corporate (e.g., Greenley 1995a; and
Hooley et al. 2000), SBUs (e.g., Narver and Slater 1990; and Ruekert 1992). functional (Cadogan,
Diamantopoulos and Siguaw 2002; and Kahn 1996).
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market-oriented behaviour can be applied to the firm’s SBU or
functional/departmental-level. Subsequently, some researchers studying firms’ market-
oriented behaviour of their export operations have measured the construct at the
corporate-level, and no specific information on the firms’ exporting activities has been
deemed necessary. For example, studies by Prasad. Ramamurthy and Naidu (2001)
and Rose and Shoham (2002) attempt to link market orientation with export success.
However, market orientation was measured at the firms’ organisational or corporate-
levels, with no explicit mention of the firms’ behaviour in their export markets.
Indirectly, this suggests that the researchers assume that the level of market orientation
at the firms’ corporate level can automatically be translated to the firms’ export market

(c.f. Klein, Dansereau and Hall 1994)*

Inevitably, this kind of practice leads to confounded and inaccurate analysis. As
Cadogan (2003) notes when discussing mixed levels of analysis in the international
marketing literature, assessments of firms’ market orientation levels in their export
operations have been contaminated by inclusion of reference to firms’ activities in
their domestic market operations. In the cases of Kwon and Hu (2000), Prasad,
Ramamurthy and Naidu (2001), and Rose and Shoham (2002), for example, this
implies that “the measures of market orientation used were unlikely to capture
accurately firms’ level of market orientation in their export operations” (Cadogan

2003, p. 120).

From a theoretical perspective, studies that employ different levels of analysis cannot
be cross-compared because “[in] many [cases] the conclusions of research differ as a
function of level of analysis” (Klein, Dansereau and Hall 1994, p.196). Furthermore,
as Cadogan (2003) and Uncles (2000) point out, problems can arise if comparisons are

made among studies that apply different level of analysis. Subsequently, a study that

! Klein, Tosi and Cannella (1999, p. 244) note: “...when individuals do x. y occurs. Therefore, when
groups do x, y must also occur. Such a simple translation may not yield profound theoretical insights”.
From Rose and Shoham (2002), we can infer that if a firm increases the level of its market orientation,
potentially it will lead to superior performance. However, an increase in a firm’s domestic market
orientation will not necessarily lead to greater export market-oriented activities and therefore an
increase in export performance is suspect (Cadogan 2003).
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utilises corporate-level analysis cannot simply be compared with that of a study that

uses SBU or departmental-level analysis (Cadogan 2003).

In the exporting literature, Cadogan and Diamantopoulos (1995) have argued that a
firm’s market orientation activities in its domestic markets are not the same as in its
export markets. Subsequently, they suggest that, for an internationally active
organisation, the appropriate level to measure export market-oriented behaviour is at

its export operational level.

2.7.1 Conclusions Regarding Levels of Analysis

As can be seen from the earlier discussion, it appears that scholars have examined
market orientation at many different levels such as at the corporate-level, the SBU-
level, the functional-level and the individual employee-level. It is also important to
note that there is no right or wrong level of analysis, different levels can be used as
long as they fit the theory being tested (Klein, Tosi and Cannella 1999). The rightness
or wrongness of a level of analysis is determined by its fit with other constructs in a
theoretical model not by some normative view that a specific level of analysis is
always right (and all others are always wrong). This is demonstrated by the fact that so
many different levels of analysis have been usefully applied to the market orientation

construct in the literature.

Past researchers have examined market orientation at the corporate-level, the SBU-
level, the export function-level and the individual-level. However, no research has
explicitly examined firms' market-oriented behaviour in their domestic markets. This is
interesting, because domestic market-oriented behaviour will not necessarily be

exactly the same as those undertaken at the corporate-level, the SBU-level, or the
export function-level. Indeed, it can be seen that market-oriented behaviour
conceptualised at the corporate-level or SBU-level are. by definition, merely
combinations or bundles of market orientation activities occurring at various sub-levels
of analysis within the corporation or SBU. For an internationally active organisation

that serves both domestic and export markets, it is important that both sides of
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operations are incorporated in the analysis so that the overal] implications they may
have on the organisational indicators can be evaluated. More importantly, the
concurrent impact of both domestic and export market-oriented behaviour on
organisational performance have largely been ignored in past studies (Katsikeas,
Leonidou and Morgan 2000). For instance, an exporting SBU's market-oriented
activity can be described in terms of some combination of (a) its market-oriented
activity in its domestic markets, and (b) its market-oriented activity in its export

markets.

One implication of this kind of logic is that a clear research gap is identified.
Specifically, important research questions become apparent. Do significant differences
exist between firms' market-oriented behaviour in their domestic and export marketing
activities? If so, what are the key reasons behind such differences? What are the
performance-related consequences of any differences in magnitude between a firm's

market-oriented behaviour levels in its export and domestic marketing operations?

From the evidence presented above. it seems clear that differences in market-oriented
behaviour across firms’ operations is an important issue that merits further
investigation. The above literature review also has highlighted a number of important
issues that necessitate further research in order to foster our understanding and
knowledge in this area. It is also apparent that existing literature in the market
orientation and strategic marketing fields does not provide enough information
regarding this important issue. As this review shows, firms’ market orientation levels
could differ across their domestic and export operations and consequently, such
differences could have some implications on their business performance. As it is
expected that differences in market-oriented behaviour have performance implications,
itis therefore important to identify specific factors that lead to such differences.
Furthermore, the present literature has yet to provide any information on this issue,
thus, studying antecedents and consequences of firms’ differences in market-oriented
behaviour across their operations merit further research. Additionally. comparing
market-oriented behaviour across organisations functions (i.e. domestic and export)
should provide insights and meanings into how market orientation influences business

success,
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2.8 SUMMARY

The preceding analysis has demonstrated that within one organisation, there are
potentially various levels to implement market orientation. The literature has
demonstrated scholars studying the market orientation-performance association have
operationalised the construct across different organisational levels such as at the
corporate, SBU, departmental and functional. and individual employee levels. The
discussion on level of analysis has also provided additional insights into some

implications for market orientation studies, and provided avenues for further research.

This chapter has also provided a literature based assessment of the range of market
orientation studies. The review has raised a number of issues related to the link
between market orientation and performance, and possible environment moderators.
There are also some key variables that have been found to influence firms’ levels of
market-oriented behaviour. It was also shown that market orientation has also been
looked at using different levels of analysis. The presence of multi-level market-
oriented behaviour in the organisation points to the possibility that exporting firms that
operate in multiple markets such as in domestic and export markets might have
different levels of market-oriented behaviour in their business operations. It is also
highly likely that differences in the market-oriented behaviour across firms’ domestic
and export operations is an important issue as highlighted in this chapter.
Consequently, the decision was taken to study differences in the market-oriented
behaviour across firms’ domestic and export functions. Thus, it is useful to
conceptualise the market orientation model of market-oriented behaviour in firms’
domestic and export business operations and determine their antecedents and
performance consequences. The following chapter discusses the model and the
expected relationships between each antecedent to market orientation difference and
the consequences of export and domestic market orientation behaviour on

Organisational performance.
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CHAPTER 3

DIFFERENCES IN MARKET-ORIENTED BEHAVIOUR
LEVELS ACROSS FIRMS’ DOMESTIC AND EXPORT
OPERATIONS AND THEIR ANTECEDENTS AND
CONSEQUENCES

3.1 INTRODUCTION

In this chapter, a conceptual model of the differences in market-oriented behaviour
levels across firms” domestic and export operations is developed. It has three main
parts. In the first part, the existence of differences in market-oriented behaviour levels
across firms’ domestic and export operations is discussed. and a hypothesis is
presented. In the second part, hypotheses concerning the key drivers of these
differences in market-oriented behaviour levels are presented. Finally, in order to
explore the performance related consequences of any differences, a second model is
presented, in which domestic market-oriented behaviour and export market-oriented
behaviour are modelled as antecedents of overall business performance. Moderator
effects are also modelled using environmental turbulence in both domestic and export

markets.

3.2 DIFFERENCES IN MARKET-ORIENTED BEHAVIOUR ACROSS FIRMS’
DOMESTIC AND EXPORT OPERATIONS

The review of the literature identified three important research questions in need of
investigation. The first of these is to determine whether there really are differences in
market-oriented behaviour across firms® domestic and export operations. A large
number of empirical evidence point that all firms need to be market-oriented regardless
of the environmental conditions (Jaworski and Kohli 1993; Slater and Narver 1994).
Thus, high levels of market orientation are assumed to be “best practise”, and any
deviation from this is argued to be dangerous for the long-term survival of the business
(Slater and Narver 1994). Underpinning this theory of market orientation's universally
Positive benefits is the notion that market orientation “exists” and is “consistent or
stable” at the business unit or profit centre level (Kohli and Jaworski 1990). However,

scholars have started to question the validity of the assumption that firms or business
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units have a single market orientation leve] (see Uncles 2000); indeed. it has been
explicitly suggested that market orientation levels may differ across organisation SBUs
(e.g.. Narver and Slater 1990), departments and or functions (e.g., Cadogan et al..
2001; Kahn 2001; Tyler and Gnyawali 2002) and also across individual employees
levels (e.g., Strieter, Celuch and Kasouf 1999),

The market orientation literature indicates that perhaps differences do occur (e.g.,
Cadogan et al. 2001: Hooley and Newcomb 1983: Kahn 2001). Hooley and Newcomb
(1983) for example, commented on the fact that many firms fail to carry their domestic
market orientation levels through to their exporting operations, implying that market
orientation levels can differ across firms’ domestic and export marketing functions.
Furthermore, the literature on levels of analysis suggests that such differences are
entirely feasible. Indeed, it has been explicitly suggested that market orientation levels
may differ across departments and or functions within organisations (Cadogan 2003;
Kahn 2001). That is, market-oriented behaviour levels do not need to be the same
across domestic and export operations. Therefore. it is argued that firms™ market
orientation levels may differ across their domestic and export operations.

Consequently, the following hypothesis is proposed:

HI: Exporting firms ma y have different levels of market-oriented behaviour across

their domestic and export marketing operations.

3.3 KEY DRIVERS OF DIFFERENCES IN MARKET-ORIENTED
BEHAVIOUR LEVELS ACROSS FIRMS’ DOMESTIC AND EXPORT
OPERATIONS

Assuming that differences do occur between firms’ levels of market-oriented
behaviour across their domestic and export operations, then it is of interest to identify
possible causes of such differences. Figure 3.1 provides an overview of the proposed
model of antecedents to differences in market-oriented behaviour levels across firms’
domestic and export operations and serves to structure the subsequent discussion. The

focus of this preliminary study is on the interface between the firms’ domestic and
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exporting functions thus all variables identified here are operationalised at the
domestic and export business levels. As the model shows, the hypotheses relate to five
dependent variables related to the relationship (interfunctional interactions, mutual
dependence), strategic (interfunctional strategic symmetry, market dominance), and
environmental interfaces between domestic and export business operations. A detailed

discussion of the theory underlying the conceptual framework follows.

Figure 3.1: Antecedents to Differences in Firms’ Market Orientation Levels
Across Domestic and Export Operations

Interfunctional
Interactions

Interfunctional Strategic
Symmetry

Differences in Market-

Mutual D de
ual Dependence Oriented Behaviour

Market Dominance

Differences in Market
Environment
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3.3.1. Interfunctional Interactions

[nteraction is an organisational process that “represents the structural nature of cross-
departmental activities” (Kahn 1996, p. 139). This view emphasises the amount of
contact across departments through various means that include routine meetings.
teleconferencing, conference calls, memoranda, and the exchange of communication
(Kahn and Mentzer 1998; Morgan and Piercy 1998: Van de van and Ferry 1980).
Frequent interfunctional interactions lead to better coordination and enhance deeper
understanding of information requirements and communication style preferences, and
thus increase the effectiveness of information dissemination (Maltz and Kohli 1996:
Morgan and Piercy 1998) and its appropriate utilisation (Pulendran. Speed and Widing
2000).

The role of interfunctional interactions of an organisation on coordination and
information processing has received much attention in the literature (e.g. Kahn 1996;
Ruekert and Walker 1987b). Empirical evidence shows that a high degree of
interfunctional interactions among firms’ various businesses. units and divisions yields
better organisational outcomes (e.g.. Kahn 1996: Ruekert and Walker 1987b).
Interactions help to open flows of resources, work and assistance across all
organisational departments (Pulendran, Speed and Widing 2000; Ruekert and Walker
1987b). Therefore, firms are better positioned to act collectively to meet customers’
demands and expectations through knowledge generation and utilization (Jaworski and
Kohli 1993).

This argument has also been extended to the market orientation context, where it has
been suggested that more interactions between firms’ employees across various
functions leads to greater levels of information exchange as well as the use of actual
market information itself (Deshpande and Zaltman 1982; Jaworski and Kohli 1993).
Similarly, in the exporting context, interactions between exporting and other functions
heighten export market-oriented activities (Diamantopoulos and Cadogan 1996).
Through formal and informal ties, individual units and function can discuss and solve
Organisational matters such as strategic issues, and information about customers and
“ompetitors (Menon, Jaworski and Kohli 1997). More specifically, interfunctional

Interactions between firms® domestic and export marketing functions may make it
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easier for both parties to share the overall planning and implementation of market-

oriented activities across the markets.

Drawing from research in the domestic and export specific contexts, it has been
suggested that greater levels of interfunctional interactions between firms® domestic
and export functions could improve information sharing and processing among all
units and this will help to improve organisation understanding about markets
requirements. Better interactions between domestic and export functions will also
increase employees” awareness about the level of formulation and implementation of
market-oriented activities at each functional level. This ultimately will heighten the
degree of firms’ overall market orientation levels. Consequently. to a large extent, the
levels of firms’ market-oriented activities will depend on interfunctional interactions, It
is therefore expected that with greater interactions between domestic and export units,
differences in the levels of firms’ market-oriented behaviour across their domestic and

export operations will be lower. As a result, the following hypothesis is suggested:

H2: The g reater the interfunctional interactions between firms’ domestic and export
functions, the smaller the differences in market-oriented behaviour levels across

firms” domestic and export operations.

3.3.2. Interfunctional Strategic Symmetry

Firms” strategy can be classified into several typologies and is characterised by a
distinctive strategic response to the environment (McDaniel and Kolari 1987: Miles
and Snow 1978). Miles and Snow’s (1978) strategic typologies, known as prospectors,
analyzers, defenders, and reactors, also include elements of technology, structure, and

process that are consistent with the firms’ strategic responses.

The strategic management literature suggests that business strategy type can also
influence an organisation’s market orientation level (Kumar, Subramanian and
Strandholm 2002; Lukas 1999; Matsuno and Mentzer 2000; McDaniel and Kolari
1987 Morgan and Strong 1998). As Lukas (1999, p. 148) states “[the] more



information processed from customer, competitor, and internal sources. the greater the

degree of market orientation”.

Specifically, literature indicates that the strategic type of a business wil] be reflected in
its intelligence generation activities. Hrebiniak and Joyce (1985) argue that cost
leadership firms will be internally focus (e.g., lowering cost curves and increasing
efficiency) and hence become less market-oriented than differentiator-driven firms
(Kumar, Subramanian and Strandholm 2002; I.ukas 1999). Some cost leaders may
also attempt to generate information about their competitors and prepare response
action, it may be done cautiously due to the cost involved in intelligence generation
and, hence, the necessity for intelligence generation is reduced (Kumar, Subramanian
and Strandholm 2002; Miller 1989). Customer responses to cost leaders™ reaction are
more predictable because they (customers) are more concerned about price and
therefore it is “easier to forecast [customer behaviour] when only price matters™
(Kumar, Subramanian and Strandholm 2002, p. 40) and this greatly reduces the need
for costly information processing (Miller 1989). For differentiators, competitors’
actions have to be monitored closely in order to produce unique products, and at the
same time they need to safeguard their activities from attractin g competitors’ responses
(Homburg, Workman and Krohmer 1999: Miller 1989). Thus information about
competitors” actions has to be closely monitored and response action has to be done

rather quickly.

Lukas (1999) proposes that firms® level of market orientation differ across their
strategic orientations. Using Miles and Snow’s (1978) typology, Lukas argues that
firms will base their market orientation levels on the strategy they pursue. This is
because each type of strategy has a unique strategic response to external forces and
hence associates systematically with a distinctive market orientation. Empirical
evidence has also shown that as firms move from the prospector to analyser to

defender to reactor continuum order, they become less responsive to the environmental
forces, hence their level of market orientation will be reduced in a similar pattern

(Homburg, Workman and Krohmer 1999: Lukas 1999).
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Similarly, the analysis above can be applied to the firms’ domestic and export
functions. Firms may adopt different strategic orientations across their domestic and
export markets depending on the external and internal forces unique to their business
environment, departmental or functional objectives. Each department with a specific
target market may pursue its own strategy type because the forces in each particular
market might be different, hence raising the possibility that they pursue different
strategy orientation (c.f. Stewart and McAuley 2000). On the other hand. firms might
also adopt one common strategy for both domestic and export markets due to various
reasons such as having similar market scope (Stewart and McAuley 2000), and product
standardization across firms’ various markets (Cavusgil, Zou and Naidu 1993).
However, as the literature reveals, if they have different strategy types in their
domestic and export markets, their degree of market-oriented behaviour will also be
different. Therefore, it is argued that firms’ market-oriented behaviour levels can vary
depending on the strategy types adopted across their domestic and export markets.
Consequently, a symmetrical strategy across firms’ domestic and export operations
will lead to lower differences in firms’ market-oriented behaviour levels, while
asymmetrical strategies across these two operations will lead to higher levels of

market-oriented difference. Thus the following hypothesis is advanced:

H3: The degree of interfunctional strategic symmetry between firms’ domestic and
export functions is negatively related to the differences in market-oriented
behaviour levels across firms’ domestic and export operations market orientation

differences.

3.3.3 Mutual Dependence

Mutual dependence refers to the degree of interdependence between firms” domestic
and export marketing functions on organisational resources, support and output in
imPlemfmting market orientation across firms’ domestic and export operations. Lack of
Mutual dependence suggests that either the firms® domestic marketing function (or
eXport marketing function) does not depend heavily on the exporting function’s (or
domestic marketing function’s) resources, support and output in order to generate,

disseminate and respond to market intelligence in the firms® domestic markets. This



concept is derived from Ruekert and Walker’s (1987a) interfunctional interdependence
conceptualisation that reflects the importance to a member of one functional area of
obtaining resources from another area to accomplish their objectives. Bound by limited
resources, individuals, functions, and departments are expected to depend on other
functions to achieve departmental and organisational goals. In addition, the degree to
interdependence within functional areas will have a positive effect on mutual
understanding and relationships among members of various functions in the

organisation.

Support to the effect of this notion can be found in other research areas. According to
social exchange theory, the degree of dependence among parties involved in
relationships is important. This is because the level of dependency of participating
members will have a direct influence on the motivation to help build quality
relationships (Morgan and Hunt 1994). Specifically, according to this theory, the
imbalance of power (when one party is dependent on the other) will lead one party to
directly influence the activities of the other (Molm 1994). It is also further suggested
that the dependence of one party on another will have a positive relationship with
acquiescence to that party (Bendapudi and Berry 1997). While dependence leads to
acquiescence, interdependence brings greater awareness, sharing of organisational
objectives, encourage greater communication between departments, leads to greater
level of understanding and rapport between partners, and reduces conflicts (Barclays

1992; Anderson, Lodish, and Weitz 1987).

[n the firms” interfunctional context, the greater the perceived dependence of one
function on another, the greater the power of the more independent function to exert
influence to the more dependent function. This argument can be extended to the
domestic and export interfunctional relationships, for example it can be expected that
the less dependent function will exert greater influence on important decisions such as
on the market intelligence generation strategies. Therefore, it can be expected that if
the export marketing function is more dependent on domestic function, export
marketing managers will have to acquiesce to the marketing planning of the domestic

units and vice versa (c.f. Hewett and Bearden 2001).
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In seeking to identify the applicability of the arguments above to the differences in
market-oriented behaviour levels across firms’ domestic and export operations, it can
be inferred that higher interfunctional interdependence leads to greater communication.
sharing, and understanding interfunctionally. The support for information exchange
activity across firma’ units is expected to have positive effects on the intelligence
dissemination and response action and market orientation (Kohli and Jaworski 1990;
Narver and Slater 1990). Similarly if both domestic and export functions are highly
independent, the tendency for them to work together will be lower and hence neither
function will have greater influence over the other on its market orientation activities.
Specifically. it can be argued that the higher the interfunctional interdependence of the
domestic and export functions, the greater the level of resources, information and work
flows and therefore the smaller the differences in the implementation of market

orientation activities. Consequently the following hypothesis will be tested:

H4: The g reater the mutual dependence between firms” domestic and export
marketing functions, the smaller the differences in market-oriented behaviour

levels across firms”™ domestic and export operations.

3.3.4. Market Dominance

Firms with export operations often are involved in exporting as a peripheral activity
(Cavusgil and Nevin 1981). However. as they become more committed to exporting as
away of doing business, their dependence on exporting increases (Cavusgil and Zou
1994: Leonidou, Katsikeas and Piercy 1998). Market dominance refers to the degree to
which either a firm’s domestic market sales or export market sales dominate. Lack of
dominance indicates that the percentages of the firm’s sales obtained from its domestic
operations and from its export operations is equal. It is further argued that firms’
market dominance across their operations will have direct positive impact on
differences in the firms’ market-oriented behaviour. Market dominance refers to the
degree to which a firm depends on its sales revenues from one market over the other in
its domestic and export operations. Thus, for a firm that experiences low market
dominance, both domestic and export operations contribute equally to organisational

suceess. Likewise, if a firm has high market dominance, the contribution to business
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success from its domestic operations is significantly larger that its export operations, or

yice versa.

The export marketing literature suggests that firms’ export marketing research
activities tend to have a strong positive relationship with their export size (Belich and
Dubinsky 1995; Cadogan, Diamantopoulos and Siguaw 2002: Souchon and
Diamantopoulos 1996; Cavusgil 1984). For example, the greater the export sales
revenue. the more resources a firm will commit on information gathering and
dissemination activities in its export markets. Firms that are highly dependent upon
their overall success from export operations perceive export market-oriented activities
to be critical for their survival. These export dominant organisations will place a high
priority in the generation of relevant export intelligence, encourage a sophisticated
dissemination approach, and will give high priority to export market responses actions
in the anticipation that this will lead to better overall performance. Similarly, for the
domestically dominated organisations, where the dependence on the domestic market
is greater, it is expected that considerable attention will be given to the firm’s domestic
function. These firms are likely to invest more resources on generating market
intelligence, dissemination and taking response action in their domestic relative to their

export markets. (c.f. Homburg, Workman and Krohmer 1999).

On the other hand, firms with little involvement in their export markets may not
commit resources to the export market; instead, these firms may rely heavily on the
intuition of personnel assigned to the function (Cavusgil 1984; Souchon and
Diamantopoulos 1996). As Souchon and Diamantopoulos (1996. p. 61) suggest “[f]or
firms with substantial export operations, the cost of wrong decisions can be very high;
therefore, effective use of information becomes less a choice than a necessity”.
Additionally, firms that have relatively small volumes of export sales may “prefer to
make decisions on the basis of limited research aided by judgement calls” (Cavusgil

1985, p. 28).

The above arguments can also be extended into the relative dependence firms place on
their domestic vis-a-vis export markets. If a firm is highly involved in its domestic
market due to the contribution of the domestic sales revenue, it can be expected that its

market orientation activities to be more ‘necessity” in its domestic market. Firm can
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justify larger commitment on information gathering and dissemination activities to the
more important domestic markets. Managers will place hi gh priority on information
gathering activities, and giving more attention to ensure personnel involved in

planning and implementation of marketing strategy have access to market information.
This in turn will encourage faster response actions from all parties. Likewise, if the
export markets provide stronger sales revenue relative to the domestic markets. it is
expected that the level of market orientation in the export market to be relatively
higher than the one in the domestic markets. Also, if the market dominance is low
where neither export nor domestic markets play dominant role. it can be expected that
the difference in the level of market orientation between domestic and export to be

relatively small. The above arguments lead to the following hypothesis:

H5: The greater the degree to which either domestic market sales or export market
sales dominate firms’ sales activities, the greater the difference in market-
oriented behaviour levels across firms’ domestic and export marketing

operations.

3.3.5 Differences in Domestic and Export Market Environments

Itis acknowledged in the literature that firms operating in different markets are

exposed to different sets of environmental forces (e.g., Gray et al. 1999). In fact,
evidence suggests that foreign market environments can be very complex and that
firms operating in international markets are often exposed to environmental forces
which are very different from those in the domestic markets (Cadogan and
Diamantapoulos 1995; Czinkota, Ronkainen and Moffett 1998; Raven, McCullough
and Tansuhaj 1994). In this study, differences in domestic and export market
environments refer to the extent to which the market environment in firms’ domestic
Operations varies from the environment encountered in the firms’ exporting operations.
Large differences between domestic and export market environments indicates that the
degree of the market turbulence is relatively high in one market (e.g.. domestic market)
over the other (e.g., export market). On the other hand. low differences between
domestic and export market environments suggest that the market environments in

domestic and export markets are about the same levels.
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The extant literature indicates that the business environment will influence the e
market orientation levels (e.g., Slater and Narver 1994: Pelham and Wilson, 1996).
Davis, Morris and Allen (1991, p. 45) state that “a company-wide marketing
orientation would seem most critical when customers, their needs. the technologies for
addressing these needs, and the economies of doing so are in the state of flux”.
Backing this proposition is Daft, Sormunent and Parks’s (1988) observation that
increased environmental uncertainty requires increased information acquisition and
processing about the environment, especially about customer, economic, and
competitor forces. Specifically, under conditions of high competitive intensity,
technological change, and market turbulence, there is a greater likelihood that the
synchronization between the firm’s offerings and customers’ needs may be lost (Slater

and Narver 1994).

Another specific argument is provided by Kohli and Jaworski (1990, p. 14) who assert:
“when an organisation caters to a fixed set of customers with stable preferences, a
market orientation is likely to have little effect on performance because little
adjustment to a marketing mix is necessary to cater effectively to stable preferences of
a given set of customers. In contrast, if ...preferences are less stable, there is a greater
likelihood that the company's offerings will become mismatched with customer's
needs... an organisation must therefore [be market-oriented] ...and ascertain the
changed preferences of customers and adjust its offerings to match”. Kohli and
Jaworski (1990) then hypothesise that the greater the market turbulence, the stronger

the relationship between market orientation and business success.

Following this logic, if firms are exposed to different levels of environmental
turbulence in their domestic and export markets, they will need to generate,
disseminate and respond to intelligence differently across those markets. For example,
if the market environment in the domestic market is much more turbulent than firms’
export markets, firms may choose to adopt a higher level of market orientation in their
domestic markets, whereas if the export environment is more volatile, firms may need
1o be more sensitive to the export markets requirements and put more resources to
enhance their export market-oriented behaviour (see Grewal and Tansuhaj 2001:

Homburg and Pflesser 2000). As a result, it is expected that differences in the level of
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environmental turbulence across firms’ domestic and export markets leads firms to
generate, disseminate and respond to market intelligence different] y across their

husiness operations. Therefore it is hypothesised that:

H6: The greater the difference in the environmental turbulence across firms’
domestic and export markets, the greater the difference in the level of market-

oriented behaviour across firms’ domestic and export marketing operations.

34 PERFORMANCE CONSEQUENCES OF DIFFERENCES IN MARKET-ORIENTED
BEHAVIOUR LEVELS ACROSS FIRMS’ DOMESTIC AND EXPORT OPERATIONS

The objective of this section is to investigate the outcome of differences in market-
oriented behaviour levels across firms’ domestic and export operations on
organisational performance. It is argued in the previous section that there are several
key drivers that may influence firms” differences in market-oriented behaviour across
their domestic and export operations. The literature review section (Chapter 2) also has
highlighted that firms operating in different markets may behave differently and a
single level of market orientation that caters to firms’ domestic and export markets
may not be appropriate for exporting organisations. For exporters, market-oriented
behaviour must correspond to their domestic and export markets. Accordingly, firms’
domestic market-oriented behaviour and export market-oriented behaviour need to be

contextualised for the firms’ domestic and export market operations respectively.

[n order to investigate the performance related consequences of differences in market-
oriented behaviour levels across firms’ domestic and export marketing operations, the
model presented in Figure 3.2. is used. Here domestic market-oriented behaviour and
export market-oriented behaviour are modelled as independent antecedents to overall
sales performance, which in turn feeds into firms’ overall profit performance.
Turbulence in the firms’ domestic and export markets, respectively, moderate the links

between market-oriented behaviour and performance.

If differences in market-oriented behaviour levels across domestic and export

marketing activities are suboptimal for a firm’s overall performance, then the main
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effect from market-oriented behaviour to performance, and the environmental
moderator effects, should be identical across firms’ domestic and export operations.

This would be consistent with the notion that market-oriented behaviour should not

differ across domestic and export markets even if their environments are very different.

Indeed, firms should be striving to increase market-oriented behaviour uniformly
across the organisation. However, if different main effects or moderator effects are
identified across the domestic/export divide, then this indicates that differences in the
level of market-oriented behaviour across firms’ domestic and export operations are
warranted depending on the situations facing firms. In what follows. the logic
underpinning the model is discussed in detail, and a battery of hypotheses are

formulated.

Figure 3.2: Firms’ Domestic Market-Oriented Behaviour, Export Market-
Oriented Behaviour, Environmental Turbulence Moderators and
Performance Outcomes.
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3.4.1 Market-Oriented Behaviour and Organisational Performance

The empirical link between market-oriented behaviour and performance is well
established in marketing literature. The results indicate that firms with a strong
emphasis on market orientation have higher long-term performance (Homburg and
Pflesser 2000). It is argued that market orientation is important because firms can
consistently identify and respond to customers’ present and future needs. Accordingly,

firms will be able to satisfy their customers better than their competitors.

The literature review (Chapter 2) demonstrates that there is growing body of empirical
evidence to suggest that there is a strong positive association between market
orientation and performance (e.g., Greenley 1995b: Slater and Narver 1994). The
positive relationship between market orientation and organisational outcomes is not
only applicable in the firms® domestic setting, but the relationship also holds in the
firms” export function. Research in the exporting field also has shown that firms
exhibiting market-oriented behaviour in their export operations are more successful in
their exporting performance (Akyol and Akehurst 2003; Cadogan et al. 2002: Rose and
Shoham 2002).

Consistent with previous studies, the effect of market orientation on performance is
divided into two; the direct effect of market orientation on overall sales performance
and the indirect effect of market orientation on overall profit performance (Homburg
and Pflesser 2000; Pelham 1997b). Overall sales performance concerns with the
organisational sales growth in relation to the industry in both domestic and export
operations. Overall profit performance is operationalised as the profitability of the
business operations in the domestic and export markets over the last three years.
Following Homburg and Pflesser (2000) and Pelham ( 1997b), it is argued that a
market-oriented behaviour has an indirect effect on profit performance through sales

performance.

Several empirical studies reveal positive and si gnificant correlational links between
market orientation and different performance measures (e.g., Jaworski and Kohli 1993;

Narver and Slater 1990: Slater and Narver 1994). Through market-oriented activities,

firms are able to provide greater focus on delivering greater value to customer and also




able to compete with competitors™ activities (Kohli and Jaworski 1990). Similarly,
market-oriented organisational culture’s are also more likely to have a positive impact
on market performance (Narver and Slater 1990). A greater understanding of
customers and striving for superior service effects sales growth and market share
directly (Pelham 1997a). Furthermore, satisfied customers are more likely to engage in
positive word of mouth (Reichheld and Sasser 1990). which in turn will directly
influence sales growth and market share. Consequently. market-oriented firms are
highly likely to achieve higher customer satisfaction, are better able to keep existing
customers, attract new customers and consequently attain the desired growth and

market share. Stated more formally:

H7:  There is a positive relationship between firms’ domestic market-oriented

behaviour levels, and firms’ overall sales performance.

H8:  There is a positive relationship between firms’ export market-oriented

behaviour levels, and firms’ overall sales performance.

3.4.2 Overall Sales Performance and Overall Profit Performance

As argued above, market-oriented behaviour will contribute positively to firms’ sales
performance. Furthermore, the literature indicates that market performance is a
necessary antecedent to financial performance (Buzzell and Gale 1987; Homburg and
Pflesser 2000). Furthermore, research on the performance implications of customer
satisfaction and loyalty provides strong support for the notion that market performance
(as measured by sales and growth) is positively associated with financial performance
(Anderson and Sullivan 1993: Fornell 1992; Rust and Zahorik 1993). Higher sales
levels, sales growth, and market share can lead to profitability through increased

¢conomies of scale and scope, and market power (Buzzell, Gale and Sultan 1975).

Furthermore, loyal customers can increase a firm’s profitability through the absence
acquisition costs, lower operating costs, referrals and high price tolerance (Reichheld
1996). Evidence from PIMS studies identify market share as one of the most crucial

factors influence firm’s profitability (Buzzell and Gale 1987, p. 45). Likewise, Pelham
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(1997a, p.60) suggest that a highly market-oriented organisation “may choose to
sacrifice short term profitability by significant investments designed to improve
product value for customers”. Indeed. literature in the market orientation domain also
shows that there is a positive relationship between market performance and firms’
profit performance (Cadogan et al. 2002; Cadogan. Cui and Li 2003: Homburg and
Pflesser 2000; Hooley et al. 2005: and Pelham 1997a). Thus the following hypotheses

are offered:

H9:  Overall sales performance is a positively related to overall financial

performance.

34.3 Environmental Turbulence as Moderator

Given that market orientation correlates strongly with organisational performance,
another question arises as to whether this situation is robust across all business
conditions. This issue has been discussed in some details in Chapter 2 (Section 2.5.2).
Monitoring. collecting and responding to intelligence about customers, competitors
and technology can be very costly in terms of human and financial resources and can

only be justified if the outcomes outweigh the costs associated with these activities.

For instance, in an ever changing business environment, information is quickly
outdated (c.f. Souchon and Diamantopoulos 1996: Weitzel 1987). and there is pressure
to collect increasing quantities, and i<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>