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The Influence of Business Strategy on New Product Activity:
The Mediating Role of Market Orientation

Abstract

In this paper we examine how business drategy influences the nature and extent of firms market
orientation and how this in turn influences the extent of firms new product activity. Specificaly,
we develop a framework linking firms rdative emphads on cost leadership, product
differentiation and focus drategies on firms customer, competitor and supplier orientation as
well as ther new product development and introduction activity. We use this framework to
develop relevant hypotheses which we then test on survey data from 157 Dutch firms of varying
szes and from across various indudtries. The surprising findings are that a greaster emphasis on a
focus drategy results in a decreased emphass on customer orientation and that competitor
orientation influences new product activity only indirectly via customer orientation. Limitations
of the study and implications of the findings for future reseerch on market orientation and new

product activity are discussed.



INTRODUCTION

New product development and introduction are activities of vitd importance to the growth and
peformance of firms. Despite consderable research into factors leading to successful new
product activity (eg., Cooper 1998, MontoyaWess and Caantone 1994) as well as the
consequences of such activity (Cardozo et a. 1993; Nobeoka and Cusumano 1997, Manu and
Sriram 1996; Chaney and Devinney 1992) little work has examined how business drategy
influences the degree to which new product development and introduction is undertaken within
the firm (Zahra 1993, Zahra and Covin 1993, Droge and Caantone 1996, p. 559). The limited
attention to the dtrategy-new product activity reaionship is surprisng given that new product
activity is of drategic importance to firms and is therefore got to be influenced by the firm's
drategic orientation. For ingtance, a firm that primarily follows a strategy of product
differentition is more likely to be involved in new product development than a firm that follows
a cost leadership drategy (Porter 1980). Likewise, prospector firms, which are smilar in some
respects to Porter’s differentiators (Miller and Friesen 1986), are likdy to be more intensdy
involved in new product activity than firms that pursue other drategy types (Miles and Snow
1978). In this paper, therefore, we focus on how firms reative emphasis on different business
drategies influences the degree to which they engage in new product devedopment and
introduction. Further, we am to open up the ‘black box’ between srategy and new product
activity by studying the role of potentid mediating constructs between these varidbles.

Recent research suggedts that the degree to which a firm is involved in new product
activity depends on the extent and nature of its market orientation (Athuene-Gima 1996). Market
orientation has been defined as ‘the organization-wide generation of market inteligence

pertaning to customers, compstitors, and those affecting them, internd disseminaion of the



intelligence, and reaction as well as proactive responsveness to the intelligence (Jaworski and
Kohli 1996, p. 131; see also Kohli and Jaworski 1990; Narver and Sater 1990). Thus, the extent
to which firms are oriented towards customers or compstitors influences the extent to which
firms respond to changes in the marketplace, in particular, the extent to which firms develop and
introduce new products. Moreover, a firm's market orientation is in turn influenced by the
business drategy that it pursues (Slater and Narver 1994). In short, therefore, the extent and
nature of a firm's maket orientation will mediate the reationship between the firm's busness
drategy and its new product activity. For example, even a firm tha predominantly follows a
differentiation drategy could pursue new product activity in different ways depending on whether
its focus is more on customers (pro-active) or competitors (reactive). Specificdly, a pro-active
firm will identify and respond to long-term customer needs and thus be more customer oriented
(Sater and Narver 1998), wheress a reactive firm will identify and respond to competitors
actions and thus be more competitor oriented. Even the large body of work on market orientation
has not made the didtinction between firms that are primarily customer oriented versus those that
ae primaily competitor oriented. In paticular, market orientation has been trested in the
literature as primarily unidimensond, even though the condruct is multidimensond. In this
paper we am to correct this shortcoming of the existing research on market orientation.

Our research contributes to the exiging research in the following ways. Firg, in contrast
to most ressarch on maket orientation which ignores dimensons of market orientation other
than customers and competitors’, we aso examine a third consistuency of srategic importance to
firms, namely suppliers (Dyer 1996). Second, in contrast to the existing research on new product

development which typicaly examines factors that lead to successful new product activity and is



therefore mainly prescriptive in nature, we adopt a descriptive gpproach that seeks to understand
what drives the extent of new product activity within a firm. Third, by examining the mediating
role of market orientation we are able to better understand how business drategies drive actua
implementation of crossfunctiond activities within the firm. As Sae and Naver (1998) point
out “a busness is market oriented only when the entire organization embraces the vaues implicit
therein and when al business processes are directed a creating superior customer value™ (p.
1003). This suggess that understanding the links between a firm's market orientation and its
underlying business drategy is criticd to understanding how an organization wide commitment
to markets can be created or, conversdy, how this commitment may fal to aise in a firm.
Findly, as market orientation refers to the implementation of the marketing concept within the
firm (Kohli and Jaworski 1990), our approach provides additiond ingght into the role of the
marketing function within the firm and its contribution towards the implementation of the firm's
drategic orientation (Anderson 1982; Homburg, Workman and Krohmer 1999). Given that some
have questioned both the marketing function's contribution to new product development within
the firm (eg., Workman 1993) as well as the need for firms to be market oriented in genera and
customer oriented in particular (Christensen 1993, Christensen and Bower 1996), our approach
speaks directly to an issue of consderable importance to business practice (see Sater and Narver
1998).

This peper is organized as follows. Fird, we develop a conceptua framework linking

firms busness drategy to the nature and extent of their market orientation and the extent of their

3 An exception is Gatignon and Xuereb (1997) who examine a firm’s ‘strategic orientation’ by considering
technology orientation in addition to customer and competitor orientation.

* Slater and Narver might be exaggerating somewhat in making their case here; perhaps what they mean is that a
business is market oriented only when . . . most business processes are directed at creating customer value.” We thank
an anonymous reviewer for pointing this out to us.



new product activity. Next we draw on this framework to formulate hypotheses rdevant to the
objectives of our study. We then discuss the method we employ to test these hypotheses, present
the results of our study and discuss the implications of these results for existing research. We
conclude with the limitations of the study and our recommendations for future research.
BACKGROUND

The framework driving this ressarch condsts of three man dements the firm's busness
drategy, the nature and extent of the firm's market orientation, and the extent of its new product
activity. Before introducing the framework itsef we provide some background on esch of these
elements and their components individualy. We then introduce the framework and eaborate on
the links between the three main dements and their components.

Business strategy. Busness drategy is concerned with the way in which a firm may
achieve a sustainable, defendable podition in a specific market (Porter 1980, 1996; Sater 1996).
Severa typologies of business drategies have been identified in the literature, eg., Mintzberg
(1973), Miles and Snow (1978) and Porter (1980). The Mintzberg (1973) typology is based on
the process of drategy formulation within the organization and identifies three such modes
entrepreneuria, adaptive, and planning. The Miles and Snow (1978) typology is based on the
manner in which firms gaher and use information about the business environment and identifies
four broad types of drategies. prospector, defender, andyzer and reactor. Findly, the Porter
(1980) typology is based on the manner in which firms choose to postion themsdves in the
marketplace vis-avis competition and identifies three main drategies a differentiation Strategy
amed a differentiating one€'s offerings visavis the competition, a cost leadership dSrategy
geared a achieving a low cost postion relative to competitors, and a focus dtrategy that reflects a

firm's choice to target a specific (niche) market.



While both the Mintzberg and Miles and Snow typologies have been widdy sudied
(Segev 1987) we choose to focus on Porter’s typology for the following reasons. First, Porter’s
typology has received consderable empiricad support (Robinson and Pearce 1988; Miller and
Friesen 1986, Dess and Davis 1984; Hambrick 1983) and has consequently been widey
employed in strategy research (e.g., Homburg, Krohmer and Workman 1999; Dess, Lumpkin axd
Covin 1997; Kotha and Vadlamani 1995; McGee, Dowling and Megginson 1995). Indeed, in a
recent meta-analysis on generic competitive strategy, Campbell-Hunt (2000) states that “Porter’s
theory of generic compdtitive drategy is unquesionably among the most subgtantid and
influentid contributions that have been made to the study of drategic behavior in  organizations’
(p. 127). Second, Porter’s typology primarily describes the content of a firm's drategic choices,
and this makes it paticulaly rdevant to our sudy. Specificdly, these drategies by definition
concern a firm's pogtion in a paticular market; therefore they are paticularly likely to drive the
extent and nature of orientation that the firm adopts in that market. Moreover, each one of these
generic drategies requires different skills, resources, organizations and cultures (Porter 1980, p.
40-41). Consequently, a firm that pursues a differentiation Strategy will be oriented towards
different aspects of the market than a firm that primarily pursues a cost leadership or focus
drategy. Findly, dthough Mintzberg and others (Kotha and Vadlamani 1995) have criticized the
Porter typology for being amplistic, the paramony it offers offsets any limitations it may have in
terms of its lack of complexity.

In usng Porter’s typology, however, we make two important adaptations in order to
overcome some of its shortcomings. First, we recognize that business strategy does not soldy
relate to a firm's choice of market position but aso reflects the resources that are centra to the

firm. Thus, following the resource-based view of the firm (Wernerfdt 1984), we recognize the



role of resources in our conceptudization of business srategies and its influence on market
orientation and new product activity. Moreover, we incorporate resource-related measures in our
operationdization of business srategies. For ingance, the scde we use to measure differentiation
is based on descriptions of differentiators with respect to both their strategic profile (e.g., ‘our
organization didinguishes itsdf from competition by the qudity of its products) as well as ther
skills and resources (e.g., ‘our organizetion is very capable a marketing').

Second, we recognize that the generic Strategies proposed by Porter are not necessarily
mutudly exdusve Although a recent meta-analysis on compeiitive drategy (Campbel-Hunt
2000, p. 145) found that “the frequency of mixed desgns is reatively low; and cost and
differentiation do act as high-level discriminators of competitive drategy designs’ it is dso true
that new developments such as mass customization make the distinction between differentiation
and cost advantage more and more difficult to discern®. Thus it is widdy recognized that firms
may sometimes simultaneoudy pursue a combination of competitive drategies (eg., see Waker
and Ruekert 1987). Conceptualy, therefore, we treat the three business drategies of cost
leadership, differentiation and focus as complementary rather than mutually exclusive.
Methodologicdly we ensure this by dlowing a firm's busness drategy to vay smultaneousy on
dl three drategies Thus any firm may score equaly high (or low) on dl of the three generic
Srategies.

Market Orientation. Kohli and Jaworski (1990) refer to the market orientation construct
as the implementation of the marketing concept within the organization. Specificaly, market
orientation is the process of gathering, disseminating, interpreting and doring information on

rdevant market actors within the firm (Kohli and Jaworski 1990; Sinkula 1994; Sater and

3 We thank an anonymous reviewer for bringing this to our attention.



Narver 1995; Maltz and Kohli 1996). Considerable research has focussed on deve loping and
refining messures of maket orientation and empiricdly verifying its influence on firms
performance. The main finding of this research has been that the more market oriented. a firm, the
more profitable it is.

Recent research, however, has rased questions related to the conceptudization of the
condruct, its implications for the firm and how it should be implemented within the firm. Firg,
what are the implications of the construct for the individual firm, in particular for its
performance ? Reviewing dudies of maket orientation's pogdtive influence on performance
(Jaworski and Kohli 1993; Slater and Narver 1994), Greenley (1995) raises the issue of whether
dl firms are or indeed should be market oriented in the same way in different contexts. It is
possible, in certain contexts, for instance in commodity markets where costs are paramount, that
market orientation is unnecessry or indeed harmful to the firm. In more consumer-oriented
markets, however, where differentiation might be critica, market orientation is likey to have a
much more ggnificant influence on a firm's peformance. Moreover, the market oriented firm is
characterized by an orientation towards different actors in its environment (Shapiro 1988). While
most research has focused on customers and competitors (Narver and Slater 1990), other actors
such as suppliers may play an important role as wel (Dyer 1996). It is likdy that in certain
contexts firms might be better off focusng on one congituency rather than others, while in other
contexts firms might be better off focusng on more than one condituency. For indance in
commodity markets, firms might be better off focussing on competitors and suppliers rather than
consumers, while in consumer markets, the reverse might well be the case. Indeed, as we argue in

this paper, the quedion of when firms will focus on consumers, competitors and suppliers,



depends on the firm's generic drategy as the latter reflects the firm's drategic objectives and
provides the modus operandi by which it achieves its gods.

Second, questions have been raised as to how the market orientation construct should be
implemented within the firm (Day 1994; Narver, Saer and Tiefje 1998). For ingtance, it has
recently been argued that a customer orientation might indeed be detrimentd to firms even in
markets where differentiation is important but where the fast pace of technologica change makes
radicd innovation the criticd way to achieve this For ingtance, Chrigensen (1993) and
Chrigtensen and Bower (1996) have argued that an excessve dtention to current customers
recults in market myopia with the consegquence that dominant firms in a particular indudry fail to
innovate and are left behind by upstarts who focus on new technologica rather than current
market opportunities. In a rebutta, Sater and Narver (1998) argue that this negative view of
customer and therefore market orientation stems from an incorrect view of market orientation.
They ague tha market-orientation entails a long-term commitment to undersanding customer
needs rather a short-term approach in which the firm responds to customers expressed rather
than latent wants (p. 1002). Thus they digtinguish between a customer-led and a ‘customer
oriented” firm, arguing that the laiter is more condgtent with true market orientation and thus
innovation (Slater and Narver 1998). In this paper, by focusing on Sater and Narver's (1998)
definition of market orientation we hope to shed more light on its true raionship with new
product activity and innovation.

New Product Activity. New products are the source of a firm's continued survivad and
growth in changing markets (Cardozo et. a 1993). Two aspects of new product activity are

citicd to firms the devdopment of new products and ther actud introduction into the
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marketplace (eg. Urban, Weinberg and Hauser 1996; Zahra 1993). We include both these
aspects into our conceptua framework.

Condderable research has <udied how to devedop and introduce new products
successfully (eg. Cooper and Kleinschmidt 1995; MontoyaWeiss and Cdantone 1994). The
man thrus of this research has therefore been prescriptive. From a descriptive viewpoint,
however, a more intereting issue is the extent to which firms engage in new product
devdlopment and introduction given a paticular choice of busnes drategy and market
orientation. Moreover, some research suggests that the amount of new product activity has a
postive influence on the success of such activity within firms (Chaney and Devinngy 1992).
Further, it is important to understand how new product activity is embedded within the srategic
choices and market orientation of firms as such knowledge will empower management to dign
implementation of new product activity with its strategy. Findly, an underdanding of the drivers
of innovation, of which both the type of business draiegy and the firm's market orientation are
mgor dements, is a criticd success factor for cregting and sustaining competitive advantage in
the market (Hamel 1998). For instance, von Hippel's (1986) work on lead users suggests that
cusomers are a vitad source of new product ideas within the firm and that customer orientation is
therefore of criticd importance to firms. However, as we have discussed above, not dl firms are
likdy to be cusomer oriented: only those whose business drategy requires them to be so will be,
and this is bound to be reflected in such firms new product activity.

FRAMEWORK AND HYPOTHESES
Based on the above we deveop the following framework and hypotheses for the influence of
busness drategy on market orientation and new product activity (see Figure 1). Firs, following

our adaptation of Porter's (1980) typology of business gdrategies, we consder the firm's reative
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emphass on three possble drategies cost leadership, product differentiation and focus. Second,
we hypothesize ways in which a firm's budness drategy influences its market orientation, with a
vaying emphass, on different drategies leading to a varying emphasis on and precedence given
to customers, competitors and suppliers. Findly, we consder how a varying emphass on these
actors influences the extent to which the firm engages in two aspects of new product activity:
new product development and introduction.

[Insert Figure 1 here]

Cost leadership and market orientation. The drategy of cost leadership requires
aggressve cost control by management and is amed a achieving an above-average return on
invetment within an industry. Porter (1980) points out that “achieving a low overdl cost
position requires a high relaive market share or other advantages such as favorable access to raw
materids’ (p. 36). Therefore, an important way to achieve cogt control is by focusng on the
supply-sde. For example, Jug-in-Time ddivery (Germain and Droge 1997) requires a strong
supplier orientation on the part of firms. Kadwani and Narayandas (1995) found that firms which
had close rdationships with their suppliers were able to lower the prices of purchased goods
based on cogt savings that the supplier achieved due to the long-term nature of the relationship.
Alternatively, when the buying firm took a more transactiond gpproach to supply chain
management, cost leaders shopped for suppliers that could supply goods and materids in the
mogt efficient manner.

In order to assess ther reative cost (and therefore profitability) podstion in the
marketplace, cost leaders must aso continuoudy benchmark themselves againgt other firms. In
order to do S0, a strong competitor orientation is necessary (Day and Wendey 1988). Findly,

firms that follow a cost leadership drategy typicadly target the broad, mass market in order to

12



achieve cost advantages due to economies of scale (see Crawford 1996, p. 89). For instance, Dess
and Davis (1984) found that cost leadership podtions often are achieved by refining existing
products or models. Hence, customer orientation is less relevant for cost leaders than the other
eements of the market orientation congtruct. In sum:

Hla A firm's reaive emphess on achieving cost leadership has no effect on its

customer orientation;

Hib: The greater a firm's emphass on achieving cost leadership, the greater its

competitor  orientation;

Hic: The greater a firm's emphasis on achieving cost leadership, the grester its supplier

orientation.

Product differentiation and market orientation. The generic drategy of differentiation
involves creating a market podtion that is perceved as being unique indudrywide and is
sustainable over the long run (Porter 1980). Such differentiation can be based upon design or
brand image, technology, features, customer service, didribution and so forth. A differentiation
drategy therefore requires a thorough understanding of customer needs and the market position
of competitors (Porter 1996). Day and Wendey (1988) point out that the degree to which the firm
is able to successfully utilize its postiond advantage to redize a sudanable competitive
advantage depends on its performance in the marketplace, and argue that these performance
measures are both competitor and customer related. A firm’'s emphasis on product differentiation
will, therefore, pogtively influence its customer and competitor orientation. However, a firm's
emphass on achieving product differentiation will, in generd, have no influence on its supplier
orientation. Specificdly, in mogs indudries, suppliers products are often fully integrated within
the manufacturer’s find product, and thus suppliers have little influence on the market postion

the latter achieves visavis customers and competitors. An exception, however, may be the

computer industry, where manufacturers postion and differentiate themsdves on, among other
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things, the qudity and brand name of ingredient suppliers (eg., Intd indde)! As the systems
integrator is more likely to differentiate the offering based on its integration capabilities rather
than individua supplier characterigtics, in general we expect no reationship between firms that

pursue differentiation and ther supplier orientation. In sum:

H2a: The grester a firm's emphass on achieving product differentiation, the grester its
cusomer  orientation;

H2b: The greater a firm's emphasis on achieving product differentiation, the grester its
competitor  orientation;

H2c: A firm's rdative emphads on achieving product differentiation has no effect on its

supplier  orientation.

Focus and market orientation. The generic drategy of focus involves serving a narrowly
defined target market extremey well. Specificaly, Porter (1980) points out that a focus Strategy
rests on the premise that the firm is “able to sarve its narrow drategic target more effectively or
efficiently than competitors who are competing more broadly” (p. 38). This drategy therefore
requires a thorough understanding of customers in the target segment. Hence, firms that place a
greater emphasis on a focus drategy are likely to be more customer oriented. Further, since niche
marketers operate in a specific part of the market that is relaively free of competition, firms that
place a greater emphasis on a focus drategy are less likely to be competitor oriented (Kotler
1997). Findly, a supplier orientation is less rdevant to firms pursuing a focus drategy snce
sudtainable success for such firms is more relaed to the choice of target market than to any

advantages deriving from a supplier orientation (Kotler 1997). In sum:

H3a: The grester a firm's emphass on achieving focus, the grester its customer

orientation;
H3b: A firm's relaive emphass on achieving focus has no effect on its competitor
orientation;
H3c: A firm's reative emphass on achieving focus has no effect on its supplier
orientation.

¢ We thank an anonymous reviewer for pointing this out to us.
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Customer orientation and new product activity. Firms may be either proactive or reactive
in their gpproach to new product development and introduction (Urban and Star 1991). Firms
that pursue a proactive gpproach are heavily cusomer oriented: they focus entirdy on identifying
opportunities for satisfying both overt and latent customer needs (Slater and Narver 1998). Based
on the market information they obtain, such firms generate new ideas and products aimed at
satifying customer needs independent of competitors activities (Cooper 1998; Montoya-Weiss
and Caantone 1994). Firms dso often work closdly with customers (who may be other firms) in
the early stages of the new product development process (Gruner and Homburg 2000). Von
Hippel (1988) refers to such customers as lead users. Frms that are pro-actively involved in new
product activity identify lead users in an early stage of the new product development process in
order to develop products that fit customer needs and can be commercialized on a large scde at a
later gage. In sum:

H4: The grester a firm’'s customer orientation, the greeter its new product activity.

Competitor orientation and new product activity. Firms may follow a reective gpproach
to new product development in two possble ways. they may adopt me-too or second-but-better
reactive drategies (Urban and Star 1991). Accordingly, a reative emphasis on competitor
orientation can influence new product activity in two possble ways. directly and indirectly.

Firms that adopt a metoo Srategy congtantly benchmark their product offerings vis-avis
rdevant competitors. In order to achieve a cost advantage or avoid a cost disadvantage, firms
may choose to directly imitate competitors new products when these products result in cost
savings. For example, the competitor's product may be based on more cost effective technology
which the firm them copies (Booz Allen & Hamilton 1982). Alternatively, metoo firms might

try to copy competing product offerings to defend a drategic podtion in the market. Such firms
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ae known to focus on quickly copying a competitor's new product without paying much
atention to the needs of customers. Thus, Lukas and Ferrell (2000) found that pursuing a
competitor orientation results in the launching of a larger number of me-too products by such
firms. In generd, therefore:

H5a: The greater a firm's competitor orientation, the grester the direct influence of this
orientation on new product activity.

In contrast to metoo firms, firms that follow a second-but-better approach first await
competitors new products, evaluate these as opportunities or threats, and then respond by
developing an improved new product vis-avis the target customer’s needs (Urban and Star
1991). Ingtead of pure imitation, therefore, these firms perform some analyss of customer needs
and preferences before developing and introducing the find imitative product. However, the
customer research is secondary and only comes é&fter the initi, more extensve competitior
andyss. Such firms are therefore primarily competitor oriented and only customer oriented a a
secondary level. Neverthdess, such a drategy suggeds a posshble dternative and indirect
relationship between competitor orientation and new product activity. In sum, therefore:

H5b: The greater a firm's compstitor orientation, the greater the indirect influence of this
orientation on new product activity via a greater customer orientation.

Supplier orientation and new product activity. Supplier oriented firms achieve cost
reductions through an emphasis on the supply-sde. Hence the emphasis among such firms is on
cost effective purchasing rather than on new product activity. Therefore, organizations tha are
supplier oriented are likely to be less involved in new product development and introduction.

H6: A firm's redive supplier orientetion has no effect on its degree of new product
activity.

16



METHOD
Data collection and sample selection. The study was conducted by means of a large-scale
maled survey. The questionnaire was pretested sequentialy in three stages (cf. Churchill 1991).
Fird, a quedtionnare was developed usng scdes adopted from exiding relevant research.
Second, experts from academia and a market research agency were consulted on the face vdidity
of the quedionnaire. Third, persond interviews were hed with managers of 12 large and
medium-szed busness firms. These managers were asked to fill out the quedtionnare in the
presence of the researcher. Ambiguities and unclear questions were identified and noted by the
researcher. On the basis of the input received, severd items were diminated and others modified.

The empiricd sudy was conducted among manufacturing firms that employed a
minimum of 10 persons. The sudy focused on manufacturing rather than service firms as the
former were consdered more likdy to provide variance in the variables of interest to this study.
For ingance, costs are easer to measure in manufacturing; therefore it is easer to identify and
measure a cod leadership drategy among manufacturing rather than service firms. Also, new
products have a clearer definition and are therefore esser to identify and measure among
manufacturing rather than service firms (De Brentani 1939).

The sample was drawn randomly from the population of al manufacturing firms in The
Netherlands. The database was provided by a professond market research agency. The
guetionnaires were mailed to the generd manager of the sampled firms. In the accompanying
letter, the generd manager of the firm or any other manager knowledgesble about the firm's
busness draegy, market orientation and new product ectivity was requested to fill out the
questionnaire. It was stressed that the respondent should be the key informant within the firm on

issues being surveyed. A tdephone reminder followed after two weeks. One hundred and eighty
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seven questionnaires were returned from a gross of 1,500 sent out, representing a 12.5% response

rate. This percentage is congstent with response rates reported by other mail surveys in related
research (Gatignon and Robertson 1989; Gatignon and Xuereb 1997).

We used 157 responses for the andyses, dropping incomplete or unusable questionnaires.
In order to investigate potentia non-response bias in the data, we used the method of comparing
early and late responses with respect to the research variables (c. Gatignon and Xuereb 1997).
The rationale behind this method is that late respondents show a greater resemblance to non-
respondents than early respondents do. As no dgnificant differences were found, we do not
expect any serious response bias in our data. Respondents were distributed over a representative
range of indudries within the manufacturing sector (meta 19%; machinery 13%; furniture 11%;
glass, ceramics etc. 9%,; food and drinks 8%; automotive 7%; other 33%) and over different firm
szes (10-20 employees. 35%; 20-50: 23%; 50-100: 18%; 100-200: 13%; 200 employees or
more: 12%). Most respondents were genera managers (58%); other respondents included
adminigrators/controllers (12%), marketing/sdes managers (6%), and others (24%). The large
percentage of general management respondents indicates that data were provided by those who
were highly knowledgesble about the various issues addressed in the questionnaire.
Measures. The measures of business strategy and market orientation were based on multiple-
item scaes tested and used in previous sudies. All scales used a five-point Likert format ranging
from ‘drongly disagree to ‘srongly agree. Appendix 1 shows sample items and the rdiabilities
of the scales used. Appendix 2 shows the corrdations between the measurement variables.

Business strategy was primaily based on existing measures of cost leadership,
differentiation and focus. The firm's relative disgpostion on each of these was assessed usng S-

point Liket scdes. This dlowed a firm's busness drategy to vay smultaneoudy on dl three
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drategies. Thus any firm could score equdly high (or low) on any of the three dimensons of
business drategy. Cost leadership was measured usng a Sx-item scde based on Chandler and

Hanks (1994), Porter (1980) and Narver and Sater (1990). Differentiation was messured using a
four-item scae based on Homburg e d. (1999), Miller (1988) and Porter (1980). Focus was
operationdized using a three-item scale based on Narver and Sater (1990) and Segev (1987).

The scales include aspects related to the drategic profiles of firms as wel as the resources and
skills fundamental to a specific drategy in accordance with the resource-based view of the firm.

The rdiabilities (Appendix 1) were dl saisfactory, with the possble exception of that for focus.

Market orientation was measured 0 as to distinguish between a customer orientation, a
competitor orientation, and a supplier orientation (Narver and Saer 1990; Jaworski and Kohli
1996; Dyer 1996). Operationalizations were based on previous studies on the market orientation
condruct (i.e, Kohli, Jaworski and Kumar 1993; Narver and Slater 1990; Ruekert 1992).
Customer orientation, competitor orientation and supplier orientation were operationdized using
6-item, 5-item and 3-item scaes respectively. As with the measurement of business dtrategy, a
firm's maket orientation was dlowed to vary smultaneoudy on dl three dimensons. The
reigbiliies of dl market orientation variables were above acceptable leves.

Findly, two different measures were used for new product activity. Respondents were
asked to indicate the actua number of new products that were currently being developed in the
firm as wdl as the number of new products that were launched by the firm in the year prior to the
survey (c. Zahra 1993). Such quantitative measures were preferred over more perceptud,
subjective measures of new product activity. This ensured an operationdization independent of
the ones used for other varigbles in the framework, especidly those related to market orientation.

Further, as al respondents were from manufacturing firms operating in a busnessto-business
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context, we can safedy assume that dl respondents employed a relaively homogeneous definition
of ‘new product’ in providing their responses.

Analysis. Following the approach proposed by Anderson and Gerbing (1988), a measurement
modd was fird edimated by means of Confirmatory Factor Analyss (CFA) usng EQS 5.1
(Bentler and Wu 1993). The model was composed of six correlated factors, i.e., three business
drategy and three market orientation factors. Five pairs of errors were adlowed to covary. Since
these covaridions were manly within the same condruct, dlowing them to covary poses no
theoreticd problems. The measurement mode was based on data from dl fully completed
questionnaires. This resulted in an effective sample of 157 respondents. Results of the CFA with
dandardized path coefficients and t-vaues are shown in Appendix 1. The modd had a
Comparative Fit Index (CFl) of 0.92, which is above the threshold of .90 for a satisfactory
goodness of fit (Bentler 1992).

As the measurement model proved satisfactory, the measurement and research modes
were then edimated smultaneoudy (Fornell and Yi 1992). Overal goodness of fit as wel as
individua pah estimates were examined (Bollen 1989). We estimated different models for each
dependent variable of this sudy, i.e. new product development and new product introduction,
respectively. However, as the results were very smilar for both dependent messures, we
combined them into one sngle measure (the average of both variables) to reflect ‘new product
activity”.

We report the results of four different models (see Table 1). The first two “hypothesized”
models test the hypotheszed mediating role of market orientation in the influence of busness

drategy on new product ectivity. Of these modeds, one includes firm dSze as a moderating

7 We thank an anonymous reviewer for suggesting thisto us.

20



vaiable and the other does not. When the dependent variable in a mode is the amount of new
product activity, it is particularly necessary to control for firm size®. Comparing the resuits of the
modd with Sze to the modd without Sze provides a test of whether firm sSze has a moderating
effect on new product activity or not. The next two, “riva” modes are meant to test the rdative
power and robustness of the “hypotheszed” modes. The fird of these “rivd” modes is a
“gdmple’ mode which tests the direct rdationship between business drategy and new product
activity without any mediating effects. The second “riva” modd is a full modd which tests both
the hypothesized relationships as wel as the direct effects of business strategy on new product
activity. Firm gze is included in both “rival” modes as a control variadle.
RESULTS
The results for the four models are reported in Table 1. The Comparative Fit Index (CH) is a
good indicator of the goodness of fit of structura equations modes (Bentler 1990; Byrne 1994).
All four modds show a satisfactory fit as their CFl is well above the proposed threshold of .90
(Bentler 1992). The results dso show that dl individud path coefficients within the hypothesized
model ae ggnificant. Overdl, the results support the genera notion that a firm's business
drategy influences the reative emphass it places on different aspects of market orientation, and
that this reative emphasis in turn influences the extent of the firm's new product activity. We
now discuss the results of the tests of individuad hypotheses.
[Insert Table 1 here]

Cost leadership and market orientation. Cost leadership was postively related to both

supplier and competitor orientation. This finding was robust given the consgency of the

dandardized edimates across both hypotheszed modes as wel as the rivd “full” modd.

$ We thank an anomymous reviewer for pointing this out to us.
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Further, the rivd “full” mode indicated no dgnificant reaionship between cost leadership and
customer orientation. Taken together, these findings support hypotheses Hla, HIb and Hic.

Product differentiation and market orientation. Differentiation was pogtively related to
both cusomer and competitor orientation. This finding was robust given the consgency of the
dandardized estimates across both hypotheszed modds as wel as the rivd “full” modd.
Further, the dandardized estimate of the rdationship between differentiation and customer
orientation was high in both hypotheszed modds reflecting the impact of a firm's emphasis on
differentigtion on its emphass on cusomer orientation. Findly, the rival “full” modd indicated
no sgnificant relationship between differentiation and supplier orientation. Taken together, these
findings support hypotheses H2a, H2b, and H2c.

Focus and new product activity. In both hypotheszed modds as wel as the rivd “full”
modd , a focus draegy was negatively rdlated to customer orientation. This was contrary to
hypothesis H3a which posits a postive relationship. Consistent with our expectations, however,
the rival “full” mode shows no relationship between a focus drategy and competitor or supplier
orientation thus supporting hypotheses H3b and H3c.

Customer orientation and new product activity. Both hypothesized models show a
positive influence of customer orientation on new product activity. These results provide support
for hypothesis H4.

Competitor orientation and new product activity. The hypotheszed direct effect of
competitor orientation on new product activity was not supported (HSa). Specificdly, both
hypotheszed modds as wdl as the rivd “full” modd indicaed no dgnificant relationship
between competitor orientation and new product activity. However, the results did support the

indirect effect of competitor orientation on new product activity (HSb). Specifically, both

22



hypotheszed modds as wel as the rivd “full” modd show a pogtive influence of competitor
orientation on cusomer orientation. This result taken in tandem with the postive influence of
customer orientation on new product activity provides support for the fact that a grester emphasis
on competitor orientation leads to grester new product activity via a grester emphasis on
customer  orientation.

Supplier orientation and new product activity. Fndly, the results of the “riva” full
model showed no effect of supplier orientation on new product activity, supporting hypothess
H6

DISCUSSION AND IMPLICATIONS

The reaults of this sudy support the generd clam tha a firm's busness drategy influences the

nature and the extent of its market orientation. Firms that place a greater emphads on a cost
leadership drategy are more likedy to be competitor and supplier oriented and not customer
oriented. On the other hand, firms that place a grester emphasis on a differentiation drategy are
more likey to be customer and competitor orientated rather than supplier oriented. Findly, a
greater emphass on a focus dtrategy leads to less emphasis on customer orientation, and does not
lead to competitor or supplier orientation.

The results dso support the clam tha a different emphass on different components of
market orientation leads to varying amounts of new product activity. Thus grester customer
orientation leads directly to increased new product activity. Greater competitor orientation, on the
other hand, only indirectly leads to increased new product activity via increased customer
orientation. And a supplier orientation has no influence on new product activity.

A aurprigng finding of the study was that, contrary to expectations, a focus strategy

negatively influences customer orientation and hence new product activity. A study on successful
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niche marketers by Hammermesh, Anderson and Harris (1978) suggests a possible explanation
for this Thar sudy found that niche firms (1) focus ther activities only in areas where they
have specific drengths, (2) make efficient use of R&D resources, and (3) place consderable
emphasis on operations. In other words, niche firms are successful vis-avis other firms in the
industry precisdy because they focus on a narow market in combination with a focus on a
gpecific technology. In such cdrcumdances, maketing's role within the firm may be limited, as
Workman (1993) discovered in his in-depth study of a firm focused on computer services. The
limited cusomer orientation of firms pursuing a focus drategy is in turn likdy to negdively
affect the extent of new product activity within such firms. For ingance, Zahra (1993) found a
positive reationship between a firm's market scope and the degree to which the firm develops
and introduces new products to the market. This implies that firms with a reaively narrow
market scope (i.e, a focus drategy) are less engaged in new product ectivity than firms with
broad market scopes. However, these firms may ill be consdered innovaive within  their
market niche because the few new products they develop and introduce might be truly radicd a
the time of ther introduction. Another explanation for our finding may be due to the scarcity of
resources that firms following a focus strategy are likely to suffer from. Due to a lack of access to
resources, such firms may spend less time and money on customer research and new product
devdopment. Ingtead, they may spend resources on utilizing and/or improving their unique
exiging portfolio. Based on a sudy of the reationship between drategy, resources and
performance among smdl service and retall firms within the U.S, Brush and Chaganti (1998)
conclude that “there are certain contexts,” such as when smal companies are involved, in which
“drategy choice matters less than resources’ (p. 253). To the extent that our finding is due to

scarcity of resources that niche firms face, the finding provides support for a resource-based view
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of the firm (Grant 1991, Barney 1991) rather than the market orientation view that has been so
influentid in the recent marketing literature.

Ancther surprisng finding was the lack of a dgnificant direct influence of competitor
orientation on new product activity. Specificdly, we found that increased competitor orientation
only results in increased new product activity indirectly via increased customer orientation. This
finding suggests that a pure imitation or metoo drategy, defined as one in which a competitor's
product is copied immediately on its introduction without any customer research whatsoever, is a
vey rare phenomenon indeed. Ingtead, resctive drategies are likely to involve some amount of
customer research subsequent to competitor intelligence, either to improve on the competitor’'s
product vis-avis the target customers, or in order to test the me-too product on customers.

Taken together these findings have two important implications. Firs, they suggest that
the sudy of market orientation as a compodte congruct might result in ignoring subtleties
associated with its multidimensondity. Such a practice might in turn lead to incomplete or
mideading conclusons about the ussfulness to firms of being market oriented as such. Not Al
dimensons of market orientation may be rdevant to a particular firm. Depending on the firm's
drategic orientation, it may focus on different aspects of the market before executing cross-
functiond, maket relaed activiies such as new product development and introduction.
Nevertheless, a firm should be able to conggently and synergidticaly dign its drategic choices
with its externd environment. Pursuing an orientation towards different aspects of the market
without carefully embedding these activities within its overdl drategic orientation could harm
the firm's opeaions. Specificdly, the firm's effectiveness could suffer from a mismaich
between the focus of its generic drategy and its specific information collection and use activities,

for example in the case of a cost leader that does not carefully monitor its supplier market.
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Alternatively, a focus on short term profitability may result in myopia or even paranoia in the
implementation of market orientation. For example, Armstrong and Collopy (1996) found a
negative rdationship between profitability and a drong competitor orientation. In  highlighting
the multidimensona naure of market orientation, therefore, our gpproach and findings show
that various contingencies influence the dedrability of a reative emphass on different actors in
the marketplace.

Second, our findings point to the criticd role of customer orientation as a mediator
between busness drategy and new product activity. As both differentiation and focus dSrategies
are directly related to customer orientation, and cost leadership is indirectly related to customer
orientation via compstitor orientation, customer orientation emerges as a centrd feature of the
link between business drategy and market orientation. Further, cusomer orientation is the only
agpect of market orientation directly related to new product activity. Therefore, this study
supports the prevailing view that cusomers are the key focus of any market oriented firm (Day
1994; Desphande, Farley and Webster 1993). Moreover, as Sater and Narver (1998) have
agued, the customer orientation of a market-oriented firm would entall a long-term commitment
to understanding customer needs rather than be redtricted to a short-term philosophy in which the
organization responds to customers expressed wants (p. 1002). The latter approach is typicd of a
‘customer-led’ rather than a ‘customer oriented’ firm (Slater and Narver 1998). Our study shows
that such proactive, customer oriented approaches are indeed widespread among firms, in
paticular among those pursuing product differentiation.

LIMITATIONS AND FUTURE RESEARCH
The limitations of this dudy offer interesing opportunities for future research. Fird,

given our finding of the centrd importance of customer orientation in the redaionship between
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busness drategy and new product activity, a possble limitation of our study is the measure of
customer orientation that we used which was based on the extant literature. Current scales are
more sengtive to the amount of information collected by firms than the nature of the information
collected. Specificdly, the scales do not measure whether information collected is broad or deep,
generd or specific, based on informa or forma sources, and so on. Moreover, the naure of
information collected may differ according to the busness drategy pursued by the firm. While
firms that follow a differentistion srategy may need to pend more resources on customer
research and collect information on a broader range of issues reating to customer needs, firms
that follow a focus drategy may need to collect more specific, fine-grained, in-depth information
on customers in ther target group. Based on a study of the influence of srategy and market
orientation on gmdl firm peformance, Pdham (1999) concludes that “a drong market
orientation may be an especidly sgnificant source of competitive advantage for amdl firms with
limited resources to pursue a low cost-based or R&D spending-based drategies, but with greater
capacity for cusomer contact and flexibility/adaptibility” (p. 40). Moreover, niche marketers may
focus on more persond and informa channds of information in order to obtain the desired leve
of detal while product differentiators may focus on more forma and impersona sources of
information. Future research may shed more light on the nature of the customer and competitor
orientetion of firms by devdoping scdes tha are more sendtive to both the nature and the
amount of information that firms collect. This would adso help to digtinguish between ‘customer-
led and ‘customer oriented’” firms thus avoiding any possble confuson in the normaive benefits
to firms of being market oriented (see Slater and Narver, 1998).

Second, this paper seeks to enhance our understanding of how drategy affects new

product activity through the firm's market orientation. The focus is therefore more on a
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descriptive understanding of the forces driving new product activity within the firm rather than
prescribing how new product activities should be executed. Although we ddiberately excluded
new product success as a dependent measure of interest, future research could examine how
different drategic choices affect new product success given the extent and nature of the firm's
market orientation. Such research would extend and integrate previous research that has been
conducted on the drategy-new product success relationship (e.g., Dyer and Song 1998) and the
market orientation-new product success reationship (Athuene-Gima 1995), respectively. This
research would contribute to more thorough prescriptive recommendations to firms regarding the
manner in which their drategy and market orientation should be developed to ensure the
successful development and introduction of new products.

Third, in this study we used Porter’s (1980) typology of generic drategies to examine the
influence of budness drategy on the extent of firms new product activity. Although this
framework has been widdly used and tested in research it is nevertheless open to criticism. As
pointed out before, firms may choose to pursue combinations of the Srategies that Porter at least
implicitly considers digtinct. In the present study we adlowed firms to indicate degrees to which
they pursued different drategies thus dlowing for the possbility of flexibility in choosng a
paticular drategic orientation as well as dlowing for the mixing of various pure drategies.
However, the present study was limited to the three strategies distinguished by Porter (1980). In a
study comparing Porter's framework with an extenson to his typology suggested by Mintzberg
(1988), Kotha and Vadlamani (1995) conclude “that more fine-grained Strategies are required to
capture the intended drategies of managers in the current environment” (p. 82). Future studies,

especially those that set out to have prescriptive power rather than be of a descriptive nature,

28




should examine the influence of other, more fine-grained typologies of busness drategy on
market orientation and new product activity.

Findly, a firm's busness draegy may be only one of severd possble contingencies
influencing the reative importance to the firm of different aspects of market orientation in
executing new product activities. Other contingencies might include the nature of the indudtry,
the key success factors in the industry, and sources of competitive advantage within the industry.
To the extent that a firm's drategy is an agppropriate adgptation to environmenta conditions
within an industry, its business strategy is representative of these other contingencies.
Nevertheess, this sudy is merdy a fird atempt a invedigating such contingencies. Future
ressarch may be fruitfully directed a exploring the specific impact of other variables on the
extent and nature of a firm's market orientation and its influences on market oriented activities

such as new product development and introduction.
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TABLE 1
Modd Estimates for the Hypothesized Model (Testing for a Moderating Effect of Size)
and Rival Models (Dependent Variablee New Product Activity)

Path (Independent variables)

HYPOTHESZED MODEL RIVAL MODELS
Hypothesized Hypothesi zed Simple model  Full model
model without  model with

‘size’ ‘size’

Std. E.st.(t-value)

Std. Est.(t-value)

The influence of business strategy on market orientations/NPA:

Std. Est.(t-value)

Std. Est.(t-value)

Costleadership—~> Customer Orientation n.a n.a n.a .109 (1.331)
Costleadership> Competitor Orientation  .336 (2.634) .336 (2.634) n.a 317 (2549)
Costleadership=> Supplier Orientation 292 (2.468) 292 (2.468) n.a 221 (1.814)
Costleadership=> New Product Activity n.a n.a .036 (0.352) -075 (-0.2249)
Differentiation+ Customer Orientation 487 (468 1) 487 (4.680) n.a 484 (4.605)
Diiferentiation> Competitor Orientation 377 (3.371) 377 (337) . na .395 (3564)
Differentiation+ Supplier Orientation n.a n.a n.a 118 (1.089)
Differentiation+ New Product Activity n.a. n.a. .102 (1.029) -212 (-0.152)
Focust+ Customer Orientation -417 (-3019) -417 (-3019) na -416 (-3.129)
Focus+ Competitor Orientation n.a n.a n.a -.083 (-0.75 1)
Focus3 Supplier Orientation n.a n.a n.a .004 (0.041)
Focus+ New Product Activity n.a n.a -287 (-2692) -.013 (-0011)
Competitor Orientation+ Customer Or. 538 (4.946) 538 (4.946) n.a 458 (4132
The influence of drategic orientation on new product activity:

Customer Orientation+ NPA 345 (2110 344 (2.105) n.a .583 (0.205)
Competitor Orientation+ NPA -166 (-1.022)  -166 (-1.023) n.a. -204 (-0.156)
Supplier Orientation+ NPA n.a n.a n.a 004 (0.049)
Firm Size = NPA n.a .004 (0.046) -011 (-0141) -.001 (-0.007)
Goodness of fit:

CF1 935 926 955 924
Chi-Square (df) 410506 (336) 447.933 (363) 85783 (73) 442616 (355)
P-value chi-square .00336 .00154 .14543 .00105

Note: All models were estimated using structural equations modeling with the same pre-conditions: one case was
deleted as outlier (n=157); Cost Leadership Strategy and Differentiation Strategy were allowed to covary (correlation
between Cost Leadership and Focus, and between Differentiation and Focus, respectively, were not significant); six
pairs of errors were allowed to covary, similar as in the measurement model. The results show the standardized
estimations of the path coefficients and their t-values.



APPENDIX 1
Operationalization, Rdiabilities, and Standardized Path Coefficients of Scale Items

‘

Scale (Cronbach alpha)/ltems Standardized t-value'
path coefficient

Business Strategy

Differentiation (alpha=.65)

1. Our organization is very capable at marketing 738 n.a.
2. Our organization distinguishes itself from competition by the quality of its products 219~ 2518
3. In our organization, R&D activities are well coordinated with marketing activities 806 8191
4, Our organization likes to hire creative people 465 5207
Cost leadership (alpha=.69)
1. Our organization emphasizes cost reduction in all its business activities 441 n.a
2. In our organization the production process changes all the time with the goal

of constantly reducing production costs J12 4481
3. Our organization invests mainly in large projects to realize economies of scale .563 4.150
4. Compared to competitors, our organization has specific skills which help to

ease the production process 523 4,007
5. In our organization, cost is the most important consideration in the choice of

distribution system 405 3475
6. Our organization tries to force competitors out of the market by good cost control ' 2 367 1

Focus (alpha=.%)

1. Our organization has one special, unique product at its core .740 n.a
2. Our organization attempts to specialize by concentrating on producing alimited

number of products 356 2717
3. Our organization attempts to serve a specific niche in the market 361 2741

Market Orientation

Customer orientation (alpha=.72)

1. Our organization puts alot of timeinto after sales service 580 na
2. Our organization is better than competitors in knowing the wants and needs

of customers 462 5.736
3. In our organization information about customersis regularly and systematically

collected 612 603 1
4. In our organization, there are specific plans for different segments of the market 756 6.979
5. Quality improvement is based on suggestions made by customers .370 4.04
6. Information about customersis used in our organization to make technol ogical

improvements 461 4942

% In the estimation of the measurement model, every first item for each construct was fixed (cf. Byrne 1994);
therefore no t-values are available for these items.
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Competitor orientation (alpha=.80)
1. Inour organization, information about competitorsis regularly and systematically
collected
2. In our organization, potential future competitors are carefully monitored
3. Employeesin the sales and/or marketing department of our organization spend
much time exchanging information on strategies of competitors

4. During management meetings strengths and weaknesses of competitors are always
on the agenda

5. We react quickly to competitors' actions

Supplier orientation (alpha=.74)

1. All people in the organization are aware of suppliers’ expectations

2. Our organization puts alot of effort into dealing with the complaints of suppliers
3. Our organization responds with actions to the wishes of suppliers

New Product Activity

New product development (alpha n.a.)
How many new products are currently being developed by your company? (number)

New product introduction (alpha n.a)

.698
622

.690

576
.760

.656

848
821

How many new product introductions were made by your firm in the last five years? (number)

n.a.
6.917
7.593

6441
8229

n.a.
7.906
7.935

n.a.

n.a.



APPENDIX 2
Correlation Matrix Measurement Variables’

Business Strategy Variables

Differentiation  strategy Cost leader strategy Focus strategy

DIFlI DIF2 DIF3 DIF4 COL1 COL2 COL3 COL4 COLS COL6 FOCI FOC2 FOC3
DIF1 10
DIF2 203 10
DIF3 597 173 1.0
DIF4 322 073 387 10
COLI 021 027 076 .103 1.0
COL2 220 025 .188 .109 362 1.0
COL3 1000 -015 .172 088 169 472 1.0
COL4 279 289 151 .180 JA21 331 256 1.0
COL5 136 074 125 182 341 266 199 294 1.0
COL6 092 051 080  .196 281 269 173 338 157 10
FOC 1 -108 062  -002 -063 048  -.070 -066 004 017 056 10
FOC2 -.009 116 057 046 104 129 102 116 Q77 211 .256 10
FOC3 020 148 035 -.089 009 047  -N5  -064 -097 ‘024 267 403 1.0
CUOl 377 168 314 282 Joo 175 152 150 -059  .109 -178 069  .006
cuo2 385 a7 294 230 -009 .052 102 295 .094 222 - 154 -161  -.066
cuo3 318 100 330 .162 043 137 156 .18  .026  .094 -210 -049 -.030
cuo4 479 131 RO 320 138 290 349 262 085 149 -285 -065 -.131
cuo5 A57 0 -036 179 074 -066 055 .066 .071 -008 -.024 -250  -014 -.062
CU06 193 009 214 142 -039 165 242 237 -.046 138 -176  -064 -.173
cool 333 123 235 182 226 216 241 .195 .102 -206 .014  -.027
€002 03 02 272 147 187 128 116 204 ‘Z@Q@D 138 009 -000 056
coo3 227 031 213 110 147 124 229 112 158 -037 -026 -.023
coo4 235 142 290 244 061 135 140 109 -003 236 059 134 -045
coo5 30 136 247 212 177 244 269 250 .118  .180 -074 127  -.028
SUOl .082 ,044 .148 139 071 159 130 .164 .017 .149 -.012 .140 -.070
suo2 .028 .043 .054 .063 .007 .182 .033 129 165 .100 -062 -012 - 156
suo3 099 028 117 .044 -042 155 002 096 .025 138 042 013 -.049
NPD 145 -070 184 090 -093 .016 0% -029 -103 -158 - 117  -264 -039
NPl 061 -051 062 062 -124  -Q08 . -055 -001 -.098 -099 -239 -1
SIZE 113 ,020 .160 033 -012  .090 .163 093 092 -.021 -025 -115 - 153

1% variable numbers refer to the corresponding items in Appendix 1.
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Cuol
cuo2
cuo3
cuo4
cuob
Cuo06
cool
coo2
coo3
coo4
coob
SUOl
suo2
suo3
NPD
NPI
SIZE

APPENDIX 2 (Continued)
Correlation Matrix Measurement Variables

Market Orientation Variables NPA Variables and Size
Customer orientation Competitor orientation Suppl ier orientation
CUO1 CU02 CU03 CU04 CUO5 CU06 COO1 CO0O2 COO0O3 CO0O4 COO5 SUOl SU02 SU03 NPD NPI  SIZE

1.0
462 1.0
459 3 .398 .14 273
1.0

. 187 031 234 301 1.0

197 110 236 ‘370 . 595 1.0

.389 . 241 479 385 . 263 . 322 10.

. 360 . 185 . 380 282 . 223 . 281 42 1.0

. 395 . 149 . 313 . 343 . 264 . 318 . 482 . 456 10.

. 251 172 . 334 307 . 094 .29 \A8L 313 . 489 10

. 362 | (¥ . 426 ‘416 . 226 . 360 240 % . 500 . 489 429 1.0

164 A53 124 . 215 118 286 262 10

097 .'002 182 042 060 & .091 .042 am

-005 -003 .146 .055 -005 .16l 095 027 I -070 .159 .068 558 700 v 1.0

. 092 090 194 252 030 021 191 . 158 Y b6 113 -vz4 003 026 1.0

-018 069 130 .202 068 & -064 0 .14%  -011 2170 157 ® . 004 038 . 020 . 053 .506 1.0
107 185 098 254 169 034 045 -002  .098 .004 1.0
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Figure 1. Framework for the Influence of Business Strategy
on Market Orientation and New Product Activity

Business Strategy Market Orientation  New Product Activity

Competitor
Focus . .
+ Orientation
H3
+ | H5b H5a
Y, | New Product
. . . Customer + Development
Differentiation E—% . N
erentiation Orientation ns and
. | ntroduction
+/ HIb
Cost + | Supplier

L eadership Hic | Orientation

Note: For the sake of simplicity, null effects are not noted




